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PART I
Item 1. BUSINESS

General

New York Mortgage Trust, Inc., together with itseolidated subsidiaries (‘NYMT”, the “Company”, “Weéour”, and “us”), is a
self-advised real estate investment trust, or REat invests primarily in real estate-related tsssecluding residential adjustable-rate
mortgage-backed securities, which includes coliditesd mortgage obligation floating rate securiffg&VIBS”), and prime credit quality
residential adjustable-rate mortgage (“ARM”) logfime ARM loans”), and to a lesser extent, intaer alternative real estate-related and
financial assets that present greater credit mgklass interest rate risk than our investmen®MBS and prime ARM loans. Our principal
business objective is to generate net income &iridution to our stockholders resulting from tipeesd between the interest and other income
we earn on our interestarning assets and the interest expense we pdediotrowings that we use to finance these asshish we refer to a
our net interest income.

Our investment strategy historically has focusedhorstments in RMBS issued or guaranteed by a gb®rnment agency (such as
the Government National Mortgage Association, am@ Mae), or by a U.S. Government-sponsored e(titgh as the Federal National
Mortgage Association, or Fannie Mae, and the Fédtyme Loan Mortgage Corporation, or Freddie Macdne ARM loans, and non-agency
RMBS. We refer throughout this Annual Report onrrdi0-K to RMBS issued by a U.S. government agemdy.8. Government-sponsored
entity as “Agency RMBS”. Starting with the compdet of our initial public offering in June 2004, Wwegan building a leveraged investment
portfolio comprised largely of RMBS purchased ie thpen market or through privately negotiated &atisns, and prime ARM loans
originated by us or purchased from third parties the securitized and which are held in our seieatibn trusts. Since exiting the mortgage
lending business on March 31, 2007, we have exalysfocused our resources and efforts on investinga leveraged basis, in RMBS and,
since August 2007, we have employed a portfoliategy that focuses on investments in Agency RMB& refer to our historic investment
strategy throughout this Annual Report on Form 18skour “principal investment strategy.”

In January 2008, we formed a strategic relationsliip JMP Group Inc., a fulbervice investment banking and asset manageman
and certain of its affiliates (collectively, theM® Group”), for the purpose of improving our captation and diversifying our investment
strategy away from a strategy exclusively focusedhwestments in Agency RMBS, in part to achievueaative risk-adjusted returns, and to
potentially utilize all or part of a $64.0 milliaret operating loss carifgprward that resulted from our exit from the moggdending business
2007. In connection with this strategic relatiapsthe JMP Group made a $20.0 million investmardur Series A Cumulative Convertible
Redeemable Preferred Stock (the “Series A Prefé&tedk)” in January 2008 and purchased approxim&#l5 million of our common stock
in a private placement in February, 2008. In addjtin connection with the JMP Group’s strategicastment in us, James J. Fowler, a
managing director of HCS (defined below), becameNan-Executive Chairman of the Board of Directofss of December 31, 2008, JMP
Group Inc. and its affiliates beneficially ownedapximately 33.7% of our outstanding common stddie 33.7% includes shares of Series A
preferred stock which may be converted into comstook.

In an effort to diversify our investment strategig entered into an advisory agreement with Har@eglital Strategies LLC (“HCS"),
formerly known as JMP Asset Management LLC, corentrwith the issuance of our Series A PreferrediSto the JIMP Group, pursuant to
which HCS will implement and manage our investmémtdternative real estate-related and finanagskts. Pursuant to the advisory
agreement, HCS is responsible for managing invessmaade by two of our wholly-owned subsidiariegpbtheca Capital, LLC (“HC,” also
formerly known as The New York Mortgage Company)| and New York Mortgage Funding, LLC, as welbay additional subsidiaries
acquired or formed in the future to hold investrsentade on our behalf by HCS. We refer to theseidialoies in our periodic reports filed with
the Securities and Exchange Commission (“SEC"hasManaged Subsidiaries.” Due to market cond#iand other factors in 2008,
including the significant disruptions in the cregiarkets, we elected to forgo making investmentdternative real estate-related and financial
assets and instead, exclusively focused our regsuned efforts on preserving capital and investidggency RMBS. However, we expect to
begin the diversification of our investment stratég2009 by opportunistically investing in certailternative real estate-related and financial
assets, or equity interests therein, includinghauit limitation, certain non-Agency RMBS and othen-rated mortgage assets, commercial
mortgage-backed securities, commercial real ekiates, collateralized loan obligations and othgestments. We refer throughout this
Annual Report on Form 10-K to our investment iealttive real estate-related and financial ase#itsr than Agency RMBS, prime ARM
loans and non-Agency RMBS that is already helduiniovestment portfolio, as our “ alternative intraent strategy " and such assets as our
“alternative assets.” Generally, we expect thatiovestment in alternative assets will be mada oron-levered basis, will be conducted
through the Managed Subsidiaries and will be mamhédgeHCS. Currently, we have established for dieraative assetstargeted range of 5
to 10% of our total assets, subject to market d@m#, credit requirements and the availabilityappropriate market opportunities.
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We expect to benefit from the IMP Group’s and HiD8e stment expertise, infrastructure, deal flowteasive relationships in the
financial community and financial and capital stuing skills. Moreover, as a result of the IMPV@’s and HCS’ investment expertise and
knowledge of investment opportunities in multipkset classes, we believe we have preferred aarassrtiqgue source of investment
opportunities that may be in discounted or distdgsositions, many of which may not be availabletteer companies that we compete
with. We intend to be selective in our investmentalternative assets, seeking out co-investmppbdunities with the JMP Group where
available, conducting substantial due diligencéhenalternative assets we seek to acquire andoamg lunderlying those assets, and limiting
our exposure to losses by investing in alternadsgets on a non-levered basis. By diversifyingimegstment strategy, we intend to construct
an investment portfolio that, when combined with ourrent assets, will achieve attractive risk-atgd returns and that is structured to allow
us to maintain our qualification as a REIT andrguirements for exclusion from regulation under lifivestment Company Act of 1940, as
amended, or Investment Company Act.

Because we intend to continue to qualéya REIT for federal income tax purposes ang&vaie our business so as to be exempt from
regulation under the Investment Company Act, we vélrequired to invest a substantial majority of assets in qualifying real estate assets,
such as agency RMBS, mortgage loans and otherdieasd interests in real estate. Therefore, theepéage of our assets we may invest in
corporate investments and other types of instrusisriimited, unless those investments comply wéhous federal income tax requirements
for REIT qualification and the requirements for kession from Investment Company Act regulation.

The financial information requirements required enttis Item 1 may be found in the Company’s audi#tensolidated financial
statements beginning on page F-3.

Subsequent Events
Restructuring of Principal Investment Portfolit

As of December 31, 2008, our principal investmenrtfplio included approximately $197.7 million obltateralized mortgage
obligation floating rate securities issued by Fanviae or Freddie Mac, which we refer to as AgenByQCFloaters. Following a review of our
principal investment portfolio, we determined infda 2009 that the Agency CMO Floaters held in cantfplio were no longer producing
acceptable returns, and as a result, we decidadtitde a program to dispose of these securitiearoopportunistic basis overtime. As
of March 25, 2009, the Company had sold approxity&®49.8 million in current par value of Agency @\WFloaters under this program
resulting in a net gain of approximately $0.2 rmifli As a result of these sales and our inten¢ltdle remaining Agency CMO Floaters in our
principal investment portfolio, we concluded thduetion in value at December 31, 2008 was othean-temporary and recorded an impairrr
charge of $4.1 million for the quarter and yearezh®ecember 31, 2008.
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Our Investment Strategy

The following discusses the investments we haveenaad that we expect to make in the future:
Our Principal Investment Strategy

Our principal investment strategy has focused erattguisition of higleredit quality ARM loans and RMBS that we believe Bkely
to generate attractive long-term risk-adjustedrregwon capital invested. In managing our principaéstment portfolio, we:

« investin higl-credit quality Agency and n-Agency RMBS, including ARM securities, CMO Floatessd higl-credit
quality mortgage loan:

« finance our portfolio by entering into repurchageeg@ments, or issuing collateral debt obligatiaiating to oul
securitizations

« generally operate as a long-term portfolio invesaod
« generate earnings from the return on our RMBS anelasl income from our securitized mortgage loatfplay.

Under this investment strategy, we recently havkwifl continue to focus on the acquisition of AggrRMBS, taking into
consideration the amount and nature of the antieipeeturns from the investment, our ability todgle the investment for secured,
collateralized borrowings and the costs associattdtdobtaining, financing and managing these invesits. As noted above, following a
review of our principal investment portfolio, wetdemined in March 2009 that the Agency CMO Floatezkl in our portfolio were no
longer producing acceptable returns and initiatpdogram to dispose of these securities on an oppistic basis; however, we may invest in
Agency CMO Floaters in the future should the retusn such securities become attractive.

Targeted Assets Under Our Principal Investment Segy

Hybrid ARM RMBS Issued by Fannie Mae or Freddie Magency RMBS consist of Agency pass-through dedtés and CMOs
issued or guaranteed by an Agency. Pass-througjfiazes provide for a pass-through of the monthtgrest and principal payments made by
the borrowers on the underlying mortgage loans. GM®ide a pool of mortgage loans into multiplentlaes with different principal and
interest payment characteristics.

Since March 31, 2007, we have exclusively focuagdresources and efforts on the purchase and mareadef hybrid ARM
RMBS issued by either Fannie Mae or Freddie Maddwhas included both pa#isrough certificates and CMO Floaters). Hybrid ARNBS
are adjustable rate mortgage assets that have thatis fixed for a period of three to ten yaaitally, before becoming annual or searnua
adjustable rate mortgages. Because the couponscean ARM RMBS adjust over time as interest ratenge (typically after an initial fixed-
rate period), the market values of these assetgearerally less sensitive to changes in interéssridnan are fixed-rate RMBS. In addition, the
ARMs collateralizing our RMBS typically have intariand lifetime caps on interest rate adjustments.

Fannie Mae guarantees to the holder of Fannie MABRthat it will distribute amounts representingpeduled principal and interest
on the mortgage loans in the pool underlying thenkaMae certificate, whether or not received, tivedfull principal amount of any such
mortgage loan foreclosed or otherwise finally ldated, whether or not the principal amount is distwuaceived. Freddie Mac guarantees to
each holder of certain Freddie Mac certificatestitmely payment of interest at the applicable pssugh rate and principal on the holder’s
pro rata share of the unpaid principal balancéefrelated mortgage loans. We prefer Fannie Magdh@RM RMBS due to their shorter
remittance cycle; the time between when a borranakes a payment and the investor receives theayatgnt. There can be no assurance that
the guarantee structure of Fannie Mae and Freddieissued securities will continue in the future.

Typically, we seek to acquire hybrid ARM RMBS witked periods of five years or less. In most cagesre required to pay a
premium, a price above the par value, for thesetaswhich generally is between 101% and 103%eptr value, depending on the pass-
through rates of the security, the months remaibigfgre it converts to an ARM, and other considenst
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Our investment portfolio also includes prime ARMuhs held in securitization trusts. The loans helskicuritization trusts are loans
that primarily were originated by our discontinuadrtgage lending business, and to a lesser exteohased from third parties, that we
securitized in 2005 and early 2006. These loansuastantially prime full documentation intereslydmybrid ARMs on residential homes and
all are first lien mortgages. The Company maint#iresownership trust certificates, or equity, afda securitizations, which includes rights to
excess interest, if any.

As of December 31, 2008, our principal investmantfplio was comprised of approximately $477.4 rmillin RMBS, of which
approximately $455.9 million was Agency RMBS and $2million was non-Agency RMBS, and approximat®B48.3 million of prime ARM
loans held in securitization trusts. Of the nagency RMBS held in our portfolio at December 3008, approximately $21.4 million was ra
in the highest category by Moody'’s Investor Senzod Standard & Poor’s (collectively, the “Ratingekcies”).

Our Alternative Investment Strategy

During 2008, our alternative investment strategg ywamarily focused on equity investments in uriafiiéd third party entities that
acquire or manage a portfolio of non-Agency RMB% of December 31, 2008, we had yet to make angstments under our alternative
investment strategy. Beginning in 2009, our aléke investment strategy will expand the typeassets under investment consideration. The
alternative investment strategy will focus on ogpoistic investments in certain alternative finah@ssets, or equity interests therein,
including, without limitation, certain non-agencIBS, commercial mortgage-backed securities, comialereal estate loans, collateralized
loan obligations and other investments, that asgesed or can be purchased at a discount andé¢halieve are likely to generate attractive
risk-adjusted returns. Investments in alternative asgiéitgenerally expose us to greater credit riskl &ss interest rate risk than investmen
Agency RMBS.

Pursuant to investment guidelines adopted by oar@of Directors in March 2009, each alternativestment must be approved by
our Board of Directors. Our alternative investmstnategy will vary from our principal investmentagegy and we can provide no assurance
that we will be successful at implementing thigadative investment strategy or that it will prodyositive returns.

Potential Assets Under Our Alternative Investmerit&8egy

Non-Agency RMBSThe Company may invest in residential non-AgenMBS, including investment-grade (AAA through BBB
rated) and non-investment grade (BB and B rateduandted) classes. The mortgage loan collaterakfidential non-Agency RMBS consists
of residential mortgage loans that do not generlyform to underwriting guidelines issued by Fariae, Freddie Mac or Ginnie Mae due
certain factors, including a mortgage balance esg of Agency underwriting guidelines, borroweairelateristics, loan characteristics and
insufficient documentation.

Commercial Mortgage-Backed Securitied/e may invest in commercial mortgage-backed sgesiror CMBS, through the purchase
of mortgage pass-through notes. CMBS are secuwrear kevidence ownership interests in, a singleroencial mortgage loan or a pool of
mortgage loans secured by commercial propertiessdBecurities may be senior, subordinated, inesgtgrade or non-investment grade. We
expect that most of our CMBS investments will bet pha capital structure or securitization whdre tights of the class in which we invest are
subordinated to senior classes but senior to fhesiof lower rated classes of securities, althaughmay invest in the lower rated classes of
securities if we believe the risk adjusted retgrattractive. We generally intend to invest in CMR&t will yield high current interest income
and where we consider the return of principal tdikedy. We may acquire CMBS from private origineg®f, or investors in, mortgage loans,
including savings and loan associations, mortgagdérs, commercial banks, finance companies, imesgtbanks and other entities.

The yields on CMBS depend on the tinpelyment of interest and principal due on the unydlgglmortgage loans and defaults by the
borrowers on such loans may ultimately result ifadiks on the CMBS. In the event of a default, tilustee for the benefit of the holders of
CMBS has recourse only to the underlying pool oftgege loans and, if a loan is in default, to th@tigaged property securing such mortgage
loan. After the trustee has exercised all of thats of a lender under a defaulted mortgage lodrtarelated mortgaged property has been
liquidated, no further remedy will be available.wver, holders of relatively senior classes of CMBBbe protected to a certain degree by
the structural features of the securitization teatisn within which such CMBS were issued, suckthassubordination of the more junior
classes of the CMBS.

High Yield Corporate BondswWe may invest in high yield corporate bonds, whach below investment grade debt obligations of
corporations and other nongovernmental entities elyeect that a significant portion of such bondsmay invest in will not be secured by
mortgages or liens on assets, and may have aestely payment schedule, with the principal amouayisty outstanding and at risk until 1
bond’s maturity. High yield bonds are typicallyuissl by companies with significant financial levexag
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Collateralized Loan ObligationsWe may invest in debentures, subordinated debenturequity interests in a collateralized loan
obligation, or CLO. A CLO is secured by, or evidesownership interests in, a pool of assets thgtinthude RMBS, non-agency RMBS,
CMBS, commercial real estate loans or corporatedod ypically a CLO is collateralized by a divéiesi group of assets either within a
particular asset class or across many asset caegdrese securities may be senior, subordinateestment grade or non-investment grade.
We expect the majority of our CLO investments tqhe of a capital structure or securitization vehtkre rights of the class in which we will
invest to receive principal and interest are suinaitéd to senior classes but senior to the righksveer rated classes of securities, although we
may invest in the lower rated classes of secuiitie® believe the risk adjusted return is attreetiThe Company would generally make CLO
investments on a non-levered basis to reduce liguigks as these investments are generally lgaglin nature.

Equity Securities To a lesser extent, subject to maintainingqualification as a REIT, we also may invest in coonnand preferred
equity, which may or may not be related to reahtestThese investments may include direct purchatse@mmon or preferred equity as well
purchases of interests in LLCs or other equity tiypestments. We will follow a value-oriented intregnt approach and focus on the
anticipated cash flows generated by the underlginginess, discounted by an appropriate rate teatdfloth the risk of achieving those cash
flows and the alternative uses for the capitalddnvested. We will also consider other factorshsag the strength of management, the liquidity
of the investment, the underlying value of the tsseened by the issuer and prices of similar or parable securities.

Our Financing Strategy

To finance the RMBS in our principal investmenttflio, we generally seek to borrow between sevath@ine times the amount of
our equity. At December 31, 2008 our leverage ratiaur RMBS investment portfolio, which we defias our outstanding indebtedness ui
repurchase agreements divided by sum of total btidkrs’ equity and our Series A Preferred Stocks .8 to 1. This definition of the
leverage ratio is consistent with the manner incltthe credit providers under our repurchase ageattalculate our leverage. The Company
also has $44.6 million of subordinated trust pmefééisecurities outstanding and $335.6 million dfateralized debt obligations outstanding,
both of which are not dependent on market valugdesfged assets or changing credit conditions oyenders.

We strive to maintain and achieve a balanced aversk funding mix to finance our principal investrhportfolio. We rely primarily
on repurchase agreements and collateralized déigabbns (“CDOs”) in order to finance our princigavestment portfolio. Repurchase
agreements provide us with short-term borrowings éine secured by the securities in our principat$tment portfolio, primarily RMBS.
These short-term borrowings bear interest ratesattealinked to LIBOR, a short term market intemesé used to determine short term loan
rates. Pursuant to these repurchase agreementsaheial institution that serves as a countegpaiitl generally agree to provide us with
financing based on the market value of the seesritiat we pledge as collateral, less a “hairéur repurchase agreements may require us to
deposit additional collateral pursuant to a maggih if the market value of our pledged collatatatlines or if unscheduled principal payments
on the mortgages underlying our pledged secuiii@gase at a higher than anticipated rate. Tooethe risk that we would be required to
portions of our portfolio at a loss to meet margafis, we intend to maintain a balance of cashash@quivalent reserves and a balance of
unpledged mortgage securities to use as colld@raldditional borrowings. As of December 31, 20@8,had repurchase agreements
outstanding with six different counterparties totgl$402.3 million. As of December 31, 2008, weafced approximately $348.3 million of
loans we hold in securitization trusts permanewibhh approximately $12.7 million of our own equityestment in the securitization trusts and
the issuance of approximately $335.6 million of CDO

We expect to finance our alternative assets omaexered basis with available capital from openadi See “Management’s
Discussion and Analysis of Results of Operat iam Binancial Condition- Liquidity and Capital Resources” for further dission on our
financing activities.
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Our Hedging and Interest Rate Risk Management Straggies

A significant risk to our operations, relating torgortfolio management, is the risk that interasts on our assets will not adjust al
same times or amounts that rates on our liabilédjast. Even though we retain and invest in AREuskies, many of the underlying hybrid
ARM loans in our principal investment portfolio reainitial fixed rates of interest for a period ohé ranging from two to five years. Our
funding costs are variable and the maturities hogtgerm in nature. We use hedging instrumentsdoce our risk associated with changes in
interest rates that could affect our principal stweent portfolio of prime ARM loans and RMBS. Tyaliyg, we utilize interest rate swaps
to effectively extend the maturity of our shortntelborrowings to better match the interest rateiseitg to the underlying assets being
financed. By extending the maturities on our skemi borrowings, we attempt to lock in a spreadveen the interest income generated by the
interest earning assets in our principal investnpentfolio and the interest expense related tditi@ncing of such assets in order to maintain a
net duration gap of less than one year. As we ae@®RMBS, we seek to hedge interest rate risk irotal stabilize net asset values and earr
during periods of rising interest rates. To dovge,use hedging instruments in conjunction with lsanrowings to approximate the re-pricing
characteristics of such assets. We utilize a mbaséd risk analysis system to assist in projegortfolio performances over a variety of
different interest rates and market stresses. Tadefrincorporates shifts in interest rates, changesepayments and other factors impacting
the valuations of our financial securities, inchglimortgagedacked securities, repurchase agreements, intatestwaps and interest rate c:
However, given the prepayment uncertainties onRMBS, it is not possible to definitively lock-inspread between the earnings yield on our
principal investment portfolio and the related aafsborrowings. Nonetheless, through active managgrand the use of evaluative stress
scenarios of the portfolio, we believe that we gatigate a significant amount of both value anchesags volatility.

Our Investment Guidelines
In acquiring assets for our portfolio and subse¢jyeananaging those assets, management is requiradhtere to the following
investment guidelines, unless such guidelines mended, repealed, modified or waived by our Boddimectors. Pursuant to our investment
guidelines, we will focus on investments in sedesiin the following categories:
« Category | investments are mortg-backed securities that are either rated withinafrtbe two highest rating categories by eit
Moody’s Investor Services or Standard and Poor'$iave their repayment guaranteed by Freddie Magnie Mae or Ginnie
Mae;
« Category Il investments are all residential morggagjated securities that do not fall within Catggip and
« Category lll investments are all commercial mortgdgcked securities and non-mortgage-related siesyiincluding, without
limitation, subordinated debentures or equity ie$¢s in a collateralized loan obligation, high giebrporate bonds and equity
securities
The investment guidelines provide the followingestment limitations:

« noinvestment shall be made which would cause €ailtto qualify as a REIT

- no investment shall be made which would cause wipsubsidiaries to register as an investment emypinder the Investme
Company Act of 194C




Table of Content

Certain of our officers have the authority to aperowvithout the need of further authorization of 8eard of Directors, the following
transactions from time to time, any of which mayeléered into by us or any of our subsidiaries:

« the purchase and sale of Category | investmerigestio the limitations described abo
. the purchase and sale of agency debt;
- the purchase and sale of U.S. Treasury secut
» the purchase and sale of overnight investm
« the purchase and sale of money market funds;
« hedging arrangements usir
« interest rate swaps and Eurodollar contracts;
e caps, floors and collar
 financial futures; an

¢ options on any of the above; &

- the incurrence of indebtedness usi

. repurchase agreements; ¢
e term repurchase agreemel

Until further modified by our Board of Directord| €ategory Il and Category Il investments (redasd of the size of the investment)
under our alternative investment strategy requhesprior approval of our Board of Directors.

Our Relationship with HCS and the Advisory Agreemem

HCS, an external advisor to the managed subsididse wholly-owned subsidiary of JIMP Group Imattmanages a family of single-
strategy and multi-manager hedge fund products. BI€&sponsors and partners with other alternativestment firms. HCS was founded by
Joseph Jolson in 1999. As of December 31, 2008, kH2iS$443.0 million in client assets under managgme

Concurrent and in connection with the issuanceuofSeries A Preferred Stock on January 18, 200&ntered into an advisory
agreement with HCS pursuant to which HCS advisedManaged Subsidiaries and manages our alterriatigstment strategy. Currently, any
investment in Category Il and Il investments oh&léof the Managed Subsidiaries by HCS will requipard approval and must adhere to
investment guidelines adopted by our Board of Rinexc HCS earns a base advisory fee of 1.5% dfdeity capital” (as defined in the
advisory agreement) of the Managed Subsidiariedsaal$o eligible to earn incentive compensatiahé Managed Subsidiaries achieve cel
performance thresholds. As of December 31, 200& M@s not managing any assets in the Managed Saress but was earning a base
advisory fee on the net proceeds to our Company frar private offerings in each of January 2008 ebruary 2008.

In addition, pursuant to the stock purchase agreepreviding for the sale of the Series A Prefer&dck to the JMP Group, James J.
Fowler and Steven M. Abreu were appointed to ouarBmf Directors, with Mr. Fowler being appointée tNon-Executive Chairman of our
Board of Directors. Mr. Fowler, who also serveshesnon-compensated Chief Investment Officer ofdth@ New York Mortgage Funding,
LLC, is a managing director of HCS, a subsidiaryifP Group Inc.
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On February 21, 2008, we completed the issuan@ebahillion shares of our common stock in a privaleecement to certain
accredited investors, resulting in $56.5 milliomigt proceeds to our company. JMP Securities LinGffiliate of HCS and the JMP Group,
served as the sole placement agent for the traosatd was paid a $3.0 million placement fee fthengross proceeds.

As of December 31, 2008, each of HCS, JMP Groupdnd Joseph A. Jolson, the Chairman and ChiefixecOfficer of IMP
Group Inc., beneficially owned approximately 16.888,2% and 9.5%, respectively, of our outstandiogmon stock. In addition, in
November 2008 our Board of Directors approved amgtion from the ownership limitations containedur charter to permit Mr. Jolson
beneficially own up to 25% of the aggregate valfiews outstanding capital stock. As a result thr&sekholders exert significant influence
over us.

Advisory Agreemen

As described above, on January 18, 2008, we entet@dn advisory agreement with HCS. The followisg@ summary of the key
economic terms of the advisory agreement:

Type Description

Base Advisory Fe A base advisory fee of 1.50% per annum of “equity capite” of the Manage
Subsidiaries is payable by us to HCS in cash, gugrin arrears.

Equity capital of the Managed Subsidiaries is d=fias, for any fiscal quarter, the
greater of (i) the net asset value of the investmehthe Managed Subsidiaries as of
the end of the fiscal quarter, excluding any invesits made prior to the date of the
advisory agreement and any assets contributed bythe Managed Subsidiaries for
the purpose of facilitating compliance with our keston from regulation under the
Investment Company Act, or (ii) the sum of $20,000, plus 50% of the net proceeds
to us or our subsidiaries of any offering of comnoomreferred stock completed by
during the term of the advisory agreemt

Incentive Compensation The advisory agreement calls for incentive compmsao be paid by us to HCS
under certain circumstances. If earned, incentbrapensation is paid quarterly in
arrears in cashprovided, howevethat a portion of the incentive compensation may
be paid in shares of our common stock.

For the first three fiscal quarters of each figadr, 25% of the core earnings of the
Managed Subsidiaries attributable to the investm#rat are managed by HCS that
exceed a hurdle rate equal to the greater of @)%.or (ii) 0.50% plus one-fourth of
the ten year treasury rate for such quarter.

For the fourth fiscal quarter of each fiscal yehe difference between (i) 25% of the
GAAP (as defined in Item 7 below) net income of it@naged Subsidiaries
attributable to the investments that are managdd®@$ that exceeds a hurdle rate
equal to the greater of (a) 8.00% and (b) 2.00% fie ten year treasury rate for such
fiscal year, and (ii) the amount of incentive comgetion paid for the first three fiscal
quarters of such fiscal ye:

Termination Fee If we terminate the advisory agreement for causdemmination fee is payable.
Otherwise, if we terminate the advisory agreemermect not to renew it, we will pe
a cash termination fee equal to the sum of (ijaVerage annual base advisory fee and
(ii) the average annual incentive compensationeshduring the 24-month period
immediately preceding the date of terminati

Pursuant to the advisory agreement, HCS was pairillion in management fees for the twelve morghded December 31, 2008.
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Conflicts of Interest with HCS; Equitable Allocatio of Investment Opportunities; Other Information Rgrding the Advisory Agreement

HCS manages, and is expected to continue to mantw®, client accounts with similar or overlappingestment strategies. HCS has
agreed to make available to the Managed Subsidialiégnvestment opportunities that it determinests reasonable and good faith judgment,
based on their investment objectives, policiesstrategies, and other relevant factors, are apjatepior them in accordance with HCS'’s
written allocation procedures and policies.

Since many of the Managed Subsidiaries’ targeteesiments are typically available only in specifighntities and since many of
their targeted investments may also be targetessinvents for other HCS accounts, HCS may not letaliduy as much of any given
investment as required to satisfy the needs affatt clients’ accounts. In these cases, HC&8location procedures and policies would typic
allocate such investments to multiple accountgapgrtion to the needs of each account. The palisgmit departure from proportional
allocation when the total HCS allocation would fe8uan inefficiently small amount of the securliging purchased for an account. In that
case, the policy allows for a “rotational” protoaflallocating subsequent investments so thathoovarall basis, each account is treated
equitably.

We expect that HCS will source substantially albaf investments in alternative assets as advistiret Managed
Subsidiaries. Pursuant to the advisory agreerk#D§ is authorized to follow broad investment guites in determining which alternative
assets the Managed Subsidiaries will invest inré€hily, our investment guidelines require the Baafr®irectors to approve each investmer
alternative assets pursuant to our investment nefe However, as our alternative investment pticfexpands in the future, our Board of
Directors may elect to not review individual inwesints or grant HCS greater investment discretiomohducting their review of the
investments held by our Managed Subsidiaries, wacubrs will rely primarily on information provideto them by HCS and our management.
Furthermore, the Managed Subsidiaries may use eniplestment strategies and transactions, whichbealifficult or impossible to
unwind. Although our Board of Directors must fiegiprove an alternative investment opportunity, Hi@s great latitude within our Managed
Subsidiaries’ broad investment guidelines to deteenthe types of assets it will recommend to ouaf8aof Directors as proper investments for
the Managed Subsidiaries. Some of these investapgartunities may present a conflict of interestHil€S and Mr. Fowler, particularly in the
case of certain co-investment opportunities whéfikkiaées of the IMP Group will be co-investmentipers. The investment guidelines do not
permit HCS to invest in Agency RMBS, since thesegtments are made by us.

The advisory agreement does not restrict the glafiHCS or its affiliates from engaging in othersiness ventures of any nature
(including other REITSs), whether or not such veesuare competitive with the Managed Subsidiariasiress so long as HCS’s management
of other REITs or funds does not disadvantage useoManaged Subsidiaries.

HCS may engage other parties, including its aféato provide services to us or our subsidiapesyided that any such agreements
with affiliates of HCS shall be on terms no morediable to such affiliate than would be obtaineahrfra third party on an arm’s-length basis
and, in certain circumstances, approved by a mgjofiour independent directors. With respect tafptio management services, any
agreements with affiliates shall be subject tomior written approval and HCS shall remain liafuethe performance of such services. With
respect to monitoring services, any agreements affiliates shall be subject to our prior writteppaoval and the base advisory fee payable to
HCS shall be reduced by the amount of any feeshjpaya such other parties, although we will reingguany out-of-pocket expenses incurred
by such other parties that are reimbursable by us.

Pursuant to a Schedule 13D filed with the SEC dwrrry 17, 2009, HCS and JMP Group, Inc., benéfjctavned approximately
16.8% and 12.2%, respectively, of our outstandimgmon stock as of December 31, 2008. In addiponsuant to a Schedule 13G/A filed
with the SEC on December 4, 2008, Joseph A. JotkerChairman and Chief Executive Officer of IMR @ Inc. and HCS, beneficially
owned approximately 9.5% of our outstanding comstock. HCS is an investment adviser that managesiments and trading accounts of
other persons, including certain accounts affidlatéth IMP Group, Inc., and is deemed the benéfisiaer of shares of our common stock
held by these accounts. As noted above, Mr. Fowlamanaging director of HCS, which is a whollyrd subsidiary of IMP Group, Inc. As
a result of the combined voting power of HCS, JMBUp, Inc. and Joseph A. Jolson, these stockhobdeat significant influence over matt
submitted to a vote of stockholders, including eékextion of directors and approval of a changeoimti®| or business combination of our
company, and strategic direction of our Companys Thncentration of ownership may result in decisiaffecting us that are not in the best
interests of all our stockholders. In addition, IMowler may have a conflict of interest in situasavhere the best interests of our company anc
stockholders do not align with the interests of HTGP Group, Inc. or its affiliates, which may rktsn decisions that are not in the best
interests of all our stockholders.
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Company History

We were formed as a Maryland corporation in Sep&gr@b03. In June 2004, we completed our initialliputiffering, or IPO, that
resulted in approximately $122 million in net preds to our company. Prior to the IPO, we did neeh@curring business operations. As part
of our formation transactions, concurrent with tR®, we acquired 100% of the equity interests in Waich at the time was a residential
mortgage origination company that historically lsatd or brokered all of the mortgage loans it avégéd to third parties. Effective with the
completion of our IPO, we operated two businessnsegs: (i) our mortgage portfolio management sedraed (ii) our mortgage lending
segment. Under this business model, we would retagheither finance in our portfolio selected atjbke-rate and hybrid mortgage loans that
we originated or we would sell them to third pagtiehile continuing to sell all fixed-rate loansgimated by HC to third parties.

Commencing in March 2006, we stopped retainindpalhs originated by HC and began to sell thesesléamhird parties. With the
mortgage lending business facing increasingly diffioperating conditions, we began consideringtsgic alternatives for our business in mid-
2006. After an extensive review of the Companyrategic and financial alternatives, our Board afebtors determined that the sale of
substantially all of the assets of our retail arftbl@sale residential mortgage lending platform imabe best interests our stockholders and
company. On February 22, 2007, we completed tleecfaur wholesale lending business to Tribecadimy Corp., a subsidiary of Franklin
Credit Management Corporation, for an estimatedhase price of $0.5 million. Shortly thereafter,March 31, 2007, we completed the sale
of substantially all of the operating assets reldtethe retail mortgage lending platform of HAridymac Bank, F.S.B., (“Indymac”), for a
purchase price of approximately $13.5 million isttand the assumption of certain of our liabiliti€nce this sale, which effectively marked
our exit from the mortgage lending business, weehaxclusively focused our resources and effortsessting, on a leveraged basis, in
RMBS.

During 2007, due in part to continued difficult oaing conditions and our small market capital@atas compared to our peers, our
Board of Directors continued to consider and review strategic and financial alternatives. In Jan@®08 we formed a strategic relationship
with the IMP Group, whereby HCS became the contshetdvisor to the Managed Subsidiaries and the Gitfap purchased 1.0 million
shares of our Series A Preferred Stock for an aggeepurchase price of $20.0 million. We formed tielationship with the IMP Group for the
purpose of improving our capitalization and divBfisig our investment portfolio. The Series A Preéel Stock entitles the holders to receive a
cumulative dividend of 10% per year, subject taremease to the extent any future quarterly comstonk dividends exceed $0.20 per share.
The Series A Preferred Stock is convertible intarsh of the Company's common stock based on a sionegrice of $8.00 per share of
common stock, which represents a conversion ratw@find one-half (2 ¥2) shares of common stocle&émh share of Series A Preferred
Stock. The Series A Preferred Stock matures oreéer 31, 2010, at which time any outstanding shiamest be redeemed by the Compal
the $20.00 per share liquidation preference. PutsiwaStatement of Financial Accounting Standat8&AS”) No.150,Accounting for Certain
Financial Instruments with Characteristics of batlabilities and Equity, because of this mandatory redemption featureCtitapany classifie
these securities as a liability on its balance shee

Upon completion of the issuance and sale of theeSér Preferred Stock to the JMP Group on Janu@r®@08 and pursuant to the
stock purchase agreement providing for the satheghares, James J. Fowler and Steven M. Abres apgrointed to our Board of Directors,
with Mr. Fowler being appointed the Ndtxecutive Chairman of our Board of Directors. MowHer also serves as the Chief Investment Of
of the Managed Subsidiaries. In addition, concurvéth these actions, Steven B. Schnall, Mary Dwyembroke, Jerome F. Sherman and
Thomas W. White resigned as members of our BoaRireictors.

On February 21, 2008, we completed the issuancaaedf 7.5 million shares of our common stockedain accredited investors in
a private placement at a price of $8.00 per sf¥dris. private offering of our common stock generatetiproceeds to us of $56.5 million after
payment of private placement fees and expensearinection with this private offering of our commstock, we entered into a registration
rights agreement, pursuant to which we were reduwdile with the Securities and Exchange Commoissor SEC, a resale shelf registration
statement registering for resale the 7.5 millioarsk sold in the private offering. We filed a ressthelf registration statement on Form S-3 on
April 4, 2008, which was declared effective by 8#C on April 18, 2008. We used substantially athe net proceeds from the January and
February 2008 offerings to acquire approximatel$Z4 million of Agency RMBS for our principal inviesent portfolio.

On February 3, 2009, David A. Akre resigned hisitimss as our Co-Chief Executive Officer and aseamber of our Board of
Directors. In connection with Mr. Akre’s resigrai Steven R. Mumma, our Co-Chief Executive Offi¢&esident and Chief Financial
Officer, was appointed as our Chief Executive Gffjeffective immediately. Mr. Mumma also retaitesl other positions with the Company
and will continue to serve as a member of our Badidirectors.

Since June 5, 2008 the Company’s shares of cominok Bave been listed on the NASDAQ Capital MafkRASDAQ”) under the
symbol “NYMT.” The Company’s common stock was pgoasly listed on the New York Stock Exchange (“NYgEom the time of our IPO
until September 11, 2007, at which time our comrsimek was de-listed from the NYSE because our geenaarket capitalization was less
than $25 million over a consecutive 30-trading gayiod. Between September 11, 2007 and June B, 0@ common stock was reported on
the Over-the-Counter Bulletin Board (“OTCBB”).
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In connection with the minimum listing price regeriments of NASDAQ, we have completed two separaterse stock splits on our
common stock. In October 2007, we completed arBfieverse split of our common stock, and in MBQ&, we completed a 1-for-2 reverse
split of our common stock. The information in tiisnual Report on Form 10-K gives effect to themeerse stock splits as if they occurred at
the Company’s inception.

Certain Federal Income Tax Considerations and Our ftus as a REIT

We have elected to be taxed as a REIT under Sedd®6-860 of the Internal Revenue Code (IRC) 06198 amended, for federal
income tax purposes, commencing with our taxabée gaded December 31, 2004, and we believe thatuwtent and proposed method of
operation will enable us to continue to qualifyaaREIT for our taxable year ended December 31, 20@Bthereafter. We hold our mortgage
portfolio investments directly or in a qualified REsubsidiary, or QRS. Accordingly, the net intéri@some we earn on these assets is
generally not subject to federal income tax as lasgve distribute at least 90% of our REIT taxafé®me in the form of a dividend to our
stockholders each year and comply with variousratbguirements. Taxable income generated by HCtaxable REIT subsidiary, or TRS, is
subject to regular corporate income tax.

The benefit of REIT tax status is a tax treatmbat avoids “double taxation,” or taxation at bdik torporate and stockholder levels,
that generally applies to distributions by a cogimn to its stockholders. Failure to qualify aREIT would subject our Company to federal
income tax (including any applicable minimum tar)its taxable income at regular corporate ratesdistdbutions to its stockholders in any
such year would not be deductible by our Company.

Summary Requirements for Qualificatio
Organizational Requirements
A REIT is a corporation, trust, or association timets each of the following requirements:
1) It is managed by one or more trustees or directo
2) Its beneficial ownership is evidenced by traradiée shares, or by transferable certificates akleial interest.
3) It would be taxable as a domestic corporatian for the REIT provisions of the federal income kaws.

4) It is neither a financial institution nor an imance company subject to special provisions ofd@leral income tax
laws.

5) At least 100 persons are beneficial ownerssoflitares or ownership certificates.
6) Not more than 50% in value of its outstandingreb or ownership certificates is owned, directlindirectly, by
five or fewer individuals, which the federal inconae laws define to include certain entities, dgrihe last half of any

taxable year.

7) It elects to be a REIT, or has made such eledtipa previous taxable year, and satisfies &dviamnt filing and
other administrative requirements established ByIRS that must be met to elect and maintain REdus.

8) It meets certain other qualification tests, diésd below, regarding the nature of its income asskts.
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Qualified REIT Subsidiaries A corporation that is a “qualified REIT subsidiais not treated as a corporation separate fram it
parent REIT. All assets, liabilities, and itemsrafome, deduction, and credit of a “qualified RElIbsidiary” are treated as assets, liabilities,
and items of income, deduction, and credit of tB#TRA “qualified REIT subsidiary” is a corporatipall of the capital stock of which is
owned by the REIT. Thus, in applying the requiretaelescribed herein, any “qualified REIT subsidiahat we own will be ignored, and all
assets, liabilities, and items of income, deduct#ord credit of such subsidiary will be treatedasassets, liabilities, and items of income,
deduction, and credit.

Taxable REIT SubsidiariesA REIT is permitted to own up to 100% of the $t@f one or more “taxable REIT subsidiaries,” orSR
A TRS is a fully taxable corporation that may emreome that would not be gualifying income if eatrirectly by the parent REIT. Overall,
no more than 25% (20% for taxable years prior 0 ®f the value of a REIT’s assets may consisteék or securities of one or more TRSs.

A TRS will pay income tax at regular corporate sade@ any income that it earns. In addition, the T&8s limit the deductibility of
interest paid or accrued by a TRS to its parenfIR&lassure that the TRS is subject to an apprepleael of corporate taxation. We have
elected for HC to be treated as a TRS. HC is stubjexorporate income tax on its taxable income.

Qualified REIT Assets

On the last day of each calendar quarter, at &t of the value of our assets (which includesassets held through a qualified
REIT subsidiary) must consist of qualified REIT etss— primarily, real estate, mortgage loans sethyereal estate, and certain mortgage-
backed securities (“Qualified REIT Assets”), govaent securities, cash, and cash items. We beliatestibstantially all of our assets are and
will continue to be Qualified REIT Assets. On tlastlday of each calendar quarter, of the asseisclated in the foregoing 75% asset test
value of securities that we hold issued by anyisseger may not exceed 5% in value of our totaltassed we may not own more than 10% of
the voting power or value of any one issuer’s @utding securities (with an exception for securitiea qualified REIT subsidiary or of a
taxable REIT subsidiary). In addition, the aggregadlue of our securities in taxable REIT subsidicannot exceed 25% of our total assets.
We monitor the purchase and holding of our assetpdrposes of the above asset tests and seekiag@aur portfolio to comply at all times
with such tests.

We may from time to time hold, through one or miareable REIT subsidiaries, assets that, if we Heddh directly, could generate
income that would have an adverse effect on oulifipadion as a REIT or on certain classes of dockholders.

Gross Income Tests
We must meet the following separate income-bassd &ach year:

1. The 75% Test. At least 75% of our gross incoondtfe taxable year must be derived from QualifREl T Assets.
Such income includes interest (other than intdrased in whole or in part on the income or pradftany person) on
obligations secured by mortgages on real propegtits from real property, gain from the sale of Ifieal REIT Assets, and
qualified temporary investment income or interé@steal property. The investments that we have naamkintend to contint
to make will give rise primarily to mortgage intsteualifying under the 75% income test.

2. The 95% Test. At least 95% of our gross incoanétfe taxable year must be derived from the sautltat are
qualifying for purposes of the 75% test, and framidinds, interest or gains from the sale or digmosof stock or other
assets that are not dealer property.

Distributions
We must distribute to our stockholders on a pra batsis each year an amount equal to at lead%) & our taxable income before
deduction of dividends paid and excluding net edgain, plus (ii) 90% of the excess of the nebme from foreclosure property over the tax

imposed on such income by the Internal Revenue Qese (iii) any “excess non-cash income.” We hanagle and intend to continue to make
distributions to our stockholders in sufficient aimts to meet the distribution requirement for REURlification.
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Investment Company Act Exemption

We operate our business so as to be exempt froistnaggon under the Investment Company Act. We walythe exemption provided
by Section 3(c)(5)(C) of the Investment Company. A¢e monitor our portfolio periodically and priar €ach investment to confirm that we
continue to qualify for the exemption. To qualify the exemption, we make investments so thataat E5% of the assets we own consist of
qualifying mortgages and other liens on and intsresreal estate, which are collectively referre@ds “qualifying real estate assets,” and so
that at least 80% of the assets we own consigalfastate-related assets (including our qualifyéad estate assets, both as measured on an
unconsolidated basis). We generally expect thatrugstments will be considered either qualifyieglrestate assets or real estatated asse
under Section 3(c)(5)(C) of the Investment Compaaly Qualification for the Section 3(c)(5)(C) exetigm may limit our ability to make
certain investments. In addition, we must ensuaéelach of our subsidiaries qualifies for the Sec8(c)(5)(C) exemption or another
exemption available under the Investment Comparty Ac

Competition

Our success depends, in large part, on our akdligcquire assets at favorable spreads over owwing costs. When we invest in
mortgage-backed securities, mortgage loans and imthestment assets, we compete with a varietpstitutional investors, including other
REITs, insurance companies, mutual funds, hedgesfupension funds, investment banking firms, bamdother financial institutions that
invest in the same types of assets. Many of thegestors have greater financial resources and sibadawer costs of capital than we do. The
existence of these competitive entities, as wethagossibility of additional entities formingtine future, may increase the competition for the
available supply of mortgage and other investmeséts suitable for purchase, resulting in highieeprand lower yields on assets.

Personnel
As of December 31, 2008 we employed six people.
Corporate Office

Our corporate headquarters are located at 52 Vhittdavenue, Suite 403, New York, New York, 10017dsour telephone number is
(212) 792-0107.

Access to our Periodic SEC Reports and Other Corpate Information

Our internet website address is www.nymtrust.cofe make available free of charge, through owerivet website, our annual report
on Form 10-K, our quarterly reports on Form 10-@yent reports on Form 8-K and any amendments tinénat we file or furnish pursuant to
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 as soon as reasonably practicable wkezlectronically file such material with,
furnish it to, the SEC. Our Corporate Governance@ines and Code of Business Conduct and Ethidgtencharters of our Audit,
Compensation and Nominating and Corporate Govem@&oenmittees are also available on our websiteaam@vailable in print to any
stockholder upon request in writing to New York Myage Trust, Inc., c/o Secretary, 52 Vanderbilt dwes Suite 403, New York, New York,
10017. Information on our website is neither pamar incorporated into this Annual Report on FdtfK.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S
This Annual Report on Form 10-K contains certaimfard-looking statements. Forward looking statemeané those which are not

historical in nature and can often be identifiedtir inclusion of words such as “will,” “anticipg” “estimate,” “should,” “expect,” “believe,”
“intend” and similar expressions. Any projectionreffenues, earnings or losses, capital expendjtdigsibutions, capital structure or other
financial terms is a forward-looking statement. t@ier statements regarding the following particylae forward-looking in nature:

« our business strategy;

« future performance, developments, market foreaassojected dividend:

« projected acquisitions or joint ventures; ¢

. projected capital expenditures.

It is important to note that the description of business is general and our investment in reateeselated and certain alternative
assets in particular, is a statement about ouratipes as of a specific point in time and is noanmtdo be construed as an investment
policy. The types of assets we hold, the amout#\@rage we use or the liabilities we incur andeottharacteristics of our assets and liabilities
disclosed in this report as of a specified peribtinee are subject to reevaluation and change witihotice.

Our forward-looking statements are based upon amagement's beliefs, assumptions and expectatfang ¢uture operations and
economic performance, taking into account the imfation currently available to us. Forwdabking statements involve risks and uncertain
some of which are not currently known to us and yrafrwhich are beyond our control and that mightseaour actual results, performance or
financial condition to be materially different frotimne expectations of future results, performanciénancial condition we express or imply in
any forward-looking statements. Some of the impurtactors that could cause our actual resultfppmance or financial condition to differ
materially from expectations are:

« our portfolio strategy and operating strategy mayxbanged or modified by our management withouaade notice to you
stockholder approval and we may suffer lossesrasudt of such modifications or chang

« market changes in the terms and availability ofirepase agreements used to finance our investroetfiblp activities;
« reduced demand for our securities in the mortgagargtization and secondary marke

« interest rate mismatches between our interest+agasgsets and our borrowings used to fund sucthpses;

« changes in interest rates and mortgage prepay@ats;

« changes in the financial markets and economy géyeiacluding the continued or accelerated detexiion of the U.S.
economy;

« effects of interest rate caps on our adjustablerairtgage-backed securities;
« the degree to which our hedging strategies mayay mot protect us from interest rate volatili

« potential impacts of our leveraging policies on patincome and cash available for distribution;
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our board's ability to change our operating poticded strategies without notice to you or stockéofpproval
our ability to successfully implement and grow alternative investment strategy and to identifyahle alternative assets ;

our ability to manage, minimize or eliminate liafis stemming from the discontinued operationduiding, among other
things, litigation, repurchase obligations on thkes of mortgage loans and property lea

actions taken by the U.S. and foreign governmesatstral banks and other governmental and regulétodyes for the
purpose of stabilizing the financial credit and $iog markets, and economy generally, including loedification programs

changes to the nature of the guarantees providé@bgie Mae and Freddie Mac; ¢

the other important factors identified, or incorgigd by reference into this report, including, bot limited to those under ti
captions “Management's Discussion and Analysisimdiicial Condition and Results of Operations” a@ui&ntitative and
Qualitative Disclosures about Market Risk”, andshalescribed in Part I, Item 1A — “Risk Factors\tl ¢he various other
factors identified in any other documents filedusywith the SEC

We undertake no obligation to publicly update atise any forward-looking statements, whether assalt of new information,
future events or otherwise. In light of these rjskscertainties and assumptions, the events desthi our forward-looking events might not
occur. We qualify any and all of our forward-loogistatements by these cautionary factors. In additiou should carefully review the risk
factors described in other documents we file frametto time with the SEC.
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Iltem 1A. RISK FACTORS

Set forth below are the risks that we believe araterial to stockholders. You should carefully codst the following risk factors and th
various other factors identified in or incorporatelly reference into any other documents filed bywish the SEC in evaluating our compar
and our business. The risks discussed herein cameadely affect our business, liquidity, operatingsults, prospects, and financial
condition. This could cause the market price of osecurities to decline. The risk factors descritgelow are not the only risks that may
affect us. Additional risks and uncertainties notgsently known to us also may adversely affect business, liquidity, operating results,
prospects, and financial conditior

Risks Related to Our Business and Our Company

Interest rate mismatches between tinterest-earning assetield in our investment portfolio, particularly RMBSand the borrowings used
fund the purchases of those assets may reduce atrimcome or result in a loss during periods of afging interest rates

Certain of the RMBS held in our investment portidiiave a fixed coupon rate, generally for a sigaift period, and in some cases, for
the average maturity of the asset. At the same, thmerepurchase agreements and other borrowimpgsatly provide for a payment reset per
of 30 days or less. In addition, the average migtofiour borrowings generally will be shorter thifwe average maturity of the RMBS in our
portfolio and in which we seek to invest. Histoligawe have used swap agreements as a meangdorming to fix the cost of certain of our
liabilities over a period of time; however, theggesements will generally not be sufficient to matiel cost of all our liabilities against all of «
investment securities. In the event we experiemexpectedly high or low prepayment rates on our RVi@&ur strategy for matching our assets
with our liabilities is more likely to be unsuccéds

Interest rate fluctuations will also cause varianicethe yield curve, which may reduce our net meoThe relationship between short-
term and longer-term interest rates is often reféto as the “yield curve.” If short-term interestes rise disproportionately relative to longer-
term interest rates (a flattening of the yield @)nour borrowing costs may increase more rapluiy tthe interest income earned on the RMBS
and other interest-earning assets in our investpenttolio. Because the RMBS in our investment fodid typically bear interest based on
longer-term rates while our borrowings typicallyabénterest based on short-term rates, a flatteoirige yield curve would tend to decrease
our net income and the market value of these s&sirAdditionally, to the extent cash flows fronvéstments that return scheduled and
unscheduled principal are reinvested, the spretwdea the yields of the new investments and availbbrrowing rates may decline, which
would likely decrease our net income. It is alsegible that short-term interest rates may exceegeloterm interest rates (a yield curve
inversion), in which event our borrowing costs nexgeed our interest income and we could incur 8@t operating losses. A flat or inver
yield curve may also result in an adverse enviramrfe adjustabl-rate RMBS volume, as there may be little incenforeborrowers to choos
the underlying mortgage loans over a longer-texmdirate loan. If the supply of adjustable-rate RdiBecreases, yields may decline due to
market forces.

Declines in the market values of assets in our igtraent portfolio may adversely affect periodic refsal results and credit availability
which may reduce earnings and, in turn, cash avdile for distribution to our stockholders.

The market value of the interest-bearing assetghinh we invest, most notably RMBS and purchasédg@iARM loans and any related
hedging instruments, may move inversely with charigenterest rates. We anticipate that increaséstérest rates will tend to decrease our
net income and the market value of our interestibgassets. Substantially all of the RMBS withiir investment portfolio is classified for
accounting purposes either as “trading securitiests “available for saleChanges in the market values of trading secuniti#de reflected il
earnings and changes in the market values of dlaifar sale securities will be reflected in stockiers’equity. As a result, a decline in mar
values may reduce the book value of our assetsedder, if the decline in market value of an avad@édbr sale security is other than tempor:
such decline will reduce earnings.

A decline in the market value of our RMBS and otiderest-bearing assets, such as the decline periexced during the market
disruption in March 2008, may adversely affectpegticularly in instances where we have borrowesaydased on the market value of those
assets. If the market value of those assets d@aclthe lender may require us to post additionlddtemal to support the loan, which would
reduce our liquidity and limit our ability to levesye our assets.
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In March 2008, due in part to decreases in the atarklue of certain of the RMBS held in our poitictaused by the March 2008 market
disruption and the related increase in collatexgLirements by our lenders, we elected to imprawdiquidity position by selling an aggregate
of approximately $598.9 million of Agency RMBS, véting in a net loss in earnings during that quartimilar to March 2008, if we are, or
anticipate being, unable to post the additiondbtetal, we would have to sell the assets at a tilmen we might not otherwise choose to do so.
In the event that we do not have sufficient ligtyido meet such requirements, lending institutiora accelerate indebtedness, increase int
rates and terminate our ability to borrow, any diah could result in a rapid deterioration of omahcial condition and cash available for
distribution to our stockholders. Moreover, if liguidate the assets at prices lower than the damsaoricost of such assets, we will incur losses.

We may change our investment strategy, operatinigies and/or asset allocations without stockhold=nsent, any of which could result
losses.

We may change our investment strategy, operatifigip® and/or asset allocation with respect to sireents, acquisitions, leverage,
growth, operations, indebtedness, capitalizatiahdistributions at any time without the consenbof stockholders, which may result in risk
investments. Although we have most recently emgudog portfolio strategy that focuses on investmenfsggency RMBS, we expect to
commence investments under our alternative investsteategy in 2009. In connection with a $20.0iam preferred equity investment in our
company by JMP Group, Inc. and certain of its @fils in January 2008, we entered into an adviagrgement with HCS, pursuant to which
HCS will manage any alternative investment stratsgyducted through the Managed Subsidiaries duhi@germ of the advisory agreement.
Since entering into the advisory agreement, we leapéored and will continue to consider alternafiweestments, including those outside of
our targeted asset class, that we believe willdoeedive to earnings and may allow us to utilizeoala portion of an approximately $64.0
million net operating loss carry-forward. Sucheaftative investments may include, without limitatitower rated non-Agency RMBS, CMBS
and corporate CLO securities as well as equityigpations in funds or companies that invest inigintype assets. A change in our
investment strategy may increase our exposuretéoest rate and/or credit risk, default risk aral estate market fluctuations. Furthermore, a
change in our asset allocation could result inmoaking investments in asset categories differemhfour historical investments and in which
we have limited or no investment experience. Thbssges could result in a decline in earningessds which could adversely affect our
financial condition, results of operations, the kedprice of our common stock or our ability to phyidends.

Continued adverse developments in the residentiattgage market, and the economy generally, may adely affect our business,
particularly our ability to acquire Agency RMBS anthe value of the Agency RMBS that we hold in owrffolio as well as our ability tc
finance or sell our Agency RMB¢S

In recent years, the residential mortgage mark#terlnited States has experienced a variety @€difies and changed economic
conditions, including declining home values, heggted defaults, credit losses and liquidity concebhwer the past year, news of potential and
actual security liquidations has increased thetilityaof many financial assets, including AgenciBS and other higlguality residential MB
assets. These recent disruptions have materialigraely affected the performance and market valilesoRMBS in our portfolio and prime
ARM loans held in securitization trusts, as welbéser interest-earning assets that we may conaigriring in the future. Securities backed
by residential mortgage loans originated in 2006 2007 have had higher and earlier than expected dd delinquencies. In addition, the U.S.
economy is presently mired in a recession, withsiuprices that continue to fall in many areasiatbthe country while unemployment rates
continue to rise, further increasing the risk fagtter delinquency rates. Many RMBS and other irdiegarning assets have been downgrade
rating agencies in recent years, and rating agemeay further downgrade these securities in thadut_enders have imposed additional and
more stringent equity requirements necessary tmfia these assets and frequent impairments basedrirto-market valuations have
generated substantial collateral calls in the ibhgu#s a result of these difficulties and changednomic conditions, many companies
operating in the mortgage specialty finance sedtax® failed and others, including Fannie Mae amdidiie Mac, are facing serious operating
and financial challenges. While the U.S. FederaeRee has taken certain actions in an effort toliana¢e the current market conditions, and
the U.S. Treasury and the Federal Housing Finargmngy, or FHFA, which is the federal regulator rasgigned to oversee Fannie Mae and
Freddie Mac, are also taking actions, these effogg be ineffective. As a result of these factarspng others, the market for these securities
may be adversely affected for a significant penbtime.
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During the past year, housing prices and appraaaks in many states have declined or stoppedeajeping, after extended periods of
significant appreciation. A continued decline oreattended flattening of those values may resudtdditional increases in delinquencies and
losses on residential mortgage loans generallyicpdarly with respect to second homes and invegtoperties and with respect to any
residential mortgage loans, the aggregate loan atead which (including any subordinate liens) eliese to or greater than the related
property values.

Fannie Mae and Freddie Mac guarantee the payméptioipal and interest on the Agency RMBS in portfolio even if the borrowe
of the underlying mortgage loans default on thaiyrpents. However, rising delinquencies and marketgption can still negatively affect the
value of our Agency RMBS or create market uncetyadoout their true value. While the market disiopg have been most pronounced in the
non-Agency RMBS market, the impact has extendgsjency RMBS. During a significant portion of 20@8¢ value of Agency RMBS were
unstable and relatively illiquid compared to prpariods.

Agency RMBS guaranteed by Fannie Mae and Freddiedvka not supported by the full faith and creditraf United States. Fannie M
and Freddie Mac have suffered significant losselscanSeptember 6, 2008, FHFA placed Fannie Mad-agdidie Mac into conservatorship.
Despite these steps, Fannie Mae and Freddie Mdd detault on their guarantee obligations which ldaunaterially and adversely affect the
value of our Agency RMBS or other Agency indebtexdnia which we may invest in the future.

We generally post our Agency RMBS as collateraldior borrowings under repurchase agreements. Aolneen their value, or
perceived market uncertainty about their value, ldooake it more difficult for us to obtain finangmn favorable terms or at all, or to main
our compliance with the terms of any financing agements. The value of Agency RMBS may declineséveral reasons, including, for
example, rising delinquencies and defaults, ina@eas interest rates, falling home prices and ¢ngutiertainty at Fannie Mae or Freddie Mac.
In addition, since early 2008, repurchase lendave been requiring higher levels of collateraldpmort loans collateralized by Agency RMBS
than they have in the past, making borrowings nddfeult and expensive. At the same time, markatertainty about residential mortgage
loans in general could continue to depress the etdok Agency RMBS, which means that it may be ndifficult for us to sell Agency RMBS
on favorable terms or at all. Further, a declinthimvalue of Agency RMBS could subject us to maugills, for which we may have
insufficient liquidity to support, resulting in foed sales of our assets at inopportune times. fkehaonditions result in a decline in available
purchasers of Agency RMBS or the value of our AgeRNBS, our financial position and results of oginas could be adversely affected.

The conservatorship of Fannie Mae and Freddie Mandarelated efforts, along with any changes in laasd regulations affecting the
relationship between Fannie Mae and Freddie Mac atite U.S. government, may adversely affect our besis.

The payments we expect to receive on the Agency BMB hold in our portfolio and in which we invesipegnd upon a steady strean
payments on the mortgages underlying the secustidsare guaranteed by Ginnie Mae, Fannie Mae ggdtlie Mac. Ginnie Mae is part of a
U.S. government agency and its guarantees are thégkte full faith and credit of the United StatEannie Mae and Freddie Mac are U.S.
government-sponsored enterprises, but their gueearare not backed by the full faith and credihefUnited States.

Since 2007, Fannie Mae and Freddie Mac have repstilestantial losses and a need for substantialaimof additional capital. In
response to the deteriorating financial conditibR@nnie Mae and Freddie Mac and the recent cnedliket disruption, Congress and the U.S.
Treasury undertook a series of actions to stabilizee government-sponsored entities and the fimamarkets, generally, including placing
Fannie Mae and Freddie Mac into conservatorshieptember 7, 2008. The conservatorship of Faniaie &hd Freddie Mac and certain o
actions taken by the U.S. Treasury and U.S. FedReaérve were designed to boost investor confidenEannie Mae's and Freddie Mac'’s
debt and mortgage-backed securities. The U.S. govant program includes contracts between the U&ashiry and each government-
sponsored enterprise to seek to ensure that eéetpese maintains a positive net worth. Each amtthas a capacity of $100 billion and
provides for the provision of cash by the U.S. Bteg to the government-sponsored enterprise if FidE#&grmines that its liabilities exceed its
assets. Each of Fannie Mae and Freddie Mac haaglrequested or expects to request significardsfirom these facilities. It is possible
that each of Freddie Mac and Fannie Mae may segkeguire amounts in excess of the $100 billioracétp and such amounts may be
unavailable. In addition to these contracts betwtbenU.S. Treasury and each of Fannie Mae anddigddac that provide for an infusion of
capital, the U.S. Treasury has established a seéaueglit facility for these entities and initiatademporary program to purchase Agency R}
issued by Fannie Mae and Freddie Mac. Althought® government has described some specific stepseforms that it intends to take as
part of the conservatorship process, Fannie Mad-agdidie Mac have continued to incur losses arattsfto stabilize these entities may not be
successful and the outcome and impact of thesaswemain highly uncertain.
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Although the U.S. government has committed capit&#annie Mae and Freddie Mac, there can be noasseithat the credit facilities
and other capital infusions will be adequate fairtihheeds. If the financial support is inadequtitese companies could continue to suffer lo
and could fail to honor their guarantees and otfiigations. Since Fannie Mae and Freddie Mac wézeed in conservatorship, then-current
U.S. Treasury Secretary Paulson began urging Cesgoere-examine the fundamental structure of Fealfdae and Freddie Mac. Mr. Paulson
later commented that allowing the two companie®tarn to their previous operating approach wasanaible option. The future roles of
Fannie Mae and Freddie Mac could be significargjuced and the nature of their guarantees coutdhsderably limited relative to historic
measurements. Any changes to the nature of theugiesss provided by Fannie Mae and Freddie Mac cedlefine what constitutes Agency
RMBS and could have broad adverse implicationstfermarket and for our business.

Recently, Federal Reserve indicated that it wilighase up to an additional $750 billion of AgendylBBS, bringing its total purchase
commitments to $1.25 trillion. The U.S. Treasulgoamplemented a temporary program to purchase BMRirchases under the U.S.
Treasury’s program began in September 2008 anBeHeral Reserve’s program in January 2009, bug tisero certainty that the U.S.
Treasury or the Federal Reserve will continue telpase additional Agency RMBS in the future. Eatthe U.S. Treasury and the Federal
Reserve may hold its portfolio of Agency RMBS totardy, and, based on mortgage market conditiores; make adjustments to the portfolio.
This flexibility may adversely affect the pricingdavailability for our target assets. It is alssgible that the U.S. Treasury’s commitment to
purchase Agency RMBS in the future could creatétimaél demand that would increase the pricing geAcy RMBS held in our portfolio and
in which we invest.

The U.S. Treasury could also stop providing credjiport to Fannie Mae and Freddie Mac in the fuflihe U.S. Congress granted the
U.S. Treasury authority to purchase RMBS and teigofinancial support to Fannie Mae and Freddie Malhe Housing and Economic
Recovery Act of 2008. This authority expires on &maber 31, 2009. The problems faced by Fannie Mdd-eeddie Mac resulting in their
being placed into conservatorship have stirred eelmong some federal policy makers regarding éiéircued role of the U.S. government in
providing liquidity for mortgage loans. Followingm@ration of the current authorization, each of iiearMae and Freddie Mac could be
dissolved and the U.S. government could deternursgap providing liquidity support of any kind toet mortgage market. If Fannie Mae or
Freddie Mac were eliminated, we would not be aduef their structures were to change radically, might not be able, to acquire Agency
RMBS from these companies, which would adversdigcafour current business model.

Our income also could be negatively affected inuaber of ways depending on the manner in whichiedlavents unfold. For example,
the current credit support provided by the U.Sastey to Fannie Mae and Freddie Mac, and any additicredit support it may provide in the
future, could have the effect of lowering the ietgrrates we expect to receive from the Agency RMB&r portfolio and in which we invest,
thereby tightening the spread between the intevestarn on our portfolio of targeted assets anctost of financing that portfolio. A reducti
in the supply of Agency RMBS could also negativaffect the pricing of the Agency RMBS held in owrtfolio and in which we invest by
reducing the spread between the interest we eaouoportfolio of targeted assets and our costrafrfcing that portfolio.

As indicated above, recent legislation has chatigedelationship between Fannie Mae and Freddie andche U.S.
government. Future legislation could further chatigerelationship between Fannie Mae and Freddie ata the U.S. government, and could
also nationalize or eliminate such entities entir@lny law affecting these government-sponsoreérmpnises may create market uncertainty and
have the effect of reducing the actual or perceredit quality of securities issued or guarantegdannie Mae or Freddie Mac. As a result,
such laws could increase the risk of loss on imaests in Fannie Mae and/or Freddie Mac Agency RMB&so is possible that such laws
could adversely impact the market for such seasitind spreads at which they trade. All of thegoireg could materially adversely affect our
business, operations and financial condition.

There can be no assurance that the actions takerth®yU.S. and foreign governments, central bankdasther governmental and regulato
bodies for the purpose of seeking to stabilize fimancial markets will achieve the intended effeat benefit our business, and further
government or market developments could adverséfigch us.

In response to the financial issues affecting #hieking system and financial markets and going contteeats to investment banks and
other financial institutions, EESA was enactedhmy t).S. Congress. EESA provides the Secretaryedfts. Treasury with the authority to
establish TARP to purchase from financial instdng up to $700 billion of residential or commereradrtgages and any securities, obligations,
or other instruments that are based on or relatsd¢h mortgages, that in each case was origimatissued on or before March 14, 2008. In
addition, under TARP, the U.S. Treasury, after attation with the Chairman of the Board of Govemof the U.S. Federal Reserve, may
purchase any other financial instrument deemedssacg to promote financial market stability, upaansmittal of such determination, in
writing, to the appropriate committees of the WCBngress. EESA also provides for a program thatdvallow companies to insure their
troubled assets.
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The U.S. Treasury used the first $350 billion eadalit under TARP to make preferred equity investmentertain financial institutions
rather than purchase illiquid mortgage-relatedtadseld by these financial institutions. On FebyuD ,2009, the Secretary of the U.S.
Treasury announced the U.S. government’s plarhiarémaining balance of funds available under TARch includes a capital assistance
program for banking institutions, a public-privitgestment fund that is expected to purchase ceilt@juid mortgage-related assets, a
consumer and business lending initiative that wwiprove the flow of credit to businesses and corasiand a commitment to the continued
purchase of RMBS issued by GSEs. On Februaryd®,2he President of the United States announgéahnadesigned to reverse the trend of
increasing home foreclosures, which will be fundaeder TARP. The U.S. government has indicatedttfehew plan will involve, among
other things, the modification of mortgage loansaduce the principal amount of the loans or the o&interest payable on the loans, or to
extend the payment terms of the loans, an amendofi¢ié bankruptcy laws to permit the modificatimrmortgage loans in bankruptcy
proceedings, and an additional $200 billion capithlsion to Fannie Mae and Freddie Mac to improreglit availability for residential
mortgages. However, the U.S. government has peoview specific details regarding this new foregtesmitigation plan. On March 23, 20!
the U.S. Treasury announced the creation of a pyinivate investment program designed to attragbpe capital to purchase eligible legacy
loans from participating banks and eligible legaegurities in the secondary market through FDIQ dabrantees, equity co-investment by the
U.S. Treasury and government-supported term dieseted loan facilities as applicable. It remainslear whether this initiative will achieve
intended effects.

On November 25, 2008, the U.S. Federal Reserveusmmed that it would initiate a program to purch$s80 billion in Agency RMBS
backed by Fannie Mae, Freddie Mac and Ginnie Mae.U.S. Federal Reserve stated that its actionsi@mded to reduce the cost and
increase the availability of credit for the puroha$ houses, which in turn should support housiagkets and foster improved conditions in
financial markets more generally. The purchasesgeincy RMBS began on January 5, 2009. In March 20@9Federal Reserve announced
that it would purchase up to an additional $750dvilof Agency RMBS, bringing its total purchasenooitment for Agency RMBS to $1.25
trillion. The U.S. Federal Reserve’s program toghaise Agency RMBS could cause an increase in tbe pf Agency MBS, which would
negatively impact the net interest margin with exffgo the Agency RMBS that we may acquire in titare.

There can be no assurance that EESA or the U.r&lddeserve’s actions will have a beneficial imfpacthe financial markets. To the
extent the markets do not respond favorably to TARRFHARP does not function as intended, our bissimeay not receive the anticipated
positive impact from the legislation and such remdy have broad adverse market implications. titah, U.S. and foreign governments,
central banks and other governmental and reguldtodyes have taken or are considering taking atbons to address the financial crisis,
such as the U.S. government’s recent passage @8 alsillion economic stimulus plan. We cannot pcedihether or when such actions may
occur or what effect, if any, such actions couldéhan our business, results of operations and ¢iahnondition.

Mortgage loan modification programs and future legdative action may adversely affect the value aidahe returns, on the intere-earning
assets in which we invest

During the six months ended December 31, 2008JtBe government, through the Federal Housing Autyhand the Federal Deposit
Insurance Corporation, or FDIC, commenced impleatént of programs designed to provide homeownetis agsistance in avoiding
residential mortgage loan foreclosures. More rdgeah February 18, 2009, the President of the éthtates announced the Homeowner
Affordability and Stability Plan, or HASP, whichiistended to stabilize the housing market by primgdelief to distressed homeowners in an
effort to reduce or forestall home foreclosuresnohg other things, the HASP is designed to (i) enedsponsible homeowners to refinance in
certain instances where their home value has falidow the amount outstanding on the homeowner'ggage, (ii) address certain “at-risk”
homeowners by providing cash incentives to lentterefinance the homeowner’'s mortgage to a lowerést rates and subsidizing in part a
reduction in the outstanding mortgage principdil, frovide for an amendment of the bankruptcy laapermit the modification of mortgage
loans in bankruptcy proceedings and (iv) supparelomortgage interest rates by increasing the Tr&sury’s preferred stock investment in
each of Fannie Mae and Freddie Mac to $200 billiocreasing the size of the companies’ retainedgage portfolios to $900 billion each and
reaffirming its commitment to continue purchasirankie Mae and Freddie Mac issued RMBS. This new gb8rnment program, as well as
future legislative or regulatory actions, includimagmendments to the bankruptcy laws, that resuliémrmodification of outstanding mortgage
loans may adversely affect the value of, and thems on, the interest-earning assets in whichnwest.

Changes in prepayment rates on our RMBS may deceeasr net interest income.

Pools of mortgage loans underlie the mortghgeked securities that we hold in our investmentf@iao and in which we invest. We wi
generally receive principal distributions from ghéncipal payments that are made on these underiyiartgage loans. When borrowers repay
their mortgage loans faster than expected, thisresult in prepayments that are faster than exgoeeh the related-RMBS. Prepayment rates
are influenced by changes in current interest raelsa variety of economic, geographic and othetofa, all of which are beyond our control.
Prepayment rates generally increase when inteaitet fall and decrease when interest rates risehamges in prepayment rates are difficult to
predict. Prepayment rates also may be affectedbglitions in the housing and financial markets,egaheconomic conditions and the relative
interest rates on fixed-rate and adjustable-ratedgage loans. Faster than expected prepaymentd aduersely affect our profitability,
including in the following ways:
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« We have purchased RMBS, and may purchase in theefirtvestment securities, that have a higherestaate than the mark
interest rate at the time of purchase. In exchdogthis higher interest rate, we are requiredag g premium over the face
amount of the security to acquire the securityadoordance with accounting rules, we amortizeghesnium over the anticipated
term of the mortgage security. If principal distrilons are received faster than anticipated, weldvbe required to expense the
premium faster. We may not be able to reinvesptiveipal distributions received on these investtreseurities in similar new
mortgage-related securities and, to the extentileatan do so, the effective interest rates om#ve mortgage-related securities
will likely be lower than the yields on the mortgegthat were prepai

- We also may acquire RMBS or other investment séesrat a discount. If the actual prepayment ratea discount mortgage
security are slower than anticipated at the timpus€hase, we would be required to recognize theodint as income more slowly
than anticipated. This would adversely affect awfipability. Slower than expected prepayments alsy adversely affect the
market value of a discount mortgage secu

A flat or inverted yield curve may adversely affgogepayment rates on and supply of our RMBS.

Our net interest income varies primarily as a tesuthanges in interest rates as well as changeddrest rates across the yield curve.
We believe that when the yield curve is relativiidy, borrowers have an incentive to refinance imgbrid mortgages with longer initial fixed
rate periods and fixed rate mortgages, causindRMBS, or investment securities, to experience fgstepayments. In addition, a flatter yield
curve generally leads to fixed-rate mortgage rtasare closer to the interest rates availablbydmid ARMs and ARMs, possibly decreasing
the supply of the RMBS we seek to acquire. At tinsd®rt-term interest rates may increase and eXoagdterm interest rates, causing an
inverted yield curve. When the yield curve is irteer fixed-rate mortgage rates may approach oolwerlthan hybrid ARMs or ARM rates,
further increasing prepayments on, and negativepeicting the supply of, our RMBS. Increases in ayapents on our portfolio will cause our
premium amortization to accelerate, lowering thedd/on such assets. If this happens, we could epar a decrease in net income or incur a
net loss during these periods, which may negativepact our distributions to stockholders.

Interest rate caps on our adjustat-rate RMBS may reduce our income or cause us tofeufi loss during periods of rising interest rates.

The mortgage loans underlying our adjustaile-RMBS typically will be subject to periodic alifégtime interest rate caps. Additiona
we may invest in ARMs with an initial “teaser” rateat will provide us with a lower than market irgst rate initially, which may accordingly
have lower interest rate caps than ARMs withouhgdeaser rates. Periodic interest rate caps lheiimount an interest rate can increase
during a given period. Lifetime interest rate chst the amount an interest rate can increaseutinanaturity of a mortgage loan. If these
interest rate caps apply to the mortgage loansriyidg our adjustable-rate RMBS, the interest disttions made on the related RMBS will be
similarly impacted. Our borrowings may not be sabje similar interest rate caps. Accordingly, ipexiod of rapidly increasing interest rates,
the interest rates paid on our borrowings couldease without limitation while caps would limit therest distributions on our adjustable-rate
RMBS. Further, some of the mortgage loans undeglpir adjustable-rate RMBS may be subject to paripdyment caps that result in a
portion of the interest on those loans being deteand added to the principal outstanding. As @altrese could receive less interest
distributions on adjustable-rate RMBS, particuldhgse with an initial teaser rate, than we negohipinterest on our related borrowings.
These factors could lower our net interest incoraese us to suffer a net loss or cause us to audditional borrowings to fund interest
payments during periods of rising interest ratesatirour investments at a loss.

Competition may prevent us from acquiring mortgagelated assets at favorable yields, which would atgely impact our profitability.

Our net income largely depends on our ability tquiie mortgage-related assets at favorable sp@agtsour borrowing costs. In
acquiring mortgage-related assets, we competeatlittr REITs, investment banking firms, savings ath associations, banks, insurance
companies, mutual funds, other lenders and othéresnthat purchase mortgage-related assets, wianhich have greater financial resources
than us. As a result, we may not in the futurelile to acquire sufficient mortgage-related assetav@rable spreads over our borrowing costs
which, would adversely affect our profitability.

We may experience periods of illiquidity for our sets which could adversely affect our ability tadince our business or operate profitably.
We bear the risk of being unable to dispose ofimerestearning assets at advantageous times or in a timahner because these as
generally experience periods of illiquidity. Thekeof liquidity may result from the absence of dliwg buyer or an established market for tr

assets, legal or contractual restrictions on rematisruptions in the secondary markets. Thiguildity may adversely affect our profitability
and our ability to finance our business and coaldase us to incur substantial losses.
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An increase in interest rates can have negativeeefs on us, including causing a decrease in thewnok of newl-issued, or investor demar
for, RMBS, which could harm our financial conditiorand adversely affect our operation

An increase in interest rates can have varioustivegaffects on us. Increases in interest rates meggatively affect the fair market value
of our RMBS and other interest-earning assets. Wiitenest rates rise, the value of RMBS and fixatd investment securities generally
declines. Typically, as interest rates rise, prepayts on the underlying mortgage loans tend to.sldwe combination of rising interest rates
and declining prepayments may negatively affecipttiee of RMBS, and the effect can be particulgrignounced with fixed-rate RMBS. In
accordance with GAAP, we will be required to redtiee carrying value of our RMBS by the amount of decrease in the fair value of our
RMBS compared to amortized cost. If unrealizeddeda fair value occur, we will either have to redweurrent earnings or reduce
stockholders’ equity without immediately affectiogrrent earnings, depending on how we classifyagsets under GAAP. In either case, our
net stockholders’ equity will decrease to the eltdrany realized or unrealized losses in fair eadund our financial position will be negatively
impacted.

Furthermore, rising interest rates generally redheedemand for consumer and commercial creditudiicg mortgage loans, due to the
higher cost of borrowing. A reduction in the voluofemortgage loans originated may affect the volwhBMBS available to us, which could
adversely affect our ability to acquire assets fladisfy our investment objectives. Rising interasts may also cause Agency RMBS and other
interest-earning assets that were issued prion intarest rate increase to provide yields thatatew prevailing market interest rates. If rising
interest rates cause us to be unable to acquinffieisnt volume of Agency RMBS and other interestrning assets with a yield that is above
our borrowing cost, our ability to satisfy our imment objectives and to generate income and pégetids, may be materially and adversely
affected.

Changes in interest rates, particularly higheragerates, can also harm the credit performanceointerest-earning assets. Higher
interest rates could reduce the ability of borramermake interest payments or to refinance tbaing and could reduce property values, all of
which could increase our credit losses. In the ewenexperience a significant increase in credisés as a result of higher interest rates, our
earnings and financial condition will be materiadigversely affected.

Recent market conditions may upset the historicelationship between interest rate changes and prsgpant trends, which would make
more difficult for us to analyze our investment péolio.

Our success depends on our ability to analyzeelagionship of changing interest rates on prepaysefithe mortgage loans that
underlie our Agency RMBS. Changes in interest ratesprepayments affect the market price of thendgd&kMBS that we hold in our
portfolio and in which we intend to invest. In mgirgy our investment portfolio, to assess the effeftinterest rate changes and prepayment
trends on our investment portfolio, we typicallyyren certain assumptions that are based uponrtdatdrends with respect to the relationship
between interest rates and prepayments under nonar&ket conditions. If the recent dislocationshia tesidential mortgage market or other
developments change the way that prepayment tieangks historically responded to interest rate chapger ability to (i) assess the market
value of our investment portfolio, (ii) effectivehedge our interest rate risk and (iii) implemeuhiniques to reduce our prepayment rate
volatility would be significantly affected, whicloald materially adversely affect our financial gisi and results of operations.

A substantial majority of the RMBS within our invément portfolio is recorded at fair value as deteimad in good faith by our manageme
based on market quotations from brokers and dealegkkhough we currently are able to obtain marketigtations for assets in our portfolio,
we may be unable to obtain quotations from brokarsd dealers for certain assets within our investn@ortfolio in the future, in which
case our management may need to determine in g@aitth the fair value of these assets.

Substantially all of the assets held within ourgstment portfolio are in the form of securitiesttlige not publicly traded on a national
securities exchange or quotation system. The &irevof securities and other assets that are rimicputraded in this manner may not be
readily determinable. A substantial majority of #esets in our investment portfolio are valued $wptfair value as determined in good faitt
our management based on market quotations fronetsa@nd dealers. Although we currently are abtebtain quotations from brokers and
dealers for assets within our investment portfolie,may be unable to obtain such quotations orr absets in our investment portfolio in the
future, in which case, our manager may need tahéte in good faith the fair value of these assBé&sause such quotations and valuation:
inherently uncertain, may fluctuate over short @ésiof time and may be based on estimates, oumdieggions of fair value may differ
materially from the values that would have beerdufa public market for these securities existBue value of our common stock could be
adversely affected if our determinations regardiregfair value of these assets are materially hithen the values that we ultimately realize
upon their disposal. Misjudgments regarding thevalue of our assets that we subsequently recegnay also result in impairments that we
must recognize.

Loan delinquencies on our prime ARM loans held iecuritization trusts may increase as a result ofisificantly increased monthly
payments required from ARM borrowers after the iiaik fixed period.

The scheduled increase in monthly payments onineatjustable rate mortgage loans held in our $ezation trusts may result in
higher delinquency rates on those mortgage load<aunld have a material adverse affect on ourrmegtrne and results of operations. This
increase in borrowers' monthly payments, togethitir &ny increase in prevailing market interestsateay result in significantly increased
monthly payments for borrowers with adjustable ratetgage loans. Borrowers seeking to avoid theseased monthly payments by
refinancing their mortgage loans may no longerlide # fund available replacement loans at compwfaly interest rates or at all. A decline
in housing prices may also leave borrowers witlifficient equity in their homes to permit them &finance their loans or sell their homes. In
addition, these mortgage loans may have prepayprentiums that inhibit refinancing.



We may be required to repurchase loans if we bresthepresentations and warranties from loan salartsactions, which could harm ou
profitability and financial condition.

Loans from our discontinued mortgage lending ojp@natthat were sold to third parties under agredsieclude numerous
representations and warranties regarding the manmerich the loan was originated, the propertyusing the loan and the borrower. If these
representations or warranties are found to have bezached, we may be required to repurchase #ime We may be forced to resell these
repurchased loans at a loss, which could harm mfitgbility and financial condition.
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Under our alternative investment strategy, the ngage loans we may invest directly in and those utygeg our CMBS and RMBS are
subject to delinquency, foreclosure and loss, whituld result in losses to u

Under our alternative investment strategy, we magst in CMBS, non-Agency RMBS and other mortgaggets, including mortgage
loans. Commercial mortgage loans are secureduty-family or commercial property. They are sulijezrisks of delinquency and
foreclosure, and risks of loss that are greatar #imilar risks associated with loans made on #doaisty of single-family residential property.
The ability of a borrower to repay a loan securg@it income-producing property typically is depamtdaimarily upon the successful
operation of the property rather than upon theterie of independent income or assets of the bemdfthe net operating income of the
property is reduced, the borrower’s ability to nefize loan may be impaired. Such income can betaffeby many factors.

Residential mortgage loans are secured by sifaghély residential property. They are subject gksi of delinquency and foreclosure,
risks of loss. The ability of a borrower to repalpan secured by a residential property dependb®income or assets of the borrower. Many
factors may impair borrowers’ abilities to repagittioans. ABS are bonds or notes backed by loapnsher financial assets.

In the event of any default under a mortgage lagd Hirectly by us, we will bear a risk of losspyfncipal to the extent of any deficier
between the value of the collateral and the pradcimd accrued interest of the mortgage loan. @tigd impair our cash flow from operations.
In the event of the bankruptcy of a mortgage loamdwer, the loan will be deemed secured only &dktent of the value of the underlying
collateral at the time of bankruptcy (as determibgdhe bankruptcy court). The lien securing thetgege loan will be subject to the avoida
powers of the bankruptcy trustee or debtor-in-pesiea to the extent the lien is unenforceable ustie law.

Foreclosure of a mortgage loan can be expensivéeagthy. This could impair our anticipated retomthe foreclosed mortgage loan.
Moreover, RMBS represent interests in or are sechyepools of residential mortgage loans and CM&8esent interests in or are secured by
a single commercial mortgage loan or a pool of cenumal mortgage loans. To the extent a foreclosutess occurs on the underlying
mortgage loan, we will receive less principal antgtiiest from that security in the future. Accoghin the CMBS and non-Agency RMBS we
may invest in are subject to all of the risks @ tinderlying mortgage loans.

Our investments in subordinated CMBS or RMBS cowddbject us to increased risk of losses.

Under our alternative investment strategy, we nmagst in securities that represent subordinatettims of CMBS or non-Agency
RMBS. In general, losses on an asset securingrigage loan included in a securitization will bermfirst by the equity holder of the
property, then by any cash reserve fund or letterexdit provided by the borrower, and then byfitet loss subordinated security holder. In
event of default and the exhaustion of any equippsrt, reserve fund, letter of credit—and any s#gsof securities junior to those in which we
invest—we may not be able to recover all of ouestment in the securities we purchase. In additidhe underlying mortgage portfolio has
been overvalued by the originator, or if the valselsequently decline and, as a result, less eddlais available to satisfy delinquent interest
and principal payments due on the related CMBSMBR, the securities in which we invest may effeetiwvbecome the first loss position
behind the more senior securities, which may resudignificant losses to us.

The prices of lower credit quality securities aemgrally less sensitive to interest rate changas mmore highly rated investments, but
more sensitive to adverse economic downturns avithgal issuer developments. A projection of anremaic downturn, for example, could
cause a decline in the price of lower credit qual&curities because the ability of obligors of tgages underlying mortgage-backed securities
to make principal and interest payments or to eafae may be impaired. In this case, existing cmgiport in the securitization structure may
be insufficient to protect us against loss of atingipal on these securities.

Our alternative assets may include high yield olmurdinated corporate securities that have greatesks of loss than other investments,
which could adversely affect our business, finankc@ndition and cash available for dividends.

Under alternative investment strategy, our assetgintlude high yield or subordinated securitiebiol involve a higher degree of risk
than other investments. Numerous factors may afetmpany’s ability to repay its high yield or sutlinated securities, including the failure
to meet its business plan, a downturn in its ingust negative economic conditions. These secsritiay not be secured by mortgages or liens
on assets. Our right to payment and security istevéh respect to such securities may be subotelini® the payment rights and security
interests of the senior lender. Therefore, we n&jrbited in our ability to enforce our rights tolkect these loans and to recover any of the
loan balance through a foreclosure of collateral.

Our due diligence may not reveal all the liabiliseassociated with an alternative investment and may reveal other investment
performance issues

Before investing in an alternative asset, we reutesvioans or other assets comprising the invedtarahother factors that we believe
are material to the performance of the investmlerthis process, we rely on the resources avail@bies and, in some cases, an investigatic
HCS, its affiliates or third parties. This procésparticularly important and subjective with resip® new or private companies because there
may be little or no information publicly availakdéout them. Our due diligence processes might modwer all relevant facts, thus resulting in
investment losses.
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Risk Related to Our Debt Financing

Continued adverse developments in the residentiatigage market and financial markets, including rent mergers, acquisitions or
bankruptcies of potential repurchase agreement ctenparties, as well as defaults, credit losses #igdidity concerns, could make it
difficult for us to borrow money to fund our investent strategy or continue to fund our investmentrffolio on a leveraged basis, on
favorable terms or at all, which could adverselyfedt our profitability.

We rely on the availability of financing to acquidgency RMBS and to fund our investment portfolioaleveraged basis. Since March
2008, there have been several announcements afggdpnergers, acquisitions or bankruptcies of imvest banks and commercial banks that
have historically acted as repurchase agreememteqgarties. This has resulted in a fewer numbgoténtial repurchase agreement
counterparties operating in the market and redéicadcing capacity. In addition, many commerciahks investment banks and insurance
companies have announced extensive losses fronsesto the residential mortgage market. Thesesolsave reduced financial industry
capital, leading to reduced liquidity for some itigtons. Institutions from which we seek to obtéimancing may have owned or financed
RMBS which have declined in value and caused tleesuffer losses as a result of the recent dowritutine residential mortgage market. If
these conditions persist, these institutions mafolbeed to exit the repurchase market, merge witltteer counterparty, become insolvent or
further tighten their lending standards or incretageamount of equity capital or haircut requiredbtain financing. Moreover, because our
equity market capitalization places us at the low ef market capitalization among all mortgage REIdontinued adverse developments in the
residential mortgage market may cause some ofemgelrs to reduce or terminate our access to fbmewings before those of our
competitors. Any of these events could make iterdifficult for us to obtain financing on favoralikrms or at all. Our profitability will be
adversely affected if we are unable to obtain effgetive financing for our investments.

We may incur increased borrowing costs related épurchase agreements and that would adversely affec profitability.

Currently, a significant portion of our borrowingee collateralized borrowings in the form of refnase agreements. If the interest rates
on these agreements increase at a rate highettthamcrease in rates payable on our investmentrofitability would be adversely affecte

Our borrowing costs under repurchase agreementyagncorrespond to short-term interest rates sichIBOR or a short-term
Treasury index, plus or minus a margin. The margimghese borrowings over or under short-term @serates may vary depending upon a
number of factors, including, without limitation:

. the movement of interest rates;
« the availability of financing in the market; a
« the value and liquidity of our mortgage-relatededss

Currently, repurchase agreement lenders are reguiigher levels of collateral than they have regpliin the past to support repurchase
agreements collateralized by Agency RMBS and § tlntinues it will make our borrowings and uséegérage less attractive and more
expensive. Many financial institutions have inceshkending margins for Agency RMBS to approximatel§% on average, which means that
we are required to pledge Agency RMBS having aevalul05% of the amount of our borrowings. Thesedased lending margins may
require us to post additional cash collateral for Agency RMBS. If the interest rates, lending n@sgr collateral requirements under these
repurchase agreements increase, or if lenders engther onerous terms to obtain this type of fif@gcour results of operations will be
adversely affected.

Failure to procure adequate debt financing, or temew or replace existing debt financing as it mag¢st would adversely affect our results
and may, in turn, negatively affect the value of bcommon stock and our ability to distribute dividds.

We use debt financing as a strategy to increaseebuim on investments in our investment portfatiowever, we may not be able to
achieve our desired debt-to-equity ratio for a nantdf reasons, including the following:

. our lenders do not make debt financing availablestat acceptable rates;
. our lenders require that we pledge additional tetl to cover our borrowings, which we may be u@ab do.

The dislocations in the residential mortgage maaket credit markets have led lenders, includindfitiencial institutions that provide
financing for our investments, to heighten thegedit review standards, and, in some cases, to eeglueliminate loan amounts available to
borrowers. As a result, we cannot assure you thata sufficient, debt funding will be availablke tis in the future on terms that are acceptable
to us. In the event that we cannot obtain sufficfanding on acceptable terms, there may be a ivegiatpact on the value of our common
stock and our ability to make distributions, and yoay lose part or all of your investment.

Furthermore, because we rely primarily on shomtborrowings to finance our investment portfoliar ability to achieve our
investment objective depends not only on our ghibtborrow money in sufficient amounts and on faide terms, but also on our ability to
renew or replace on a continuous basis our matwtiogt-term borrowings. As of December 31, 2008stantially all of our borrowings under
repurchase agreements bore maturities of 30 dags®rif we are not able to renew or replace nrausorrowings, we will have to sell some
or all of our assets, possibly under adverse madeditions.



The repurchase agreements that we use to financeiouestments may require us to provide additiorallateral, which could reduce our
liquidity and harm our financial condition.

We intend to use repurchase agreements to finamcieestments. If the market value of the loansemurities pledged or sold by us to
a funding source decline in value, we may be reguiy the lending institution to provide additionallateral or pay down a portion of the
funds advanced, but we may not have the fundsablaito do so. Posting additional collateral topgupour repurchase agreements will rec
our liquidity and limit our ability to leverage oassets. In the event we do not have sufficiemidity to meet such requirements, lending
institutions can accelerate our indebtedness, asereur borrowing rates, liquidate our collatetahapportune times and terminate our ability
to borrow. This could result in a rapid deteriavatdf our financial condition and possibly requireto file for protection under the U.S.
Bankruptcy Code.
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We currently leverage our equity, which will exadrate any losses we incur on our current and futureestments and may reduce cash
available for distribution to our stockholders.

We currently leverage our equity through borrowirgenerally through the use of repurchase agreenagit CDOs, which are
obligations issued in multiple classes securedrbyraderlying portfolio of securities, and we maythe future, utilize other forms of
borrowing. The amount of leverage we incur variegahding on our ability to obtain credit faciliti@asd our lenders’ estimates of the value of
our portfolio’s cash flow. The return on our invesints and cash available for distribution to oockholders may be reduced to the extent that
changes in market conditions cause the cost ofimaincing to increase relative to the income ttzat be derived from the assets we hold in our
investment portfolio. Further, the leverage on equity may exacerbate any losses we incur.

Our debt service payments will reduce the net incawrilable for distribution to our stockholderse Wiay not be able to meet our debt
service obligations and, to the extent that we ognme risk the loss of some or all of our assetsale to satisfy our debt obligations. A
decrease in the value of the assets may lead tgimealls under our repurchase agreements whictvibave to satisfy. Significant decreas
in asset valuation, such as occurred during Ma@f}82could lead to increased margin calls, and &g not have the funds available to satisfy
any such margin calls. We have a target overadirieye amount for our RMBS investment portfolio @fen to nine times our equity, but there
is no established limitation, other than may baiesgl by our financing arrangements, on our levenragio or on the aggregate amount of our
borrowings.

If we are unable to leverage our equity to the extteve currently anticipate, the returns on our RMB%ortfolio could be diminished, whic
may limit or eliminate our ability to make distriliions to our stockholders.

If we are limited in our ability to leverage oursass, the returns on our portfolio may be harmekieyAelement of our strategy is our use
of leverage to increase the size of our RMBS pbotiio an attempt to enhance our returns. To firaogr RMBS investment portfolio, we
generally seek to borrow between seven and ninestiime amount of our equity. At December 31, 20@8everage ratio for our RMBS
investment portfolio, which we define as our outsliag indebtedness under repurchase agreemendedibiy total stockholders’ equity and
our Series A Preferred Stock , was 6.8:1. Thisnitedn of the leverage ratio is consistent with thanner in which the credit providers under
our repurchase agreement calculate our leveragerepurchase agreements are not currently comnfagiities, meaning that the
counterparties to these agreements may at anyctimese to restrict or eliminate our future accesbe facilities and we have no other
committed credit facilities through which we maydeage our equity. If we are unable to leverageequiity to the extent we currently
anticipate, the returns on our portfolio could lridished, which may limit or eliminate our ability make distributions to our stockholders.

If a counterparty to our repurchase transactionsfdelts on its obligation to resell the underlyingesurity back to us at the end of tt
transaction term or if we default on our obligatieunder the repurchase agreement, we would incisdes.

When we engage in repurchase transactions, weabnsell RMBS to lenders (i.e., repurchase agragroeunterparties) and receive
cash from the lenders. The lenders are obligatedsell the same RMBS back to us at the end dfetime of the transaction. Because the cash
we receive from the lender when we initially salk tRMBS to the lender is less than the value ce¢fRMBS (this difference is referred to as
the “haircut”), if the lender defaults on its oldigpn to resell the same RMBS back to us we wautdii a loss on the transaction equal to the
amount of the haircut (assuming there was no chantiee value of the RMBS). Further, if we defamft one of our obligations under a
repurchase transaction, the lender can terminatedahsaction and cease entering into any othercbpse transactions with us. Our
repurchase agreements contain cross-default pomgisso that if a default occurs under any oneesyest, the lenders under our other
agreements could also declare a default. Any sosgeincur on our repurchase transactions couldradly affect our earnings and thus our
cash available for distribution to our stockholders
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Our use of repurchase agreements to borrow fundsyngave our lenders greater rights in the event tlether we or a lender files for
bankruptcy.

Our borrowings under repurchase agreements maifytal special treatment under the bankruptcy ¢cageing our lenders the ability
to avoid the automatic stay provisions of the bapksy code and to take possession of and liquiciateollateral under the repurchase
agreements without delay in the event that wefditdbankruptcy. Furthermore, the special treatnoéméepurchase agreements under the
bankruptcy code may make it difficult for us to@eer our pledged assets in the event that a Idildeifor bankruptcy. Thus, the use of
repurchase agreements exposes our pledged asssisitothe event of a bankruptcy filing by eitteetender or us.

The Company's liquidity may be adversely affectgdnbargin calls under its repurchase agreements hesmthey are dependent in part on
the lenders' valuation of the collateral securinge financing.

Each of these repurchase agreements allows therleiodvarying degrees, to revalue the collateralaiues that the lender considers to
reflect market value. If a lender determines thatutalue of the collateral has decreased, it miéigt@ a margin call requiring the Company to
post additional collateral to cover the decreaskelithe Company is subject to such a margin ¢afiust provide the lender with additional
collateral or repay a portion of the outstanding tings with minimal notice. Any such margin cetluld harm the Company's liquidity,
results of operation and financial condition. Adutially, in order to obtain cash to satisfy a marggll, the Company may be required to
liquidate assets at a disadvantageous time, wiugld@cause it to incur further losses and adveragct its results of operations and financial
condition.

Our hedging transactions may limit our gains or rel in losses.

We use derivatives, primarily interest rate swaps @aps, to hedge our liabilities and this hasagerisks, including the risk that losses
on a hedging transaction will reduce the amourtagh available for distribution to our stockholdansl that such losses may exceed the
amount invested in such instruments. Our Boardicgdiors has adopted a general policy with resgettte use of derivatives, and which
generally allows us to use derivatives when we dappropriate for risk management purposes, but doeset forth specific guidelines. To
extent consistent with maintaining our status BEHT, we may use derivatives, including interest mwaps and caps, options, term repurc
contracts, forward contracts and futures contraetsur risk management strategy to limit the efesf changes in interest rates on our
operations. However, a hedge may not be effectiveiiminating the risks inherent in any particydasition. Our profitability may be adversely
affected during any period as a result of the dskedvatives in a hedging transaction.

Our use of hedging strategies to mitigate our inést rate exposure may not be effective and may egpgs to counterparty risks.

In accordance with our operating policies, we masspe various types of hedging strategies, inclydimaps, caps and other derivative
transactions, to seek to mitigate or reduce ouosue to losses from adverse changes in intereest réur hedging activity will vary in scope
based on the level and volatility of interest raths type of assets held and financing sourced aisd other changing market conditions. No
hedging strategy, however, can completely insulatfom the interest rate risks to which we areoseg or that the implementation of any
hedging strategy would have the desired impactwiresults of operations or financial conditionertain of the U.S. federal income tax
requirements that we must satisfy in order to dgals a REIT may limit our ability to hedge agaiasth risks. We will not enter into
derivative transactions if we believe that theyl yeibpardize our qualification as a REIT.

Interest rate hedging may fail to protect or caaddersely affect us because, among other things:

- interest rate hedging can be expensive, partiguthrting periods of rising and volatile interesieg
- available interest rate hedges may not correspordtly with the interest rate risk for which proten is sought

« the duration of the hedge may not match the duraifahe related liability;

« the amount of income that a REIT may earn from imgglgansactions (other than through taxable REldsgliaries (or TRSs)) to
offset interest rate losses is limited by U.S. fatlieax provisions governing REIT

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

« the party owing money in the hedging transactioy default on its obligation to pa
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We primarily use swaps to hedge against anticipfatietle increases in interest rates on our repwelgreements. Should a swap
counterparty be unable to make required paymentpat to such swap, the hedged liability wouldseeta be hedged for the remaining term
of the swap. In addition, we may be at risk foy anllateral held by a hedging counterparty to apgvshould such counterparty become
insolvent or file for bankruptcy. Our hedging tsactions, which are intended to limit losses, matyally adversely affect our earnings, which
could reduce our cash available for distributiootio stockholders.

Hedging instruments involve risk since they oftea ot traded on regulated exchanges, guarantead bychange or its clearing hou
or regulated by any U.S. or foreign government#harities. Consequently, there are no requiremwittsrespect to record keeping, financial
responsibility or segregation of customer funds positions. Furthermore, the enforceability of gied instruments may depend on
compliance with applicable statutory and commoéditg other regulatory requirements and, dependinpeidentity of the counterparty,
applicable international requirements. The busrfasure of a hedging counterparty with whom weéeeinto a hedging transaction will most
likely result in its default. Default by a partytivwhom we enter into a hedging transaction maylten the loss of unrealized profits and fc
us to cover our commitments, if any, at the themesu market price. Although generally we will kee reserve the right to terminate our
hedging positions, it may not always be possibldispose of or close out a hedging position wititbatconsent of the hedging counterparty
and we may not be able to enter into an offsettimgtract in order to cover our risk. We cannotiesyou that a liquid secondary market will
exist for hedging instruments purchased or sold,vaa may be required to maintain a position undéreise or expiration, which could result
losses.

Risks Related to the Advisory Agreement with HCS

We are dependent on HCS and certain of its key pergel and may not find a suitable replacement if I5Germinates the advisory
agreement or such key personnel are no longer aalié to us.

Pursuant to the advisory agreement, subject tosagrby our Board of Directors, HCS advises thenktged Subsidiaries. HCS
identifies, evaluates, negotiates, structuresgesl@nd monitors investments of the Managed Subidjather than assets that we contributt
the Managed Subsidiaries to facilitate complian@é wur exclusion from regulation under the InvestinCompany Act. The departure of any
of the senior officers of HCS, or of a significammber of investment professionals or principalsl@fS, could have a material adverse effect
on our ability to achieve our investment objectiva& are subject to the risk that HCS will terméntiie advisory agreement or that we may
deem it necessary to terminate the advisory agneeangrevent certain individuals from performirgrgces for us, and that no suitable
replacement will be found to manage the Managedigiaries.

Pursuant to the advisory agreement, HCS is entittedeceive an advisory fee payable regardlesshefgerformance of the assets of t
Managed Subsidiaries

We will pay HCS substantial advisory fees, basethenManaged Subsidiaries’ equity capital (as @efiim the advisory agreement),
regardless of the performance of the Managed Siabbsid’ portfolio. In addition, pursuant to the &twy agreement, we will pay HCS a base
advisory fee even if they are not managing anytasdfdhe Managed Subsidiaries' portfolio. HCS'dtezment to non-performance based
compensation may reduce its incentive to devotditie and effort of its professionals to seekingfipable opportunities for the Managed
Subsidiaries’ portfolio, which could result in aMer performance of their portfolio and negativeffeat our ability to pay distributions to our
stockholders or to achieve capital appreciation.

Pursuant to the advisory agreement, HCS is entittedeceive an incentive fee, which may inducedthake certain investments, includir
speculative or high risk investmen.

In addition to its advisory fee, HCS is entitledrémeive incentive compensation based, in partntipe Managed Subsidiaries’
achievement of targeted levels of net income. Edwating investments and other management stratehie opportunity to earn incentive
compensation based on net income may lead HC&be pindue emphasis on the maximization of net iecainthe expense of other criteria,
such as preservation of capital, maintaining liggyidnd/or management of credit risk or market riskorder to achieve higher incentive
compensation. Investments with higher yield potdratie generally riskier or more speculative. Iditidn, HCS has broad discretion regarding
the types of investments it will make pursuante advisory agreement. This could result in in@dassk to the value of the Managed
Subsidiaries’ invested portfolio.
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We compete with HCS’s other clients for access t0$

HCS has sponsored and/or currently manages otlods pbcapital and investment vehicles with an stagent focus that overlaps w
the Managed Subsidiaries’ investment focus, amcjgected to continue to do so in the future. Funtioee, HCS is not restricted in any way
from sponsoring or accepting capital from new dBeor vehicles, even for investing in asset classésvestment strategies that are similar to,
or overlapping with, the Managed Subsidiari@sset classes or investment strategies. Therélfi@erdlanaged Subsidiaries compete for acce
the benefits that their relationship with HCS prd®s them. For the same reasons, the personnel 8friy be unable to dedicate a substantial
portion of their time managing the Managed Subsigsainvestments if HCS manages any future investinvehicles.

There are conflicts of interest in our relationshiwith HCS, which could result in decisions that aret in the best interests of our
stockholders

The Managed Subsidiaries may have or pursue ineggnin securities in which HCS has or is seekimghgerest. Similarly, HCS may
invest in securities in which the Managed Subsid&have or may have an interest. Although sucestments may present conflicts of intel
we nonetheless may pursue and consummate suchdtamns. Additionally, the Managed Subsidiaries raagage in transactions directly with
HCS, including the purchase and sale of all orrdigro of a portfolio investment.

HCS may from time to time simultaneously seek tchase investments for the Managed Subsidiarie®#rad entities with similar
investment objectives for which it serves as a rganeor for its clients or affiliates and has ndydio allocate such investment opportunities in
a manner that favors the Managed Subsidiaries.tibadily, such investments for entities with similavestment objectives may be different
from those made on the Managed Subsidiaries’ beHa@lS may have economic interests in or othericelahips with others in whose
obligations or securities the Managed Subsidiariag invest. Each of such ownership and other mlahiips may result in securities laws
restrictions on transactions in such securities@hdrwise create conflicts of interest. In sudgtances, HCS may in its discretion make
investment recommendations and decisions that radiebsame as or different from those made witheretsto the Managed Subsidiaries’
investments and may take actions (or omit to taftems) in the context of these other economicrégts or relationships the consequences of
which may be adverse to the Managed Subsidianés’asts.

Although the officers and employees of HCS devstenach time to the Managed Subsidiaries as HCS sleppropriate, the officers
and employees may have conflicts in allocatingrttigie and services among the Managed Subsidiandd1CS’s and its affiliates' other
accounts. In addition, HCS and its affiliates, @ameection with their other business activities, maguire material non-public confidential
information that may restrict HCS from purchasieg.gities or selling securities for itself or itgeats (including the Managed Subsidiaries) or
otherwise using such information for the benefiitefclients or itself.

HCS and JMP Group, Inc. beneficially owned appratiety 16.8% and 12.2%, respectively, of our outditagncommon stock as of
December 31, 2008. HCS is an investment advis¢nthaages investments and trading accounts of persons, including certain accounts
affiliated with IMP Group, Inc., and is deemed bleaeficial owner of shares of our common stock hglthese accounts. James J. Fowler, the
Non-Executive Chairman of our Board of Directors atmbdahe non-compensated chief investment officehefManaged Subsidiaries, is a
managing director of HCS. HCS is an affiliate ofBI@&roup, Inc. Joseph A. Jolson, the Chairman anef &xecutive Officer of JIMP Group
Inc. and HCS, beneficially owned approximately 9.68the Company’s outstanding common stock as aeber 3, 2008. In addition, in
November 2008, our Board of Directors approved>amgption from the ownership limitations containacdur Charter, to permit Mr. Jolson
beneficially own up to 25% of the aggregate valtieur outstanding capital stock. As a result & tombined voting power of HCS, JMP
Group, Inc. and Mr. Jolson, these stockholderstesignificant influence over matters submitted teoge of stockholders, including the elect
of directors and approval of a change in contrdiusiness combination of our company. This conegintn of ownership may result in
decisions affecting us that are not in the bestrésts of all our stockholders. In addition, Mrwiier may have a conflict of interest in situatic
where the best interests of our company and stéd&hodo not align with the interests of HCS, JMi@@, Inc. or its affiliates, which may
result in decisions that are not in the best istisref all our stockholders.
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Termination of the advisory agreement may be difficand costly.

Termination of the advisory agreement without caaseibject to several conditions which may maleghsutermination difficult and
costly. The advisory agreement provides that it mialy be terminated without cause following thdialithree year period upon the affirmative
vote of at least two-thirds of our independent ctives, based either upon unsatisfactory performagddCS that is materially detrimental to us
or upon a determination that the management fealpayo HCS is not fair, subject to HCS'’s righptevent such a termination by accepting a
mutually acceptable reduction of management fe€&S Will be paid a termination fee equal to the amai two times the sum of the average
annual base advisory fee and the average annualtine compensation earned by it during then®#hth period immediately preceding the ¢
of termination, calculated as of the end of the tmesently completed fiscal quarter prior to théedaf termination. These provisions may
increase the effective cost to us of terminatirgdbvisory agreement, thereby adversely affecturgability to terminate HCS without cause.

Risks Related to an Investment in Our Capital Stock
The market price and trading volume of our commotosk may be volatile.

The market price of our common stock is highly titdaand subject to wide fluctuations. In additidime trading volume in our common
stock may fluctuate and cause significant pricéatimns to occur. Some of the factors that coutliitein fluctuations in the price or trading
volume of our common stock include, among otherghi actual or anticipated changes in our currefitare financial performance; changes
in market interest rates and general market andau conditions. We cannot assure you that thketgrice of our common stock will not
fluctuate or decline significantly.

No active trading market for the Series A Preferr&ock currently exists and one may not develoytie future.

The shares of Series A Preferred Stock were issuagbrivate placement transaction pursuant toi@edi(2) of the Securities Act of
1933, as amended, and are not listed on the NASDAR)tal Market or any other market. Furthermoresreif the Series A Preferred Stock is
accepted for listing on the NASDAQ Capital Marketaoother securities exchange, an active tradingi@hanay not develop and the market
price of the Series A Preferred Stock may be Melafis a result, an investor in our Series A Prei@iStock may be unable to sell his/her sk
of Series A Preferred Stock at a price equal tgreater than that which the investor paid, if at al

We have not established a minimum dividend paymerel for our common stockholders and there are assurances of our ability to pay
dividends to common or preferred stockholders iretfuture.

We intend to pay quarterly dividends and to malstriiutions to our common stockholders in amounthghat all or substantially all
our taxable income in each year, subject to cegdjnstments, is distributed. This, along with otfaetors, should enable us to qualify for the
tax benefits accorded to a REIT under the InteR®lenue Code of 1986, as amended, or Internal Rev@nde. We have not established a
minimum dividend payment level for our common stoalkiers and our ability to pay dividends may beried by the risk factors
described herein. From July 2007 until April 2008r Board of Directors elected to suspend the paymwmiequarterly dividends on our comn
stock. Our Board ' s decision reflected our foonghe elimination of operating losses throughsie of our mortgage lending business and
the conservation of capital to build future earsifigm our portfolio management operations. Altrditions to our common stockholders v
be made at the discretion of our Board of Directord will depend on our earnings, our financialdibon, maintenance of our REIT status i
such other factors as our Board of Directors magndeslevant from time to time. There are no asswgsuof our ability to pay dividends in the
future.

In addition, in the event that we do not have Iggabailable funds, or any of our financing agreatsen the future restrict our ability,
pay cash dividends on shares of our Series A Resf&Stock, we will be unable to pay cash dividem®ur Series A Preferred Stock, unles
the case of restrictions imposed by our financigiigaments, we can refinance amounts outstandingr shdse agreements. Although the
dividends on our Series A Preferred Stock wouldicoe to accrue, we may pay dividends on sharesioSeries A Preferred Stock only if we
have legally available funds for such payment.
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Upon conversion of our Series A Preferred Stock, will be required to issue shares of common stockblders of our Series A Preferred
Stock, which will dilute the holders of our outstading common stock. Our outstanding shares of SerfePreferred Stock are senior to ot
common stock for purposes of dividend and liquidatidistributions and have voting rights equal todke of our common stock.

On January 18, 2008, we completed the issuanceaadf 1.0 million shares of Series A Preferreatsto the JIMP Group for an
aggregate purchase price of $20.0 million. TheeSeti Preferred Stock entitles the holders to recaicumulative dividend of 10% per year,
subject to an increase to the extent any futureteia common stock dividends exceed $0.20 pereshdolders of our Series A Preferred St
have dividend and liquidating distribution prefezes over holders of our common stock, which mayatiegly affect a Series A Preferred
Stockholder ’ s ability to receive dividends ordidating distributions on his or her shares. TheeSeA Preferred Stock also has voting rights
equal to the voting rights attached to our comntooks except that each share of Series A Prefétedk is entitled to a number of votes equal
to the conversion rate for the Series A Preferred|S

The shares of Series A Preferred Stock are comeitito shares of our common stock based on aersion price of $8.00 per share
of common stock, which represents a conversionafteo and one-half (2 ¥2) shares of common stoclefich share of Series A Preferred
Stock. Upon conversion of the Series A PreferredtiStwe will issue common stock to the holders wf Series A Preferred Stock, which will
dilute the holders of our outstanding common stock.

The Series A Preferred Stock represents approximai% of our outstanding capital stock, on a fulliluted basis, as of March 1, 2009.
Therefore, the holders of our Series A Preferred8k have voting control over us.

The Series A Preferred Stock represents approxiyn2186 of our outstanding capital stock, on a fuljuted basis, as of March 1, 20
The Series A Preferred Stock also has voting rightsal to the voting rights attached to our commstock, except that each share of Series A
Preferred Stock is entitled to a number of votasaétp the conversion rate. Therefore, the holdémur Series A Preferred Stock have voting
control over us, which may limit your ability tofe€t corporate change through the shareholder gqtiocess.

Future offerings of debt securities, which would ml& senior to our common stock and preferred stogkom our liquidation, and future
offerings of equity securities, which would dilutaur existing stockholders and may be senior to @ammon stock for the purposes of
dividend and liquidating distributions, may advetgeffect the market price of our common stock.

In the future, we may attempt to increase our eapétsources by making offerings of debt or addaimfferings of equity securities,
including commercial paper, mediut®rm notes, senior or subordinated notes and dadgareferred stock or common stock. Upon liquatg
holders of our debt securities and lenders witpeesto other borrowings will receive a distributiof our available assets prior to the holders
of our preferred stock and common stock, with hdd# our preferred stock having priority over hersl of our common stock. Additional
equity offerings may dilute the holdings of oursitig stockholders or reduce the market price ofcommon stock, or both. Our Series A
Preferred Stock has a preference on liquidatingilligions or a preference on dividend paymentsdbald limit our ability to make a dividet
distribution to the holders of our common stockj any preferred stock issued by us in the fututdcchave similar terms. Because our
decision to issue securities in any future offerwvily depend on market conditions and other fact®gond our control, we cannot predict or
estimate the amount, timing or nature of our futfferings. Thus, holders of our common stock hikarrisk of our future offerings reducing
the market price of our common stock and dilutimgjit stock holdings in us.

We may not be able to pay the redemption price wf $eries A Preferred Stock on the redemption date.

We have an obligation to redeem any remaining antéhg shares of our Series A Preferred Stock @bout December 31, 2010, at a
redemption price equal to 100% of the $20.00 parestiquidation preference, plus all accrued anghichdividends. We may be unable to
finance the redemption on favorable terms, orlaCainsequently, we may not have sufficient casbuehase the shares of our Series A
Preferred Stock.

We may not issue preferred stock that is seniottte Series A Preferred Stock without the consentlué holders of 66 2/3% of the shares of
Series A Preferred Stock, which limits the flexiltyl of our capital structure.

As long as the Series A Preferred Stock is outstagnadve may not issue preferred stock that is sanithe Series A Preferred Stock v
respect to dividend or liquidation rights withobietconsent of the holders of 66 2/3% of the shafr&eries A Preferred Stock. This limitation
restricts the flexibility of our capital structuamd may prevent us from issuing equity that woulowise be in the best interests of our
company and common stockholders.
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Future sales of our common stock could have an acbeseffect on our common stock price.

We cannot predict the effect, if any, of futureesabf common stock, or the availability of sham@sfiture sales, on the market price of
our common stock. For example, upon conversioruofSeries A Preferred Stock, we will be requireissue shares of our common stock to
holders of our Series A Preferred Stock, which mirease the number of shares available for saleddute existing holders of our common
stock. Sales of substantial amounts of common sturcthe perception that such sales could occuy, adaersely affect prevailing market
prices for our common stock.

Risks Related to Our Company, Structure and Changé Control Provisions
Our directors have approved broad investment guiides for us and do not approve each investment waken

Our Board of Directors has given us substantiairdison to invest in accordance with our broad strreent guidelines. Our Board of
Directors periodically reviews our investment guildes and our portfolio. However, our Board of Qiters does not review each proposed
investment. In addition, in conducting periodicieavs, our directors rely primarily on informatioropided to them by our executive officers
and HCS. Furthermore, transactions entered intashyay be difficult or impossible to unwind by tivae they are reviewed by our directors.
Our management and HCS have substantial discrefibim our broad investment guidelines in determignthe types of assets we may decide
are proper investments for us.

We are dependent on certain key personnel.

We are a small company and are dependent uporiftnesef certain key individuals, including Jamkd~owler, the Chairman of our
Board of Directors, and Steven R. Mumma, our Chiegcutive Officer, President and Chief Financidli€afr. The loss of any key personnel
their services could have an adverse effect oroparations.

Our Chief Executive Officer has an agreement witls that provides him with benefits in the event leisiployment is terminated following a
change in control.

We have entered into an agreement with our Chiethtive Officer, Steven R. Mumma, that provides kiith severance benefits if his
employment ends under specified circumstancesviolip a change in control. These benefits couldgase the cost to a potential acquirer of
us and thereby prevent or discourage a changeninatdhat might involve a premium price for yourases or otherwise be in your best intel

The stock ownership limit imposed by our charter ynahibit market activity in our common stock andawy restrict our business
combination opportunities.

In order for us to maintain our qualification aRBIT under the Internal Revenue Code, not more B4 in value of the issued and
outstanding shares of our capital stock may be dwaetually or constructively, by five or fewer ialuals (as defined in the Internal Revel
Code to include certain entities) at any time dyitime last half of each taxable year (other tharfiost year as a REIT). This test is known as
the “5/50 test.” Attribution rules in the InterrRevenue Code apply to determine if any indivicragntity actually or constructively owns our
capital stock for purposes of this requirement. ifiddally, at least 100 persons must beneficialynmur capital stock during at least 335 days
of each taxable year (other than our first yeaa BEIT). To help ensure that we meet these tegts;h@mrter restricts the acquisition and
ownership of shares of our capital stock. Our @rawith certain exceptions, authorizes our dirnecto take such actions as are necessary and
desirable to preserve our qualification as a REId jprovides that, unless exempted by our Boardidibrs, no person may own more than
9.9% in value of the outstanding shares of ourtahpiock. The ownership limit contained in our tbacould delay or prevent a transaction or
a change in control of our company under circuntstarithat otherwise could provide our stockholdétis the opportunity to realize a premi
over the then current market price for our commocksor would otherwise be in the best interestswfstockholders.
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Our Board of Directors may grant an exemption fitbwat ownership limit in its sole discretion, sultjecsuch conditions, representati
and undertakings as it may determine. In Novemb882our Board of Directors granted an exemptiomfthe ownership limit to permit
Joseph A. Jolson, the Chairman and Chief Exec@i¥ieer of IMP Group, Inc., to beneficially own tgp25% of the aggregate value of our
outstanding capital stock. Because all other inldials who own our stock are permitted to own up.8% in value of the outstanding share
our capital stock, it is possible that four othedividuals acquired between November 2008 and Dbeeil, 2008, or could acquire during the
last half of a taxable year, a sufficient amounbwif stock to cause us to violate the 5/50 rukecdnnection with the ownership waiver granted
by us to Mr. Jolson, we intend to submit a propésalur stockholders to amend our charter to redoe®.9% ownership limit to a percentage
that will allow us to satisfy the 5/50 test with aocertainty while also accommodating the exempipplicable to Mr. Jolson. Although we
believe that we satisfy and will continue to satigfe 5/50 test, there can be no assurance thatackholders will approve an amendment to
the charter reducing the 9.9% ownership limit ptamduly 1, 2009 or that, absent such approvalMilleeontinue to satisfy the 5/50 test on and
after July 1, 2009.

Certain provisions of Maryland law and our chartemd bylaws could hinder, delay or prevent a charigeontrol which could have an
adverse effect on the value of our securities.

Certain provisions of Maryland law, our charter @il bylaws may have the effect of delaying, défigror preventing transactions that
involve an actual or threatened change in confifodése provisions include the following, among asher

« our charter provides that, subject to the rightsred or more classes or series of preferred stoelett one or more directors,
a director may be removed with or without cause dayl the affirmative vote of holders of at leasbtthirds of all votes
entitled to be cast by our stockholders generallghe election of director:

« our bylaws provide that only our Board of Directshall have the authority to amend our byla

« under our charter, our Board of Directors has aitthto issue preferred stock from time to timepime or more series and
establish the terms, preferenand rights of any such series, all without the apal of our stockholder:

« the Maryland Business Combination Act; and
« the Maryland Control Share Acquisition Act.

Although our Board of Directors has adopted a rgsmh exempting us from application of the MarylaBalsiness Combination Act and
our bylaws provide that we are not subject to treNand Control Share Acquisition Act, our BoardDifectors may elect to make the
“business combination” statute and “control shatatute applicable to us at any time and may deigwut stockholder approval.

Maintenance of our Investment Company Act exemptiomposes limits on our operations.

We have conducted and intend to continue to conalurcbperations so as not to become regulated as/astment company under the
Investment Company Act. We believe that there areraber of exemptions under the Investment Compantyhat are applicable to us. To
maintain the exemption, the assets that we acqoédéimited by the provisions of the Investment @amy Act and the rules and regulations
promulgated under the Investment Company Act. tlitemh, we could, among other things, be requirigee (a) to change the manner in
which we conduct our operations to avoid being meglto register as an investment company or (b@gdister as an investment company,
either of which could have an adverse effect onoparations and the market price for our securities

Tax Risks Related to Our Structure
Failure to qualify as a REIT would adversely affeour operations and ability to make distributions.

We have operated and intend to continue to opsrate qualify as a REIT for federal income tax msgs. Our continued qualification
as a REIT will depend on our ability to meet vagaaquirements concerning, among other thingsowheership of our outstanding stock, the
nature of our assets, the sources of our incontktrenamount of our distributions to our stockhaddeln order to satisfy these requirements,
we might have to forego investments we might otlieewnake. Thus, compliance with the REIT requinet®enay hinder our investment
performance. Moreover, while we intend to contitmieperate so to qualify as a REIT for federabime tax purposes, given the highly
complex nature of the rules governing REITs, tleene be no assurance that we will so qualify intamable year.
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If we fail to qualify as a REIT in any taxable yeard we do not qualify for certain statutory refpebvisions, we would be subject to
federal income tax (including any applicable al&gire minimum tax) on our taxable income at regolanporate rates. We might be require
borrow funds or liquidate some investments in otdgray the applicable tax. Our payment of incaaxewould reduce our net earnings
available for investment or distribution to stoclders. Furthermore, if we fail to qualify as a REnd do not qualify for certain statutory
relief provisions, we would no longer be requiredrtake distributions to stockholders. Unless ailufe to qualify as a REIT were excused
under the federal income tax laws, we generallyldibe disqualified from treatment as a REIT for ther taxable years following the year in
which we lost our REIT status.

REIT distribution requirements could adversely affeour liquidity.

In order to qualify as a REIT, we generally areuiegd each year to distribute to our stockholdétsast 90% of our REIT taxable
income, excluding any net capital gain. To the eixthat we distribute at least 90%, but less th2B?4 of our REIT taxable income, we will be
subject to corporate income tax on our undistriblRE&IT taxable income. In addition, we will be setijto a 4% nondeductible excise tax on
the amount, if any, by which certain distributiqragd by us with respect to any calendar year @a®tlean the sum of (i) 85% of our ordinary
REIT income for that year, (ii) 95% of our REIT d@@bgain net income for that year, and (iii) 200%our undistributed REIT taxable income
from prior years.

We have made and intend to continue to make digtoibs to our stockholders to comply with the 904ribution requirement and to
avoid corporate income tax and the nondeductibbisexax. However, differences in timing betweenridxcognition of REIT taxable income
and the actual receipt of cash could require s®Hloassets or to borrow funds on a short-termshtasineet the 90% distribution requirement
and to avoid corporate income tax and the nondédecixcise tax.

Certain of our assets may generate substantial atitras between REIT taxable income and availalsle. Guch assets could include
mortgage-backed securities we hold that have lesered at a discount and require the accrual obtexiacome in advance of the receipt of
cash. As a result, our taxable income may exceedash available for distribution and the requiratrte distribute a substantial portion of our
net taxable income could cause us to:

« sell assets in adverse market conditions,
« borrow on unfavorable terms

« distribute amounts that would otherwise be invesgtedture acquisitions, capital expenditures graygment of debt in order
to comply with the REIT distribution requiremer

Further, our lenders could require us to enter img@gative covenants, including restrictions onatility to distribute funds or to employ
leverage, which could inhibit our ability to sayishe 90% distribution requirement.

Dividends payable by REITs do not qualify for theduced tax rates on dividend income from regularporations.

The maximum U.S. federal income tax rate for dividie payable to domestic shareholders that areithdils, trust and estates is 15%
(through 2008). Dividends payable by REITs, howgaes generally not eligible for the reduced rafdthough the reduced U.S. federal
income tax rate applicable to dividend income fremular corporate dividends does not adverselyaffee taxation of REITs or dividends
paid by REITs, the more favorable rate applicableegular corporate dividends could cause investhis are individuals, trusts and estates to
perceive investments in REITs to be relatively k$sactive than investments in the stocks of n&iIRcorporations that pay dividends, which
could adversely affect the value of the sharesHIflR, including our common shares.

Complying with REIT requirements may limit our alify to hedge effectively.

The REIT provisions of the Code substantially limitr ability to hedge the RMBS in our investmenttfmdio. Our aggregate gross
income from non-qualifying hedges, fees, and cemdier non-qualifying sources cannot exceed 5%uofannual gross income. As a result,
we might have to limit our use of advantageous hegtechniques or implement those hedges throufR& Any hedging income earned by a
TRS would be subject to federal, state and loaadrime tax at regular corporate rates. This coulceame the cost of our hedging activities or
expose us to greater risks associated with changeterest rates than we would otherwise wantearb
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A decline in the value of the real estate securitihg mortgage loans that back RMBS could cause atjor of our income from suct
securities to be nonqualifying income for purposekthe REIT 75% gross income test, which could causs to fail to qualify as a REIT

Pools of mortgage loans back the RMBS that we ho@tir investment portfolio and in which we invdstgeneral, the interest income
from a mortgage loan is qualifying income for puses of the 75% gross income test applicable to REiThe extent that the mortgage loan is
secured by real property. If a mortgage loan Has@to-value ratio greater than 100%, howevem iy a proportionate part of the interest
income is qualifying income for purposes of the 7&§dss income test and only a proportionate patti@fvalue of the loan is treated as a “real
estate asset” for purposes of the 75% asset tphtalple to REITs. This loan-to-value ratio is geaily measured at the time that the REIT
commits to acquire the loan. Although the IRS hdsd generally that the interest income from nolateralized mortgage obligation
(“CMO”) RMBS is qualifying income for purposes dfd 75% gross income test, it is not entirely cleaw this guidance would apply if we
purchase non-CMO RMBS in the secondary marketiat@when the loan-to-value ratio of one or mor¢hef mortgage loans backing the non-
CMO RMBS is greater than 100%, and, accordinglyodion of any income from such non-CMO RMBS maytteated as non-qualifying
income for purposes of the 75% gross income testdtition, that guidance does not apply to CMO RBVIBI the case of CMO MBS, if less
than 95% of the assets of the issuer of the CMO BM8nstitute “real estate assets,” then only agtamate part of our income derived from
the CMO RMBS will qualify for purposes of the 75%ogs income test. Although the law is not cleag, RS may take the position that the
determination of the loan-to-value ratio for moggdoans that back CMO RMBS is to be made on atgdyabasis. A decline in the value of
the real estate securing the mortgage loans tithktdad CMO RMBS could cause a portion of the indeiecome from those RMBS to be
treated as non-qualifying income for purposes efth% gross income test. If such non-qualifyingoime caused us to fail the 75% gross
income test and we did not qualify for certainstaty relief provisions, we would fail to qualifis@ REIT.

34




Table of Content

Item 1B. UNRESOLVED STAFF COMMENTS
None.

Item 2. PROPERTIES

Other than real estate owned, acquired througim lggu of, foreclosures on mortgage loans, the Gany does not own any properties. As of
December 31, 2008, our principal executive and adhtnative offices are located in leased spaceatanderbilt Avenue, Suite 403, New
York, New York 10017

Item 3. LEGAL PROCEEDINGS

The Company is at times subject to various legat@edings arising in the ordinary course of busindss of the date of this report,
the Company does not believe that any of its ctitegyal proceedings, individually or in the aggregavill have a material adverse effect on its
operations, financial condition or cash flows.

On December 13, 2006, Steven B. Yang and Christdpaabiere (the “Plaintiffs”)filed suit in the United States District Court the
Southern District of New York against HC and then@any, alleging that HC failed to pay them, andilsirly situated employees, overtime in
violation of the Fair Labor Standards Act (“FLSAdhd New York State law. The Plaintiffs, each ofowhwere former employees in the
Company's discontinued mortgage lending businespopted to bring a FLSA “collective action” on adhof similarly situated loan
officers of HC and sought unspecified amounts flegaed unpaid overtime wages, liquidated damagesney’s fees and costs.

On December 30, 2007, the Company entered int@eeement in principle with the Plaintiffs to settiteés suit and on June 2, 2008,
the court granted preliminary approval of the settnt. Upon completion of a fairness hearing qutéeber 18, 2008, the court certified the
class and approved the settlement, excluding Hiairdounsel's application for attorney fees, whiemained subject to final approval by the
court. As part of the preliminary settlement, @@mpany funded the settlement in the amount of3nBlion into an escrow account for the
Plaintiffs. Plaintiffs’ counsel's fee was detereunby the court and final approval for distribugasf the settlement amount and Plaintiffs’
counsel's fees was granted on November 7, 2008.CBimpany previously reserved and expensed thisiginithe year ended December 31,
2007. In December 2008, amounts held in the esammount were disbursed in satisfaction of theeseitht amounts and fees owed to
Plaintiffs’ counsel, thereby resulting in the tenation of this suit.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None
PART II

Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOKHOLDER MATTERS AND ISSUER PURCHASES OF
EQUITY SECURITIES

Market Price of and Dividends on the Regist’'s Common Equity and Related Stockholder Matters

Our common stock is traded on NASDAQ under theitgadymbol “NYMT”. As of December 31, 2008, we h@@320,094 shares of
common stock outstanding and as of March 1, 20@9etwere approximately 38 holders of record ofammmon stock. This figure does not
reflect the beneficial ownership of shares heldaminee name. We completed a one-for-two revemss siplit of our common stock in May
2008, which provided stockholders of record as afyM9, 2008 with one share of common stock foryeteo shares owned. In October 2C
we completed a one-for-five reverse stock splivwf common stock, which provided stockholders obrd as of October 9, 2007 with one
share of common stock for every five shares owned.
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The following table sets forth, for the periodsigaded, the high, low and quarter end closing satEes per share of our common
stock and the cash dividends paid or payable pesif common stock. All stock prices and dividesetsforth immediately below reflect the
Company’s reverse stock splits as if they had aecuon January 1, 2007. The data below has beenesbfromhttp://www.bloomberg.com

Common Stock Prices Cash Dividends
Paid or Amount
High Low Close Declared Payable per Share
Year Ended December 31, 200
Fourth quarte $ 437 % 151 $ 2.2C 12/23/0¢ 01/26/0¢ $ 0.1C
Third quartel 5.9¢ 2.5C 3.17 09/29/0¢ 10/27/0¢ 0.1¢
Second quarte 6.24 4.0C 6.2( 06/30/0¢ 7/25/0¢ 0.1¢
First quarte! 9.8( 4.4C 5.4(C 04/21/0¢ 05/15/0¢ 0.12
Common Stock Prices, Cash Dividends
Paid or Amount
High Low Close Declared Payable per Share
Year Ended December 31, 200
Fourth quarte $ 10.0C $ 6.0z $ 8.6(C —
Third quartel 19.2¢ 3.1C 8.4C —
Second quarte 29.6( 17.7( 19.1(C —
First quarte 33.9( 23.4( 25.4( 3/14/07 4/26/07 $ 0.5C

(1) Our common stock was reported on the OTCBB fronudgnl, 2008 through June 4, 2008. Our commorkdtas been listed on the
NASDAQ since June 5, 200

(2) Our common stock was listed on the NYSE from the @& our IPO until September 11, 2007, at whiatetiour common stock was
delisted from the NYSE. Our common stock was regabon the OTCBB beginning on September 11, 2

During 2008, dividend distributions for the Compagommon stock were $0.44 per share (as adjustelldaeverse stock splits). .
of December 31, 2008, the Company’s common staales under the ticker symbol NYMT and was listedeurCUSIP Nos. 649604501 and
649604600. For tax reporting purposes, 2008 taxdividend distributions will be classified as @lis: $0.2597 as ordinary income and
$0.1803 as a return of capital. The following ¢éabbntains this information on a quarterly basis.

Total Taxable

Cash Distribution Income Short-term Ordinary Return of

Declaration Date  Record Date Payment Date per share Dividends  Capital Gain Dividend Capital
04/21/08 04/30/08 05/15/08 $ 0.120C $ 0.094: $ 0.000( $ 0.094: $ 0.025¢
06/30/08 07/10/08 07/25/08 $ 0.160C $ 0.160C $ 0.000( $ 0.160( $ 0.000(
09/29/08 10/10/08 10/27/08 $ 0.160( $ 0.005¢ $ 0.000( $ 0.005¢ $ 0.154«
Total 2008 Cash Distributior $ 0.440(C $ 0.2597 $ 0.000( $ 0.2597 $ 0.180:

Purchases of Equity Securities by the Issuer affiiad¢d Purchaser:

The Company currently has a share repurchase pnogvhich it previously announced in November 2085management’s
discretion, the Company is authorized to repurcisasees of Company common stock in the open markiéirough privately negotiated
transactions through December 31, 2015. The planbadaemporarily or permanently suspended or diiecoed at any time. The Company |
not repurchased any shares since March 2006.
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Securities Authorized for Issuance Under Equity Gensation Plans

The following table sets forth information as ofd@enber 31, 2008 with respect to compensation pladsr which equity securities
the Company are authorized for issuance. The Coyipas no such plans that were not approved by isgtwiders.

Plan Category

Number of Securities
Remaining Available for
Future Issuance under
Equity
Compensation Plans

Number of Securities to

be Issued upon Exercise

of Outstanding Options,
Warrants and Rights

Weighted Average
Exercise Price of
Outstanding Options,
Warrants and Rights

Equity compensation plans approved by securit
holders

$ —
— 103,11:

37




Table of Content
Performance Grapt

The following line graph sets forth, for the perimdm June 23, 2004, the date of our IPO, throughdnber 31, 2008, a comparison of
the percentage change in the cumulative total btder return on the Company’'s common stock condp@aréhe cumulative total return of the
NYSE Composite Index and the National AssociatibReal Estate Investment Trusts ("NAREIT") Mortga&gEIT Index. The graph assurr
that the value of the investment in the Companysroon stock and each of the indices was $100 agraf 23, 2004.

]

*$100 invested on 6/24/04 in stock & index-incluglireinvestment of dividends.
Fiscal year ended December 31.

The foregoing graph and chart shall not be deemedrporated by reference by any general statemearporating by reference this Annual
Report on Form 1-K into any filing under the Securities Act of 1983under the Securities Exchange Act of 1934, mxoethe extent we
specifically incorporate this information by refae, and shall not otherwise be deemed filed uttdeye acts.
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Iltem 6. SELECTED FINANCIAL DATA

The following selected consolidated financial datderived from our audited consolidated finanstatements and the notes thereto
for the periods presented and should be read ijuotion with the more detailed information theraimd “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems” included elsewhere in this annual repogefating results are not necessarily
indicative of future performance.

As of and For the Year Ended December 3:

(Dollar amounts in thousands, except per Share s 2008 2007 2006 2005 2004
Operating Data:
Revenues
Interest incom $ 44,12 % 50,56« $ 64,88 $ 62,72 $ 20,39¢
Interest expens 36,26( 50,08’ 60,09" 49,85: 12,47(
Net Interest Incom 7,86% 477 4,78¢ 12,87 7,924
Provision for loan losse (1,467) (1,689 (57) — —
(Loss) gain on sale of securities and related he (29,979) (8,350 (529 2,207 167
Impairment loss on investment securities (5,27¢) (8,480 — (7,440 —
Total other expens (26,71) (18,519 (58¢€) (5,237%) 167
Expenses
Salaries and benefi 1,86¢ 86& 714 1,93¢ 382
General and administrative expen 5,041 1,88¢ 1,31¢ 2,384 81C
Total expense 6,91( 2,754 2,032 4,31¢ 1,192
(Loss) income from continuing operatic (25,769 (20,790 2,16¢ 3,322 6,89¢
Income (loss) discontinued operatic— net of tax (1 1,65 (34,479 (17,197 (8,662) (1,952
Net (loss) income (z $ (24,100 $ (55,269 $ (15,03) $ (5,340 $ 4,947

Basic and diluted (loss) income per common shan@

continuing operation $ (3.1) $ (11.4¢) $ 12C $ 18t $ 3.8t
Basic and diluted income (loss) per common shan fr

discontinued operatior $ 0.2C $ (19.00) $ (959 $ 4.81) $ (1.09)
Basic and diluted (loss) income per common s $ (291 $ (30.47) $ (8.39 $ (2.96) $ 2.7¢
Dividends per common sha $ 054 % 05C % 47C $ 9.2C $ 4.0C
Balance Sheet Data
Cash and cash equivalel $ 9387 $ 550¢ $ 96 $ 9,05¢ $ 7,61%
Investment securities available for s 477,41¢ 350,48 488,96: 716,48. 1,204,74!
Mortgage loans held in securitization trusts odiet

investment (net 348,33 430,71! 588,16( 780,67( 190,15
Assets related to discontinued operati 5,854 8,87¢ 212,80! 248,87 201,03«
Total asset 853,30( 808,60t 1,321,97! 1,789,94. 1,614,76:
Financing arrangemen 402,32¢ 315,71 815,31! 1,166,49! 1,115,80!
Collateralized debt obligatior 335,64¢ 417,02° 197,44 228,22¢ —
Subordinated debentur 44,61¢ 44,34: 44,07 43,65( —
Convertible preferred debentui 19,70: — — — —
Liabilities related to discontinued operatic 3,56¢ 5,83t 187,70" 231,92! 189,09!
Total liabilities 814,05: 790,18t 1,250,40 1,688,98! 1,495,28!
Total stockholder equity $ 39,24¢  $ 18,41¢ $ 7157: $ 100,95¢ $ 119,48:

(1) In connection with the sale of the Company's wradlesortgage origination platform assets on Felgr@dr 2007 and the sale of its
retail mortgage origination platform assets on M8, 2007, the Company is required to classifynitstgage lending business as a
discontinued operations in accordance with StatémflRinancial Accounting Standards No. 144 (sete 8oin the notes to our
consolidated financial statement

(2) The selected financial data as of and for the yeaded December 31, 2008, December 31, 2007, Dexe3h2006 and Decemk
31, 2005, include the operations of NYMT and itasalidated subsidiaries. Included in the seledteahtial data for the year ended
December 31, 2004 are the results of NYMT for thequl beginning June 29, 2004 (the closing dateuofiPO) and HC for the peri
January 1, 2004 to June 29, 20
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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL GONDITION AND RESULTS OF OPERATIONS
General

New York Mortgage Trust, Inc., together with itsxsolidated subsidiaries (“NYMT”, the “Company”, “Weéour”, and “us”), is a
self-advised real estate investment trust, or REIat invests primarily in real estate-related tsssecluding residential adjustable-rate
mortgage-backed securities, which includes coliditesd mortgage obligation floating rate securiffg&VIBS”), and prime credit quality
residential adjustable-rate mortgage (“ARM”) lodfmime ARM loans”), and to a lesser extent, intaér alternative real estate-related and
financial assets that present greater credit mskl@ss interest rate risk than our investmen®BMBS and prime ARM loans. Our principal
business objective is to generate net income &iridution to our stockholders resulting from tipeesd between the interest and other income
we earn on our intereglarning assets and the interest expense we pdyedotrowings that we use to finance these asshish we refer to a
our net interest income.

Our investment strategy historically has focusedhepstments in RMBS issued or guaranteed by a §b®rnment agency (such as
the Government National Mortgage Association, am@ Mae), or by a U.S. Government-sponsored e(titgh as the Federal National
Mortgage Association, or Fannie Mae, and the Fedtyme Loan Mortgage Corporation, or Freddie Macinme ARM loans, and non-agency
RMBS. We refer throughout this Annual Report onrrdi0-K to RMBS issued by a U.S. government agemdy.8. Government-sponsored
entity as “Agency RMBS”. Starting with the comjdet of our initial public offering in June 2004, Wwegan building a leveraged investment
portfolio comprised largely of RMBS purchased ie tipen market or through privately negotiated &atiens, and prime ARM loans
originated by us or purchased from third partieg the securitized and which are held in our seieatibn trusts. Since exiting the mortgage
lending business on March 31, 2007, we have exalysfocused our resources and efforts on investinga leveraged basis, in RMBS and,
since August 2007, we have employed a portfoliatsgry that focuses on investments in Agency RMB& refer to our historic investment
strategy throughout this Annual Report on Form 18skour “principal investment strategy.”

In January 2008, we formed a strategic relationsliip JMP Group Inc., a fulbervice investment banking and asset manageman
and certain of its affiliates (collectively, theM®P Group”), for the purpose of improving our capitation and diversifying our investment
strategy away from a strategy exclusively focusedhwestments in Agency RMBS, in part to achievueaative risk-adjusted returns, and to
potentially utilize all or part of a $64.0 milliaret operating loss carfgrward that resulted from our exit from the moggdending business
2007. In connection with this strategic relatiapsthe JMP Group made a $20.0 million investmardur Series A Cumulative Convertible
Redeemable Preferred Stock (the “Series A Prefe3tedk)” in January 2008 and purchased approxim&#l5 million of our common stock
in a private placement in February, 2008. In addijtin connection with the JMP Group’s strategiedstment in us, James J. Fowler, a
managing director of HCS (defined below), becameNan-Executive Chairman of the Board of Directofss of December 31, 2008, JMP
Group Inc. and its affiliates beneficially ownedpapximately 33.7% of our outstanding common stddie 33.7% includes shares of Series A
preferred stock which may be converted into comstonk.

In an effort to diversify our investment strategig entered into an advisory agreement with Har@egtital Strategies LLC (“HCS"),
formerly known as JMP Asset Management LLC, corentrwith the issuance of our Series A Preferre@iSto the IMP Group, pursuant to
which HCS will implement and manage our investmémtdternative real estate-related and finanaskts. Pursuant to the advisory
agreement, HCS is responsible for managing investsimaade by two of our wholly-owned subsidiariegpbtheca Capital, LLC (“HC,” also
formerly known as The New York Mortgage Company)| and New York Mortgage Funding, LLC, as welbay additional subsidiaries
acquired or formed in the future to hold investrsantide on our behalf by HCS. We refer to theseidialbies in our periodic reports filed with
the Securities and Exchange Commission (“SEC"hasManaged Subsidiaries.” Due to market condgiand other factors in 2008,
including the significant disruptions in the cregiarkets, we elected to forgo making investmentdternative real estate-related and financial
assets and instead, exclusively focused our resswned efforts on preserving capital and investinggency RMBS. However, we expect to
begin the diversification of our investment strgt@g2009 by opportunistically investing in certaitternative real estate-related and financial
assets, or equity interests therein, includinghauit limitation, certain non-Agency RMBS and othen-rated mortgage assets, commercial
mortgage-backed securities, commercial real ekiates, collateralized loan obligations and otheegiments. We refer throughout this
Annual Report on Form 10-K to our investment irealtative real estate-related and financial asettsr than Agency RMBS, prime ARM
loans and non-Agency RMBS that are already hetsliminvestment portfolio, as our “ alternative istreent strategy " and such assets as our
“alternative assets.” Generally, we expect thatiovestment in alternative assets will be mada oon-levered basis, will be conducted
through the Managed Subsidiaries and will be mashédgeHCS. Currently, we have established for dieraative assetstargeted range of 5
to 10% of our total assets, subject to market dan, credit requirements and the availabilityappropriate market opportunities.

We expect to benefit from the IMP Group’s and HiD8e stment expertise, infrastructure, deal flowteasive relationships in the
financial community and financial and capital stawing skills. Moreover, as a result of the IMRP@r’s and HCS’ investment expertise and
knowledge of investment opportunities in multipkset classes, we believe we have preferred aarassrtiqgue source of investment
opportunities that may be in discounted or distdgsositions, many of which may not be availabletteer companies that we compete
with. We intend to be selective in our investmentalternative assets, seeking out co-investmppbdunities with the JMP Group where
available, conducting substantial due diligencéhenalternative assets we seek to acquire andoamg lunderlying those assets, and limiting
our exposure to losses by investing in alternasgets on a non-levered basis. By diversifyingimegstment strategy, we intend to construct
an investment portfolio that, when combined with current assets, will achieve attractive risk-atgd returns and that is structured to allow
us to maintain our qualification as a REIT andrguirements for exclusion from regulation under lifivestment Company Act of 1940, as
amended, or Investment Company Act.

Because we intend to continue to qualiya REIT for federal income tax purposes ang&vaie our business so as to be exempt from
regulation under the Investment Company Act, wé lvglrequired to invest a substantial majority of assets in qualifying real estate ass



such as agency RMBS, mortgage loans and otherdieasid interests in real estate. Therefore, theepgage of our assets we may invest in
corporate investments and other types of instrusiigritmited, unless those investments comply wéhious federal income tax requirements
for REIT qualification and the requirements for kession from Investment Company Act regulation.
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Factors that Affect our Results of Operations and ancial Condition
Our results of operations and financial conditiom a@ffected by various factors, including, amonueothings:
« changes in interest rates;
« rates of prepayment and default on our assetseantirtgages or loans that underlie such assets ;
« general economic and financial and credit markatlitmn s;
e our leverage, our access to funding and our borrgwosts;
« our hedging activities
« changes in the credit ratings of the loans, seeariand other assets we own;
« the market value of our investmer
« liabilities related to our discontinued operatioingJuding repurchase obligations on the sales aftgage loans ; and
« requirements to maintain REIT status and to quétifyan exemption from registration under the Inment Company Ac!

We earn income and generate cash through our meass. Our income is generated primarily from teespread, which we refer to
as net interest income, which is the differencevben the interest income we earn on our investipenttolio and the cost of our borrowings
and hedging activities. Our net interest incomé véty based upon, among other things, the diffeedmetween the interest rates earned on our
interest-earning assets and the borrowing costsediabilities used to finance those investmeptepayment speeds and default rates on the
assets or the loans underlying such assBscause changes in interest rates may significafféact our activities, our operating results degy
in large part, upon our ability to manage interagt risks and prepayment risks effectively whilgmtaining our status as a REIT.

We anticipate that, for any period during whichrepas in the interest rates earned on our assetstdwincide with interest rate
changes on our borrowings, such assets will repnicee slowly than the corresponding liabilities.nSequently, changes in interest rates,
particularly short-term interest rates, may siguifitly influence our net interest income. Becabsenaturities of our assets generally have
longer terms than those of our liabilities, intém@de increases will tend to decrease our netéaténcome and the market value of our assets
(and therefore our book value). Such rate increegekl possibly result in operating losses or asiigraffect our ability to make distributions
to our stockholders.

The yield on our assets may be affected by a diffeg between the actual prepayment rates and ojections. Prepayment rates, as
reflected by the rate of principal paydown, ane@iast rates vary according to the type of investpeamnditions in the economy and financial
markets, competition and other factors, none ottitian be predicted with any certainty. To the @x¢ee have acquired assets at a premiu
discount to par, or face value, changes in prepaymages may impact our anticipated yield. In pasiof declining interest rates, prepayments
on our assets will likely increase. If we are ueatol reinvest the proceeds of such prepaymentnaparable yields, our net interest income
will be negatively impacted. The current climategofernment intervention in the mortgage markegaicantly increases the risk associated
with prepayments.

While we historically have used, and intend to inseme future, hedging to mitigate some of our fieg rate risk, we do not hedge all
of our exposure to changes in interest rates amplagment rates, as there are practical limitationeur ability to insulate our portfolio from |
potential negative consequences associated withgelsain short-term interest rates in a mannentiiballow us to seek attractive net spreads
on our assets.
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In addition, our returns will be affected by thedit performance of our non-agency RMBS and otlmegstments. If credit losses on
our investments, loans, or the loans underlyingimuestments increase, it may have an adverseteffeour performance.

As it relates to loans sold previously under cartaan sale agreements by our discontinued mortgengiing business, we may be
required to repurchase some of those loans or indenie loan purchaser for damages caused byachref the loan sale agreement. While in
the past we complied with the repurchase demandsprchasing the loan with cash and resellingat lass, thus reducing our cash position;
more recently we have addressed these requestgoyiating a net cash settlement based on thelantaasumed loss on the loan in lieu of
repurchasing the loans. As of December 31, 20@8athount of repurchase requests outstanding waexappately $1.8 million, against which
we had a reserve of approximately $0.4 million. ¥danot assure you that we will be successful itiisgthe remaining repurchase demands
on favorable terms, or at all. If we are unabledatinue to resolve our current repurchase demtdmdagh negotiated net cash settlements, our
liquidity could be adversely affected. In additiove may be subject to new repurchase requestsifroestors with whom we have not settled
or with respect to repurchase obligations not cedemder the settlement.

For more information regarding the factors andsigiat affect our operations and performance, Bem“1A. Risk Factorsabove ant
“ltem 7A. Quantitative and Qualitative Disclosurisout Market Risk” below.

Current Market Conditions and Known Material Trends

General. The well publicized disruptions in the credit maskihat began in 2007 escalated throughout 200&piredhd to the
financial markets and the greater economy. Dutfiegyear, global financial markets came under mmed stress as problems in the U.S. real
estate and residential mortgage market spreacetbrttader economy and the global financial settorddition, fears of a global recession
increased and were exacerbated by further dedlintb® housing and credit markets in the U.S. am@fge, which heightened concerns over
the creditworthiness of some financial institutioAs a result, most sectors of the financial marietperienced significant declines during the
year, including international equity and credit keds, driven, in part, by deleveraging and diffiguricing risk in the market that has be
affecting investors all over the world.

In response, various initiatives by the U.S. Gowegnt have been implemented to address credit goidlify issues. Among other
things, in September 2008, Fannie Mae and Freddie Were placed under conservatorship by the FHFAtlaea U.S. Treasury Department
(“the Treasury”) announced it would purchase sepieferred stock in Fannie Mae or Freddie Macg#éaed, to a maximum of $100.0 billion
per company in order that each maintains a positdtevorth. In October 2008, the U.S. Treasurai@e the “capital purchase program” as
part of the $700.0 billion Troubled Asset Reliebgram, allocating $350.0 billion to invest in UfBancial institutions to help stabilize and
strengthen the U.S. financial system. In Noven2@8, the Federal Reserve Bank of New York (“thddfal Reserve”) announced that it
would buy up to $500.0 billion of Agency RMBS frdeannie Mae, Freddie Mac and Ginnie Mae, and in&aan2009, the Federal Reserve
began to purchase Agency RMBS in accordance wighriftiative. In March 2009, the Federal Reseamaounced that it was increasing its
purchase commitment for Agency RMBS by up to antaddhl $750 billion. We believe that the strongecking for the guarantors of Agency
RMBS, resulting from the conservatorship of Farviae and Freddie Mac and the U.S. Treasury’s comermitrto purchase senior preferred
stock in these companies has, and are expectexhtinge to, positively impact the value of our AggiRMBS. Although the U.S. government
has committed capital to Fannie Mae and Freddie, Mece can be no assurance that the credit fasikitnd other capital infusions will be
adequate for their needs. If the financial supinadequate, these companies could continuefterdasses and could fail to honor their
guarantees and other obligations.

On February 18, 2009, the President of the UnitateS announced the Homeowner Affordability andiBta Plan, or HASP, which
is intended to stabilize the housing market by fatiog relief to distressed homeowners in an effonteduce or forestall home
foreclosures. Among other things, the HASP isgtesil to (i) enable responsible homeowners to nefi@an certain instances where their
home value has fallen below the amount outstandinthe homeowner’s mortgage, (ii) address certaffri$k” homeowners by providing cash
incentives to lenders to refinance the homeowmaogigage to a lower interest rate and subsidizinggirt a reduction in the outstanding
mortgage principal, (iii) provide for an amendmehthe bankruptcy laws to permit the modificatidmmrtgage loans in bankruptcy
proceedings and (iv) support lower mortgage intawges by increasing the U.S. Treasury’s prefestedk investment in each of Fannie Mae
and Freddie Mac to $200 billion, increasing the iz the companies’ retained mortgage portfolio$360 billion each and reaffirming its
commitment to continue purchasing Fannie Mae aeddie Mac issued RMBS. This new U.S. governmengnaim, as well as future
legislative or regulatory actions, including amerhts to the bankruptcy laws, that result in the ification of outstanding mortgage loans
may adversely affect the value of, and the retomghe Agency RMBS in which we invest.

On March 23, 2009, the U.S. Treasury announcedréregion of a publigprivate investment program designed to attractgpecapite
to purchase eligible legacy loans from participgtidanks and eligible legacy securities in the sdapnmarket through FDIC debt guarantees
equity co-investment by the U.S. Treasury and guwent-supported term asset-backed loan facilitiespplicable.

The outcome of these events remain highly unceaathwe cannot predict whether or when such actizag occur or what impact, if
any, such actions could have on our business, tsesubperations and financial condition.
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Mortgage asset valuednvestors’ appetite for U.S. mortgage assets meadaveak throughout 2008. Due to liquidationsaw§é
investment portfolios of mortgage assets in coriaratith forced and voluntary de-leveraging in thertgage asset industry in March 2008,
along with decreased demand for these assets aimgegjors mortgage asset prices declined signifigém March 2008. Prices improved
during the second quarter of 2008 as Fannie Mad-egdtlie Mac increased buying of Agency securfoesheir portfolio. However, during
the third quarter prices were negatively impactg@wents involving the conservatorship of FannieeMad Freddie Mac and the bankruptcy of
Lehman Brothers Holdings Inc. More recently, theéral Reserva announcement on January 9, 2009 that it had begoumy Agency RMBS
resulted in an increase in the value of Agency RMB& believe that the stronger backing for thergutors of Agency RMBS, resulting from
the conservatorship of Fannie Mae and Freddie sllacg with the U.S. Treasury’s commitment to pusghaenior preferred stock in these
companies and the Federal Reserve’'s Agency RMB&hpee program has, and are expected to continpesitively impact the value of our
Agency RMBS.

Financing markets and liquidityln connection with the market disruption of Mard08, many financial institutions withdrew or
reduced financing and liquidity that they typicadiffered clients as part of their daily busineseragions. Significant events in the financial
markets in the second half of 2008 caused furightaning of lending standards and reduced overatket liquidity. In March 2008, the
market experienced extreme liquidity dislocatioagaesult of a major broker dealer failure ancesgMarge hedge fund liquidations. As a
result of these events the secured borrowing telmaaged significantly, increased haircuts alondpwéduced credit availability caused most
leveraged investors to significantly reduce theirtiplio leverage. The Company’s average hairnatéased to approximately 8.8% at March
31, 2008 from 5.6% at December 31, 2007. As ofebdwer 31, 2008, the Company’s average haircut wA6.9

Financing costs and interest rate3he overall credit market deterioration since AUgB07 has also affected prevailing interest ri
For example, interest rates have been unusualbtilekince the third quarter of 2007. Since Sep®mi8, 2007, the U.S. Federal Reserve has
lowered the target for the Federal Funds Rate Bd25% to a range between 0% and 0.25%. Histoyicdé 30elay London Interbank Offere
Rate, or LIBOR, has closely tracked movements énRederal Funds Rate. Our funding costs undercbpse agreements have traditionally
tracked 30 day LIBOR. The spread between LIBORthrd-ed Funds Rate was unusually volatile durir@820ut narrowed considerably
toward the end of 2008. As of December 31, 2008]&y LIBOR was 0.44% while the Fed Funds Rate @25%. Because of continued
uncertainty in the credit markets and U.S. econamoidditions, we expect that interest rates ardyliteexperience continued volatility.

Prepayment rates. As a result of various government initiativestes on conforming mortgages have declined, neaisigrical
lows. Hybrid and adjustable-rate mortgage origaoret have declined substantially, as rates on ttyg®s of mortgages are comparable with
rates available on 30-year fixedte mortgages. While such significant decreasesartgage rates would typically foster mortgageeacing,
such activity has not occurred. We believe thatdecline in home values, increases in the jobkgssand the resulting deterioration in
borrowers creditworthiness have limited refinanctvity to date. The recent creation of the HASRiimed to further assist homeowners in
refinancing and to reduce potential foreclosur@dthough we expect that the constant prepaymeat ca CPR, will trend upward during 2009
based on current market interest rates, future GiRIRbe affected by the success of HASP and tiiraing and purpose ofany future
legislation, if any, and the resulting impact omrbwers’ ability to refinance, mortgage interedesain the market and home values.
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Significant Events in 2008
Strategic Relationship Established With IMP Groupd.

On January 18, 2008, we issued 1.0 million shafesiioSeries A Preferred Stock to JMP Group Incl eertain of its affiliates for an
aggregate purchase price of $20.0 million. Concurméth our issuance of the Series A Preferred IStae entered into an advisory agreement
with HCS, which is an affiliate of IMP Group Intb,manage investments made by the Managed SubeglidVe expect that HCS will assist
us with the implementation of our alternative inwesnt strategy, and once implemented, will manageatiernative investment strategy, as
described more fully in Item 1 of this Annual Retpon Form 10-K. In acting as our advisor, HCS ity a key role in the sourcing of our
alternative investment opportunities. As of theedaf this report, HCS had yet to manage any ofassets. For more information regarding
terms of the advisory agreement, see “Our Relatipnsith HCS and the Advisory Agreementh Item 1 of this Annual Report on Form0-

K and the advisory agreement itself, which is filgdexhibit to this Annual Report on Form 10-K.

The Series A Preferred Stock entitles the holderedeive a cumulative dividend of 10% per yeabjestt to an increase to the extent
any future quarterly common stock dividends excg@@0 per share. The Series A Preferred Stock estur December 31, 2010, has a
redemption value of $20.00 per share, and is cdibleinto shares of the Company's common stockdbas a conversion price of $8.00 per
share of common stock, which represents a converaie of two and one-half (2 ¥2) shares of comntoaksfor each share of Series A
Preferred Stock.

Completion of $60.0 Million Offering of Common Stéc

On February 21, 2008, the Company completed thaiss and sale of 7.5 million shares of its comstonk to certain accredited
investors (as such term is defined in Rule 501 efiation D of the Securities Act of 1933, as aneehar Securities Act) at a price of $8.00
per share. This private offering of the Compangismmon stock generated gross proceeds to the Congp&60.0 million, and net proceeds to
the Company of approximately $56.6 million. Purdua a registration rights agreement, the Coméeg a resale shelf registration staten
registering the resale of the shares sold in tfieggiag, which became effective in April 2008. Buant to the registration rights agreement, we
paid $0.7 million in liquidated damages in 2008Hhe investors in the offering for not filing a résahelf registration statement by the date
required in the registration rights agreement astcobtaining NASDAQ listing for our common stock onprior to the effective date of the
resale shelf registration statement. We do notetxip incur future penalty fees under the redistnarights agreement.

In accordance with our investment plan, we promgéployed the net proceeds from our January and February 2008yexfterings
by purchasing an aggregate of approximately $7dMllion of Agency hybrid RMBS during January andofigary 2008. These acquisitions
were financed in part with repurchase agreemerdhadged with interest rate swaps.

March 2008 Credit Market Disruptior

During March 2008, news of potential and actualisécliquidations negatively impacted market vadder, and available liquidity to
finance, certain mortgage securities, including sahour Agency RMBS and AAA-rated non-Agency RMB&sulting in a significant
deleveraging event for a relatively broad rangkewéraged public and private companies with investinand financing strategies similar to
ours. In response to these significantly changedlitions, we undertook a number of strategic astimreduce leverage and increase liquidity
in our portfolio of Agency RMBS. During March 2008e Company sold, in aggregate, approximately $8#llion of Agency RMBS from
its investment portfolio that was comprised of $81@illion of Agency hybrid ARM RMBS and $76.4 mih of Agency CMO floating rate
securities (“CMO Floaters”), resulting in a loss&ifs.0 million. As a result of these sales of RMB®,also terminated associated interest rate
swaps that were used to hedge our liability codtis &notional balance of $297.7 million at a cofs$2.0 million. We believe these proactive
steps taken by our management team to reduce tgvaral increase liquidity enabled our company teassfully navigate the extremely
difficult operating and credit conditions facingngpanies with investment and financing strategieslar to ours.
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Subsequent Event- March 2009

Restructuring of Principal Investment PortfolicAs of December 31, 2008, our principal investmemtfplio included approximately
$197.7 million of collateralized mortgage obligatiftoating rate securities issued by an Agency cwhve refer to as Agency CMO Floaters.
Following a review of our principal investment dofio, we determined in March 2009 that the Age@yO Floaters held in our portfolio
were no longer producing acceptable returns, aradrasult, we decided to initiate a program to as&pof these securities on an opportunistic
basis. As of March 25, 2009, the Company had apfifoximately $149.8 million in current par valdedgency CMO Floaters under this
program resulting in a net gain of approximately2dillion. As a result of these sales and ownhto sell the remaining Agency CMO
Floaters in our principal investment portfolio, e@ncluded the reduction in value at December 3@82@as other-thatemporary and record
an impairment charge of $4.1 million for the quagted year ended December 31, 2008.

In addition, we also determined that $6.1 milliarcurrent par value of non-agency RMBS, which ideli$2.5 million in current par
value of retained residual interest, had sufferedtaer-than-temporary impairment and, accordingdgporded an impairment charge of $1.2
million for the quarter and year ended Decembe2808.

Note Regarding Discontinued Operations

In connection with the sale of our wholesale maytgkending platform assets on February 22, 200 tasmdale of our retail mortgage
lending platform assets to Indymac Bank, F.S.Bhd§imac”) on March 31, 2007, during the fourth qeadf 2006, we classified our mortgage
lending business as a discontinued operationsdardance with the provisions of SFAS No. 144. Aesult, we have reported revenues and
expenses related to the mortgage lending busisesgiscontinued operations and the related aasdtBabilities as assets and liabilities
related to a discontinued operations for all pegiptesented in the accompanying consolidated finbsimtements. Certain assets, such as the
deferred tax asset, and certain liabilities, suchubordinated debt and liabilities related todedscilities not assigned to Indymac are part of
our ongoing operations and accordingly, we havectassified as a discontinued operations in accareavith the provisions of SFAS No. 1«
See note 8 in the notes to our consolidated firzustatements.

Until March 31, 2007, our discontinued mortgagediag operation contributed to our then currentgetfinancial results. Subsequent
to March 31, 2007, our discontinued mortgage legdiperation has impacted our financial resultstdu@bilities remaining after the sale of
the operation’s assets. As of December 31, 2088pdtinued operations consist of $5.9 million iseds and $3.6 million in liabilities, down
from $8.9 million in assets and $5.8 million intikities as of December 31, 2007.

Prior to March 31, 2007, we originated a wide ranfjeesidential mortgage loan products includinigngr, alternative-A, and to a
lesser extent sub-prime loans, home equity linesedit, second mortgages, and bridge loans. Wgnaitied $0.4 billion in mortgage loans
during three months ended March 31, 2007. Ourafalee mortgage lending platform assets on Mafi2B07 marked our exit from the
mortgage lending business.
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Balance Sheet Analysis

Investment Securities - Available for Sale Our securities portfolio consists of Agency RMBSprimarily AAA-rated residential
RMBS. At December 31, 2008, we had no investmeguritées in a single issuer or entity, other thamie Mae or Freddie Mac, that had an
aggregate book value in excess of 10% of our &ssets. The following tables set forth the crelditracteristics of our principal investment

securities portfolio as of December 31, 2008 andeber 31, 2007:

Credit Characteristics of Our Investment Securities(dollar amounts in thousands):

Sponsor or Par Carrying % of
December 31, 200 Rating Value Value Portfolio Coupon Yield

Credit

Agency Hybrid ARMs FNMA $ 251,81( $ 258,19t 54% 5.15% 3.92%
Agency REMIC CMO Floatiny

Rate FNMA/FHLMC 203,63t 197,67 41% 1.8%% 8.54%
Private Label Floating Ra AAA 23,28¢ 18,11¢ 4% 1.27% 15.85%
Private Label Floating Ra Aa 3,64¢ 2,82¢ 1% 2.3(% 4.08%
NYMT Retained Securitie AAA-BBB 60¢ 53C 0% 5.8(% 8.5€%

Below Investment
NYMT Retained Securitie Grade 2,462 69 0% 5.67% 16.9%
Total/Weighted Averag $ 485,45¢ $ 477,41t 100% 3.55% 6.51%
Sponsor or Par Carrying % of
December 31, 200 Rating Value Value Portfolio Coupon Yield

Credit

Agency REMIC CMO Floatiny

Rate FNMA/FHLMC/GNMA $ 324,67t $ 318,68¢ 91% 5.98% 5.55%
Private Label Floating Ra AAA 29,76¢ 28,40! 8% 5.66% 5.5(%
NYMT Retained Securitie AAA-BBB 2,16¢ 2,16t 1% 6.31% 6.28%

Below Investment

NYMT Retained Securitie Grade 2,75¢€ 1,22¢ 0% 5.6&% 12.9%%
Total/Weighted Average $ 359,36 $ 350,48 100% 5.95% 5.61%
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The following table sets forth the stated resetgolsrand weighted average yields of our investrsentirities at December 31, 2008
and December 31, 2007 (dollar amounts in thousands)

Less than More than 6 Months More than 24 Months
6 Months To 24 Months To 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average Carrying Average Carrying Average Carrying Average
December 31, 200! Value Yield Value Yield Value Yield Value Yield
Agency Hybrid ARMs $ — —% $ 66,91( 3.6¢% $ 191,28t 4.02% $ 258,19¢ 3.92%
Agency REMIC CMC
Floating Rate 197,67 8.54% — —% — —% 197,67! 8.54%
Private Label Floating Ra 20,94¢ 14.25% — —% — —% 20,94¢ 14.25%
NYMT Retained Securitie 53C 8.56% — —% 69 16.9% 59¢ 15.32%
Total/Weighted Average $ 219,15: 9.21% $  66,91( 3.6¢% $ 191,35 4.1% $ 477,41 6.51%
Less than More than 6 Months More than 24 Months
6 Months To 24 Months To 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average Carrying Average Carrying Average Carrying Average
December 31, 200 Value Yield Value Yield Value Yield Value Yield
Agency REMIC CMC
Floating Rate $ 318,68t 5.55% $ — —% $ — —% $ 318,68¢ 5.55%
Private Label Floating Ra 28,40: 5.5(% — —% — —% 28,40! 5.5(%
NYMT Retained Securitie 2,16t 6.28% — —% 1,22¢ 12.9% 3,39/ 10.03%
Total/Weighted Averag $ 349,25! 5.55% $ — —% $  1,22¢ 12.99% $ 350,48¢ 5.61%

Prepayment ExperienceThe constant prepayment rate (“CPR”) on our overaitfolio averaged approximately 12% during 2068 a
compared to 19% during 2007. CPRs on our purchasetblio of investment securities averaged apprately 9% while the CPRs on loans
held in our securitization trusts averaged appratéty 19% during 2008. When prepayment expectatiers the remaining life of assets
increase, we have to amortize premiums over aehtimie period resulting in a reduced yield to migfon our investment assets. Conversely,
if prepayment expectations decrease, the premiuaidae amortized over a longer period resulting imgher yield to maturity. We monitor
our prepayment experience on a monthly basis ajudtatie amortization rate to reflect current madanditions.

Mortgage Loans Held in Securitization Trustdncluded in our portfolio are ARM loans that weginated or purchased in bulk from
third parties that met our investment criteria andfolio requirements. The Company completed &rauritizations; three were classified as
financings per SFAS No. 140 and one qualified sale under SFAS No. 140, which resulted in thending of residual assets and mortgage
servicing rights. The residual assets carryingeatdal $0.1 million and are included in investmseturities available for sale.

The following table details mortgage loans heldeéguritization trusts at December 31, 2008 and Dbee 31, 2007 (dollar amounts
in thousands):

Par Value Coupon Carrying Value Yield
December 31, 200 $ 347,54¢ 5.56% $ 348,33 3.9€%
December 31, 200 $ 429,62 57/% $ 430,71t 5.3¢%

At December 31, 2008 mortgage loans held in sezatibn trusts represented approximately 41% oftotad assets. Of this mortgage
loan investment portfolio 100% are traditional ARMIshybrid ARMs and 79% are ARM loans that arerieséonly. On our hybrid ARMs,
interest rate reset periods are predominatelyyfeaa's or less and the interest-only/amortizatiaiogds typically 10 years, which mitigates the
“payment shock” at the time of interest rate reNetloans in our investment portfolio of mortgagars are option-ARMs or ARMs with
negative amortization.

47




Table of Content
Characteristics of Our Mortgage Loans Held in Secuitization Trusts and Retained Interest in Securitiation:

The following table sets forth the composition af tans held in securitization trusts and loarsklmgy the retained interests from our
REMIC securitization as of December 31, 2008 (aalaounts in thousands):

# of Loans Par Value  Carrying Value

Loan Characteristics:

Mortgage loans held in securitization tru 79 $ 347,54t $ 348,33"
Retained interest in REMIC securitization (includednvestment securities available

sale) 337 177,44. 59¢
Total Loans Helc 1,13C $ 524,98( $ 348,93t

Average High Low

General Loan Characteristics
Original Loan Balanci $ 491 % 3,50 $ 48
Current Coupon Rai 5.67% 8.1%% 4.0%
Gross Margir 2.3&% 5.0(% 1.1%
Lifetime Cap 11.1% 13.3&% 9.1%%
Original Term (Months 36C 36C 36C
Remaining Term (Months 31¢ 327 283

The following table sets forth the composition af tbans held in securitization trusts and loarsklmgy the retained interests from our
REMIC securitization as of December 31, 2007 (aadlaounts in thousands):

# of Loans Par Value  Carrying Value

Loan Characteristics:

Mortgage loans held in securitization tru 97z $  429,62¢ $ 430,71!
Retained interest in securitization (included imdstment securities available for se 391 209,45! 3,39/
Total Loans Held 1,36: $ 639,08: $ 434,10¢
Average High Low

General Loan Characteristics

Original Loan Balanci $ 49C % 3,50 $ 48
Current Coupon Rat 5.7% 9.9%% 4.0(%
Gross Margir 2.3&% 6.5(% 1.1%%
Lifetime Cap 11.1% 13.7%% 9.0(%
Original Term (Months 36C 36C 36C
Remaining Term (Months 33C 33¢ 29k
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Arm Loan Type
Traditional ARMs
2/1 Hybrid ARMs
3/1 Hybrid ARMs
5/1 Hybrid ARMs
7/1 Hybrid ARMs
Total

Percent of ARM loans that are Interest O
Weighted average length of interest only pe

Traditional ARMs - Periodic Caps
None

1%

Over 1%

Total

Hybrid ARMs- Initial Cap
3.00% or les!
3.01%-4.00%
4.01%-5.00%
5.01%-6.00%

Total

Original FICO Scores
650 or lest

651 to 70C

701 to 75C

751 to 80C

801 and over

Total
Average FICO Scor

Original Loan to Value (LTV)
50% or les:

50.01%-60.00%
60.01%-70.00%
70.01%-80.00%

80.01% and ove

Total
Average LTV

December 31, 20C December 31, 20C

Percentage Percentage
2.2% 2.2%
1.1% 1.6%
7.8% 10.2%
86.5% 83.4%
2.6% 2.5%
100.(% 100.(%
78.€% 77.5%
8.3 year 8.3 year
December 31, 20C December 31, 20C
Percentage Percentage
79.4% 72.%
1.2% 1.4%
19.4&% 25.7%
100.(% 100.(%

December 31, 20C December 31, 20C

Percentage Percentage
6.7% 8.2%
4.0% 5.1%
88.2% 85.€%
1.1% 1.C%
100.(% 100.(%

December 31, 20C December 31, 20C

Percentage Percentage
4.4% 3.5%
18.(% 17.(%
32. 1% 32.4%
40.% 42.5%
4.C% 4.2%
100.(% 100.(%
73€ 73€
December 31, 20C December 31, 20C
Percentage Percentage
9.7% 9.5%
8.2% 8.5%
25.&% 27.%
54.4% 52.2%
1.S% 2.1%
100.(% 100.(%
69.% 69.7%
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Property Type

Single Family
Condominium
Cooperative

Planned Unit Developme
Two to Four Family

Total

Occupancy Statu:
Primary
Secondan
Investor

Total

Documentation Typ

Full Documentatior

Stated Incom:

Stated Income/ Stated Ass
No Documentatiot

No Ratio

Total

Loan Purpose
Purchast

Cash out refinanc
Rate & term refinance

Total

Geographic Distribution: 5% or more in any one s&
NY

MA

FL

CA

NJ

Other (less than 5% individuall

Total

December 31, 20C December 31, 20C

Percentage Percentage
51.4% 51.2%
23.5% 22.8%
9.8% 9.8%
12.£% 13.(%
2.7% 3.1%
100.(% 100.(%

December 31, 20C December 31, 20C

Percentage Percentage
85.1% 84.4%
11.(% 12.(%
3.5% 3.€%
100.(% 100.(%

December 31, 20C December 31, 20C

Percentage Percentage
72.71% 72.(%
19.€% 19.7%
6.3% 6.8%
1.C% 1.C%
0.4% 0.5%
100.(% 100.(%

December 31, 20C December 31, 20C

Percentage Percentage
58.(% 57.8%
16.1% 15.%
25.€% 26.2%
100.(% 100.(%

December 31, 20C

December 31, 20C

Percentage Percentage

30.7% 31.2%

17.2% 17.4%

7.€% 8.2%

7.2% 7.2%

6.C% 5.7%

31.1% 30.2%

100.(% 100.(%
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The following table details loan summary informatior loans held in securitization trust at Decenti 2008 (all amounts in
thousands)

Principal
Amount of
Loans
Subject to
Periodic Delinquent
Description Interest Rate Final Maturity Payment Original Current Principal
Property Loan Term Prior Amount of  Amount of or
Type Balance Count Max Min Avg Min Max (months) Liens Principal Principal Interest
Single <= $100,00( 12 7.78 4.7t 5.44 12/01/3¢ 11/01/3¢ 36C NA $ 1,59t $ 85% $ 69
Family <= $250,00( 93 8.1: 4.7t 5.6 09/01/3. 12/01/3¢ 36C NA 18,68( 16,74( 24¢
<= $500,00( 13¢ 7.1 4.2¢ 5.54 09/01/3: 01/01/3¢ 36C NA 51,15¢ 48,54¢ 1,257
<=$1,000,00( 65 7.3¢ 4.3¢ 5.5€ 07/01/3: 12/01/3¢ 36C NA 47,88¢ 45,91¢ 3,64¢
> $1,000,000 33 _6.7¢ 5.0C 5.64 01/01/3¢ 01/01/3¢ 36C NA 57,977 56,40" -
Summary 34z 8.1¢ 4.2t 5.5¢ 09/01/3. 01/01/3¢ 36C NA $ 177,29¢ $ 168,46« $ 5,22(
2-4 <= $100,00( 1 6.6< 6.6 6.6 02/01/3¢ 02/01/3¢ 36C NA $ 80 $ 76 $ =
FAMILY <= $250,00( 6 6.7¢% 4.3¢ 5.7¢ 12/01/3¢ 07/01/3¢ 36C NA 1,11¢ 1,01t -
<= $500,00( 21 7.28 5.0C 5.82 09/01/3¢ 01/01/3¢ 36C NA 7,764 7,56¢ 513
<=$1,000,00( 4 6.8¢ 5.3¢ 6.0€ 12/01/3¢ 08/01/3¢ 36C NA 3,06¢ 3,047 -
>$1,000,000 o _ - - - - - 36C NA - - -
Summary 32 7.2F 4.3¢ 5.8€ 09/01/3¢ 01/01/3¢ 36C NA $ 12,027 $ 11,70¢ $ 513
Condo <= $100,00( 16 6.6< 4.3¢ 5.7¢ 01/01/3¢ 12/01/3¢ 36C NA $ 1,93t $ 1,13 $ =
<= $250,00( 94 6.8¢ 4.5C 5.6E 08/01/3: 01/01/3¢ 36C NA 18,64: 16,95: 23C
<= $500,00( 91 6.8¢ 4.5C 5.4t 09/01/3: 12/01/3¢ 36C NA 31,91t 30,85:¢ 917
<=$1,000,00( 36 6.12 4.5C 5.3€ 08/01/3: 11/01/3¢ 36C NA 26,58¢ 24,75 -
> $1,000,000 15 6.1¢ 5.13 5.61 07/01/3¢ 09/01/3¢ 36C NA 24,56¢ 22,06: -
Summary 252 6.8¢ 4.3¢ 5.5E 08/01/3: 01/01/3¢ 36C NA $ 103,65! $ 95,75, $ 1,147
CO-OP <= $100,00( 5 6.2F 4.7t 5.6C 09/01/3¢ 06/01/3¢ 36C NA $ 842 $ 247 $ =
<= $250,00( 24 6.2F 4.0C 5.4F 10/01/3¢ 12/01/3¢ 36C NA 4,71C 4,31¢ -
<= $500,00( 41 6.3¢ 4.7t 5.4t 08/01/3¢ 12/01/3¢ 36C NA 16,82¢ 15,40 -
<=%$1,000,00( 29 6.7% 4.7t 5.3t 11/01/3¢ 11/01/3¢ 36C NA 21,45¢ 20,43t -
> $1,000,000 6 6.0C 4.8¢ 5.44 11/01/3¢ 12/01/3¢ 36C NA 8,66/ 8,16¢ -
Summary 10E 6.7¢F 4.0C 5.42 08/01/3¢ 12/01/3¢ 36C NA $ 52,49¢ $ 48,56t $ -
PUD <= $100,00( 3 5.6¢ 5.2t 5.3¢ 07/01/3¢ 08/01/3¢ 36C NA $ 93¢ $ 244 % =
<= $250,00( 25 6.7¢% 4.3¢ 5.61 01/01/3¢ 12/01/3¢ 36C NA 5,27¢ 4,66¢ -
<= $500,00( 22 7.8¢ 4.3¢ 5.7C 08/01/3: 12/01/3¢ 36C NA 7,79¢ 7,47¢ 48C
<=$1,000,00( 8 5.8¢ 4.7t 5.3€ 09/01/3: 12/01/3¢ 36C NA 5,631 5,47¢ -
> $1,000,000 4 6.12 5.27 5.71 04/01/3¢ 12/01/3¢ 36C NA 5,23:¢ 5,202 -
Summary 62 7.8¢ 4.3¢ 5.6C 08/01/3: 01/01/3¢ 36C NA $ 24,88 $ 23,05¢ $ 48C
Summary <= $100,00( 37 7.78 4.3¢ 5.64 09/01/3¢ 12/01/3¢ 36C NA $ 5,39 $ 2,65 $ 69
<= $250,00( 242 8.1: 4.0C 5.62 08/01/3: 01/01/3¢ 36C NA 48,42 43,69: 47¢
<= $500,00( 314 7.8¢ 4.2¢ 5.54 08/01/3: 01/01/3¢ 36C NA 115,46! 109,84: 3,167
<=$1,000,00( 142 7.3¢ 4.3¢ 5.47 07/01/3: 12/01/3¢ 36C NA 104,63: 99,62¢ 3,64¢
> $1,000,000 58 6.75 4.8¢ 5.62 04/01/3¢ 01/01/3¢ 36C NA 96,44 91,83« -
Grand Total 793 8.1: 4.0C 5.5€ 08/01/3: 01/01/3¢ 36C NA $ 370,36( $ 347,54t $ 7,36(

The following table details activity for loans hetdsecuritization trust for the year ended Decan3ie 2008.
Allowance for Net Carrying

Principal Premium Loan Losses Value
Balance, December 31, 20C $ 429,62¢ $ 2,73:  $ (1,647 $ 430,71!
Additions - - - -
Principal repaymenti (82,089 - - (82,089
Provision for loan los - - (1,439 (1,437
ChargOffs 1,674 1,674
Amortization for premiun - (53€) - (53€)
Balance, December 31, 20C $ 347,54¢ $ 2197 $ (1,406 $ 348,33’
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Delinquency Statu

As of December 31, 2008, we had 17 delinquent Idatading approximately $7.4 million categorizedMsrtgage Loans Held in
Securitization Trusts. In addition we had four RE©perties totaling approximately $1.9 million. Tiable below shows delinquencies in our
loan portfolio as of December 31, 2008 (dollar anteun thousands):

Number of Delinquent Total % of
Days Late Loans Dollar Amount Loan Portfolio
30-60 3% 1,36: 0.3%
61-90 13 262 0.08%
90+ 13 % 5,73¢ 1.65%
Real Estate Owned (RE( 4% 1,92 0.55%

As of December 31, 2007, we had 14 delinquent Idatasing approximately $8.8 million categorizedMsrtgage Loans Held in
Securitization Trusts. The table below shows delergries in our loan portfolio as of December 3D 2@ollar amounts in thousands):

Number of Delinquent Total % of
Days Late Loans Dollar Amount Loan Portfolio
30-60 -$ > =
61-90 2% 1,85¢ 0.42%
90+ 12 $ 6,91( 1.61%
Real Estate Owned (RE( 4% 4,14 0.9€%

Interest is recognized as revenue when earneddingdo the terms of the mortgage loans and whethe opinion of management, it
is collectible. The accrual of interest on loandigcontinued when, in management’s opinion, tier@st is not collectible in the normal course
of business, but in no case beyond when paymeatloan becomes 90 days delinquent. Interest cetlemh loans for which accrual has been
discontinued is recognized as income upon receipt.

Cash and Cash Equivalent®Ve had unrestricted cash and cash equivalents.4frflion at December 31, 2008.

Restricted CashRestricted cash totaled $8.0 million as of Decen®31er2008. Included in restricted cash was $4.Hanirelated to
amounts deposited to meet margin calls on inteatstswaps and $3.2 million for amounts postedéetmepurchase agreement margin calls.

Prepaid and Other AssetsPrepaid and other assets totaled $1.2 milliorf &ecember 31, 2008. Prepaid and other assetsstonsi
mainly of $0.4 million in escrow advances relatedoans held in securitization trust and $0.2 wiillof capitalized servicing costs.
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Financing Arrangements, Portfolio InvestmentsAs of December 31, 2008, there were approximatd2$ million of repurcha:
agreement borrowings outstanding. Our repurchaseeatents typically have terms of 30 days. As ofdbalwer 31, 2008, the current weigt
average borrowing rate on these financing facdliti@s 2.62%.

Collateralized Debt Obligations As of December 31, 2008, we had $335.6 milliol€®fOs outstanding with an average interesi
of 0.85%.

Subordinated DebenturesAs of December 31, 2008, our wholly owned subsidi&tC, had trust preferred securities outstandif
$44.6 million net of deferred bond issuance co$iB004 million with an average interest rate of 86 The securities are fully guaranteet
the Company with respect to distributions and anewayable upon liquidation, redemption or repayim&hese securities are classifiec
subordinated debentures in the liability sectiothef Company’s consolidated balance sheet.

$25.0 million of our subordinated debentures hafleating interest rate equal to threnth LIBOR plus 3.75%, resetting quarte
(5.22% at December 31, 2008). These securitiesrmatu March 15, 2035 and may be called at par byCtbmpany any time after March
2010. HC entered into an interest rate cap agreetodimit the maximum interest rate cost of thestrpreferred securities to 7.5% thro
March 15, 2010. The term of the interest rate qeement is five years and resets quarterly inwratjon with the reset periods of the t
preferred securities.

$20 million of our subordinated debentures havixedfinterest rate equal to 8.35% up to and inclgdiuly 30, 2010, at which po
the interest rate is converted to a floating rafeat to onemonth LIBOR plus 3.95% until maturity. The secwd#timature on October 30, 2(
and may be called at par by the Company any tinge &fctober 30, 2010.

Convertible Preferred DebenturesAt December 31, 2008 we had $19.7 million of cotitaé preferred debentures outstanding net of
$0.3 million of deferred debt issuance cost. Wadssthese shares of Series A Preferred Stock to@MBp Inc. and certain of its affiliates for
an aggregate purchase price of $20.0 million. TérgeS A Preferred Stock entitles the holders teikera cumulative dividend of 10% per ye
subject to an increase to the extent any futureteia common stock dividends exceed $0.20 pereshire Series A Preferred Stock is
convertible into shares of the Company's commockdb@sed on a conversion price of $8.00 per sHareromon stock, which represents a
conversion rate of two and one-half (2 ¥2) sharesoaimon stock for each share of Series A Prefedtedk. The Series A Preferred Stock
matures on December 31, 2010. Pursuant to SFAS B Accounting for Certain Financial Instruments with Characteitst of both
Liabilities and Equity, because of this mandatory redemption featureCtitapany classifies these securities as a lighilitits balance sheet.

Derivative Assets and LiabilitiesWe generally hedge the risk related to changesarbenchmark interest rate used in the variabé
index, usually LIBOR.

In order to reduce these risks, we enter into @derate swap agreements whereby we receive ftpadite payments in exchange
fixed rate payments, effectively converting our shierm repurchase agreement borrowing or CDOsfixed rate. We also enter into intel
rate cap agreements whereby, in exchange for aipmenwve are reimbursed for interest paid in exadsscontractually specified capped rate.

Derivative financial instruments contain credikrie the extent that the institutional countergartinay be unable to meet the terrr
the agreements. We attempted to minimize this oiskimiting our counterparties to major financiaktitutions with good credit ratings.
addition, we regularly monitor the potential riskloss with any one party resulting from this tygfecredit risk. Accordingly, we do not exp
any material losses as a result of default by gblaeties, but can provide no assurance that weawdld counter party failures.

We enter into derivative transactions solely fakrmanagement purposes. The decision of whethapta given transaction, o
portion thereof, is hedged is made on a casedsg basis, based on the risks involved and offutors as determined by senior manager
including the financial impact on income and assdtiations and the restrictions imposed on REITgheglactivities by the Internal Rever
Code, among others. In determining whether to hedgsk, we may consider whether other assetdlitiab, firm commitments and anticipa
transactions already offset or reduce the risk. tllhsactions undertaken as a hedge are enteredvitit a view towards minimizing tl
potential for economic losses that could be inaibg us. Generally, all derivatives entered inte iatended to qualify as cash flow hedge
accordance with GAAP, unless specifically precludeder SFAS No. 133ccounting for Derivative Instruments and Hedgirgivities. Tc
this end, terms of the hedges are matched closehetterms of hedged items.
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The following table summarizes the estimated failug of derivative assets and liabilities as of @wgber 31, 2008 and December
2007 (dollar amounts in thousands):
December 31 December 31

2008 2007
Derivative assets:
Interest rate caps $ 22 $ 41€
Total derivative assets $ 22 % 41€
Derivative liabilities:
Interest rate swaps $ 4,19¢ $ 3,517
Total derivative liabilities $ 4,19 $ 3,517

Balance Sheet Analysis - Stockholders’ Equity
Stockholders’ equity at December 31, 2008 was $88llibn and included $8.5 million of net unrealizisses, $5.6 million in

unrealized derivative losses related to cash fledges and $2.9 million in unrealized losses reltieaailable for sale securities presented as
accumulated other comprehensive income.
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Results of Operations
The following is a brief description of key termisrih our consolidated financial statements:

Revenues Our primary source of income is net interest memn our portfolio of assets. Net interest incasnthe difference betwes
interest income, which is the income that we earour assets, which for 2008 was RMBS and loasgduritization trusts, and interest
expense, which is the interest we pay on borrowisgsordinated debt and convertible preferred dieloes. Prior to our exit from the mortge
lending business in March 2007, net interest inceras also earned on the loan originations by HG@Herperiod of time commencing upon
closing of a loan and ending upon the sale of $o@h to a third party.

Other ExpensesOther expense includes loan losses for costs iedwrith respect to, the disposition of non-perfargnor early
payment default loans we have originated or purethdi®©m third parties or from losses incurred on-performing loans held in securitization
trusts. In addition, other expense includes n&tds from the sale of investments securities oedlnly termination of interest rate swaps and
losses from impairments on investment securities.

Expenses Non-interest expenses we incur in operating agirtess consist primarily of salary and employeeefits, professional
fees, insurance, management fees and other gemetadministrative expenses. Other general andréstnaitive expenses include expense:
office rents, equipment rentals, office suppliesstpge and shipping, telephone, travel and ententit and other miscellaneous operating
expenses. In 2008, other expenses included thedtpgrayments paid to investors pursuant to a tegien rights agreement we entered into in
connection with our February 2008 common equitsfig.

Income (loss) from discontinued operationkoss from discontinued operations includes all nexess and expenses related to our
discontinued mortgage lending business excludingettosts that will be retained by us, which anmarily expenses related to rent expense
for leased locations not assigned as part of thegodition of our mortgage lending business anditedllocated payroll expenses for employ
remaining with us. Our discontinued operations werditable in 2008 due primarily to the rent reimnbement from Indymac stemming from
Indymac’s use of our former corporate headquattemsigh the end of July 2008. See note 8 to onsalidated financial statements included
in this Annual Report on Form 10-K for more infation regarding our discontinued operations.

Results of Operations - Comparison of Years Ended €&ember 31, 2008, 2007 and 2006

(dollar amounts in thousands) For the Years Ended December 31
2008 2007 % Change 2006 % Change

Net interest incom $ 7,86 $ 477 1,548.% $ 4,78¢ (62.6%
Other expense $ 26,717 $ 18,51 14.2% $ 58¢ 3,059.%
Total expense $ 6,91C $ 2,75¢ 150.¢% $ 2,03 52.%%
(Loss) income for continuing operatio $ (25,769 $ (20,790 (23.9% $ 2,16¢€ (34.8%
Income (loss) from discontinued operatic $ 1,657 $ (34,479 104.8% $ (17,19 (98.5%
Net loss $ (24,100 $ (55,26 56.2% $  (15,03) (181.5%
Basic and diluted loss per sh: $ (291 $ (30.47) 90.2% $ (8.39) (179.9%

For the year ended December 31, 2008, we repomed lass of $24.1 million, as compared to a nss lof $55.3 million for the year
ended December 31, 2007 or a decrease of $31idmillhe decrease was due mainly to the eliminaifamon recurring charges that were
recorded in 2007, including an $18.4 million chargeeserve 100% of the deferred tax asset retatéite discontinued business, a $16.1
million operating loss for the mortgage originatimmsiness that was sold in March 2007. Additiondle net interest margin for the twelve
months ended December 31, 2008 increased by $#idmas compared to the same period in 2007 dwsigruificant portfolio
restructuring. The Company incurred a $5.3 miliam cash impairment in the fourth quarter of 288&ompared to an $8.5 million
impairment charge in the fourth quarter of 2007.

For the year ended December 31, 2007, we repomed lass of $55.3 million, as compared to a nss lof $15.0 million for the year
ended December 31, 2006. The increase in net fd&4003 was due to the following factors: an $1®ilion charge to reserve 100% of the
deferred tax asset, a decrease in net interesimair§4.3 million, an $8.5 million non cash impaknt related to the investment portfolio, an
increase of $7.8 million related to losses on sélgecurities and hedges and an increase in lemesoof $1.6 million related to loans held in
securitization trust.
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Revenue

Comparative Net Interest Income
For the years ended December 3.

2008 2007 2006
(' dollar amounts in Average Yield/ Average Yield/ Average Yield/
thousands) Balance Amount Rate Balance Amount Rate Balance Amount Rate
($ Millions) ($ Millions) ($ Millions)
Interest Income:
Investment securities and loans held in the
securitization trusts $ 907.% 44,77¢ 49% $ 907.C $ 52,18( 57 $ 1,266« $ 66,97¢ 5.2¢%
Amortization of net premium 14 (655) (0.06)% 2.4 (1,616 (0.16)% 59 $ (2,09) (0.16)%
Interest income $ 908. 44,12 4.8t% $ 909.« $ 50,56¢ 556 $ 1,272 $ 64,88 5.12%
Interest Expense:
Investment securities and loans held in the
securitization trusts $ 820.t 30,35:! 3.65% $ 864.7 $ 46,52¢ 531% $ 1,201.. $ 56,55: 4.64%
Subordinated debenture 45.C 3,76( 8.24% 45.C 3,55¢ 7.8(% 45.C 3,54¢ 7.71%
Convertible preferred debentures 20.C 2,14¢ 10.6(%
Interest expense $ 885.£ 36,26( 4.0% $ 909.7 $ 50,08 54% $ 1,246.. $ 60,09: 4.7¢%
Net interest income $ 23.2 7,86%¢ 0.77% $ 0.9 $ 477 0.13% $ 26.1 $ 4,78¢ 0.37%

The operating results for our mortgage portfolicagement business during a given period typicafiiect the net interest spread
earned on our investment portfolio of residentiaktgage securities and loans. The net interesaddseimpacted by factors such as our cost of
financing, the interest rate our investments araieg and our interest hedging strategies. Furtbeerthe cost of loans held in our portfolio,
the amount of premium or discount paid on purchasetfolio investments and the prepayment rateparitfolio investments will impact the
net interest spread as such factors will be anegttver the expected term of such investments.
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For our portfolio of investment securities, mortgdgans held for investments and loans held inr##&gation trusts, our net interest

spread as well as average Constant Prepaymen{‘R&R") by quarter since we began our portfolioégtment activities follows:

Weighted
Average

Average Cash

Interest Yield on

Earning Weighted Interest Net

Assets Average Earning Cost of Interest
Quarter Ended ($ millions) Coupon Assets Funds Spread CPR
December 31, 200 $ 841.% 4.71% 4.65% 3.34%% 1.31% 9.2%
September 30, 20C $ 874.k 4.81% 4.7% 3.36% 1.36% 13.£%
June 30, 200 $ 899.2 4.86% 4.78% 3.35% 1.45% 14.(%
March 31, 200¢ $ 1,019. 5.22% 5.2(% 4.35% 0.85% 13.(%
December 31, 200 $ 799.2 5.9(% 5.7% 5.3%% 0.46% 19.(%
September 30, 20( $ 865.7% 5.9% 5.72% 5.36% 0.3%% 21.(%
June 30, 200 $ 948.¢ 5.66% 5.559% 5.4%% 0.12% 21.(%
March 31, 200° $ 1,022.7 5.5%% 5.36% 5.34% 0.02% 19.2%
December 31, 200 $ 1,111.( 5.5%% 5.35% 5.26% 0.0%% 17.2%
September 30, 20( $ 1,287.¢ 5.5(% 5.28% 5.12% 0.16% 20.7%
June 30, 200 $ 1,217.¢ 5.2%% 5.08% 4.3(% 0.7¢% 19.8%
March 31, 200¢ $ 1,478.¢ 4.85% 4.75% 4.08% 0.71% 18.7%
December 31, 200 $ 1,499.( 4.84% 4.4% 3.81% 0.62% 26.%
September 30, 20( $ 1,494 .( 4.6%% 4.08% 3.36% 0.7(% 29.7%
June 30, 200 $ 1,590.( 4.5(% 4.06% 3.06% 1.0(% 30.5%
March 31, 200¢ $ 1,447 .¢ 4.3% 4.01% 2.86% 1.15% 29.2%
December 31, 200 $ 1,325.7 4.2%% 3.84% 2.58% 1.26% 23.1%
September 30, 20( $ 776.5 4.0% 3.86% 2.45% 1.41% 16.(%
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Expense:
Comparative Expenses

For the Year Ended December 31

(dollar amounts in thousands) 2008 2007 % Change 2006 % Change
Salaries and benefi $ 186¢ $ 86t 116.1% $ 714 21.1%
Professional fee 1,217 612 98.(% 59¢ 2.3%
Insurance 94¢€ 474 100.(% 204 132.2%
Management fee 665 — 100.(% — —
Other 2,21¢ 80¢ 176.(% 51€ 55.6%
Total Expenses $ 6,91C $ 2,75¢ 150.%% $ 2,032 35.5%

The $4.2 million increase in total expenses in 2808ompared to 2007 was to due to the following:

. $1.0 million or 116.1% increase in salaries andefiesidue mainly to the elimination of allocatirgaries between our continuing
and discontinued operatior

. $0.6 million or 98.0% increase in professional fees due to increased legal fees defending nuidanaiits related to ot
discontinued operations and the elimination obaating audit between our continuing and discomithaperations

. $0.7 million in management fees paid to HCS purstlanadvisory agreement entered into in Janua®g:

. $1.4 million increase in other expenses includeg #tlllion non-recurring penalty fees paid in 2¢@8suant to a registration

rights agreement, $0.2 million write-off of capizeld legal costs related to discontinued secutitinashelf
registration statement and $0.2 million relatecdetat.

The majority of all expense increases from the pealed December 31, 2006 to December 31, 2007 weaprimarily to the increased
allocation of expenses to NYMT from the discontidugperations.

It should be noted that certain expenses are shgréte Company and are included as a discontinpedations for this presentation.

Discontinued Operations
For the Year Ended December 31

(dollar amounts in thousands) 2008 2007 % Change 2006 % Change
Revenues:

Net interest incom $ 41¢ $ 1,07( (60.% $ 3,524 (69.6%
Gain on sale of mortgage loa 46 2,561 (98.2)% 17,981 (85.9%
Loan losse! (439 (8,879 (95.1% (8,22¢) 7.%
Brokered loan fee — 2,31¢ (200.0% 10,93} (78.6)%
Gain on sale of retail lending segm: — 4,36¢ (100.0% — 100.(
Other income (expense) 1,46: (67) 2,28%% (299 (77.2%
Total net revenues 1,49t 1,37¢ 8.6% 23,92¢ (94.2%
Expenses:

Salaries, commissions and bene 63 7,20¢ (99.1)% 21,71 (66.9)%
Brokered loan expens — 1,731 (100.0% 8,271 (79.1%
Occupancy and equipme (559 1,81¢ (130.9)% 5,077 (64.2)%
General and administrati\ 334 6,74 (95.0% 14,55:; (53.1%
Total expenses (162) 17,50: (200.9% 49,61 (64.71%
Income (loss) before income tax (provision) benel 1,657 (16,12¢) 110.3% (25,69) (37.29%
Income tax (provision) benefit — (18,357) (200.0% 8,49/ (316.)%
Loss from discontinued operations— net of tax $ 1657 $ (34,479 104.¢% $ (17,19) (100.5%
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Off-Balance Sheet Arrangements

Since inception, we have not maintained any ratatigps with unconsolidated entities or financiatperships, such as entities often
referred to as structured finance or special puegodities, established for the purpose of fatititaoff-balance sheet arrangements or other
contractually narrow or limited purposes. Furtlveg, have not guaranteed any obligations of uncodstd entities nor do we have any
commitment or intent to provide funding to any secttities. Accordingly, we are not materially expdso any market, credit, liquidity or
financing risk that could arise if we had engagedtich relationships.

Liquidity and Capital Resources

Liquidity is a measure of our ability to meet pdtahcash requirements, including ongoing committe¢a repay borrowings, fund
and maintain investments, fund our operations,digiglends to our stockholders and other generahless needs. We recognize the need to
have funds available for our operating businesedsmeet these potential cash requirements. Ousimants and assets generate liquidity on
an ongoing basis through mortgage principal arerést payments, prepayments and net earnings hietd@payment of dividends. In
addition, depending on market conditions, the ellavestment securities or capital market trarisastmay provide additional liquidity.

We intend to meet our liquidity needs through ndropeerations with the goal of avoiding unplannelésaf assets or emergency borrowing of
funds. In connection with the March 2008 marketufiion and the anticipated increase in collatezglirements by our lenders as a result of
the decrease in the market value of our investmerurities, we elected to increase our liquiditydgucing our leverage through the sale of an
aggregate of approximately $592.8 million of AgeIMBS in March 2008, which resulted in an aggredade of approximately $17.1

million, including losses related to the terminatif interest rate swaps. At December 31, 2008ha¢kcash balances of $9.4 million, $20.9
million in unencumbered securities and borrowinfj$492.3 million under outstanding repurchase ageyds. At December 31, 2008, we also
had longer-term capital resources, including CDGtstanding of $335.6 million and subordinated d#l$44.6 million. In addition, the
Company received net proceeds of $19.6 million$8615 million from private offerings of its SeridsPreferred Stock and common stock,
respectively, in January and February 2008. TheSér Preferred Stock matures on December 31, 2&tW@hich time any outstanding shares
must be redeemed by us at the $20.00 per shaiddigpn preference. Based on our current investrpertfolio, leverage ratio and available
borrowing arrangements, we believe our existing) ¢edances, funds available under our current rfase agreements and cash flows from
operations will meet our liquidity requirements &drleast the next 12 months. However, should &urtiolatility and deterioration in the
broader credit, residential mortgage and MBS marketur in the future, we cannot assure you thaegisting sources of liquidity will be
sufficient to meet our liquidity requirements duyithe next 12 months.

To finance our RMBS investment portfolio, we getligraeek to borrow between seven and nine timesitheunt of our equity. At
December 31, 2008 our leverage ratio for our RMB&stment portfolio, which we define as our outdtag indebtedness under repurchase
agreements divided by the sum of total stockhold=ysity and the convertible preferred debentuness 6.8:1. This definition of the leverage
ratio is consistent with the manner in which theditr providers under our repurchase agreementslasdcour leverage.

We had outstanding repurchase agreements, a focallaferalized short-term borrowing, with six @ifént financial institutions as
of December 31, 2008. These agreements are seoyii@a mortgage-backed securities and bear intesgss that have historically moved in
close relationship to LIBOR. Our borrowings undepurchase agreements are based on the fair vatue afortgage backed securities
portfolio. Interest rate changes can have a negatipact on the valuation of these securitiesyced) the amount we can borrow under these
agreements. Moreover, our repurchase agreemiéausthe counterparties to determine a new markéier of the collateral to reflect current
market conditions and because these lines of fingrare not committed, the counterparty can calltan at any time. If a counterparty
determines that the value of the collateral hasedesed, the counterparty may initiate a marginaadl require us to either post additional
collateral to cover such decrease or repay a podighe outstanding borrowing, on minimal notittareover, In the event an existing
counterparty elected to not reset the outstandatgnice at its maturity into a new repurchase agea¢nve would be required to repay the
outstanding balance with cash or proceeds recdioat a new counterparty or to surrender the moegagcked securities that serve as
collateral for the outstanding balance, or any cioatiion thereof. If we are unable to secure finegdrom a new counterparty and had to
surrender the collateral, we would expect to irecsignificant loss.
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In connection with the dramatic declines in theding market and significant asset write-downs hwrficial institutions, many
investors and financial institutions that lendhie mortgage securities repurchase markets (inadusbme of the lenders under our repurchase
agreements) significantly tightened their lenditapdards and, in some cases, have ceased to pfawidieg to borrowers, including other
financial institutions. In our case, during Mardb08, we experienced increases in the amount ofctigt which is the difference between the
value of the collateral and the loan amount, regflito obtain financing for both our Agency RMBS anwh-Agency RMBS. As of December
31, 2008, our RMBS securities portfolio consistéadmproximately $455.9 million of Agency RMBS an#1$5 million of hon-Agency RMBS,
which was financed with approximately $402.3 milliof repurchase agreement borrowing with an avelnageut of 9%. Although average
haircuts have remained stable since the secondeguany increase in haircuts by our lenders woudderially adversely affect our profitability
and liquidity. Moreover, in the event the condiahat have recently caused global credit and dth@ncial markets to experience substantial
volatility and disruption persist or worsen, cantfinancial institutions may become insolvent atlier tighten their lending standards, which
could make it more difficult for us to obtain firdng on favorable terms or at all. Our profitalyilihay be adversely affected if we are unab
obtain cost-effective financing for our investments

We enter into interest rate swap agreements toesttee maturity of our repurchase agreements aschamism to reduce the
interest rate risk of the securities portfolio.Pécember 31, 2008, we had $137.3 million in notiémzrest rate swaps outstanding. Should
market rates for similar term interest rate swapg delow the minimum rates we have agreed to ennterest rate swaps, we will be required
to post additional margin to the swap counterpaggiucing available liquidity. At December 31, 2Gd88 Company pledged $4.2 million in
cash margin to cover decreased valuation of tlezdst rate swaps. The weighted average maturityeocdwaps was 3.6 years at December 31,
2008.

Our inability to sell approximately $5.4 millionenof lower of cost or market adjustment, of mogeg#éans we own could advers
affect our profitability as any sale for less thha current valuation would result in a loss. Cautlse these loans are not financed or pledged.

As it relates to loans sold previously under certaan sale agreements by our discontinued morttgngiéng business, we may be
required to repurchase some of those loans or inderihe loan purchaser for damages caused byachref the loan sale agreement. While in
the past we complied with the repurchase demandsgaychasing the loan with cash and reselling at lass, thus reducing our cash position;
more recently we have addressed these requesepgioyiating a net cash settlement based on thelamtaasumed loss on the loan in lieu of
repurchasing the loans. The Company periodicaligixes repurchase requests, each of which manageevézws to determine, based on
management’s experience, whether such requesteaapmably be deemed to have merit. As of Decenthe20B8, we had a total of $1.8
million of unresolved repurchase requests that mament concluded may reasonably be deemed to hare against which we had a reserve
of approximately $0.4 million. In addition, we mhg subject to new repurchase requests from investioh whom we have not settled or with
respect to repurchase obligations not covered uhéesettlement.

We paid quarterly cash dividends of $0.12, $0.16$M 16 per common share in May, July, and Oct8b88, respectively. On
December 23, 2008, we declared a fourth quartdr dasdend of $0.10 per common share to commorksimders of record January 5, 2009,
which was paid on January 26, 2009. On Januar2@9, we paid a $0.50 per share cash dividendymmoaimately $0.5 million in the
aggregate, on shares of our Series A Preferrek $tdwolders of record as of December 31, 2008 aWe paid a $0.50 per share cash dividend
on shares of our Series A Preferred Stock duriich e&the first, second and third quarters of 2@ch of these dividends was paid out of the
Company’s working capital and recorded as intezgpense in the Company’s consolidated statemeopefations as the Series A Preferred
Stock is reported as debt per SFAS No. #&ounting for Certain Financial Instruments with&acteristics of both Liabilities and Equity
We will continue to evaluate our dividend policyckajuarter and will make adjustments as necesBasgd on a variety of factors, including,
among other things, the need to maintain our REdTus, our financial condition, liquidity, earningsojections and business prospects. Our
dividend policy does not constitute an obligatiorpay dividends, which only occurs when our BodrBioectors declares a dividend.

We intend to make distributions to our stockholdersomply with the various requirements to maimtair REIT status and to
minimize or avoid corporate income tax and the maoluttible excise tax. However, differences in tigniretween the recognition of REIT
taxable income and the actual receipt of cash cagdire us to sell assets or to borrow funds shaat-term basis to meet the REIT
distribution requirements and to avoid corporatmine tax and the nondeductible excise tax.
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Certain of our assets may generate substantial atitras between REIT taxable income and availalsle. hese assets could
include mortgage-backed securities we hold thaétimeen issued at a discount and require the aaafrtemtable income in advance of the
receipt of cash. As a result, our REIT taxable meanay exceed our cash available for distributiuch the requirement to distribute a
substantial portion of our net taxable income caaldse us to:

sell assets in adverse market conditic
borrow on unfavorable term

distribute amounts that would otherwise be investegssets or repayment of debt, in order to comytly the REIT distributior
requirements

Inflation

For the periods presented herein, inflation has bekatively low and we believe that inflation hrest had a material effect on our
results of operations. The impact of inflation igarily reflected in the increased costs of ouergpions. Virtually all our assets and liabilities
are financial in nature. Our consolidated finanstatements and corresponding notes thereto harefdrepared in accordance with GAAP,
which require the measurement of financial positiod operating results in terms of historical dsllaithout considering the changes in the
relative purchasing power of money over time dumfiation. As a result, interest rates and otlatdrs influence our performance far more
than inflation. Inflation affects our operationsrparily through its effect on interest rates, sintterest rates typically increase during periot
high inflation and decrease during periods of laflation. During periods of increasing interesesatdemand for mortgages and a borrower’s
ability to qualify for mortgage financing in a ptiase transaction may be adversely affected. Dyémigpds of decreasing interest rates,
borrowers may prepay their mortgages, which in tnay adversely affect our yield and subsequengywtidue of our portfolio of mortgage
assets.

Contractual Obligations and Commitments

The Company had the following contractual obligasiat December 31, 2008:

Less than 1
($ amounts in thousands) Total year lto3years 4tob5years after5years
Operating lease $ 867 $ 21¢ $ 38 $ 26 $ —
Repurchase agreements 403,62 403,62° — — —
Collateralized debt obligations (1)( 350,92 46,407 102,56: 68,63 133,32
Subordinated debentures 110,16¢ 3,01¢ 5,18 4,84¢ 97,11¢
Convertible preferred debentures 24,00( 2,00( 22,00( — —
Interest rate swaps ( 7,40z 3,34¢ 3,51¢ 53t —
Management fees (: 1,47¢ 73¢ 73¢ — —
Employment agreements ( 20C 20C — — —

$ 898,66: $ 459,55 $ 134,39( $ 74,28( $ 230,43t

(1) Amounts include interest paid during the periodetast based on interest rates in effect on Dece8he&008

(2)  Maturities of our CDOs are dependent upon cashdlmeeived from the underlying loans receivable: €timate of their repayment is
based on scheduled principal payments and estinpaitecipal prepayments based on our internal preyeay model on the underlying
loans receivable. This estimate will differ frontwa amounts to the extent prepayments and/or|lusses are experience

(3) Represents base cash compensation under contrthet Gbmpan’s Chief Executive Officer, Steven R. Mumr

(4)  Amounts due with respect to the advisory fee abgesti to adjustment based on the equity capitth@Managed Subsidiaries and ¢
incentive compensation due pursuant to the adviagrgement between the Managed Subsidiaries and I3€8“ Item 1. Business -
Our Relationship with HCS and the Advisory Agreemefidvisory Agreement " above for a summary of thaterial terms of the
advisory agreemer
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Advisory Agreemen

On January 18, 2008, we entered into an advisaseagent with HCS, pursuant to which HCS will advisanage and make
investments on behalf of two of our wholly-ownedbsidiaries. Pursuant to the Advisory Agreement, H&Céntitled to receive the following
compensation:

« base advisory fee equal to 1.50% per annum c"equity capite” (as defined in Item 1 of this Annual Report) of Managec
Subsidiaries is payable by us to HCS in cash, qtlgin arrears; an

« incentive compensation equal to 25% of the GAAPimame of the Managed Subsidiaries attributabli¢oinvestments that a
managed by HCS that exceed a hurdle rate equiattgreater of (a) 8.00% and (b) 2.00% plus theyéam treasury rate for such
fiscal year will be payable by us to HCS in cadlarterly in arreargrovided, howevethat a portion of the incentive
compensation may be paid in shares of our commnuak <

If we terminate the advisory agreement (other floarwause) or elect not to renew it, we will beuiegd to pay HCS a cash terminai
fee equal to the sum of (i) the average annual ddeisory fee and (ii) the average annual incertn@pensation earned during the 24-month
period immediately preceding the date of termimatio

Significance of Estimates and Critical Accounting Blicies

We prepare our consolidated financial statement®iriormity with accounting principles generallycapted in the United States of
America, or GAAP, many of which require the usestimates, judgments and assumptions that affpottesl amounts. These estimates are
based, in part, on our judgment and assumptioregdety various economic conditions that we beligrereasonable based on facts and
circumstances existing at the time of reportinge Tésults of these estimates affect reported armafrassets, liabilities and accumulated other
comprehensive income at the date of the consotidatancial statements and the reported amounitscoime, expenses and other
comprehensive income during the periods presented.

Changes in the estimates and assumptions couldshaagerial effect on these financial statementsofinting policies and estimates
related to specific components of our consolidéiteahcial statements are disclosed in the notesitaonsolidated financial statements. In
accordance with SEC guidance, those material atic@upolicies and estimates that we believe aretmritical to an investor’s understanding
of our financial results and condition and whichuize complex management judgment are discusseavbel

Revenue Recognitiorinterest income on our residential mortgage laars mortgagdacked securities is a combination of the int:
earned based on the outstanding principal balahtteeainderlying loan/security, the contractuairierof the assets and the amortization of
yield adjustments, principally premiums and disdsunsing generally accepted interest methodsnEh&AAP cost over the par balance
self-originated loans held for investment and premand discount associated with the purchase ofgage-backed securities and loans are
amortized into interest income over the lives & timderlying assets using the effective yield meth® adjusted for the effects of estimated
prepayments. Estimating prepayments and the rengatarm of our interest yield investments requisnagement judgment, which involves,
among other things, consideration of possible futoterest rate environments and an estimate ofdwvowers will react to those
environments, historical trends and performance. dttual prepayment speed and actual lives coufddre or less than the amount estimated
by management at the time of origination or puretzEshe assets or at each financial reportingoperi
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Fair value. The Company adopted SFAS No.153jr Value Measurementseffective January 1, 2008, and accordingly aktsand
liabilities measured at fair value will utilize wation methodologies in accordance with the statém&he Company has established and
documented processes for determining fair vallst value is based upon quoted market prices, evaeailable. If listed prices or quotes are
not available, then fair value is based upon irglyrdeveloped models that primarily use inputs #r@ market-based or independersibyrcec
market parameters, including interest rate yieldes.

A financial instrument’s categorization within thaluation hierarchy is based upon the lowest lef@put that is significant to the
fair value measurement. The three levels of vadodtierarchy established by FAS 157 are definefbkémws:

Level 1- inputs to the valuation methodology are quotedgsr(unadjusted) for identical assets or lialeiitin active markets.

Level 2- inputs to the valuation methodology include gdagbeices for similar assets and liabilities in aetmarkets, and inputs that
are observable for the asset or liability, eitheeatly or indirectly, for substantially the fulttm of the financial instrument.

Level 3- inputs to the valuation methodology are unobdae/and significant to the fair value measurement.

The following describes the valuation methodologised for the Company’s financial instruments messat fair value, as well as
the general classification of such instruments pams to the valuation hierarchy.

a. Investment Securities Available for Sakair value is generally based on quoted pricesiged by dealers who make markets in similar
financial instruments. The dealers will incorporetenmon market pricing methods, including a spmadsurement to the Treasury curve or
Interest Rate Swap Cure as well as underlying cheriatics of the particular security including pom, periodic and life caps, collateral type,
rate reset period and seasoning or age of theigedtithe fair value of a security is not reasbhaavailable from a dealer, management
estimates the fair value based on characteristitgecsecurity that the Company receives from #iseér and based on available market
information. Management reviews all prices useddtermining valuation to ensure they represenectirmarket conditions. This review
includes surveying similar market transactions, parisons to interest pricing models as well asrofés of like securities by dealers. The
Company’s investment securities are valued based tgadily observable market parameters and assifikd as Level 2 fair values.

Impairment of and Basis Adjustments on Securitiiedncial Assets As previously described herein, during 2005 aadye2006, we
regularly securitized our mortgage loans and rethihe beneficial interests created by such ségatidn. Such assets are evaluated for
impairment on a quarterly basis or, if events @rngjes in circumstances indicate that these ass#ts anderlying collateral may be impaired,
on a more frequent basis. We evaluate whether #iests are considered impaired, whether the impairis other-than-temporary and, if the
impairment is other-than-temporary, recognize apaimment loss equal to the difference between $isets amortized cost basis and its fair
value. These evaluations require management to estkaates and judgments based on changes in niatdedst rates, credit ratings, credit
and delinquency data and other information to deitez whether unrealized losses are reflective editideterioration and our ability and int:
to hold the investment to maturity or recovery.sTaiher-than-temporary impairment analysis requsigsificant management judgment and
we deem this to be a critical accounting estimate.

As of December 31, 2008, our principal investmantfplio included approximately $197.7 million ofggncy CMO Floaters.
Following a review of our principal investment gdolio, we determined in March 2009 that the Age@y O Floaters held in our portfolio
were no longer producing acceptable returns atidied a program to dispose of these securitiemnompportunistic basis. As of March 25,
2009, the Company had sold approximately $149.8amiln current par value of Agency CMO Floaterslanthis program resulting in a net
gain of approximately $0.2 million. As a resulttbése sales and our intent to sell the remainiggngy CMO Floaters in our principal
investment portfolio, we concluded the reductionafue at December 31, 2008 was other-than-temyparad recorded an impairment charge
of $4.1 million for the quarter and year ended Deicer 31, 2008.

In addition, we also determined that $6.1 milliarcurrent par value of non-agency RMBS, which idel1$2.5 million in current par
value of retained residual interest, had sufferedtaer-than-temporary impairment and, accordingdgprded an impairment charge of $1.2
million for the quarter and year ended Decembe2B08.

b. Interest Rate Swaps and Capdhe fair value of interest rate swaps and capsased on using market accepted financial modelet as

dealer quotes. The model utilizes readily observatdrket parameters, including treasury ratestasteate swap spreads and swaption
volatility curves. The Company’s interest rate capd swaps are classified as Level 2 fair values.
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c. Mortgage Loans Held for Sale (NefJhe fair value of mortgage loans held for salé)(aee estimated by the Company based on the price
that would be received if the loans were sold asle/foans taking into consideration the aggregatetacteristics of the loans such as, but not
limited to, collateral type, index, interest ratgargin, length of fixed interest rate period, lifgp, periodic cap, underwriting standards, age and
credit. As there are not readily available quotedgs for identical or similar loans are classifesiLevel 3 fair values.

New Accounting Pronouncement®n January 1, 2008, the Company adopted SFAS Ng Fhir Value Measurementswhich define:
fair value, establishes a framework for measuraigvalue in accordance with GAAP and expands d&gles about fair value measurements.

The changes to previous practice resulting fromaghygication of SFAS No.157 relate to the definitif fair value, the methods used
to measure fair value, and the expanded discloslrest fair value measurements. The definitiofafvalue retains the exchange price nc
used in earlier definitions of fair value. SFAS.N®/ clarifies that the exchange price is the prican orderly transaction between market
participants to sell the asset or transfer thdlitgitin the market in which the reporting entityowld transact for the asset or liability, thattie
principal or most advantageous market for the amskbility. The transaction to sell the assetransfer the liability is a hypothetical
transaction at the measurement date, considersdtfre perspective of a market participant that fithe asset or owes the liability. SFAS
No0.157 provides a consistent definition of fairu@lwhich focuses on exit price and prioritizeshimita measurement of fair value, the us
market-based inputs over entity-specific inputs.addition, SFAS No0.157 provides a framework fomsging fair value, and establishes a
three-level hierarchy for fair value measuremeiatseld upon the transparency of inputs to the valuati an asset or liability as of the
measurement date The Company has disclosed thiee@@lements of SFAS No. 157 herein at Note 11.

On January 1, 2008, the Company adopted SFAS NpTte9Fair Value Option for Financial Assets and Ficaal Liabilities, which
provides companies with an option to report setbiteancial assets and liabilities at fair value.

The objective of SFAS No. 159 is to reduce both glexity in accounting for financial instruments ahé volatility in earnings
caused by measuring related assets and liabifiifessently. SFAS No. 159 establishes presentadioth disclosure requirements and requires
companies to provide additional information thalf Welp investors and other users of financialestants to more easily understand the effect
of the company's choice to use fair value on iteiegs. SFAS No. 159 also requires entities toldisthe fair value of those assets and
liabilities for which the Company has chosen to fagevalue on the face of the balance sheet. Téragany’s adoption of SFAS No. 159 did
not have a material impact on the consolidatechfiied statements as the Company did not electainerélue option for any of its existing
financial assets or liabilities as of January 1020

In June 2007, the Emerging Issues Task Force (“Bligached consensus on Issue No. 06Attounting for Income Tax Benefits of
Dividends on Sha-Based Payment Award€ITF Issue No. 08-1 requires that the tax benefit related to divitlequivalents paid on restricl
stock units, which are expected to vest, be recbadean increase to additional paid-in capital. Thenpany currently accounts for this tax
benefit as a reduction to income tax expense. E$&e No. 06-11 is to be applied prospectiveltdarbenefits on dividends declared in fiscal
years beginning after December 15, 2008, and tmep2ay expects to adopt the provisions of EITF I94ae0¢-11 beginning in the first
guarter of 2009. The Company does not expect thptamh of EITF Issue No. 06-11 to have a materifgdat on its financial condition, results
of operations or cash flows.

In December 2007, the FASB issued SFAS No. Bdsjness Combinatiorad issued SFAS No. 141(Byusiness Combinations
SFAS No. 141(R) broadens the guidance of SFAS Mb, éxtending its applicability to all transacticaared other events in which one entity
obtains control over one or more other businedsbsoadens the fair value measurement and redogrif assets acquired, liabilities assurr
and interests transferred as a result of busimasdinations; and it stipulates that acquisitiomted costs be generally expensed rather than
included as part of the basis of the acquisitiBFAS No. 141(R) expands required disclosures toargthe ability to evaluate the nature and
financial effects of business combinations. SFAS NH (R) is effective for all transactions the C@myp closes, on or after January 1, 2009.
Adoption of SFAS No. 141(R) will impact the Comp&gcquisitions subsequent to January 1, 2009.

In December 2007, the FASB issued SFAS No. Nafhcontrolling Interests in Consolidated Financ&thtements - An Amendment of
ARB No. 51. SFAS No0.160 requires a noncontrolling interast subsidiary to be reported as equity and theuatraf consolidated net incor
specifically attributable to the noncontrollingenést to be identified in the consolidated finahsiatements. SFAS No. 160 also calls for
consistency in the manner of reporting changebkérparent’'s ownership interest and requires fdireveneasurement of any noncontrolling
equity investment retained in a deconsolidatiorASNo0.160 is effective for the Company on JanuargD9 and most of its provisions will
apply prospectively. We are currently evaluating ithpact SFAS No.160 will have on our consoliddtedncial statements.

In February 2008, the FASB issued FASB Staff Pasi(fFSP”) No. 140-3Accounting for Transfers of Financial Assets and
Repurchase Financing Transactic. SFAS No0.140-3 requires an initial transfer ofreficial asset and a repurchase financing thaewtesed
into contemporaneously or in contemplation of thigdl transfer to be evaluated as a linked tratisaainder SFAS No.14@ccounting for
Transfers and Servicing of Financial Assets andrigxtishments of Liabilitie§'SFAS No. 140”) unless certain criteria are metluding that
the transferred asset must be readily obtainakileeimmarketplace. FSP No. 140-3 is effective fer@ompany’s fiscal years beginning after
November 15, 2008, and will be applied to new taatisns entered into after the date of adoptiomlyEzadoption is prohibited. The Compan
currently evaluating the impact of adopting FSPIMO-3 on its financial condition and cash flows.ofation of FSP No.140-3 will have no
effect on the Company’s results of operations.
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In March 2008, the FASB issued SFAS No. 1Bikclosures about Derivative Instruments and Heddhativities —an amendment «
FASB Statement No. 1:SFAS No. 161 requires enhanced disclosures aboentity’s derivative and hedging activities, anefiective for
financial statements the Company issues for figeats beginning after November 15, 2008, with eaplglication encouraged. The Company
will adopt SFAS No. 161 in the first quarter of 20Because SFAS No. 161 requires only additiorsdldsures concerning derivatives and
hedging activities, adoption of SFAS No. 161 witt affect the Company’s financial condition, resuf operations or cash flows.

In May 2008, the FASB issued FSP No. APB 14dcounting for Convertible Debt Instruments thatyrba Settled in Cash upon
Conversion (Including Partial Cash Settlemeithe adoption of this FSP would affect the accimgntor our convertible preferred debentures.
The FSP requires the initial proceeds from the ghtair convertible preferred debentures to becalied between a liability component and an
equity component. The resulting discount would im®@ized using the effective interest method ohergeriod the debt is expected to remain
outstanding as additional interest expense. TheWw@Hd be effective for our fiscal year beginning danuary 1, 2009 and requires retroactive
application. We are currently evaluating the impzfdhe FSP on our financial statements.

On October 10, 2008, the FASB issued FSP No. 1%¥e8&rmining the Fair Value of a Financial Asset Whiee Market for That
Asset Is Not Activ. FSP No.157-3 clarifies the application of SFA& D7 in a market that is not active and providesxample to illustrate
key consideration in determining the fair valueadinancial asset when the market for that findrasaet is not active. The issuance of FSP
157-3 did not have any impact on the Company’srdetetion of fair value for its financial assets.
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In December 2008, the FASB issued FSP FAS 140-4-#Xdl6(R)-8, Disclosuresby Public Entities (Enterprises) about Transfer
Financial Assets and Interests in Variable InterEstities” (“FSP FAS 140-4 and FIN 46(R)-8"). FSP FAS 140n &IN 46(R)8 amend
SFAS No. 140,“Accounting for Transfers and Servicing of FinariciAssets and Extinguishments of Liabilitiead FIN No. 46(R
“Consolidation of Variable Interest Entities (reed December 2003) — an interpretation of AccounfRegearch Bulletin No. 51fb require
additional disclosures regarding transfers of foiahassets and interest in variable interest iestiand is effective for interim or ann
reporting periods ending after December 15, 2008 adoption of FSP SFAS 140-4 and FIN 468RjJid not have a material impact on
Company'’s financial statements.

On January 12, 2009, the FASB issued EITF No. 99;28mendments to the Impairment Guidance of EITF 99-® achieve mol
consistent determination of whether an other-tieamgiorary impairment has occurred for all benefigité¢rest within the scope of EITF 99-
20. EITF 99-20-1 is effective for interim and aahteporting periods ending after December 15, 2008a prospective basis. EITF 99-20-
eliminates the requirement that a holder’'s besimasgé of cash flows be based upon those that “&kehgrarticipant’would use and inste
requires that an other—than—temporary impairmemntebegnized as a realized loss through earningshithies “probable”there has been
adverse change in the holdegstimated cash flows from cash flows previoustjgeted. This change is consistent with the immpeant model
contained in SFAS No. 115. EITF No. 99-2@mphasizes that the holder must consider allabaiinformation relevant to the collectibility
the security, including information about past €genurrent conditions, and reasonable and suggertarecasts, when developing the estir
of future cash flows. Such information generalould include the remaining payment terms of theusty, prepayments speeds, finan
condition of the issuer, expected defaults, andvédae of any underlying collateral. The holdeosld also consider industry analyst rep
and forecasts, sector credit ratings, and othekehalata that are relevant to the collectibilitytloé security. The Comparsyadoption of EIT
99-20-1 at December 31, 2008 did not have a materact on the Company’s consolidated financiatesnents.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We seek to manage our risks related to interess réiguidity, prepayment speeds, credit qualitpuf assets and the market value
while, at the same time, seeking to provide an dppdy to stockholders to realize attractive tatetlirns through ownership of our capital
stock. While we do not seek to avoid risk, we seelassume risk that can be quantified from histréxperience, and actively manage such
risk; earn sufficient returns to justify the takinfisuch risks; and maintain capital levels coesistvith the risks that we undertake.

We are not subject to foreign currency exchangause we are invested solely in U.S. dollar denotathanstruments, primarily
residential mortgage assets, and our borrowingalacedomestic and U.S. dollar denominated risk.

Management recognizes the following primary risksagiated with our business and the industry ircivlaie conduct business:
« Interest rate ris|

« Liquidity risk

« Prepaymentris

o  Credit risk

« Market (fair value) risl

Interest Rate Risl

Interest rates are sensitive to many factors, @iofygovernmental, monetary, tax policies, domestid international economic
conditions, and political or regulatory matters dweg our control. Changes in interest rates affeztvalue of our RMBS and ARM loans we
manage and hold in our investment portfolio, thealde-rate borrowings we use to finance our pdidfand the interest rate swaps and caps
we use to hedge our portfolio. All of our portfoliterest market risk sensitive assets, liabiliiad related derivative positions are managed
with a long term perspective and are not for trgginrposes.

Interest rate risk is measured by the sensitivityuw current and future earnings to interest vatatility, variability of spread
relationships, the difference in re-pricing intdsvbetween our assets and liabilities and the effext interest rates may have on our cash flows,
especially the speed at which prepayments occauomnesidential mortgage related assets. Changateirest rates can affect our net interest
income, which is the difference between the intereome earned on assets and our interest exjrerigeed in connection with our
borrowings.

Our CMO floater assets have interest rates thatsadjonthly, at a margin over LIBOR, as do the repase agreement liabilities that
we use to finance those CMO assets.

Our adjustable-rate hybrid ARM assets reset orouardates that are not matched to the reset datesraepurchase agreements. In
general, the repricing of our repurchase agreenumsrs more quickly than the repricing of our ésdeirst, our floating rate borrowings may
react to changes in interest rates before our edjlesrate assets because the weighted averagesngricing dates on the related borrowings
may have shorter time periods than that of thesadle rate assets. Second, interest rates ontaulpisate assets may be limited to a “periodic
cap”or an increase of typically 1% or 2% per adjustnpartod, while our borrowings do not have compagdinhitations. Third, our adjustat
rate assets typically lag changes in the applicaltézest rate indices by 45 days due to the ngireod provided to adjustable rate borrowers
when the interest rates on their loans are schddalehange.

We seek to manage interest rate risk in the pdotfo} utilizing interest rate swaps, caps and Ealled futures, with the goal of
optimizing the earnings potential while seekingraintain long term stable portfolio values. We ammally monitor the duration of our
mortgage assets and have a policy to hedge theciimpsuch that the net duration of the assetsbotrowed funds related to such assets, and
related hedging instruments, are less than one year
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Interest rates can also affect our net return domilyARM securities and loans net of the cost péficing hybrid ARMs. We
continually monitor and estimate the duration of loybrid ARMs and have a policy to hedge the finagof the hybrid ARMs such that the
net duration of the hybrid ARMs, our borrowed fumdkated to such assets, and related hedging imstits are less than one year. During a
declining interest rate environment, the prepaynoéiybrid ARMs may accelerate (as borrowers maytopefinance at a lower rate) causing
the amount of liabilities that have been extendgthk use of interest rate swaps to increase vel&ti the amount of hybrid ARMs, possibly
resulting in a decline in our net return on hybAlRMs as replacement hybrid ARMs may have a loweldyihan those being prepaid.
Conversely, during an increasing interest raterenvinent, hybrid ARMs may prepay slower than expiatequiring us to finance a higher
amount of hybrid ARMs than originally forecast aatda time when interest rates may be higher, rieguilt a decline in our net return on hyt
ARMSs. Our exposure to changes in the prepaymergdspehybrid ARMs is mitigated by regular monitagiof the outstanding balance of
hybrid ARMs, and adjusting the amounts anticipdtelde outstanding in future periods and, on a @guhsis, making adjustments to the
amount of our fixed-rate borrowing obligations fature periods.

We utilize a model based risk analysis system sgsa projecting portfolio performances over arsrio of different interest rates.
The model incorporates shifts in interest rateanges in prepayments and other factors impactiegahluations of our financial securities,
including mortgage-backed securities, repurchaseeagents, interest rate swaps and interest rate cap

Based on the results of the model, as of Decemhe2@8, changes in interest rates would haveal@ifing effect on net interest
income: (dollar amounts in thousands)

Changes in Net Interest Income

Changes in Net Interes

Changes in Interest Rate: Income
+200 $ (4,162)
+100 $ (2,50¢)
-100 $ (6,347

Interest rate changes may also impact our net bahle as our mortgage assets and related hedgailes are marked-to-market
each quarter. Generally, as interest rates incré@sealue of our mortgage assets decreases antkeest rates decrease, the value of such
investments will increase. In general, we wouldestghowever that, over time, decreases in valuioportfolio attributable to interest rate
changes will be offset, to the degree we are hedgethcreases in value of our interest rate swapd,vice versa. However, the relationship
between spreads on securities and spreads on swegpgary from time to time, resulting in a net aggate book value increase or decline.
However, unless there is a material impairmentailue that would result in a payment not being netion a security or loan, changes in the
book value of our portfolio will not directly affeour recurring earnings or our ability to makeistribution to our stockholders.

Liquidity Risk

Liquidity is a measure of our ability to meet pdtahcash requirements, including ongoing committe¢a repay borrowings, fund
and maintain investments, pay dividends to ourkstoltlers and other general business needs. Wenizeoipe need to have funds available to
operate our business. It is our policy to have adegliquidity at all times. We plan to meet ligitydhrough normal operations with the goal of
avoiding unplanned sales of assets or emergencgwinig of funds.

Our principal sources of liquidity are the repuredagreements on our RMBS, the CDOs we have igsdethnce our loans held in
securitization trust, the principal and interestrpants from mortgage assets and cash proceedslimissuance of equity securities. We
believe our existing cash balances and cash floeva bperations will be sufficient for our liquiditgquirements for at least the next 12 mot

As it relates to our investment portfolio, derivatifinancial instruments we use to hedge interst nisk subject us to “margin call”
risk. If the value of our pledged assets decredise to a change in interest rates, credit chatatitay, or other pricing factors, we may be
required to post additional cash or asset collgteraeduce the amount we are able to borrowesugethe collateral. Under our interest rate
swaps typically we pay a fixed rate to the courdeips while they pay us a floating rate. If insgrnates drop below the rate we are paying on
an interest rate swap, we may be required to @t margin.
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Prepayment Risl

When borrowers repay the principal on their moregkogans before maturity or faster than their schestiamortization, the effect is to
shorten the period over which interest is earnad,therefore, reduce the yield for mortgage agaetshased at a premium to their then current
balance, as with the majority of our assets. Ca®lgr mortgage assets purchased for less thantltegircurrent balance exhibit higher yields
due to faster prepayments. Furthermore, prepayspaeds exceeding or lower than our modeled prepayspeeds impact the effectivenes
any hedges we have in place to mitigate financimfa fair value risk. Generally, when market ietgrrates decline, borrowers have a
tendency to refinance their mortgages, therebyesing prepayments.

Our prepayment model will help determine the amaiftedging we use to off-set changes in inter@sts: If actual prepayment rates
are higher than modeled, the yield will be lessittreodeled in cases where we paid a premium fopangcular mortgage asset. Conversely,
when we have paid a premium, if actual prepaymatesrexperienced are slower than modeled, we vautitize the premium over a longer
time period, resulting in a higher yield to matyrit

In an increasing prepayment environment, the tindiifigrence between the actual cash receipt otjpal paydowns and the
announcement of the principal paydown may resudtditional margin requirements from our repurchag®ement counterparties.

We mitigate prepayment risk by constantly evalugatinr mortgage assets relative to prepayment spegsved for assets with a
similar structure, quality and characteristics.tkermore, we stress-test the portfolio as to preyay speeds and interest rate risk in order to
further develop or make modifications to our hellglances. Historically we have not hedged 100%uofliability costs due to prepayment
risk.

Credit Risk

Credit risk is the risk that we will not fully ceitt the principal we have invested in mortgage daarsecurities due to either borrower
defaults, or a counterparty failure. Our portfa® of December 31, 2008 consisted of approxim&®@#8.3 million of securitized first liens
originated in 2005 and earlier, approximately $85%illion of Agency RMBS backed by the credit ofifige Mae or Freddie Mac,
approximately $18.1 million of non-Agency floatinate securities rated AAA by both Standard and Baord Moody'’s. In addition we own
approximately $5.4 million of loans held for sabeHC, net of lower or cost or market (“LOCOM”") adfment.

The securitized first liens were principally origted by our subsidiary HC prior to our exit frone timortgage lending business. These
are predominately high-quality loans with averaggntto-value (“LTV”) ratio at origination of approrately 69.5%, and average borrower
credit score of approximately 736. In addition apgmately 70.0% of these loans were originated fiithincome and asset verification. Wh
we feel that our origination and underwriting oésle loans will help to mitigate the risk of sigadfint borrower defaults, on these loans, we
cannot assure you that all borrowers will contitmsatisfy their payment obligations under thessm$y thereby avoiding default.

The $348.3 million of mortgage loans held in se@ation trusts are permanently financed with $83%illion of collateralized debt

obligations leaving the Company with a net exposifir®12.7 million of credit exposure, which repnetsethe Company's equity interest in the
CDO's.
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Market (Fair Value) Risk

Changes in interest rates also expose us to maskehat the market value (fair) value on our &sseay decline. For certain of the
financial instruments that we own, fair values witit be readily available since there are no adtading markets for these instruments as
characterized by current exchanges between wilargjes. Accordingly, fair values can only be dedwor estimated for these investments
using various valuation techniques, such as comgukie present value of estimated future cash flesusg discount rates commensurate with
the risks involved. However, the determination stfreated future cash flows is inherently subjectinel imprecise. Minor changes in
assumptions or estimation methodologies can hawmatarial effect on these derived or estimatedvalues. These estimates and assumptions
are indicative of the interest rate environmentsfd3ecember 31, 2008, and do not take into conatiten the effects of subsequent interest
fluctuations.

We note that the values of our investments in nagigbacked securities and in derivative instrumemisarily interest rate hedges
on our debt, will be sensitive to changes in maitietrest rates, interest rate spreads, credibggrand other market factors. The value of these
investments can vary and has varied materially fp@mod to period. Historically, the values of enortgage loan portfolio have tended to vary
inversely with those of its derivative instruments.

The following describes the methods and assumpti@ngse in estimating fair values of our finanamstruments:

Fair value estimates are made as of a specifid poiime based on estimates using present vala¢her valuation techniques. These
techniques involve uncertainties and are signitigaaffected by the assumptions used and the jud¢smeade regarding risk characteristics of
various financial instruments, discount rates nesté of future cashflows, future expected loss B&pee and other factors.

Changes in assumptions could significantly affaese estimates and the resulting fair values. Pérair value estimates cannot be
substantiated by comparison to independent magketsin many cases, could not be realized in aneidiate sale of the instrument. Also,
because of differences in methodologies and assomspised to estimate fair values, the fair valused by us should not be compared to tl
of other companies.

The fair values of the Company's residential mayggbacked securities are generally based on marioets provided by five to seven
dealers who make markets in these financial instnis If the fair value of a security is not reasulg available from a dealer, management
estimates the fair value based on characteristittseecsecurity that the Company receives from #iseér and on available market information.

The fair value of mortgage loans held for in se@ation trusts are determined by the loan pricghget which is based third party Ic
origination entities in similar products and masket

The market risk management discussion and the amestimated from the analysis that follows arevérd-looking statements that
assume that certain market conditions occur. Acegllts may differ materially from these projectedults due to changes in our portfolio
assets and borrowings mix and due to developmeriteeidomestic and global financial and real estatgkets. Developments in the financial
markets include the likelihood of changing intemegés and the relationship of various interegsraind their impact on our portfolio yield, cost
of funds and cash flows. The analytical methodsweause to assess and mitigate these marketsfigkdd not be considered projections of
future events or operating performance.

As a financial institution that has only investedJ.S.dollar denominated instruments, primarily residantortgage instruments, a
has only borrowed money in the domestic marketamenot subject to foreign currency exchange ormodity price risk. Rather, our market
risk exposure is largely due to interest rate risterest rate risk impacts our interest incomtergst expense and the market value on a large
portion of our assets and liabilities. The manag#méinterest rate risk attempts to maximize eagaiand to preserve capital by minimizing
the negative impacts of changing market ratest asgkliability mix, and prepayment activity.
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The table below presents the sensitivity of theketavalue and net duration changes of our portfasi@f December 31, 2008, using a
discounted cash flow simulation model. Applicatafrthis method results in an estimation of the faarket value change of our assets,
liabilities and hedging instruments per 100 basisf(“bp”) shift in interest rates.

The use of hedging instruments is a critical paduw interest rate risk management strategiestlameffects of these hedging
instruments on the market value of the portfolie eaflected in the model's output. This analysie géhkes into consideration the value of
options embedded in our mortgage assets includingtints on the re-pricing of the interest rdtassets resulting from periodic and lifetime
cap features, as well as prepayment options. Assetdiabilities that are not interest rate-semsi8uch as cash, payment receivables, prepaid
expenses, payables and accrued expenses are @kclude

Changes in assumptions including, but not limitedvblatility, mortgage and financing spreads, psepent behavior, defaults, as w
as the timing and level of interest rate changdisaffect the results of the model. Therefore, atresults are likely to vary from modeled
results.

Market Value Changes

Changes in Changes in Net
Interest Rates Market Value Duration
(Amount in thousand
+200 $ (16,38)) 0.88 years
+100 $ (6,149) 0.52 years
Base $ — 0.41 years
-100 $ 4,59¢ 0.15 years

It should be noted that the model is used as attoidientify potential risk in a changing interegte environment but does not include
any changes in portfolio composition, financingastgies, market spreads or changes in overall mbakéity.

Based on the assumptions used, the model outpgestsya very low degree of portfolio price chanigeryincreases in interest rates,
which implies that our cash flow and earning chemastics should be relatively stable for compagadiianges in interest rates.

Although market value sensitivity analysis is widatcepted in identifying interest rate risk, iedaot take into consideration char
that may occur such as, but not limited to, chamgé&svestment and financing strategies, changesdrket spreads and changes in business
volumes. Accordingly, we make extensive use ofamiegs simulation model to further analyze ouelexf interest rate risk.

There are a number of key assumptions in our egsréimulation model. These key assumptions inctindages in market conditions
that affect interest rates, the pricing of ARM puots, the availability of investment assets andathalability and the cost of financing for
portfolio assets. Other key assumptions made imgyuie simulation model include prepayment speadsi@anagement's investment, financing
and hedging strategies, and the issuance of neityee typically run the simulation model undevaxiety of hypothetical business scenarios
that may include different interest rate scenaidifferent investment strategies, different prepagtrpossibilities and other scenarios that
provide us with a range of possible earnings oum order to assess potential interest rate Tisk.assumptions used represent our estimate
of the likely effect of changes in interest ratad do not necessarily reflect actual results. Tdraiags simulation model takes into account
periodic and lifetime caps embedded in our assetieiermining the earnings at risk.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements of the Company and theeélnotes and schedules to the financial statesntegether with the Report of
Independent Registered Public Accounting Firm theras required by this Item 8, are set forth baigimmon page F-1 of this annual report on
Form 10-K and are incorporated herein by reference.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACOUNTING AND FINANCIAL DISCLOSURE.

None.
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Item 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedurgs.of the end of the period covered by this repee,carried out an evaluation,
under the supervision of and with the participatidiour management, including Chief Executive Gffiand Chief Financial Officer, of the
effectiveness of the design and operation of osgldsure controls and procedures (as defined ieRlBa-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934) as of DecembeRBQ8 to ensure that information required to beldied in the reports that we file or
submit under the Securities Exchange Act of 1984maended, is recorded, processed, summarizeegpaded within the time periods
specified in the rules and forms of the SEC, afad $lach information is accumulated and communicttenir management timely. Based u
that evaluation, our management, including our Olieecutive Officer and Chief Financial Officer,raduded that our disclosure controls and
procedures were effective as of December 31, 2008.

Management’s Report on Internal Control Over Finah&eporting. Our management is responsible for establishimgraaintaining
adequate internal control over financial reportiag such term is defined in Exchange Act Rule 13#&-10ur internal control system was
designed to provide reasonable assurance to ouargearent and Board of Directors regarding the riiligbpreparation and fair presentation
of published financial statements in accordancé génerally accepted accounting principles. Unldersupervision and with the participation
of our management, including our principal exeaut¥ficer and principal financial officer, we corded an evaluation of the effectiveness of
our internal control over financial reporting basedthe framework imnternal Control - Integrated Frameworkissued by the Committee of
Sponsoring Organizations of the Treadway Commisgio@S0O”). Based on our evaluation under the framewn Internal Control -
Integrated Framewor, our management concluded that our internal cobotrer financial reporting was effective as of Deateer 31, 2008.

This Annual Report on Form 1-does not include an attestation report of ouepehdent registered public accounting firm regay
internal control over financial reporting. Managentie report was not subject to attestation by adependent registered public accounting
firm pursuant to the rules of the SEC that permitaiprovide only management’s report in this AdrReport on Form 10-K.

Changes in Internal Control Over Financial Repogdiihere have been no changes in the our internataanter financial reporting
during the quarter ended December 31, 2008 that hreaterially affected, or are reasonably likelyrtaterially affect, the our internal control
over financial reporting.

Item 9B. OTHER INFORMATION

None.
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PART Il
Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNXCE
Information on our directors and executive officansl the audit committee of our Board of Direcisrgicorporated by reference frc
our Proxy Statement (under the headings “Propadalettion of Directors,” “Information on Our Boadd Directors and its Committees,”
“Section 16(a) Beneficial Ownership Reporting Coiaapte” and “Executive Officers”) to be filed witkspect to our Annual Meeting of
Stockholders to be held June 9, 2009 (the “200yPE&tatement”).

In addition, we have filed, as exhibits to this AlmhReport on Form 10-K, the certifications of puincipal executive officer and
principal financial officer required under Secti@32 and 906 of the Sarbanes Oxley Act of 2002.

Item 11. EXECUTIVE COMPENSATION

The information presented under the headings “Caosgton of Directors”, “Executive Compensation” di@pensation Committee
Interlocks and Insider Participation” and “CompdisaCommittee Report” in our 2009 Proxy Statentertte filed with the SEC is
incorporated herein by reference.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS ANDMANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The information presented under the headings “SB@areership of Directors and Executive Officers” d&thare Ownership by
Certain Beneficial Owners” in our 2009 Proxy Stagetrnto be filed with the SEC is incorporated helwjrreference.

The information presented under the heading “Mafteethe Registrant's Common Equity and Relatedccigtolder Matters —
Securities Authorized for Issuance Under Equity @ensation Plans” in Item 5 of Part Il of this FOiGK is incorporated herein by referen

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, ANCDIRECTOR INDEPENDENCE

The information presented under the heading “Cefalationships and Related Transactions” andofmftion on Our Board of
Directors and its Committees” in our 2009 Proxyt&teent to be filed with the SEC is incorporateceieby reference.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information presented under the heading “Rmfatiip with Independent Registered Public Accogniirm” in our 2009 Proxy
Statement to be filed with the SEC is incorpordtetkin by reference.
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PART IV
Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@) Financial Statements and Schedules. The followimgntial statements and schedules are includddsnmeport:

Page

FINANCIAL STATEMENTS:

Report of Independent Registered Public AccourfEimm F-2
Consolidated Balance She: F-3
Consolidated Statements of Operati F-4
Consolidated Statements of Stockhol’/Member’ Equity F-5
Consolidated Statements of Cash Flc F-6
Notes to Consolidated Financial Statemt F-7

(b)  Exhibits.

The information set forth under “Exhibit Index” bel is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{(the Securities Exchange Act of 1934, the Regiigthas duly caused this repot
be signed on its behalf by the undersigned, theéoeduly authorized.

NEW YORK MORTGAGE TRUST, INC.

Date: March 31, 2009 By: /s/ Steven R. Mumm
Name: Steven R. Mumnm
Title: Chief Executive Office

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

Signature Title Date
/s/ Steven R. Mumm President, Chief Executive Officer and March 31, 2009
Steven R. Mumm Chief Financial Office!
(Principal Executive Officer and Principal Fircéal
Officer)
/s/ James J. Fowle Chairman of the Board March 31, 2009
James J. Fowle
/s/ David R. Bocl Director March 31, 200¢
David R. Bock
/s/ Alan L. Hainey Director March 31, 2009
Alan L. Hainey
/s/ Steven G. Norcu Director March 31, 200¢

Steven G. Norcut

/sl Steven M. Abre Director March 31, 2009
Steven M. Abrel
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AND
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United States Securities and Exchange Commission
December 31, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of

New York Mortgage Trust, Inc

New York, New York

We have audited the accompanying consolidated balgineets of New York Mortgage Trust, Inc. andsgliarries (the "Company") as of
December 31, 2008 and 2007, and the related colasedl statements of operations, stockholders'yeaunitl cash flows for each of the three
years in the period ended December 31, 2008. Tdwmsmlidated financial statements are the respiitgiof the Company"

management. Our responsibility is to express amiapon the consolidated financial statements thaseour audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlaUnited States). Those stand:
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of tisriral control over financial

reporting. Our audits included consideration d¢iinal control over financial reporting as a bésisdesigning audit procedures that are
appropriate in the circumstances, but not for tipse of expressing an opinion on the effectiveinéshe Company's internal control over
financial reporting. Accordingly, we express nalswpinion. An audit also includes examining, dest basis, evidence supporting the
amounts and disclosures in the financial statemeastessing the accounting principles used andfisamt estimates made by management, as
well as evaluating the overall financial statemenesentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, such consolidated financial stateteg@resent fairly, in all material respects, tinarficial position of New York Mortgage Trust,
Inc. and subsidiaries as of December 31, 2008 80@,2and the results of their operations and esh flows for each of the three years in the
period ended December 31, 2008, in conformity &itbounting principles generally accepted in theté¢hStates of America.

/s/ DELOITTE & TOUCHE LLP
New York, New York
March 31, 2009
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Dollar amounts in thousands)

ASSETS
Cash and cash equivalel
Restricted cas

Investment securities available for sale, at falue (including pledged assets of $456,506 and 8587at

December 31, 2008 and 2007, respectiv
Accounts and accrued interest receive
Mortgage loans held in securitization trusts (i
Prepaid and other ass:

Derivative asset

Property and equipment (ni

Assets related to discontinued operati
Total Assets

LIABILITIES AND STOCKHOLDERS ' EQUITY

Liabilities:

Financing arrangements, portfolio investme
Collateralized debt obligatior

Derivative liabilities

Accounts payable and accrued expet
Subordinated debentures (n

Convertible preferred debentures (r
Liabilities related to discontinued operatic
Total liabilities

Commitments and Contingenci

Stockholder Equity:

Common stock, $0.01 par value, 400,000,000 shartbe@azed 9,320,094 shares issued and outstanding
December 31, 2008 and 1,817,927 shares issuedugstdrmding at December 31, 2C

Additional paic-in capital
Accumulated other comprehensive |
Accumulated defici

Total stockholders’ equity
Total Liabilities and Stockholders’ Equity

See notes to consolidated financial statements.

December 31 December 31

2008 2007
9,387 $ 5,50¢
7,95¢ 7,51¢

477,41¢ 350,48«
3,09t 3,48¢
348,33 430,71
1,191 1,54t
22 41€
39 62
5,85/ 8,87¢
853,300 $ 808,60
402,32¢ $ 315,71
335,64 417,02"
4,19¢ 3,517
3,997 3,75-
44 61¢ 44,348
19,70:
3,56¢ 5,83:
814,05; 790,18¢
03 18
150,79 99,35’
(8,529 (1,950)
(103,119 (79,007
39,24¢ 18,41¢
853,300 $ 808,60
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollar amounts in thousands, except per share amats)

For the Year Ended December 31

2008 2007 2006
REVENUES:
Interest incom Investment securities and loans held in secutitingrusts $ 44,12 % 50,56 $ 64,88
Interest expense - Investment securities and Ibaltsin securitization trusts 30,35 46,52¢ 56,55!
Net interest income from investment securities laads held in securitization trus 13,77 4,03t 8,32¢
Interest expens- subordinated debentur (3,760 (3,55¢) (3,549
Interest expens- convertible preferred debentu (2,149 — —
Net interest income 7,86° 477 4,78¢
OTHER EXPENSE
Provision for loan losse (1,462) (1,687) (57)
Realized losses on securities and related he (19,97 (8,350 (529
Impairment loss on investment securities (5,27¢) (8,480 —
Total other expens (26,717 (18,519 (58¢€)
EXPENSES
Salaries and benefi 1,86¢ 86& 714
Professional fee 1,217 612 59¢
Insurance 94¢€ 474 204
Management fee 665 — —
Other 2,21¢ 80: 51€
Total expense 6,91( 2,754 2,032
(LOSS) INCOME FROM CONTINUING OPERATION (25,769 (20,790 2,16¢
Income (loss) from discontinued operatic- net of tax 1,657 (34,479 (17,197
NET LOSS $ (24,107 $ (55,26¢) $ (15,037)
Basic and diluted loss per common st $ (29) $ (30.47) $ (8.39)
Dividends declared per common sh $ 05¢ §$ 050 $ 4.7
Weighted average common shares outstal-basic and dilute: 8,27 1,81¢ 1,80¢

See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
For the Years Ended December 31, 2008, 2007 and 800
(Dollar amounts in thousands)

Accumulated

Additional Other
Common Paid-In Comprehensive Comprehensive
Stock Capital  Accumulated Deficit Income (Loss) Income (Loss) Total

BALANCE, JANUARY 1, 2006 $ 18 $ 107,73t $ (8,70¢) $ 1,91( $ 100,95¢
Net loss — — (15,03)) — $ (15,03)) (15,03))
Dividends declare — (8,595 — — — (8,595
Repurchase of common sta (D) (299) — — — (300
Restricted stoc 1 81¢ — — — 82C
Performance shar — 8 — — — 8
Stock options exercise — 3 — — — 3
Decrease in net unrealized gain or

investment available for sale

securities — — — (879 (879 (879
Decrease in derivative instruments

utilized for cash flow hedge — — — (5,412 (5,419 (5,412
Comprehensive loss — — — — $ (21,327)

BALANCE, DECEMBER 31, 200t 18 99,67+ (23,739 (4,38]) 71,57:
Net loss — — (55,26%) — $ (55,26%) (55,269
Dividends declare — (909) — — — (909)
Restricted stoc — 59z — — — 592
Reclassification adjustment for r

loss included in net incon — — — 3,192 3,19 3,192
Decrease in derivative instrumel

utilized for cash flow hedge — — — (761) (769 (767)
Comprehensive los — — — — $ (52,837)

BALANCE, DECEMBER 31, 2007 18 99,35" (79,007 (1,950 18,41¢
Net loss (24,10 $ (24,10) (24,107
Dividends declare — (5,037 — — — (5,037
Common stock issuant 75 56,46¢ — — — 56,54
Increase in net unrealized loss on

investment available for sale
securities — — — (2,967 (2,967 (2,967
Decrease in derivative instruments
utilized for cash flow hedge — — — (3,610 (3,610 (3,610
Comprehensive loss — — — — $ (30,67%)
BALANCE, DECEMBER 31, 2008 $ 93 $ 150,79( $ (103,119 $ (8,527) $ 39,24¢

See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollar amounts in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash piexviby (used in) operating activiti¢
Depreciation and amortizatic
Amortization of premium on investment securitiesl amortgage loan
Loss on sale of securities, loans and related e
Impairment loss on investment securit
Purchase of mortgage loans held for investr
Origination of mortgage loans held for s
Proceeds from sales of mortgage lo
Allowance for deferred tax asset / tax (bene
Gain on sale of retail lending platfor
Change in value of derivativi
Provision for loan losse
Other
Changes in operating assets and liabilit
Due from loan purchase
Escrow deposi-pending loan closing
Accounts and accrued interest receive
Prepaid and other ass:
Due to loan purchase
Accounts payable and accrued expel
Other liabilities
Net cash provided by operating activit
CASH FLOWS FROM INVESTING ACTIVITIES
Increase in restricted ca
Purchases of investment securit
Proceeds from sale of investment secur
Principal repayments received on loans held inreation trust
Proceeds from sale of retail lending platfc
Principal paydown on investment securi

Purchases of property and equipm
Proceeds from sale of fixed asset and real estatea property
Net cash (used in) provided by investing activi
CASH FLOWS FROM FINANCING ACTIVITIES
Repurchase of common sta
Increase (decrease) in financing arrangementsofiorinvestments
Collateralized debt obligation borrowin
Collateralized debt obligation paydow
Dividends paic
Capital contributions from minority interest mem|
Payments made for termination of swi
Proceeds from common stock issued (
Proceeds from convertible preferred debenture$ (net
Net cash provided by (used in) financing activi
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS— Beginning
CASH AND CASH EQUIVALENTS— End

SUPPLEMENTAL DISCLOSURE
Cash paid for interest

NON CASH FINANCING ACTIVITIES
Dividends declared to be paid in subsequent p¢

For the Years Ended December 31

2008 2007 2006
(24,10) $ (55,269 $  (15,03)
1,42¢ 76E 2,10¢
997 1,61€ 2,48¢
19,97 8,35( 1,27¢
5,27¢ 8,48( —
— — (222,90)
— (300,86)  (1,841,01)
2,74¢ 398,67 2,059,98
— 18,35: (8,49¢)
— (4,369) —
— 78t 28¢
1,52( 2,54¢ 6,80(
— 1,111 80€
— 88,35 33,46:
— 3,81¢ (2,380)
41F 4,141 7,18¢
64z 2,90: (1,586)
13¢ (7,115) 4,20¢
(2,767) (5,009) (7,957)
— (131) (45%)
6,26 167,13 18,78
(444) (4,362) 2,317
(850,60¢) (231,93) (292,519
625,98 246,87 356,89
79,95 154,72 191,67:
— 12,93¢ —
74,17: 113,49( 162,18!
— (39€6) (1,46¢)
10 88( —
(70,937) 202,21 419,00:
— — (300)
86,61 (672,57 (403,401
— 337,43: —
(81,725 (117,85) (30,779
(4,100) (1,826) (11,52
— — 42
(8,339 — —
56,54 — —
19,55: — —
68,55 (454,81) (445,96))
3,87¢ 4,53¢ (8,087)
5,50¢ 96¢ 9,05¢
9387 $ 550 $ 06¢
3147¢ $ 4133 $ 76,90
93 $ — % 90F

See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollar amounts in thousands unless otherwise indated)

1. Summary of Significant Accounting Pdties

Organization- New York Mortgage Trust, Inc. together with iensolidated subsidiaries (‘“NYMT”, the “Company”, &y “our”, and
“us”) is a self-advised real estate investmenttfraisREIT, that invests primarily in real estatdated assets, including residential adjustable
rate mortgage-backed securities (including colidieed mortgage obligation floating rate securjtissued by a United States government-
sponsored enterprise (“GSE” or “Agency”), suchtesEederal National Mortgage Association (“FannigeR), or the Federal Home Loan
Mortgage Corporation (“Freddie Mac”), prime creglitality residential adjustable-rate mortgage (“ARN#ans, or prime ARM loans, and non-
agency mortgage-backed securities. We refer tdeatial adjustable rate mortgage-backed secuthiresighout this Annual Report on Form
10-K as “RMBS” and RMBS issued by a GSE as “AgeliBS”. We also may invest, although to a lesseeetxtin certain alternative real-
estate-related and financial assets that preseategrcredit risk and less interest rate risk thaminvestments our current investments RMBS
and prime ARM loans. We refer to our investmerthiese alternative assets as our “alternative invest strategy.” We seek attractive long-
term investment returns by investing our equityitedand borrowed funds in such securities. Oung@gal business objective is to generate net
income for distribution to our stockholders reswtfrom the spread between the interest and oticenie we earn on our interesdrning asse
and the interest expense we pay on the borrowhagsate use to finance these assets, which wetefes our net interest income.

The Company conducts its business through the peoempany, NYMT, and several subsidiaries, inclgdpecial purpose
subsidiaries established for loan securitizatiorppses, a taxable REIT subsidiary ("TRS") and difiec REIT subsidiary ("QRS"). The
Company will conduct certain of its operations retto its alternative investment strategy throitghvholly-owned TRS, Hypotheca Capital,
LLC (“HC"), in order to utilize some or all of a heperating loss carry-forward held in HC that tesiifrom the Company's exit from the
mortgage lending business. Prior to March 31, 2€@8¥ Company conducted substantially all of itstgage lending business through
HC. The Company's wholly-owned QRS, New York Made Funding, LLC (“NYMF”), currently holds certaimortgagerelated assets unc
our principal investment strategy for regulatoryngiance purposes. The Company also may condutticef our operations related to our
alternative investment strategy through NYMF. A®ecember 31, 2008, the Company had not acquimtgdrevestments under its alternative
investment strategy. The Company consolidatesfdté subsidiaries under Generally Accepted ActimgnPrinciples (“‘GAAP”) .

The Company is organized and conducts its opematmualify as a REIT for federal income tax pugm As such, the Company \
generally not be subject to federal income taxha portion of its income that is distributed tocktholders if it distributes at least 90% of its
REIT taxable income to its stockholders by the dat of its federal income tax return and comphiék various other requirements.

Basis of PresentationThe consolidated financial statements includeaiteunts of the Company and its subsidiariesinggdir-
company accounts and transactions are eliminatedrisolidation. Prior period amounts has been seiflad to conform to current period
classifications, including $0.7 million of deferrddbt issuance cost included in prepaid and otbseta to an offset to subordinated debentures
(net).
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As used herein, references to the “Company,” “NYMWe,” “our” and “us” refer to New York Mortgagerst, Inc., collectively
with its subsidiaries.

The Board of Directors declared a one for five regestock split of our common stock, as of Octdhet007 and a one for two reverse
stock split of our common stock, as of May 27, 20@&creasing the number of common shares theraodisg to approximately 9.3 million.
Prior and current period share amounts and earpiegshare disclosures have been restated totréfkeceverse stock split. In addition, the
terms of our Series A Preferred Stock provide thatconversion rate for the Series A PreferrediShecappropriately adjusted to reflect any
reverse stock split. As a result, the descriptibaw Series A Preferred Stock reflects the May&@$verse stock split (see note 15).

Use of EstimatesThe preparation of consolidated financial statet®mé conformity with GAAP requires managementriake
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosu@afingent liabilities at the date of the
financial statements and the reported amountsvefnges and expenses during the reporting periocgl Cdmpany’s estimates and assumptions
primarily arise from risks and uncertainties asatad with interest rate volatility, prepayment vidity and credit exposure. Although
management is not currently aware of any factaswould significantly change its estimates andiaggtions in the near term, future changes
in market conditions may occur which could caugealaesults to differ materially.

Cash and Cash Equivalent€ash and cash equivalents include cash on hamyrats due from banks and overnight deposits. The
Company maintains its cash and cash equivalentighly rated financial institutions, and at timbese balances exceed insurable amounts.

Restricted Cash Restricted cash includes approximately $7.9 arilleld by counterparties as collateral for hedgisgruments and
approximately $0.1 million held as collateral foreoletter of credit related to the Company’s leafsié corporate headquarters.

Investment Securities Available for SalBhe Company's investment securities are resiglemiortgage-backed securities comprised
of Fannie Mae, Freddie Mac and “AAA”- rated adjldéarate securities, including adjustable-rate gées that have an initial fixed-rate
period. Investment securities are classified adahla for sale securities and are reported atfaline with unrealized gains and losses reported
in other comprehensive loss (“OCI”). The fair vader all securities in this classification are &@®n unadjusted price quotes for similar
securities in active markets obtained from indepenbdealers. Realized gains and losses recorddteaale of investment securities available
for sale are based on the specific identificatia@ttrod and included in gain (loss) on sale of séiegrand related hedges. Purchase premiul
discounts on investment securities are amortizextoreted to interest income over the estimatedlithe investment securities using the
interest method. Investment securities may be stibjanterest rate, credit and/or prepayment risk.

When the fair value of an available for sale sdygusiless than amortized cost, management corssideether there is an other-than-
temporary impairment in the value of the security(, whether the security will be sold prior te tiecovery of fair value). Management
considers at a minimum the following factors thetth individually or in combination, could indicatee decline is “other-than-temporary:” 1)
the length of time and extent to which the fairnahas been less than book value; 2) the finanoraition and near-term prospects of the
issuer; or 3) the intent and ability of the Compémyetain the investment for a period of time might to allow for any anticipated recovery in
market value. If, in management's judgment, anreithen-temporary impairment exists, the cost bakthe security is written down to the
then-current fair value, and the unrealized logsaissferred from accumulated other comprehensigeme as an immediate reduction of
current earnings (i.e., as if the loss had beelizeshin the period of impairment). Even thoughanedit concerns exist with respect to an
available for sale security, an other-than-tempoi@pairment may be evident if management determihat the Company does not have the
intent and ability to hold an investment until adfcasted recovery of the value of the investmaee fiote 2)

Impairment of and Basis Adjustments on Securitiirdncial Assets As previously described herein, during 2005 aaudlye2006, we
regularly securitized our mortgage loans and rethihe beneficial interests created by such sézatitin. Such assets are evaluated for
impairment on a quarterly basis or, if events @amges in circumstances indicate that these assttte anderlying collateral may be impaired,
on a more frequent basis. We evaluate whether tiessets are considered impaired, whether the impairis other-than-temporary and, if the
impairment is other-than-temporary, recognize apaimment loss equal to the difference between $isetés amortized cost basis and its fair
value. These evaluations require management to estheates and judgments based on changes in miaidetst rates, credit ratings, credit
and delinquency data and other information to deitez whether unrealized losses are reflective editdeterioration and our ability and int
to hold the investment to maturity or recovery.sTbiher-than-temporary impairment analysis requsigsificant management judgment and
we deem this to be a critical accounting estimate.

As of December 31, 2008, our principal investmenntfplio included approximately $197.7 million ofggncy CMO Floaters.
Following a review of our principal investment dofio, we determined in March 2009 that the Age@yO Floaters held in our portfolio
were no longer producing acceptable returns atidied a program to dispose of these securitiesmnoopportunistic basis. As of March 25,
2009, the Company had sold approximately $149.8amiln current par value of Agency CMO Floaterslanthis program resulting in a net
gain of approximately $0.2 million. As a resulttbése sales and our intent to sell the remainiggngy CMO Floaters in our principal
investment portfolio, we concluded the reductiowatue at December 31, 2008 was other-than-temyparsdt recorded an impairment charge
of $4.1 million for the quarter and year ended Deioer 31, 2008.

In addition, we also determined that $6.1 milliarcurrent par value of non-agency RMBS, which ideki$2.5 million in current par

value of retained residual interest, had sufferedtaer-than-temporary impairment and, accordingdgprded an impairment charge of $1.2
million for the year ended December 31, 2008.
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Accounts and Accrued Interest Receivabdecounts and accrued receivable includes intesestivable for investment securities and
mortgage loans held in securitization trusts.

Mortgage Loans Held in Securitization Trusts (netylortgage loans held in securitization trusts@gain Adjustable Rate Mortgage
("ARM") loans transferred to New York Mortgage Tr@2905-1, New York Mortgage Trust 2005-2 and NewRYdlortgage Trust 2005-3 that
have been securitized into sequentially rated efas$ beneficial interests. Mortgage loans helskicuritization trusts are carried at their unpaid
principal balances, net of unamortized premiumiscalint, unamortized loan origination costs andvedince for loan lossesln accordance
with Statement of Financial Accounting Standard®&HAS”) SFAS No. 140Accounting for Transfers and Servicing of Finandakets and
Extinguishments of Liabilitie, securitized ARM loans and ARM loans collateraiizidebt are accounted for as loans and are noideoed
investments subject to classification under SFAS N&,Accounting for Certain Investments in Debt and BgSecuritiesee note 3 and nc
6). See Collateralized Debt Obligations below fattier description.

Interest income is accrued and recognized as revathen earned according to the terms of the moetgmans and when, in the
opinion of management, it is collectible. The aetf interest on loans is discontinued when, imaggement’s opinion, the interest is not
collectible in the normal course of business, huio case when payment becomes greater than 9@ldbiyguent. Loans return to accrual
status when principal and interest become curnethtaaie anticipated to be fully collectible.

Allowance for Loan Losses on Mortgage Loans HelBdouritization Trusts-¥We establish an allowance for loan losses based on
management's judgment and estimate of credit lashesent in our portfolio of mortgage loans heldsécuritization trusts.

Estimation involves the consideration of variousdit-related factors including but not limited toacro-economic conditions, the
current housing market conditions, loan-to-valu®ga delinquency status, historical credit losgesity rates, purchased mortgage insurance,
the borrower's credit and other factors deemedaiwamt consideration. Additionally, we look at thedance of any delinquent loan and com
that to the current value of the collateralizinggerty. We utilize various home valuation methoddgs including appraisals, broker pricing
opinions (“BPOs”), internet-based property datavisess to review comparable properties in the sarea ar consult with a realtor in the
property's area.

Comparing the current loan balance to the propaalye determines the current loan-to-value (“LTY&)io of the loan. Generally, we
estimate that a first lien loan on a property th@s into a foreclosure process and becomes tta#t @svned (“REQ”), results in the property
being disposed of at approximately 68% of the prigfgeoriginal value. This estimate is based on agament's long term experience. During
2008, as a result of the significant deterioratiothe housing market, we revised our policy taneate recovery values based on current home
valuations less expected costs to dispose. Tloste typically approximate 15% of the current horakle. It is possible given today's
deteriorating market conditions, we may realizs kb&n that return in certain cases. Thus, forsalfen loan that is delinquent, we will adjust
the property value down to approximately 85% ofdbeent property value and compare that to theectibalance of the loan. The difference
determines the base provision for the loan lossrtd&r that loan. This base provision for a patdcloan may be adjusted if we are aware of
specific circumstances that may affect the outcofitbe loss mitigation process for that loan. Preihately, however, we use the base reserve
number for our reserve.

The allowance for loan losses will be maintainaddigh ongoing provisions charged to operating ine@md will be reduced by loans
that are charged off. As of December 31, 2008 Hogvance for loan losses held in securitizatiorstsuotaled $1.4 million. The allowance for
loan losses was $1.6 million at December 31, 2007.

Financing Arrangements, Portfolio InvestmentsPortfolio investments are typically financed wilpurchase agreements, a form of

collateralized borrowing which is secured by pditf@ecurities on the balance sheet. Such finayscare recorded at their outstanding
principal balance with any accrued interest duengd as an accrued expense (see note 5).
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Collateralized Debt Obligation§CDQ") - We use CDOs to permanently finance our loans mesgcuritization trusts. For financial
reporting purposes, the ARM loans and restrictesth ¢eeld as collateral are carried as assets @ dngpany and the CDO is carried as the
Company’s debt. The transaction includes interst caps which are held by the securitization @nstrecorded as a derivative asset or
liability of the Company.

The Company, as transferor, securitizes mortgagesland securities by transferring the loans arrgiezs to entities (“Transferees”)
which generally qualify under GAAP as “qualifyingeial purpose entities” (“QSPE's”) as defined urAS No. 140. The QSPEs issue
investment grade and non-investment grade securiiienerally, the investment grade securities @rckte third party investors, and the
Company retains the non-investment grade securifiagransaction meets the requirements for sadegnition under GAAP, and the
Transferee meets the requirements to be a QSPEs#ets transferred to the QSPE are consideredasmidyain or loss is recognized. The gain
or loss is based on the price of the securitied aotl the estimated fair value of any securitiessarvicing rights retained over the cost bas
the assets transferred net of transaction costsbequently the Transferee fails to continueutdify as a QSPE, or the Company obtains the
right to purchase assets out of the Transferea,ttleeCompany may have to include in its finanstatements such assets, or potentially, al
assets of such Transferee. The Company has cadgtair securitizations since inception, the firsee were accounted for as a permanent
financing (see note 6) and the fourth was accouftteds a sale.

Subordinated Debentures (netpubordinated debentures are trust preferred sesutfitat are fully guaranteed by the Company with
respect to distributions and amounts payable uigoidiation, redemption or repayment. These sdesrére classified as subordinated
debentures in the liability section of the Compamgonsolidated balance sheet and are presented thet debt issurance costs (see note 7).

Convertible Preferred Debentures (nefjhe Company issued $20.0 million in Series A Cotiloler Preferred Stock maturing on
December 31, 2010, at which time any outstandirrgeshmust be redeemed by the Company at the $gérGhare liquidation
preference. Pursuant to SFAS No.1A6¢ounting for Certain Financial Instruments witha&acteristics of both Liabilities and Equity
because of this mandatory redemption feature, tiragany classifies these securities as a liabilityt®balance sheet and are presented net of
the debt issurance costs (see note 15).

Derivative Financial InstrumentsThe Company has developed risk management pragaach processes, which include investments
in derivative financial instruments designed to aga market risk associated with its mortgage banaind its mortgage-backed securities
investment activities.

Derivative instruments contain an element of riskhie event that the counterparties may be unabigeet the terms of such
agreements. The Company minimizes its risk exposyieniting the counterparties with which it ergénto contracts to banks, investment
banks and certain private investors who meet dstadd credit and capital guidelines. Managemens ca¢ expect any counterparty to default
on its obligations and, therefore, does not exfmeatcur any loss due to counterparty default.ddifion, all outstanding interest rate swap
agreements have bi-lateral margin call provisitrag has the effect of minimizing the net exposoreither counterparty.

Interest Rate RiskThe Company hedges the aggregate risk of inteséstluctuations with respect to its borrowingsyardless of the
form of such borrowings, which require paymentsedagn a variable interest rate index. The Compamerglly intends to hedge only the risk
related to changes in the benchmark interest katedon Interbank Offered Rate (“LIBOR”) or a Treasuate). The Company applies hedge
accounting utilizing the cash flow hedge criteriaaccordance with SFAS No. 138;counting for Derivative Instruments and Hedging
Activities.

In order to reduce such risks, the Company enteéosswap agreements whereby the Company recenatinig rate payments in

exchange for fixed rate payments, effectively coting the borrowing to a fixed rate. The Compargoanters into cap agreements whereby,
in exchange for a premium, the Company is reimhilifgeinterest paid in excess of a certain cappéel r
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To qualify for cash flow hedge accounting, interegé swaps and caps must meet certain critegadimg:

. the items to be hedged expose the Company to sttexie risk; ani

. the interest rate swaps or caps are expectedaadeontinue to be highly effective in reducing @ampany's
exposure to interest rate ri¢

The fair values of the Company's interest rate ssgapements and interest rate cap agreementssed ba values provided by dea
who are familiar with the terms of these instrunseBiffectiveness is periodically assessed at leasthly based upon a comparison of the
relative terms, changes in the fair values or d¢sts of the interest rate swaps and caps andehasibeing hedged.

For derivative instruments that are designatedcpradify as a cash flow hedge (i.e. hedging the sypsto variability in expected
future cash flows that is attributable to a patticuisk), the effective portion of the gain or $osn the derivative instruments are reported as a
component of OCI and reclassified into earningdh@ésame period or periods during which the hedigathaction affects earnings. The
remaining gain or loss on the derivative instruraéntexcess of the cumulative change in the presguae of future cash flows of the hedged
item, if any, is recognized in current earningsiniythe period of change.

With respect to interest rate swaps and caps that hot been designated as hedges, any net payamelets or fluctuations in the fair
value of, such swaps and caps, will be recognizexiirent earnings.

Termination of Hedging Relationship3he Company employs a number of risk managemenitoring procedures to ensure that the
designated hedging relationships are demonstradimjare expected to continue to demonstrate,taléig! of effectiveness. Hedge accoun
is discontinued on a prospective basis if it isdained that the hedging relationship is no loridghly effective or expected to be highly
effective in offsetting changes in fair value oé thedged item.

Additionally, the Company may elect to un-desigrateedge relationship during an interim period sedesignate upon the
rebalancing of a hedge profile and the corresp@nbedge relationship. When hedge accounting iodigwed, the Company continues to
carry the derivative instruments at fair value witranges recorded in current earnings.

Revenue Recognitiorinterest income on our residential mortgage learsmortgagdacked securities is a combination of the int:
earned based on the outstanding principal balahtteeainderlying loan/security, the contractuairierof the assets and the amortization of
yield adjustments, principally premiums and disdsunsing generally accepted interest methodsnEh&AAP cost over the par balance
self-originated loans held for investment and premand discount associated with the purchase ofgage-backed securities and loans are
amortized into interest income over the lives & timderlying assets using the effective yield meth® adjusted for the effects of estimated
prepayments. Estimating prepayments and the rentaiaim of our interest yield investments requisnagement judgment, which involves,
among other things, consideration of possible fitoterest rate environments and an estimate ofdwvowers will react to those
environments, historical trends and performance. dttual prepayment speed and actual lives coufddre or less than the amount estimated
by management at the time of origination or puretzEfshe assets or at each financial reportingoperi
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Accumulative Other Comprehensive Income (Lo§dher comprehensive income (loss) is compris@dauily of income (loss) from
changes in value of the Company’s available foe sakurities, and the impact of deferred gainessds on changes in the fair value of
derivative contracts hedging future cash flows.

Employee Benefits Pland’he Company sponsors a defined contribution ilaa “Plan”) for all eligible domestic employeeel
Plan qualifies as a deferred salary arrangemergrugection 401(k) of the Internal Revenue Code.ddtige Plan, participating employees r
defer up to 15% of their priex earnings, subject to the annual Internal Reeélade contribution limit. The Company may matchtdbutions
up to a maximum of 25% of the first 5% of salarmioyees vest immediately in their contribution aegdt in the Company’s contribution at a
rate of 25% after two full years and then an ineatal 25% per full year of service until fully vedtat 100% after five full years of service.
The Company'’s total contributions to the Plan wk0e, $18,495 and $0.3 million for the years endedember 31, 2008, 2007 and 2006,
respectively.

Stock Based Compensatiolihe Company accounts for its stock options andictstl stock grants in accordance with the SFAS No.
123 R,Share-Based Paymen{‘'SFAS No. 123 R”) which requires all companiesrieasure compensation for all share-based payments
including employee stock options, at fair values(sete 16).

Income Taxes The Company operates so as to qualify as a REtiEuthe requirements of the Internal Revenue CRdquirements
for qualification as a REIT include various redinns on ownership of the Company’s stock, requaets concerning distribution of taxable
income and certain restrictions on the nature sétsand sources of income. A REIT must distrilatiieast 90% of its taxable income to its
stockholders of which 85% plus any undistributedaris from the prior year must be distributed witthie taxable year in order to avoid the
imposition of an excise tax. The remaining balamas extend until timely filing of the Company’s teeturn in the subsequent taxable year.
Qualifying distributions of taxable income are detille by a REIT in computing taxable income.

HC is a taxable REIT subsidiary and therefore suthifiecorporate Federal income taxes. Accordindéferred tax assets and liabilit
are recognized for the future tax consequencdbutible to differences between the financial stetiet carrying amounts of existing assets
liabilities and their respective tax base upondhange in tax status. Deferred tax assets anditiebiare measured using enacted tax rates
expected to apply to taxable income in the yeavshith those temporary differences are expectdzbtecovered or settled. The effect on
deferred tax assets and liabilities of a chandgexirrates is recognized in income in the period itheludes the enactment date (see note 12).

Earnings Per ShareBasic earnings per share excludes dilution amdmsputed by dividing net income available to commo
stockholders by the weighted-average number oeshaircommon stock outstanding for the period. eduearnings per share reflects the
potential dilution that could occur if securitiesaiher contracts to issue common stock were es@dladr converted into common stock or
resulted in the issuance of common stock that ghemed in the earnings of the Company.

Discontinued Operationslan connection with the sale of the assets of ounledale mortgage origination platform assets ol
22, 2007 and the sale of the assets of our retailgage lending platform on March 31, 2007, dutimg fourth quarter of 2006, we classified
our mortgage lending business as a discontinueditpes in accordance with the provisions of SFAS N4 Accounting for the Impairment
or Disposal of Long-Lived Assetés a result, we have reported revenues and egpeptated to the mortgage lending business as a
discontinued operations and the related assetBadilities as assets and liabilities related te tliscontinued operations for all periods
presented in the accompanying consolidated finaetatements. Certain assets and liabilities, ssigaed to the sales will become part of the
ongoing operations of NYMT and accordingly, have Imeen classified as a discontinued operationséoraance with the provisions of SFAS
No. 144 (See note &

Allowance for Loan Loss on Repurchase Requestd/famtjage Under Indemnification Agreementge establish a reserve when we
have been requested to repurchase from investdrfoafoans subject to indemnification agreeme@isnerally loans wherein the borrowers
not make each of all the first three payments ¢ortéw investor once the loan has been sold, regsjrender the terms of purchase and sale
agreement entered into with the investor, to repase the loan.

For the twelve months ended December 31, 2008amslavere repurchased. For the twelve months ebdedmber 31, 2007, we
repurchased a total of approximately $6.7 millidmortgage loans that were originated in 2005, 2008007, the majority of which were due
to early payment defaults. We had pending repwehequests totaling approximately $1.8 million &4d4 million as of December 31, 2008
and 2007, respectively, against which the Compasytdken a provision of approximately $0.4 millaard $0.5 million, respectively. The
allowance for loan losses is based on historidtleseent rates, property value securing the loaguiestion and specific settlement discussion
with third parties. The Company intends to addedlssutstanding repurchase requests by attempdiggter into net settlement agreements.
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New Accounting Pronouncement®n January 1, 2008, the Company adopted SFAS N FHir Value Measurementswvhich define:
fair value, establishes a framework for measuraigvalue in accordance with GAAP and expands d&ales about fair value measurements.

The changes to previous practice resulting fromaiby@ication of SFAS No0.157 relate to the defimitif fair value, the methods used
to measure fair value, and the expanded discloslrest fair value measurements. The definitiofafvalue retains the exchange price nc
used in earlier definitions of fair value. SFAS.MNo7 clarifies that the exchange price is the prican orderly transaction between market
participants to sell the asset or transfer thdlitglin the market in which the reporting entityowld transact for the asset or liability, thattie
principal or most advantageous market for the amskbility. The transaction to sell the assetransfer the liability is a hypothetical
transaction at the measurement date, consideredtfre perspective of a market participant that fitihe asset or owes the liability. SFAS
No0.157 provides a consistent definition of fairn@lwhich focuses on exit price and prioritizeshwita measurement of fair value, the us
market-based inputs over entity-specific inputs.addition, SFAS No.157 provides a framework foasging fair value, and establishes a
three-level hierarchy for fair value measurememtseld upon the transparency of inputs to the valuati an asset or liability as of the
measurement date. The Company has disclosed thieeg@@lements of SFAS No. 157 herein at Note 11.

On January 1, 2008, the Company adopted SFAS NpTte9Fair Value Option for Financial Assets and Final Liabilities, which
provides companies with an option to report setbiteancial assets and liabilities at fair valubeTobjective of SFAS No. 159 is to reduce
both complexity in accounting for financial instramnts and the volatility in earnings caused by meaguelated assets and liabilities
differently. SFAS No. 159 establishes presentadiot disclosure requirements and requires compsmig®vide additional information that
will help investors and other users of financialteients to more easily understand the effecteo€timpany's choice to use fair value on its
earnings. SFAS No. 159 also requires entitiesgpldy the fair value of those assets and lialsliter which the Company has chosen to usi
value on the face of the balance sheet. The Con'padpption of SFAS No. 159 did not have a maténmdact on the consolidated financial
statements as the Company did not elect the fhievaption for any of its existing financial assetdiabilities as of January 1, 2008.

In June 2007, the Emerging Issues Task Force (“Bligached consensus on Issue No. 06Attounting for Income Tax Benefits of
Dividends on Sha-Based Payment Award€ITF Issue No. 08-1 requires that the tax benefit related to divitlequivalents paid on restric
stock units, which are expected to vest, be recbadean increase to additional paid-in capital. Thenpany currently accounts for this tax
benefit as a reduction to income tax expense. E$&e No. 06-11 is to be applied prospectiveltiier Company ' s tax benefits on dividends
declared as of January 1, 2009. The Company dde=xpect the adoption of EITF Issue No. 06-11 teeha material effect on its financial
condition, results of operations or cash flows.

In December 2007, the FASB issued SFAS No. 14B{Rjness CombinationsSFAS No. 141(R) broadens the guidance of SFAS No
141, extending its applicability to all transactcmnd other events in which one entity obtainsrobetver one or more other businesses. It
broadens the fair value measurement and recogrifiassets acquired, liabilities assumed, andestsrtransferred as a result of business
combinations; and it stipulates that acquisitidatexl costs be generally expensed rather thandedlas part of the basis of the acquisition.
SFAS No. 141(R) expands required disclosures taorgthe ability to evaluate the nature and finaheffects of business combinations.
SFAS No. 141(R) is effective for all transactione Company closes, on or after January 1, 2806ption of SFAS No. 141(R) will impact t
Company’s acquisitions subsequent to January 19.200

In December 2007, the FASB issued SFAS No. Nefcontrolling Interests in Consolidated Financ&htements - An Amendment of
ARB No. 51 SFAS No.160 requires a noncontrolling interast subsidiary to be reported as equity and theuatraf consolidated net incor
specifically attributable to the noncontrollingenést to be identified in the consolidated finahsiatements. SFAS No. 160 also calls for
consistency in the manner of reporting changekerparent’s ownership interest and requires fdureveneasurement of any noncontrolling
equity investment retained in a deconsolidatiolASN0.160 is effective for the Company on Januar0D9 and most of its provisions will
apply prospectively. We are currently evaluating ithpact SFAS No.160 will have on our consoliddtedncial statements.

In February 2008, the FASB issued FASB Staff Pasi{'FSP”) No. 140-3Accounting for Transfers of Financial Assets and
Repurchase Financing Transactic. SFAS No0.140-3 requires an initial transfer ofrefcial asset and a repurchase financing thaewtsed
into contemporaneously or in contemplation of thigdl transfer to be evaluated as a linked tratisacinder SFAS No.14@ccounting for
Transfers and Servicing of Financial Assets andrigxtishments of Liabilitie€'SFAS No. 140") unless certain criteria are megtliding that
the transferred asset must be readily obtainakleeirmarketplace. FSP No. 140-3 is effective fer@mmpany on January 1, 2009, and will be
applied to new transactions entered into aftedtite of adoption.
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In March 2008, the FASB issued SFAS No. 1Bikclosures about Derivative Instruments and Hedghativities —an amendment «
FASB Statement No. 1:SFAS No. 161 requires enhanced disclosures aboentity’s derivative and hedging activities, an@fective for
financial statements the Company issues for figeats after January 1, 2009, with early applicatinoouraged. The Company will adopt
SFAS No. 161 in the first quarter of 2009. BecaBBAS No. 161 requires only additional disclosur@scerning derivatives and hedging
activities, adoption of SFAS No. 161 will not effehe Company’s financial condition, results of igi@ns or cash flows.

In May 2008, the FASB issued FSP No. APB 14dcounting for Convertible Debt Instruments thatyrba Settled in Cash upon
Conversion (Including Partial Cash Settlemeithe adoption of this FSP would affect the accimgntor our convertible preferred debentures.
The FSP requires the initial proceeds from the shtrir convertible preferred debentures to becalled between a liability component and an
equity component. The resulting discount would im®dized using the effective interest method oterpgeriod the debt is expected to remain
outstanding as additional interest expense. TheWw@Hd be effective for our fiscal year beginning &anuary 1, 2009 and requires retroactive
application. We are currently evaluating the impzdhe FSP on our consolidated financial statesient

On October 10, 2008, the FASB issued FSP No. 1%¥e8&rmining the Fair Value of a Financial Asset Whiee Market for That
Asset Is Not Activ. FSP No0.157-3 clarifies the application of SFA& D7 in a market that is not active and providesx@ample to illustrate
key consideration in determining the fair valueadinancial asset when the market for that findrasaet is not active. The issuance of FSP
No. 15%-3 did not have any impact on the Company’s detestion of fair value for its financial assets.

In December 2008, the FASB issued FSP FAS 140-484di6(R)-8,Disclosuresby Public Entities (Enterprises) about Transfer
Financial Assets and Interests in Variable InterEstities (“FSP FAS 140-4 and FIN 46(R)-8"). FSP FAS 140r8 &IN 46(R)8 amend
SFAS No. 140Accounting for Transfers and Servicing of Finandakets and Extinguishments of Liabiliteesl FIN No. 46(R)Consolidatiol
of Variable Interest Entities (revised December 206 an interpretation of Accounting Research BirleNo. 51to require addition:
disclosures regarding transfers of financial asaetsinterest in variable interest entities andfisctive for interim or annual reporting peris
ending after December 15, 2008. The adoption & BEAS 140-4 and FIN 46(R)-8 did not have a mdtemipact on the Compangfinancia
statements.

On January 12, 2009, the FASB issued EITF No. 99;28mendments to the Impairment Guidance of EITF 9828chieve mol
consistent determination of whether an other-tieamporary impairment has occurred for all benefizigdrest within the scope of EITF 29
Recognition of Interest Income and Imairmant on dhased Beneficial Interests and Beneficial Interebiat Continue to Be Held by
Transferor in Securitized Financial Asset&ITF 99-201 is effective for interim and annual reportingipds ending after December 15, 2(
on a prospective basis. EITF No. 99-20-1 elimisatee requirement that a holder’s best estimateash flows be based upon those that “
market participant” would use and instead requiheg an other—thamemporary impairment be recognized as a realizssl florough earnin
when it its “probable” there has been an adversagé in the holdes’ estimated cash flows from cash flows previousbjgeted. This chan
is consistent with the impairment models contaime8FAS No. 115. EITF No. 99-2Demphasizes that the holder must consider allabie
information relevant to the collectibility of theeaurity, including information about past eventsfrent conditions, and reasonable
supportable forecasts, when developing the estimffature cash flows. Such information generahould include the remaining paym
terms of the security, prepayments speeds, finknoradition of the issuer, expected defaults, drel\talue of any underlying collateral. -
holder should also consider industry analyst repand forecasts, sector credit ratings, and otlzeken data that are relevant to the collectit
of the security. The Company’s adoption of EITF. N@®-20-1 at December 31, 2008 did not have a mahtenpact on the Comparg’
consolidated financial statements.
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2. Investment Securities Available Fordbe

Investment securities available for sale consisheffollowing as of December 31, 2008 (dollar amtsun thousands):

Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Agency Hybrid Arm Securitie $ 256,97¢ $ 1,31 $ 98) $ 258,19t
Agency REMIC CMO Floater 197,67 — — 197,67
Private Label Floatel 25,041 — (4,107 20,94¢
NYMT Retained Securitie 677 — (78) 59¢
Total/Weighted Averag $ 480,370 $ 1,31 $ (4,277) $ 477,414

Investment securities available for sale consisheffollowing as of December 31, 2007 (dollar amtsun thousands):

Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Agency Hybrid Arm Securitie $ — 3 — 3 — 3 —
Agency REMIC CMO Floater 318,68t — — 318,68t
Private Label Floatel 28,40: — — 28,40
NYMT Retained Securitie 3,39/ — — 3,39¢
Total/Weighted Average $ 350,48: $ — 3 — 3 350,48:

As of December 31, 2008, our principal investmantfplio included approximately $197.7 million ofggncy CMO Floaters.
Following a review of our principal investment dofio, we determined in March 2009 that the Age@y O floaters held in our portfolio we
no longer producing acceptable returns and indiatprogram where we wanted to dispose of theseiies on an opportunistic basis. As
of March 25, 2009, the Company had sold approxity&®49.8 million in current par value of Agency @Mloaters under this program
resulting in a net gain of approximately $0.2 roifli As a result of these sales and our inten¢ltdle remaining Agency CMO floaters in our
principal investment portfolio, we concluded thduetion in value at December 31, 2008 was othemn-temporary due to our intent to sell s
securities and recorded an impairment charge df ®dllion for the quarter and year ended Decemide2B08. In addition, we also
determined that $6.1 million in current par vald@on-agency RMBS, which includes $2.5 million urent par value of retained residual
interest, had suffered an other-than-temporary impgt and, accordingly, recorded an impairmentgdaf $1.2 million for the quarter and
year ended December 31, 20

During March 2008, news of security liquidationsrigased the volatility of many financial assetsluding those held in our portfoli
The significant liquidation of RMBS by several larfinancial institutions in early March 2008 causesignificant decline in the fair market
value of our RMBS portfolio, including Agency ARMMBS and CMO Floaters that we pledge as collatenabbrrowings under our
repurchase agreements. As a result of the combimafilower fair values on our Agency securitied aising haircut requirements to finance
those securities, we elected to improve our liguigbsition by selling approximately $592.8 millioh Agency RMBS securities, including
$516.4 million of Agency ARM RMBS and $76.4 millimf CMO Floaters from our portfolio in March 200Bhe sales resulted in a realized
loss of approximately $15.0 million.

As a result of the timing of these sales occurgrigr to the release of our December 31, 2007 tgsthle Company determined that
unrealized losses on our entire RMBS securitief@a were considered to be other than temporanigaired as of December 31, 2007 and
incurred an $8.5 million impairment charge for thearter ended December 31, 2007.

As of December 31, 2008 and the date of this fjling have the intent, and believe we have thetapit hold remaining non
impaired portfolio of securities which are curtgnih unrealized loss positions until recovery loéir amortized cost, which may be until
maturity. In making the determination managememisaered the severity and duration of the lossyelsas managemesstintent an ability t
hold the security until the recoverability or métyrGiven the uncertain state of the financial kets, should conditions change that would
require us to sell securities at a loss, we malpnger be able to assert that we have the abdityold our remaining securities until recovery,
and we would then be required to record impairnchiarges related to these securities. Substanéitlbf the Company's investment securities
available for sale are pledged as collateral fardwings under financing arrangements (see note 5).

The Company had pledged approximately $456.5 milind $337.4 million in securities at DecemberZ08 and 2007, respective

as collateral for repurchase agreements (see hofEie Company had unencumbered securities tgtalaproximately $20.9 million and $1:
million at December 31, 2008 and 2007, respectively
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All securities held in Investment Securities Avhliafor Sale, including Agency, investment and morestment grade securities, are
based on unadjusted price quotes for similar sgesiin active markets and are categorized as L2pelr SFAS No0.157 (see note 11).

The following table sets forth the stated resetgolsrand weighted average yields of our investrsentirities at December 31, 2008
(dollar amounts in thousands):

More than 6 Months More than 24 Months

Less than 6 Months To 24 Months to 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average Carrying Average  Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield
Agency Hybrid Arm $ = $ 66,91( $ 191,28t $ 258,19¢
Securities — 3.69% 4.02% 3.93%
Agency REMIC CMO 197,67: — — 197,67¢
Floaters 8.54% — — 8.54%
Private Label Floatel 20,94¢ 14.25% — — — — 20,94¢  14.25%
NYMT Retained Securitie 53C — 69 59¢
@ 8.56% — 16.99% 15.32%

Total/Weighted Average $ 219,15. 9.21% $ 66,91( 3.69% $ 191,35 4.19% $ 477,41¢ 6.51%

(1) The NYMT retained securities includes $0.1 imillof residual interests related to the NYMT 2aD&ansaction.

The following table sets forth the stated resetgolsrand weighted average yields of our investrsentirities at December 31, 2007
(dollar amounts in thousands):

Less than More than 6 Months More than 24 Months
6 Months To 24 Months To 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average Carrying Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield
Agency REMIC CMO
Floaters $ 318,68 5.55% $ — — 3 — — $ 318,68 5.55%
Private Label Floater 28,401 5.5(% — — — — 28,40: 5.5(%
NYMT Retained Securitie
Q) 2,16k 6.26% — — 1,22¢ 12.9% 3,39« 10.02%
Total/Weighted Averag $ 349,25! 5.55% $ — — 3 1,22¢ 12.99% $ 350,48« 5.61%

(1) The NYMT retained securities includes $1.2 milof residual interests related to the NYMT 2aD&ansaction.

The following table presents the Company's investrsecurities available for sale in an unrealizes$ Iposition, aggregated by
investment category and length of time that indigildsecurities have been in a continuous unrealaEiposition at December 31, 2008. Tt
were no unrealized positions for Agency REMIC CMIdters and the NYMT retained residual interesBextember 31, 2008 as the
Company incurred approximately $5.3 million impaémh charge. There were no unrealized positioessevmonths or more or as of
December 31, 2007 as the Company incurred appraoeiyn®8.5 million impairment charge for unrealideds positions (dollar amounts in
thousands):

December 31, 200: Less than 12 Months Total
Gross Gross
Carrying Unrealized Carrying Unrealized
Value Losses Value Losses
Agency Hybrid Arm Securitie $ 9,40¢ $ 98 $ 9,40¢ $ 98
Non-Agency floater: 18,11¢ 4,101 18,11¢ 4,101
NYMT retained securit 53C 78 53C 78
Total $ 28,05 $ 4277 $ 28,05 $ 4,27
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3. Mortgage Loans Held in Securitizatiodrusts (net)

Mortgage loans held in securitization trusts cdrafishe following at December 31, 2008 and Decen®ie 2007 (dollar amounts in
thousands):

December 31 December 31

2008 2007
Mortgage loans principal amou $ 347,54t $ 429,62
Deferred origination cos— net 2,19 2,73:
Allowance for loan losses (1,406 (1,647
Total mortgage loans held in securitization trsts) $ 348,33 $ 430,71!

Allowance for Loan lossesThe following table presents the activity in thenGmany's allowance for loan losses on mortgage loans
held in securitization trusts for the year endedddeber 31, 2008 and 2007 (dollar amounts in thailsgan

December 31

2008 2007
Balance at beginning of peri $ 1647 $ —
Provisions for loan losse 1,43 1,65¢
Charge-offs (1,679 (8)
Balance of the end of period $ 1,40¢ $ 1,647

All of the Company’s mortgage loans held in se@atton trusts are pledged as collateral for thedS[see note 6). The Company’'s
net investment in the mortgage loans held in s8zation trusts, or the difference between theyiagramount of the loans and the amount of
CDOs outstanding was $12.7 million and $13.7 milliagainst which the Company had a $1.4 million &h® million allowance for loan
losses as December 31, 2008 and 2007, respectively.

The following sets forth delinquent loans, inclugireal estate owned through foreclosure (REQ) impoutfolio as of December 31,
2008 and December 31, 2007 (dollar amounts in nuis):

December 31, 2008

Number of Delinquent Total % of Loan
Days Late Loans Dollar Amount Portfolio
30-60 3 $ 1,36¢ 0.3%
61-90 1 $ 267 0.08%
90+ 13 $ 5,73¢ 1.65%
REO 4 $ 1,927 0.55%

December 31, 2007

Number of Delinquent Total % of Loan
Days Late Loans Dollar Amount Portfolio
30-60 — $ = —%
61-90 2 $ 1,85¢ 0.42%
90+ 12 $ 6,91( 1.61%
REO 4 $ 4,14¢ 0.9€%
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4, Derivative Instruments and Hedging Avities

The Company enters into derivative transactiomaadoage its interest rate risk exposure. Theseaards include interest rate swaps
and caps, which had the effect to modify the irgerate repricing characteristics to mitigate tfieats of interest rate changes on net
investment spread.

During the twelve months ended December 31, 20@Company paid a total of $8.3 million to termeattotal of $517.7 million of
notional interest rate swaps resulting in a redlipss of $4.8 million and recorded as realized lws securities and related hedges.

The following table summarizes the estimated falug of derivative assets and liabilities as of &eber 31, 2008 and December 31,
2007 (dollar amounts in thousands):

December 31 December 31

2008 2007
Derivative assets:

Interest rate caps $ 22 $ 41€
Total derivative assets $ 22 % 41€
Derivative liabilities:

Interest rate swag $ 4,19 $ 3,517
Total derivative liabilities $ 419. $ 3,517

The Company had $4.2 million of restricted cashtesl to margin posted for interest rate swaps &eoémber 31, 2008.

The notional amounts of the Company’s interest sateps and interest rate caps as of December 88,\28re $137.3 million, and
$434.4 million, respectively.

The notional amounts of the Company’s interest sateps and interest rate caps as of December 81,\28re $220.0 million, and
$749.6 million, respectively.
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5. Financing Arrangements, Portfolio Inestments

The Company has entered into repurchase agreemihtthird party financial institutions to finanéts mortgage-backed securities
portfolio. The repurchase agreements are dleont-borrowings that bear interest rates typichliged on a spread to LIBOR, and are securt
the RMBS which they finance. At December 31, 2088,Company had repurchase agreements with arandisy balance of $402.3 million
and a weighted average interest rate of 2.62% .fA&oember 31, 2007, the Company had repurchasemgnts with an outstanding balance
of $315.7 million and a weighted average interat of 5.02%. At December 31, 2008 and Decembe2@17, securities pledged as collateral
for repurchase agreements had estimated fair vahegarrying values of $456.5 million and $337liom, respectively. All outstanding
borrowings under our repurchase agreements maitmen82 days. As of December 31, 2008, the avedsys to maturity for all repurchase
agreements are 17 days.

The follow table summarizes outstanding repurclageement borrowings secured by portfolio investsias of December 31, 2008
and December 31, 2007 (dollars amounts in thou3ands

Repurchase Agreements by Counterparty

December 31 December 31

Counterparty Name 2008 2007

AVM $ 54,91: $ —
Barclays Securitie — 101,29°
Credit Suisse First Boston LL 97,78: 97,38¢
Enterprise Bank of Florid 19,40¢ —
Goldman, Sachs & Ci — 66,43:
HSBC 42,12 50,591
MF Global 30,27 —
RBS Greenwich Capit: 157,83¢ —
Total Financing Arrangements, Portfolio Investments $ 402,32¢ $ 315,71«

As of December 31, 2008, our Agency ARM RMBS anaficed with $233.3 million of repurchase agreerhamding with an advan
rate of 94% that implies a haircut of 6%, our Age@MO floaters are financed with $154.6 millionrepurchase agreement financing with an
advance rate of 87% that implies a haircut of 18f6 the non-Agency CMO floater was financed witd.81Imillion of repurchase agreement
funding with an advance rate of 80% that impli€0&o haircut.

In the event we are unable to obtain sufficientsterm financing through repurchase agreementgtw@rwise, or our lenders start to
require additional collateral, we may have to lgate our investment securities at a disadvantag#&aes which could result in losses. Any
losses resulting from the disposition of our inmsstt securities in this manner could have a matadizerse effect on our operating results and
net profitability.

As of December 31, 2008, the Company had $9.4amiilh cash and $20.9 million in unencumbered s&earincluding $16.3 million
in Agency RMBS to meet additional haircut or mankalfuation requirements.
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6. Collateralized Debt Obligations

The Company’s CDOs, which are recorded as liabditn the Company’s balance sheet, are secure®RbyIdans pledged as
collateral, which are recorded as assets of thegaomn As of December 31, 2008 and December 31,,286Tompany had CDOs outstanc
of $335.6 million and $417.0 million, respectivePs of December 31, 2008 and December 31, 200%ufrent weighted average interest rate
on these CDOs was 0.85% and 5.25%, respectively CIDOs are collateralized by ARM loans with a ppatbalance of $347.5 million and
$429.6 million at December 31, 2008 and DecembgeRBQ7, respectively. The Company retained the ownst certificates, or residual
interest for three securitizations, and, as of Demer 31, 2008 and December 31, 2007, had a neitmeat in the securitizations trusts of $:
million and $13.7 million, respectively.

The CDO transactions include amortizing interest cap contracts with an aggregate notional amoiu204.3 million as of
December 31, 2008 and an aggregate notional anod$286.9 million as of December 31, 2007, which i@corded as an asset of the
Company. The interest rate caps are carried avddile and totaled $18,575 as of December 31, 200850.1 million as of December 31,
2007, respectively. The interest rate caps redueedst rate exposure on these transactions.

7. Subordinated Debentures (net

Subordinated debentures consist of the followingfd3ecember 31, 2008 and December 31, 2007 (dadlarounts in thousands):
December 31

2008 2007
Subordinated debentur $ 45,000 $ 45,00(
Less: unamortized bond issuance ¢ (382) (655)
Subordinated debentures (n $ 44.61¢ $ 44,34¢

On September 1, 2005 the Company closed a privatement of $20.0 million of trust preferred setiesi to Taberna Preferred
Funding I, Ltd., a pooled investment vehicle. Heeurities were issued by NYM Preferred Trust i are fully guaranteed by the Company
with respect to distributions and amounts payaplendiquidation, redemption or repayment. Theseisges have a fixed interest rate equal to
8.35% up to and including July 30, 2010, at whioinpthe interest rate is converted to a floatiatg requal to three-month LIBOR plus 3.95%
until maturity. The securities mature on OctoberAIB5 and may be called at par by the Companytimrgyafter October 30, 2010. In
accordance with the guidelines of SFAS No. 1&€counting for Certain Financial Instruments wi@haracteristics of both Liabilities and
Equity” , the issued preferred stock of NYM Preferred Tiubas been classified as subordinated debenfoetsin the liability section of the
Company’s consolidated balance sheet.

On March 15, 2005 the Company closed a privatesphant of $25.0 million of trust preferred secustie Taberna Preferred Funding
I, Ltd., a pooled investment vehicle. The secuwsitieere issued by NYM Preferred Trust | and areg/fgliaranteed by the Company with respect
to distributions and amounts payable upon liqualgtredemption or repayment. These securities hAdlgating interest rate equal to three-
month LIBOR plus 3.75%, resetting quarterly (5.288®ecember 31, 2008 and 8.58% at December 31)200& securities mature on March
15, 2035 and may be called at par by the Companyiere after March 15, 2010. HC entered into aerrnest rate cap agreement to limit the
maximum interest rate cost of the trust preferxlsties to 7.5%. The term of the interest rate @greement is five years and resets quarterly
in conjunction with the reset periods of the tnusferred securities. The interest rate cap agraeim@ccounted for as a cash flow hedge
transaction in accordance with SFAS No.13%ctounting for Derivative Instruments and Hedgirdivities” . In accordance with the
guidelines of SFAS No. 15®ccounting for Certain Financial Instruments wi@haracteristics of both Liabilities and Equity’the issued
preferred stock of NYM Preferred Trust | has bekassified as subordinated debentures (net) inigidity section of the Company’s
consolidated balance sheet.

As of March 1, 2009, the Company has not beeniedtifind is not aware, of any event of default uiide covenants for the
subordinated debentures.
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8. Discontinued Operations

In connection with the sale of our wholesale mayarigination platform assets on February 22, 280d the sale of our ret
mortgage lending platform on March 31, 2007, dutimg fourth quarter of 2006, we classified our mgage lending business as a discontil
operations in accordance with the provisions of SH¥0. 144. As a result, we have reported revenndseapenses related to the mortg
lending business as a discontinued operationstentetated assets and liabilities as assets aitities related to a discontinued operations
all periods presented in the accompanying condelitiinancial statements. Certain assets, sucheaddferred tax asset, and certain liabili
such as subordinated debt and liabilities relabeléased facilities not assigned to Indymac BaikB.. (“Indymac”),the acquirer of our ret:
mortgage origination assets, will become part efdhgoing operations of NYMT and accordingly, wedaot included these items as pa
the discontinued operations in accordance withptbgisions of SFAS No. 144.

The components of Assets related to the discordimperations as of December 31, 2008 and 2007sdi@laws (dollar amounts in
thousands):
December 31

2008 2007
Accounts and accrued interest receive $ 26 $ 51
Mortgage loans held for sale (n 5,37 8,071
Prepaid and other ass: 451 737
Property and equipment (nt — 11
Total asset $ 585¢ $ 8,87¢

The components of Liabilities related to the didoared operations as of December 31, 2008 and a893as follows (dollar amounts in
thousands):
December 31

2008 2007
Due to loan purchase $ 706 $ 894
Accounts payable and accrued expenses 2,85¢ 4,93¢
Total liabilities $ 3,56 $ 5,83:

Mortgage Loans Held for Sale (netMortgage loans held for sale are recorded at lafieost or market and consist of the follown
as of December 31, 2008 and December 31, 2007atdothounts in thousands):

December 31

2008 2007
Mortgage loans principal amou $ 6,547 $ 9,63¢
Deferred origination cos~ net (34) (43
Lower of cost or market adjustmel (1,136 (1,516
Total mortgage loans held for sale (net) $ 5377 $ 8,07

Lower of Cost or Market Adjustment3he following table presents the activity in then@many's account for lower of cost or ma
adjustments for the years ended December 31, 20D2@07 (dollar amounts in thousands).

December 31

2008 2007
Balance at beginning of ye $ 151 $ 4,04
Lower cost or market adjustmel (380) (2,526)
Balance of the end of year $ 1,13¢ $ 1,51¢
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The combined results of operations related to tbeoditinued operations are as follows (dollar ant®imthousands):

Revenues
Net interest incom
Gain on sale of mortgage loa
Losses from lower of cost or market of lo:
Brokered loan fee
Gain on retail lending segme
Other income (expens
Total net revenue
Expenses
Salaries, commissions and bene
Brokered loan expens
Occupancy and equipme
General and administrati
Total expense
Income (loss) before income tax ben
Income tax (provision) benef

Income (loss) from discontinued operations — netarf

For the Year Ended December 31

2007 2006
1,07¢ 3,52¢
2,561 17,98"

(8,874 (8,229)
2,31¢ 10,93"
4,36¢ —

(67) (294)
1,37¢ 23,92t
7,20¢ 21,71
1,731 8,271
1,81¢ 5,077
6,74¢ 14,55:
17,50: 49,61,
(16,12¢) (25,69’)
(18,357) 8,491
(34,470 $  (17,19)
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9. Commitments and Contingencie:

Loans Sold to InvestorsThe Company is obligated to repurchase loans basetiblations of representation and warrantiesteeldo
loans originated and sold by our discontinued nagrégorigination business. The Company did not @masge any loans during the year ended
December 31, 2008. The Company repurchased freesiars $6.7 million of loans from investors foe tyear ended December 31, 2007.

As of December 31, 2008 we had a total of $1.8iomlbf unresolved repurchase requests, againstmthee Company has a reserve of
approximately $0.4 million included in other liab#és of the discontinued operations.

Outstanding Litigation The Company is at times subject to various lpgateedings arising in the ordinary course of bessrother
than as described below, the Company does notediiat any of its current legal proceedings, ifdlially or in the aggregate, will have a
material adverse effect on its operations, findraoadition or cash flows.

On December 13, 2006, Steven B. Yang and Christdpaabiere (“Plaintiffs”), filed suit in the Unite8tates District Court for the
Southern District of New York against HC and utegihg that we failed to pay them, and similarliyiated employees, overtime in violation of
the Fair Labor Standards Act (“FLSA”") and New Y@tate law. The Plaintiffs, each of whom were formmployees in our discontinued
mortgage lending business, purported to bring aAt®llective action” on behalf of similarly situad loan officers in our now discontinued
mortgage lending business and sought unspecifiediats for alleged unpaid overtime wages, liquidatachages, attorney’s fee and costs.

On December 30, 2007 we entered into an agreemgniniciple with the Plaintiffs to settle this sui®n June 2, 2008 the court
granted a preliminary approval of settlement artti@ired to plaintiffs and held a fairness headngSeptember 18, 2008. At the hearing, the
court certified the class and approved the settienseibject to a final motion to approve Plaintiffeunsels application for fees. As part of t
preliminary settlement, the Company funded thdesatint in the amount of $1.35 million into an esceccount for the Plaintiffs. The amoi
was previously reserved and expensed in the yedeDecember 31, 2007. The Plaintiffs’ counseMias determined by the court and final
approval for distributions was made on Novembet0OD8. The Plaintiffs’ counsel fee and Plaintif#svard distribution were made from the
escrow account by the escrow agent during Dece201&8.

Leases The Company leases its corporate offices andiceoffice space related to our discontinued mapggending operation not
assumed by IndyMac and equipment under steont lease agreements expiring at various dateaghr2010. All such leases are accounte
as operating leases. Total rental (income) expmg@operty and equipment amounted to ($0.6) onlli$1.5 million and $4.8 million for the
years ended December 31, 2008, 2007 and 2006 ctaspp.

Pursuant to an Assignment and Assumption of Sublaad an Escrow Agreement (“the Agreements”), Wwihman Brothers
Holding, Inc. (“Lehman”) (collectively, the “Agreeant”), the Company assigned and Lehman assumesliitease for the Company’s
corporate headquarters at 1301 Avenue of the Ameri€ursuant to the Agreements, Lehman funded@anwe account, containing $3.0
million for the benefit of HC as consideration fbe assignment of the lease to Lehman. The esanoeunt was reduced by $0.2 million for
each month the Company or IndyMac remained in¢hsdd space between February 1, 2008 and Julpa8, fr a total escrow reduction of
$1.2 million, which amount was subsequently reinsbdrto HC by IndyMac. The remaining $1.8 millioneiscrow was released to the
Company by Lehman on August 18, 2008. IndyMac pmalithe leased space at 1301 Avenue of the Angeuictll July 31, 2008 pursuant
to contractual provisions related to the sale efrtiortgage origination business. Pursuant to theigions of the sale transaction with
IndyMac, IndyMac paid rent equal to the Companystcincluding any penalties and foregone bonussdlting from the delay in vacating the
leased premises.

As of December 31, 2008 obligations under non-daée operating leases that have an initial terrmofe than one year are as
follows (dollar amounts in thousands):

Year Ending December 31 Total
2009 $ 21¢
2010 18¢
2011 194
2012 19¢
2013 67
Thereaftel —
$ 867
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Letters of Credi— The Company maintains a letter of credit in thant of $178,200 in lieu of a cash security deffosiits current corporate
headquarters located at 52 Vanderbilt Avenue in Nevk City for its landlord, Vanderbilt Associated_.L.C, as beneficiary. This letter of
credit is secured by cash deposited in a bank atcoaintained at JP Morgan Chase bank.

HC maintains a letter of credit in the amount 0®@,000 in lieu of a cash security deposit for diceflease dated June 1998 for the Company's

former headquarters located at 304 Park Avenuehdnlew York City. The sole beneficiary of thidgter of credit is the owner of the
building, 304 Park Avenue South LLC. This lettercoédit is secured by cash deposited in a bankustgnaintained at JP Morgan Chase bi

10. Concentrations of Credit Risk

At December 31, 2008 and December 31, 2007, there geographic concentrations of credit risk exicgpf% of the total loan
balances within mortgage loans held in the secatitin trusts and retained interests in our REMd€usitization, NYMT 2006-1, as follows:

December 31

2008 2007
New York 30.7% 31.2%
Massachuseti 17.2% 17.4%
Florida 7.8% 8.2%
California 7.2% 7.2%
New Jerse 6.C% 5.7%
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11.  Fair Value of Financial Instruments

The Company adopted SFAS No0.157 effective Janua?9d8, and accordingly all assets and liabilittesasured at fair value will
utilize valuation methodologies in accordance \lith statement. The Company has established anoindodted processes for determining fair
values. Fair value is based upon quoted markeegrivhere available. If listed prices or quotesret available, then fair value is based upon
internally developed models that primarily use itspihat are market-based or independently-souragenparameters, including interest rate
yield curves

A financial instrument’s categorization within tialuation hierarchy is based upon the lowest le¥@put that is significant to the
fair value measurement. The three levels of vaadtierarchy established by SFAS No.157 are ddfaefollows:

Level 1- inputs to the valuation methodology are quotddgsr(unadjusted) for identical assets or liakiitin active markets.

Level 2- inputs to the valuation methodology include qdgteices for similar assets and liabilities in aetmarkets, and inputs that
are observable for the asset or liability, eitheectly or indirectly, for substantially the fulttm of the financial instrument.

Level 3- inputs to the valuation methodology are unobd@esand significant to the fair value measurement.

The following describes the valuation methodologised for the Company’s financial instruments mestbat fair value, as well as
the general classification of such instruments ypamg to the valuation hierarchy.

a. Investment Securities Available for Sakair value is generally based on quoted pricesiged by dealers who make markets in
similar financial instruments. The dealers will@nporate common market pricing methods, includispread measurement to the
Treasury curve or Interest Rate Swap Cure as \walhderlying characteristics of the particular sigincluding coupon, periodic a
life caps, collateral type, rate reset period agabsening or age of the security. If the fair vadfi@ security is not reasonably available
from a dealer, management estimates the fair \@sed on characteristics of the security that thg@any receives from the issuer
and based on available market information. Managemaxiews all prices used in determining valuatioensure they represent
current market conditions. This review includes/sying similar market transactions, comparisonisiterest pricing models as well
offerings of like securities by dealers. The Compsiumvestment securities are valued based upatilyeabservable market
parameters and are classified as Level 2 fair galue

b. Interest Rate Swaps and Cap3dhe fair value of interest rate swaps and capsased on using market accepted financial models
as well as dealer quotes. The model utilizes rgadiservable market parameters, including treasatges, interest rate swap spreads
and swaption volatility curves. The Company’s iatrate caps and swaps are classified as Lewdl 2aiues.

c. Mortgage Loans Held for Sale (NefJhe fair value of mortgage loans held for salé)(aee estimated by the Company based on the
price that would be received if the loans were sd@dvhole loans taking into consideration the agmped characteristics of the loans
such as, but not limited to, collateral type, indexerest rate, margin, length of fixed interegterperiod, life cap, periodic cap,
underwriting standards, age and credit. As thezenat readily available quoted prices for identmasimilar loans are classified as
Level 3 fair values.

The following table presents the Company’s finahicisiruments carried at fair value as of Decen83er2008 on the consolidated
balance sheet by SFAS No.157 valuation hierarchyraviously described (dollar amounts in thousands

Fair Value at December 31, 200

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for s $ — $ 477,41¢  $ — $ 477 ,41¢
Mortgage loans held for sale (n — — 5,37 5,37
Derivative assets (interest rate caps) — 22 — 22
Total $ — $ 477,43t $ 5371 $ 482,81!
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps) — 4,19/ — 4,19/
Total $ — $ 4,19 3 — $ 4,19/
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The following table details changes in valuatiomsthe Level 3 assets for the three months andem@ed December 31, 2008 (dollar amounts
in thousands):

Three Months Year
Ended Ended
Mortgage Loans Held for Sale (Net December 31, 20C December 31, 20C
Beginning balanc $ 5391 $ 8,07
Principal paydowr (14) (2,746
LOCOM adjustmen — 46
Ending balance $ 5377 $ 5,37

Any changes to the valuation methodology are regtely management to ensure the changes are agteopfis markets and
products develop and the pricing for certain prasibecomes more transparent, the Company contiouefine its valuation
methodologies. The methods described above malupeoa fair value calculation that may not be iatli@ of net realizable value or
reflective of future fair values. Furthermore, lehthe Company believes its valuation methods ppeapriate and consistent with other market
participants, the use of different methodologigsassumptions, to determine the fair value of aefiaancial instruments could result in a
different estimate of fair value at the reportirded The Company uses inputs that are currerftthg osneasurement date, which may include
periods of market dislocation, during which timéprtransparency may be reduced. This conditiadcoause the Company’s financial
instruments to be reclassified from Level 2 to Ueen future periods.

In addition to the methodology to determine the ¥alue of the Company’s financial assets and lité&s reported at fair value, as
previously described, the following methods andiagstions were used by the Company in arriving effétir value of the Company’s other
financial instruments in the following table:

At December 31,

2008 2007
Carrying Estimated Fair  Carrying Estimated Fair
Value Value Value Value

Financial assets:
Cash and cash equivale $ 9387 $ 9387 $ 550¢ $ 5,50¢
Restricted cas 7,95¢ 7,95¢ 7,51¢ 7,51¢F
Mortgage loans held in securitization trusts (I 348,33° 343,02¢ 430,71! 420,92!
Financial liabilities:
Financing arrangements, portfolio investme 402,32¢ 402,32¢ 315,71« 315,71«
Collateralized debt obligatior 335,64t 199,50: 417,02° 417,02°
Subordinated debentures (n 44,61¢ 10,04¢ 44,34t 44,34:
Convertible preferred debentures (r 19,70: 16,36: — —

a. Cash and Cash Equivalents and Restricted C&siimated fair value approximates the carrying alfisuch assets.

b. Mortgage Loans Held in Securitization Trustdlertgage loans held in the securitization trusesracorded at amortized cost. Fair value
is estimated using pricing models and taking irdnsideration the aggregated characteristics ofggadi loans such as, but not limited to,
collateral type, index, interest rate, margin, tnof fixed-rate period, life cap, periodic capdenwriting standards, age and credit estimated
using the estimated market prices for similar typielans. Due to significant market dislocatioo@adary market prices were given minimal
weighting when arriving at loan valuation at Decem®1, 2008.

c. Financing arrangements, portfolio investmeni&he fair value of these financing arrangemenfg@ymates cost as they are short term
in nature and mature within 30 days.

d. Collateralized debt obligationsThe fair value of these collateralized debt oblgat is based on discounted cashflows as well akeat
pricing on comparable collateralized debt obligagio

e. Subordinated Debentures (neffhe fair value of these subordinated debentwé&sised on discounted cashflows using management’s
estimate for market yields.

d. Convertible preferred debentures (netYhe fair value of these subordinated debentwéssed on discounted cashflows using
management’s estimate for market yields.
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12. Income taxes

A reconciliation of the statutory income tax proeis (benefit) to the effective income tax provision the years ended December 31,
2008, 2007 and 2006, are as follows (dollar amoumtisousands).

December 31

2008 2007 2006
(Benefit) provision at statutory ra $ (8,43¢) (35.0% $ (9,830 (35.0% $ (8.239) (35.0%
Non-taxable REIT income (los: 7,59¢ 31.5% 3,00¢ 10.7% (1,897 (8.0%
Transfer pricing of loans sold to nontaxable pa — — — — 11 0.C%
State and local tax bene (221) (0.9% (1,797 (6.9% (2,669 (11.9%
Valuation allowanct 572 2.4% 26,96: 96.(% 4,26¢ 18.1%
Miscellaneou: 48¢ 2.C% 9 0.C% 14 0.1%
Total provision (benefit $ = —% $ 18,35: 65.5% $ (8,499 (36.1)%

The income tax provision for the year ended DecerBhe2008 (included in discontinued operationse sote 8) is comprised of the
following components (dollar amounts in thousands):

Deferred
Regular tax provisio
Federal $ —
State —
Total tax provision $ =

The income tax provision for the year ended DecerBhge2007 (included in discontinued operationse sote 8) is comprised of the
following components (dollar amounts in thousands).

Deferred
Regular tax provisio
Federal $ 14,52:
State 3,83(
Total tax provision $ 18,35:

The income tax benefit for the year ended Decer@ibe006 (included in discontinued operations -rese 8) is comprised of the
following components (dollar amounts in thousands).

Deferred
Regular tax benef
Federal $ (6,72))
State (1,779
Total tax benefi $ (8,499

F-27




Table of Content

The gross deferred tax asset at December 31, 20RBi1 million; the Company continued to resei®@% of deferred tax asset as

facts continue to support the Company's inabibtytilize the deferred tax asset.

The major sources of temporary differences includdtie deferred tax assets and their deferreéffaxt as of December 31, 2008

as follows (dollar amounts in thousands):

Deferred tax asset

Net operating loss carryov $ 27,65¢

Mark to market adjustmel

31z

Sec. 267 disallowanc 26¢
Charitable contribution carryforwa 1
GAAP reserve: 76¢
Rent expens 1,074
Gross deferred tax as 30,08(
Valuation allowance (30,080)

Net deferred tax ass $ —

At December 31, 2008, the Company had approxim&@y0 million of net operating loss carryforwawdsich may be used to offset
future taxable income. The carryforwards will exgpiin 2024 through 2028. The Internal Revenue Caalgep certain limitations on the annual
amount of net operating loss carryforwards thatlwantilized if certain changes in the Company’siewhip occur. The Company may have
undergone an ownership change within the meaninB©fsection 382 that would impose such a limitatiout a final conclusion has not been
made. Management does not believe that the limitatiould cause a significant amount of the Comzangt operating losses to
expire unused.

During the quarter ended December 31, 2007 managateermined that the Company would likely notbée to utilize the deferred
tax asset and accordingly recorded a 100% valuatiowance. The Company continues to record a l@l8&ance against the deferred tax
benefit as factors resulting in the 100% reserwes ot changed materially.

The deferred tax asset at December 31, 2007 insladieferred tax asset of $0.1 million and a defetax liability of $0.1 million
which represents the tax effect of differences ketwtax basis and financial statement carrying ausoof assets and liabilities. The major
sources of temporary differences and their defelara:ffect at December 31, 2007 are as followdigdamounts in thousands):

Deferred tax asset

Net operating loss carryov $ 27,43¢
Restricted stock, performance shares and stockroptipens: 48¢
Mark to market adjustmel 86
Sec. 267 disallowanc 26¢
Charitable contribution carryforwa 1
GAAP reserve! 994
Rent expens 252
Loss on subleas 5C
Gross deferred tax ass¢ 29,57+
Valuation allowanct (29,509
Net deferred tax asset $ 65

Deferred tax liabilities
Depreciation $ 65
Total deferred tax liabilit $ 65

During the quarter ended December 31, 2007 managafetermined that the Company would likely notbée to utilize the deferred
tax asset and accordingly recorded a 100% valuatlowance. The allowance was expensed in continaperations because the potential
deferred tax benefit remains with the Company.

13. Segment Reporting
Until March 31, 2007, the Company operated twotstii@s, managing a mortgage portfolio, and opegatimortgage lending

business. Upon the sale of substantially all ofrtieetgage lending operating assets to Indymac daoh 31, 2007, the Company exited the
mortgage lending business and accordingly no lorgmorts segment information as it only has oneaipey segment.
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14. Capital Stock and Earnings per Share

The Company had 400,000,000 shares of common gtackjalue $0.01 per share, authorized with 9,2Ddhares issued and
outstanding as of December 31, 2008 and 1,817 j8&&s issued and outstanding as of December 37, Z6@ Company had 200,000,000
shares of preferred stock, par value $0.01 peeshathorized, including 2,000,000 shares of S&i€umulative Convertible Redeemable
Preferred Stock ( “Series A Preferred Stock”) aittenl. As of December 31, 2008 and December 317 20@ Company had issued and
outstanding 1,000,000 and O shares, respectivefyees A Preferred Stock. Of the common stockaenzed, 103,111 shares (plus forfeited
shares of 32,832 previously granted) were resefiMeidsuance as restricted stock awards to empigydficers and directors pursuant to the
2005 Stock Incentive Plan. As of December 31, 2008,111shares remain reserved for issuance ume@005 Plan.

On February 21, 2008, the Company completed thrmugse and sale of 7.5 million shares of its comstonk in a private placement
at a price of $8.00 per share. This private affgiof the Company's common stock generated neepdscto the Company of $56.5 million
after payment of private placement fees and exgeniseconnection with this private offering of aaemmon stock, we entered into a Comr
Stock registration rights agreement, pursuant tichvive were required to file with the Securitiesl&xchange Commission, or SEC, a resale
shelf registration statement registering for reglade7.5 million shares sold in this private offeyi The Company filed a resale shelf registration
statement on Form S-3 on April 4, 2008 which becaffective on April 18, 2008.

On April 21, 2008, the Company declared a $0.12spare cash dividend on its common stock. The diddwvas payable on May 15,
2008 to common stockholders of record as of A@{lZ008. On June 26, 2008, the Company decla®dl® per share cash dividend on its
common stock. The dividend was payable on July2@88 to common stockholders of record as of July2008. On September 29, 2008, the
Company declared a $0.16 per share cash dividelitd oommon stock. The dividend was payable on et@7, 2008 to common
stockholders of record as of October 10, 2008. @oenber 23, 2008, the Company declared a $0.16hpee cash dividend on its common
stock. The dividend was payable on January 269 20@ommon stockholders of record as of Janua2p69.

We paid a $0.50 per share cash dividend in eatedirst three quarters on the Series A Convextibieferred Stock. On December
23, 2008 the Company declared a $0.50 per shaheddaisiend, or an aggregate of $0.5 million, pagadsh January 30, 2009 to holders of
record of our Series A Convertible Preferred Staglof December 31, 2008. These amounts are incindeterest expense as the Series A
Convertible Preferred Stock is classified as alitgton the balance sheet (see note 15).

During 2008, taxable dividends for our common steeke $0.44 per share. For tax reporting purpdkes2008 taxable dividend was
classified as $0.26 ordinary income and $0.18 ra$uan of capital.

During 2007, taxable dividends for our common steveke $0.50 per share. For tax reporting purpdkes2007 taxable dividend was
classified as a return of capital.

The Board of Directors declared a one-for-two regestock split of the Company’s common stock, ¢ffecon May 27, 2008,
decreasing the number of shares outstanding t@zaippately 9.3 million.

The Board of Directors declared a one-for-five reeestock split of the Company's common stock céiffe on October 9, 2007,
decreasing the number of common shares outstaadithg time to approximately 3.6 million.

All per share and share amounts provided in theteuareport have been restated to give effettdil reverse stock splits.
The Company calculates basic net loss per shadéviding net loss for the period by weighted-averapares of common stock
outstanding for that period. Diluted net loss gaars takes into account the effect of dilutiverimstents, such as convertible preferred

stock, stock options and unvested restricted dopaance stock, but uses the average share priceegeriod in determining the number of
incremental shares that are to be added to thehwesigaverage number of shares outstanding.
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The following table presents the computation ofibasad diluted net (loss) income per share forptkeods indicated (in thousands,
except per share amounts):

For the Years Ended December 31

2008 2007 2006

Numerator :

Net loss- Basic $ (24,100 $ (55,269 $ (15,03))
Net (loss) income from continuing operatic (25,769 (20,790 2,16¢
Net income (loss) from discontinued operations (fgax) 1,657 (34,479 (17,199

Effect of dilutive instruments
Convertible preferred debentures 2,14¢ — —

Net loss- Dilutive (24,10) (55,26¢) (15,03))
Net loss from continuing operatio (25,769 (20,790 2,16¢
Net income (loss) from discontinued operations @fetx) $ 1657 $ (34,479 $ (17,197

Denominator:

Weighted average basis shares outstan 8,27 1,81« 1,80¢

Effect of dilutive instruments
Convertible preferred debentures 2,38¢ — —

Weighted average dilutive shares outstan 8,27: 1,81« 1,80¢

EPS:

Basic EP< $ (29) % (30.4%) $ (8.39)
Basic EPS from continuing operatic (3.11) (11.4¢) 1.2C
Basic EPS from discontinued operations (net of 0.2C (19.00) (9.59)

Dilutive EPS $ (29) $ (30.47) $ (8.39)
Dilutive EPS from continuing operatio (3.1)) (11.4¢) 1.2C
Basic EPS from discontinued operations (net of 0.2C (29.09) (9.59)

(1) — $2.1 million and the 2.4 million in shareg &xcluded from dilutive calculation as it is adistive.
15. Convertible Preferred Debentures (net

In January 2008, the Company issued 1.0 milliomeshaf our Series A Convertible Preferred Stockhwain aggregate redemption
value of $20.0 million and current dividend paymeate of 10% per year. The Series A Preferred Steatures on December 31, 2010, at
which time any outstanding shares must be rededm#ite Company at the $20.00 per share liquidgireference. Pursuant to SFAS No.150,
Accountingfor Certain Financial Instruments with Characteicst of both Liabilities and Equitybecause of this mandatory redemption fea
the Company classifies these securities as aitiabih its balance sheet, and accordingly, theasponding dividend is recorded as an interest
expense.

We issued these shares of Series A Convertiblefeef Stock to JIMP Group Inc. and certain of ifsiatles for an aggregate purchase
price of $20.0 million. The Series A Convertibleeférred Stock entitles the holders to receive autative dividend of 10% per year, subjec
an increase to the extent any future quarterly comstock dividends exceed $0.20 per share. ThesSArConvertible Preferred Stock is
convertible into shares of the Company's commockdb@sed on a conversion price of $8.00 per sHareromon stock, which represents a
conversion rate of two and one-half (2 %2) sharesaimon stock for each share of Series A Convertfseferred Stock.
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16. Stock Incentive Plans
2005 Stock Incentive Plan

At the Annual Meeting of Stockholders held on Mdy 3005, the Company’s stockholders approved tbptaeh of the Company’s
2005 Stock Incentive Plan (the “2005 Plan”). Th@2®@lan replaced the 2004 Plan, which was termihaethe same date. The 2005 Plan
provides that up to 103,111 shares of the Compacyrnmon stock may be issued thereunder. The 2@@5oovides that the number of she
available for issuance under the 2005 Plan mayntreased by the number of shares covered by 2@daards that were forfeited or
terminated after March 10, 2005. On October 1262€fe Company filed a registration statement omF8-8 registering the issuance or res
of 103,111 shares under the 2005 Plan.

Options

Each of the 2005 and 2004 Plans provide for thecéseprice of options to be determined by the Censation Committee of the
Board of Directors (“Compensation Committee”) bat to be less than the fair market value on the tia option is granted. Options expire
ten years after the grant date. As of Decembe2@d8 and December 31, 2007 there were no optioissamaling, respectively.

The Company accounts for the fair value of its tg@m accordance with SFAS No. 123R. The Compaaoyried no compensation
cost for the year ended December 31, 2008 and 200¢ash was received for the exercise of stoclonptduring the year ended December
31, 2008, 2007 and 2006.

A summary of the status of the Company’s optiongfd3ecember 31, 2007 and changes during the hearénded is presented

below:
Weighted
Average
Number of Exercise
Options Price
Outstanding at beginning of year, January 1, 2 46,90C $ 95.2(
Granted — —
Cancelec (46,900 95.2(
Exercised — —
Outstanding at end of year, December 31, 2 — $ —
Options exercisable at year-end — 3 —
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The fair value of each option previously grantstirated on the date of grant using the Binomigiooppricing model with the
following weighted-average assumptions:

Risk free interest rai 4.5%
Expected volatility 10%
Expected life 10 year

Expected dividend yiel 10.4¢%

Restricted Stocl

The Company had awarded 68,433 shares of reststbedt under the 2005 Plan, of which 50,190 shiaaee fully vested and 18,233
were cancelled or forfeited. There were no regdatock awards during the year ended Decemb&(®B. As of December 31, 2008 and
December 31, 2007 there were no outstanding resdrgtock awards under the 2005 Plan. During tlae geded December 31, 2007 the
Company recognized non-cash compensation expergk®million relating to the vested portion oftreged stock grants. Dividends are paid
on all restricted stock issued, whether those shame vested or not. In general, unvested reddritteck is forfeited upon the recipient’s
termination of employment.

A summary of the status of the Company’s mested restricted stock as of December 31, 200thadges during the year then er
is presented below:

Number of Weighted

Non-vested Average
Restricted Grant Date
Shares Fair Value
Non-vested shares at beginning of year, January 1, 21,35( $ 63.6(
Granted — —
Forfeited (15,589 55.7¢
Vested (5,767 86.3(
Non-vested shares as of December 31, 2007 — $ —
Weighted-average fair value of restricted stocktgd during the period $ — 3 —
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Performance Based Stock Awari

In November 2004, the Company acquired 15 fulliserand 26 satellite retail mortgage banking offiterated in the Northeast and
Mid-Atlantic states from General Residential Lergdiinc. (“GRL”). Pursuant to that transaction, bempany committed to award 47,762
shares of the Company’s stock to certain emplogédsose branches. Of these committed shares, #1y2% performance based stock awards
granted upon attainment of predetermined produdéieels and 6,511 were restricted stock awardofA¥cember 31, 2007, the awards
ranged in vesting periods from 3 to 6 months witthare price set at the December 2, 2004 grantndaitieet value of $49.15 per share. During
the year ended December 31, 2007, the Companynmeeagnon-cash compensation expense reversalsinelof forfeitures of $0.1 million
relating to these performance based stock awatdseTwere no outstanding performance based stoakdavas of December 31, 2008
and December 31, 2007.

A summary of the status of the Company’s non-vepgrtbrmance based stock awards as of Decemb@08Z,and changes during
the year then ended is presented below:

Number of Weighted

Non-vested Average
Restricted Grant Date
Shares Fair Value
Non-vested shares at beginning of year, January 1, 2558 $ 98.3(
Granted — —
Forfeited (2,555 98.3(
Vested — —
Non-vested shares as of December 31, 2 — $ =

17.  Quarterly Financial Data (unaudited)

The following table is a comparative breakdown oif onaudited quarterly results for the immediafaigceding eight quarters (dollar
amounts in thousands, except per share data):

Three Months Ended

Mar. 31, Jun. 30, Sep. 30, Dec. 31,
2008 2008 2008 2008
Revenues
Interest incom: $ 13,25 $ 10,75¢ $ 10,32 $ 9,791
Interest expens 11,97¢ 8,25¢ 8,14: 7,88
Net interest income 1,274 2,49¢ 2,182 1,90¢
Other Expense
Provision for loan losse (1,437) (22 @) —
Realized losses on securities and related he (19,849 (83) 4 (50)
Impairment loss on investment securities — — — (5,27%)
Total other expense (21,28)) (105) 3 (5,32¢)
Expenses
Salaries and benefi 313 417 25¢ 881
General and administrative expenses 1,11¢ 1,548 1,177 1,20z
Total expenses 1,431 1,96( 1,43¢ 2,084
(Loss) income from continuing operatic (21,439 434 744 (5,504
Income from discontinued operatic- net of tax 18C 82¢ 28t 362
Net (loss) incomt $ (21,259 $ 1,26: $ 1,02¢ $ (5,14))
Per share basic and diluted (loss) income $ (419 $ 014/ % 011 $ (0.55)
Dividends declared per common sh $ 01z $ 0.1¢ $ 0.1¢ $ 0.1C
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Three Months Ended

Mar. 31, Jun. 30, Sep. 30, Dec. 31,
2007 2007 2007 2007
Revenues
Interest incom $ 13,71 $ 12,89¢ $ 12,37¢  $ 11,577
Interest expense 13,96¢ 12,78¢ 12,10 11,22¢
Net interest incom (253) 112 26¢ 34¢
Other expens
Provision for loan losse — (940 (99) (644)
Loss on sale of securities and related hei — (3,82)) (1,019 (3,51¢)
Impairment loss on investment securil — — — (8,480
Total other expense — (4,767) (1,112) (12,640
Expenses
Salaries and benefi 34t 151 17¢ 191
General and administrative expen 302 37¢ 66¢ 541
Total expense 647 52¢ 84¢€ 732
Loss from continuing operatiol (900) (5,17¢) (1,689 (13,029
Loss from discontinued operatio- net of tax (3,840) (9,01¢) (19,027 (2,592)
Net loss $ (4,74) $ (14,190 $ (20,7160 $ (15,61%)
Per share basic and diluted loss $ (2.62) $ (7.84) $ (11.40 $ (8.59)
Dividends declared per common share $ 050 $ — $ — $ —

18. Related Party Transactions

Concurrent and in connection with the issuanceuof3eries A Preferred Stock on January 18, 200&ntered into an advisory
agreement with Harvest Capital Strategies (“HC@®Mich is an affiliate of IMP Group, Inc. PursuamBthedule 13D's filed with the SEC a
December 31, 2008, HCS and JMP Group, Inc. beadificdwned approximately 16.8% and 12.2% of our owm stock. Under the agreeme
HCS advises the Managed Subsidiaries. As previalisblosed, we have an approximately $64.0 miliehoperating loss carry-forward that
remains with us after the sale of our mortgageitentusiness. As an advisor to the Managed Subigdjave expect that HCS will, at some
point in the future, focus on the acquisition déatative mortgage related investments on behati@Managed Subsidiaries. Some of those
investments may allow us to utilize all or a pantif the net operating loss carry-forward to theeekavailable by law. The commencement of
any activity by HCS must be approved by the BodrDicectors and any subsequent investment on befidffanaged Subsidiaries must adfr
to investment guidelines adopted by our Board eé&brs. HCS will earn a base advisory fee of 1d8%he “equity capital” (as defined in the
advisory agreement) of the Managed Subsidiariedsaal$o eligible to earn incentive compensatiahé Managed Subsidiaries achieve cel
performance thresholds. As of December 31, 200& M@s not managing any assets in the Managed $aress but was earning a base
advisory fee on the net proceeds to our Company fyar private offerings in each of January 2008 eebruary 2008. For the three and tw:
months ended December 31, 2008, HCS earned $di@nmahd $0.7 million respectively, in advisory fee

In addition, pursuant to the stock purchase agreepreviding for the sale of the Series A ConvéetiBreferred Stock to JMP Group,
Inc. and certain of its affiliates, James J. Fowled Steven M. Abreu were appointed to our Boamicéctors, with Mr. Fowler being
appointed the non-executive chairman of our Bo&idiectors. In addition, concurrent with the comqgbn of the issuance and sale of the
Series A Convertible Preferred Stock and pursuatite stock purchase agreement, four of our théstieg directors resigned from the Board.

James J. Fowler, the Non-Executive Chairman oBmard of Directors and also the non-compensatedf@mwestment Officer of
Hypotheca Capital, LLC and New York Mortgage FumglibLC, is a managing director of HCS. HCS is a ighowned subsidiary of IMP
Group, Inc.

On February 21, 2008, we completed the issuan@ebahillion shares of our common stock in a prialcement to certain

accredited investors, resulting in $56.5 milliomigt proceeds to the Company. JMP Securities LbGffiliate of HCS and JMP Group, Inc.,
served as the sole placement agent for the traosatd was paid a $3.0 million placement fee fthegross proceeds.
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EXHIBIT INDEX

Exhibits. The exhibits required by Item 601 of Regulation &4 listed below. Management contracts or comgensplans are filed as
Exhibits 10.3, 10.13 and 10.14.

Exhibit

Description

3.1

3.1(b)

3.1(c)

3.1(d)

3.1(e)

3.2(a)

3.2(b)

4.1

4.2(a)

4.2(b)

4.3(a)

4.3(b)

Articles of Amendment and Restatement of New Yorkrtgage Trust, Inc. (Incorporated by reference xbikit 3.1 to thi
Company’s Registration Statement on Form S-11led fiith the Securities and Exchange Commissiorgidtetion No. 333-
111668), effective June 23, 200

Articles of Amendment of the Registrant (Incorpedhby reference to Exhibit 3.1 to the Com’s Current Report on Forn-K
filed on October 4, 2007

Articles of Amendment of the Registrant (Incorpedhby reference to Exhibit 3.2 to the Com’s Current Report on Forn-K
filed on October 4, 2007

Articles of Amendment of the Registrant (Incorperhby reference to Exhibit 3.1(d) to the Comy’s Current Report on Fol
8-K filed on May 16, 2008.

Articles of Amendment of the Registrant (Incorpethby reference to Exhibit 3.1(e) to the Comf's Current Report on Fol
8-K filed on May 16, 2008.

Bylaws of New York Mortgage Trust, Inc. (Incorpagdtby reference to Exhibit 3.2 to the Comf’s Registration Statement
Form ¢-11 as filed with the Securities and Exchange Cormsimris(Registration No. 3--111668), effective June 23, 200

Amendment No. 1 to Bylaws of New York Mortgage Trusc. (Incorporated by reference to Exhibit 3)2{b Registrant
Annual Report on Form -K filed on March 16, 200€.

Form of Common Stock Certificate. (Incorporatgdréference to Exhibit 4.1 to the CompasiyRegistration Statement on Fc
S-11 as filed with the Securities and Exchange Cormsimis(Registration No. 3:-111668), effective June 23, 200

Junior Subordinated Indenture between The New YMidrtgage Company, LLC and JPMorgan Chase Bank,oNa
Association, as trustee, dated September 1, 20@&orporated by reference to Exhibit 4.1 to the @any’s Current Report ¢
Form ¢-K as filed with the Securities and Exchange Comimisen September 6, 200!

Amended and Restated Trust Agreement among The Yawk Mortgage Company, LLC, JPMorgan Chase Banktidial
Association, Chase Bank USA, National Associatiod ¢he Administrative Trustees named therein, d&eptember 1, 20C
(Incorporated by reference to Exhibit 4.2 to thenpany’s Current Report on FormkBas filed with the Securities and Excha
Commission on September 6, 20C

Articles Supplementary Establishing and Fixing fRights and Preferences of Series A Cumulative Redbi Convertibl
Preferred Stock of the Company (Incorporateddigrence to Exhibit 4.1 to the Company’s Currenpdreon Form & filed
on January 25, 200¢

Form of Series A Cumulative Redeemable Convertitskferred Stock Certificate (Incorporated by rafeeeto Exhibit 4.2 to tt
Compan’s Current Report on Forn-K filed on January 25, 200¢




Table of Content

10.1

10.2

10.3

10.4

10.5

10.6

Parent Guarantee Agreement between New York Moetgawist, Inc. and JPMorgan Chase Bank, Nationabéiation, a
guarantee trustee, dated September 1, 2005. (loedgul by reference to Exhibit 10.1 to the Compsu@urrent Report on Fol
8-K as filed with the Securities and Exchange Comimissen September 6, 200!

Purchase Agreement among The New York Mortgage @omna.LC, New York Mortgage Trust, Inc., NYM Preffed Trust |
and Taberna Preferred Funding Il, Ltd., dated Sabtz 1, 2005. (Incorporated by reference to ExHibi2 to the Company’
Current Report on Forrr-K as filed with the Securities and Exchange Comimiisen September 6, 200!

New York Mortgage Trust, Inc. 2005 Stock Incenti®éan. (Incorporated by reference to Exhibit 10.1tlhe Compan’s
Registration Statement on Form S-3/A (File No. 323400) as filed with the Securities and Exchangenm@ission o
September 9, 200&

Assignment and Assumption of Sublease, by and ketweshman Brothers Holdings Inc. and The New Yorhkrigag:
Company, LLC, dated as of November 14, 2006 (Ino@fed by reference to Exhibit 10.63 to the Regidts Annual Report «
Form 1(-K filed on April 2, 2007).

First Amendment to Assignment and Assumption of I€ad®e, dated as of January 5, 2007, by and betWwhenNew Yorl
Mortgage Company, LLC and Lehman Brothers Holdirigs, (Incorporated by reference to Exhibit 10.64thie Registrani
Annual Report on Form -K filed on April 2, 2007).

Second Amendment to Assignment and Assumption bfease, dated as of February 8, 2007, by and betWwhke New Yor
Mortgage Company, LLC and Lehman Brothers Holdirigs, (Incorporated by reference to Exhibit 10.65the Registrani
Annual Report on Form -K filed on April 2, 2007)
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10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

12.1

211

23.1

311

32.1

Third Amendment to Assignment and Assumption ofl8ae, dated as of March 31, 2007, by and betwberNEw York
Mortgage Company, LLC and Lehman Brothers Holdimgs, (Incorporated by reference to Exhibit 10.G4he Company’s
Quarterly Report on Form -Q filed on May 15, 2007

Fourth Amendment to Assignment and Assumption dfl&se, dated as of August 30, 2007, by and betWweenNew Yorl
Mortgage Company, LLC and Lehman Brothers Holdirigs, (Incorporated by reference to Exhibit 10.1the Company
Quarterly Report on Form -Q filed on November 14, 2007

Stock Purchase Agreement, by and among New Yorkddge Trust, Inc. and the Investors listed on Saleeldthereto, dated
of November 30, 2007 (Incorporated by referenc&xbibit 10.1(a) to the Company’s Current ReportForm 8K filed on
January 25, 2008

Amendment No. 5 to Stock Purchase Agreement, byamndng New York Mortgage Trust, Inc. and the Ineestisted o
Schedule 1 to the Stock Purchase Agreement, datexf danuary 18, 2008 (Incorporated by referencEéxtaibit 10.1(b) to th
Compan'’s Current Report on Forn-K filed on January 25, 200€

Registration Rights Agreement, by and among Newk¥Ywortgage Trust, Inc. and the Investors listedSahedule | to the Sto
Purchase Agreement, dated as of January 18, 2008rflorated by reference to Exhibit 10.2 to the Gany’s Current Report ¢
Form &K filed on January 25, 200¢

Advisory Agreement, by and among New York Mortgdgeast, Inc., Hypotheca Capital, LLC, New York Maatge Funding
LLC and JMP Asset Management LLC, dated as of JgnL&é 2008 (Incorporated by reference to Exhibit3lto the Company’
Current Report on Forrr-K filed on January 25, 200¢

Separation Agreement and General Release, by amcd® New York Mortgage Trust, Inc. and David A.rékdated as
February 3, 2009 (Incorporated by reference to kHAi0.1 to the Company’s Current Report on Forid Bled on February -
20009).

Amended and Restated Employment Agreement, by atvdelen New York Mortgage Trust, Inc. and SteveMRmma, dated ¢
of February 11, 2009 (Incorporated by referencExbibit 10.1 to the Company’s Current Report onnfk@XK filed on Februar
12, 2009)

Form of Purchase Agreement, by and among New Yaskdhge Trust, Inc. and the Investors listed oreSake A thereto, dat:
as of February 14, 2008 (Incorporated by referenc&xhibit 10.1 to the Company’s Current ReportForm 8K filed on
February 19, 2008

Form of Registration Rights Agreement, by and ambiegy York Mortgage Trust, Inc. and the Investosteld on Schedule
thereto, dated as of February 14, 2008 (Incorpdrhiereference to Exhibit 10.2 to the Company’sr€nir Report on Form B-
filed on February 19, 200€

Computation of Ratios

List of Subsidiaries of the Registran

Consent of Independent Registered Public Accouriing (Deloitte & Touche LLP).:

Section 302 Certification of Chief Executive Offi@nd Chief Financial Officer.

Section 906 Certification of Chief Executive Offi@nd Chief Financial Officer.

* Filed herewith.




Computation of Ratios of Earnings to Combined FixedCharges and Preferred Dividends

Computation of Ratios

Years ended December 3!

Exhibit 12.]

(dollar amount in thousands) 2008 2007 2006 2005 2004
Earnings:

Pretax income (loss) from continuing operati $ (24,107 $ (55,269 $ (23,52 $ (13,889 $ 3,68¢
Fixed Charge 36,26( 52,75 72,93¢ 60,10« 16,01:
Dividends distributed to shareholders 4,101 1,82¢ 11,52¢ 17,25¢ 7,60¢
Total Earnings 16,25¢ (68E) 60,93¢ 63,47: 27,30¢
Fixed Charges

Interest Expens 36,26( 52,75’ 72,93¢ 60,10¢ 16,01:
Amortized premiums & discounts related to indebtext — — — — —
Capitalized expenses related to indebted — — — — —
Capitalized Interes — — — — —
Preference security dividen — — — — —
Total Fixed Charges $ 36,26( $ 52,757 $ 72,93¢ $ 60,10 $ 16,01:
Ratio of earnings to fixed charg $ 0.4t $ (0.00) $ 0.8/ % 1.06 $ 1.71
Preference security dividends — — — — —
Ratio of earnings to fixed charges and prefereecerity

dividends 0.4 (0.01) 0.8¢4 1.0¢€ 1.71




Computation of Earnings to Fixed Charges

(dollar amount in thousand

Fixed Charges

+ Interest Expens

+ Capitalized Interes

+ Amortized premiums & discounts relatec
indebtednes

+ Capitalized expenses related to indebted
+ Interest within rent expen:

+ Preference security dividends

Total Fixed Charge

Earnings:

+ Pretax income from continuing operatic

+ Fixed Charge

+ Amortization of capitalized intere

+ Dividends distributed to sharehold:

+ Pre-tax losses of equity investe

- Interest capitalize

- Preference security dividends of consolide
subsidiaries

- Minority interest in pr-tax income of sult...

Total Earnings

Ratio of Earnings to Fixed Charg

If ratio is less than 1, disclose dollar amountieficiency $

Years ended December 3!

2008 2007 2006 2005 2004
36,26( $ 52,757 $ 72,93¢ $ 60,10« $ 16,01
36,26( 52,75, 72,93¢ 60,10+ 16,01
(24,10 (55,26¢) (23,525) (13,88¢) 3,68¢
36,26( 52,75 72,93¢ 60,10« 16,01
4,101 1,82¢ 11,52 17,25¢ 7,60¢
16,25 $ (685) $ 60,93t $ 63,47 $ 27,30¢

0.4E (0.01) 0.84 1.0¢ 1.71
20,00¢ $ 53,44, $ 12,00: $ - 8 -




Name

List of Significant Subsidiaries

State of Incorporatio

Exhibit 21.1

Names under which it does Busini

Hypotheca Capital, LLC (formerly known
The New York Mortgage Company, LL(
New York Mortgage Trust 20(-1

New York Mortgage Trust 20(-2

New York Mortgage Trust 20(-3

New York Mortgage Trust 20(-1

New York Mortgage Funding, LL!

New York

Delaware
Delaware
Delaware
Delaware
Delaware

n/a

n/a
n/a
n/a
n/a
n/a




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference ini®emgion Statement No. 333-150088 of New York Made Trust, Inc. on Form S-3 and
Registration Statements No. 333-117524 and No.13¥387 of New York Mortgage Trust, Inc. on Form 8f&ur reports dated March 31,
2009, relating to the consolidated financial staeta of New York Mortgage Trust, Inc. and subsidm®appearing in the Annual Report on
Form 10-K of New York Mortgage Trust, Inc. and sidiexies for the year ended December 31, 2008.

/s/ DELOITTE & TOUCHE LLP
New York, New York
March 31, 2009




Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Steven R. Mumma, certify that:
1. | have reviewed this annual report on Form 1fdkthe year ended December 31, 2008 of New Yorktlyame Trust, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact
necessary to make the statements made, in lightdafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this report;

4. As both the principal executive officer and pijpal financial officer, 1 am responsible for ddtahing and maintaining
disclosure controls and procedures (as defineckah&nge Act Rules 13a-15(e) and 15d-15(e)) andnateontrol over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d)1%gr the registrant and have:

(a) Designed such disclosure controls and procedurasaused such disclosure controls and procedurkes ttesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

(b) Designed such internal control over financial réijpgr or caused such internal control over finahmgorting to be design
under our supervision, to provide reasonable asseraegarding the reliability of financial repogimnd the preparation
financial statements for external purposes in atanoece with generally accepted accounting princip

(c) Evaluated the effectiveness of the registrant'slassire controls and procedures and presentedsrreport our conclusio
about the effectiveness of the disclosure contints procedures, as of the end of the period cougyetis report based on st
evaluation; ant

(d) Disclosed in this report any change in the regidtsainternal control over financial reporting thatcurred during the
registrant's most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an ahmeport) that has materia
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finaheceporting; anc

5. As both the principal executive officer and pijpal financial officer, | have disclosed, basedooin most recent evaluation of
internal control over financial reporting, to thegistrant's auditors and the audit committee ofdélgéstrant's Board of Directors (or persons
performing the equivalent functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting whic
are reasonably likely to adversely affect the regig's ability to record, process, summarize aybrt financial informatiol
and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registran
internal control over financial reportin

Date: March 31, 200
/s/ Steven R. Mummi
Steven R. Mumm
Chief Executive Officer, President and Chief Finah©fficer
(Principal Executive Officer and Principal Finarictficer)




EXHIBIT 32.

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

In connection with the Annual Report of New York Ngage Trust, Inc., (the “Company”) on Form 10-K foe year ended December 31,
2008, as filed with the Securities and Exchange @sion on the date hereof (the “Report”), the usid@ed hereby certifies, pursuant to 18
U.S.C. § 1350, as adopted pursuant to section BdGarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the
Company.

A signed original of this written statement reqditey Section 906 has been provided to the Compadydl be retained by the Company and
furnished to the Securities and Exchange Commissiats staff upon request.

Date: March 31, 200
/s/ Steven R. Mumm

Steven R. Mumm
Chief Executive Officer, President and Chief Finah©fficer




