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PART |
Item 1. BUSINESS

General

New York Mortgage Trust, Inc., together with itsnsolidated subsidiaries (“NYMT”, the “Company”, “Wé‘our”, and “us”), is a selfadvised re:
estate investment trust, or REIT, in the busindsacquiring and managing primarily residential adfible-rate, hybrid adjustable-rate and fixed-ratetgage-
backed securities (“RMBS")for which the principal and interest payments amargnteed by a U.S. Government agency, such aGdlernment Nation
Mortgage Association (“Ginnie Mae”), or a U.S. Gowaent-sponsored entity (‘GSE” or “Agency”), suchthe Federal National Mortgage AssociatioRafinie
Mae”) or the Federal Home Loan Mortgage Corporafiineddie Mac”), which we refer to collectively &sgency RMBS,”"RMBS backed by prime jumbo a
Alternative A-paper (“Alt-A") mortgage loans (“noAgency RMBS”), and prime credit quality residentadjustable-rate mortgage (“ARM’pans held i
securitization trusts, or prime ARM loans. The aémder of our current investment portfolio is compd of notes issued by a collateralized loan altilg
(“CLO"). We also may opportunistically acquire am@énage various other types of real estatated and financial assets, including, amongratiiegs, certai
non-rated residential mortgage assets, commeraatgage-backed securities (“CMBSgpmmercial real estate loans and other similarstaents. The:
assets, together with ndkgency RMBS and CLOs, typically present greateditrask and less interest rate risk than our itvests in Agency RMBS al
prime ARM loans, and may also permit us to potdgtigilize all or part of a significant net opeirag loss carry-forward held by Hypotheca CapitdlCL(“HC,”
then doing business as The New York Mortgage Compag), our wholly-owned subsidiary and former ngage lending business.

Our principal business objective is to generateimeame for distribution to our stockholders remgtfrom the spread between the interest and
income we earn on our interesfning assets and the interest expense we pdyeomotrowings that we use to finance our leveraggsits and our operat
costs, which we refer to as our net interest incoliMe intend to achieve this objective by investinga broad class of real estatdated and financial asse
including those listed above, that in aggregaté,generate attractive risk-adjusted total retuorsour stockholders.

Prior to 2009, our investment portfolio was prichadomprised of Agency RMBS, prime ARM loans habdsiecuritization trusts and certain nagenc
RMBS rated in the highest rating category by twiingpagencies. The prime ARM loans in our portfoliere purchased from third parties or originatecuk
through HC and were subsequently securitized bgngs are held in our four securitization trusts.giBeing in the first quarter of 2009, we commena
repositioning of our investment portfolio to traim the portfolio from one primarily focused orvégaged Agency RMBS and prime ARM loans hel
securitization trusts, which primarily involve inést rate risk, to a more diversified portfolio tthiacludes elements of credit risk with reducedelage. Th
repositioning included a reduction in the Agency B®held in our portfolio through the disposition $93.8 million of GSHssued collateralized mortge
obligation floating rate securities, which we referas “Agency CMO floaters”, a net increase of ragpnately $27.5 million (par value) in our ndgency
RMBS position and our opportunistic purchase in 82009 of discounted notes issued by a CLO.

We elected to be taxed as a REIT for federal inctemepurposes commencing with our taxable year eérmte December 31, 2004. As a result,
generally will not be subject to federal income taxour taxable income that is distributed to dackholders.

The financial information requirements required enthis Item 1 may be found in our audited consaéd financial statements beginning on page F-3.
Strategic Relationshiy

In connection with a $20.0 million private invesimeén our Series A Cumulative Convertible Redeemaiieferred stock (theSeries A Preferre
Stock”) by JMP Group Inc. and certain of its affies (collectively, the “JIMP Groupih the first quarter of 2008, we entered into amisaty agreement wi
Harvest Capital Strategies LLC (“HCSdrmerly known as JMP Asset Management LLC), ailiat# of the JMP Group, pursuant to which HCS adsith
Company with respect to assets held by HC and Nevk Wortgage Funding, LLC (“NYMF")excluding certain Agency RMBS held in these ertitier
regulatory compliance purposes, and assets helahpyadditional subsidiaries acquired or formedhie future to hold investments made on the Comgany’
behalf. We refer to these entities as the “Managelsidiaries.”"We formed this relationship with HCS and the JMR@x for the purpose of improving ¢
capitalization and diversifying our portfolio ofviestment securities away from the focused lever@gmhcy RMBS strategy we employed from early 206d
into the first quarter of 2009 to a portfolio thas noted above, includes elements of credit righ reduced leverage and one that may permit yotentially
utilize all or part of an approximately $62.2 nali net operating loss carry-forward held by HC ec@nber 31, 2009.




Our Investment Strategy

We intend to achieve our principal business objectif generating net income for distribution to stockholders by building and managing a diverd
investment portfolio comprised of a broad classeafl estate-related and financial assets, thaggnegate, will generate attractive riglljusted total returns {
our stockholders. We have invested in the pastriedd to invest in the future in assets that ctilely allow us to maintain our REIT status and exemptiol
from registration under the Investment Company Antbuilding and managing our current investmentfplio, we:

e investin and manage high-credit quality Ageneg aon-Agency RMBS, including ARM securities, fixede securities, and high-credit
quality ARM mortgage loans that primarily involvétérest rate risk;

e  opportunistically invest in certain other redlags-related and financial assets, including noes#sy RMBS, that further diversifies portfolio
risk by introducing elements of credit risk andttiray permit us to utilize all or a portion of gsificant net operating loss carry-forward
held by HC;

e leverage our investments in Agency RMBS and pifR& loans held in securitization trusts by entgrinto repurchase agreements or
issuing collateralized debt obligations, as appliea

generally operate as a long-term portfolio ineesand
e generate earnings from the return on our intexasting securities and spread income from ourrgzad mortgage loan portfolio.

Prior to 2009, our investment strategy had focusethe acquisition or origination of prime ARM I@afor securitization and the acquisition of RM
primarily Agency RMBS, for our investment portfalid\s noted above, commencing in the first quasfe2009, we began to diversify our portfolio by mhsing
of Agency CMO floaters and acquiring négtency RMBS and discounted notes issued by a CA® of December 31, 2009, our portfolio was comutist
approximately $159.1 million in RMBS, of which apgimately $116.2 million was Agency RMBS and $4afllion was nonAgency RMBS, an
approximately $276.2 million of prime ARM loans déh securitization trusts.

We expect that over the near term, our investmentfglio will continue to be weighted towards RMB®&d prime ARM loans held in securitizat
trusts, with continued diversification of the polith to non-Agency RMBS and other real estafated and financial assets as market opportsnétiese. |
necessary, we will modify our investment allocat&rategy from time to time in the future as mat@tditions change in an effort to maximize theimes fror
our portfolio of investment assets. As a resuthaaugh we focus on the assets described belowtangeted asset classes and allocation strategyvargyove
time from those described herein.

Our Targeted Asset Classes
Set forth below is a list of the asset classesuveeatly target, followed by a brief descriptiontb&se assets and their position, if any, in outfgiio:

Asset Class Principal Assets
Residential Mortgag-Backed Securities Agency RMBS, primarily issued by Fannie Mae or liedMac and backed by hybrid ARM loans;

Non-Agency RMBS backed by prime jumbo and Alt-A, inditog investment grade and non-
investment grade classes.

Prime ARM Loans Held in Securitization Trust Prime ARM loans originated by us or acquired frdvind parties and securitized in 2005 and early
2006 in four securitization trusts.

Other Residential whole mortgage loans (including noegdbans), CMBS, commercial mortgages and
other commercial real estate debt, CLOs and othigrocate debt or corporate equity securities and
other similar investments.




RMBS lIssued by Fannie Mae or Freddie Mac and Galidized by Hybrid ARM LoansAgency RMBS consists of Agency pabkseugh certificates al
CMOs issued or guaranteed by an Agency. Pass-throadificates provide for a pa#izrough of the monthly interest and principal paptsemade by tt
borrowers on the underlying mortgage loans to thieldrs of the pastiough certificate. CMOs divide a pool of mortgdgans into multiple tranches w
different principal and interest payment charastes.

Between March 31, 2007 and the first quarter of2@@e focused a significant amount of our resoueres efforts on the purchase and managem:e
hybrid ARM RMBS issued by either Fannie Mae or EliedMac, including both pagkrough certificates and Agency CMO floaters. HgbtiRM RMBS art
adjustable rate mortgage assets that have a rattéstfixed for a period of three to ten yearsialliy, before becoming annual or seemnual adjustable re
mortgage assets. Because the coupons earned owyAB&BS collateralized by ARM loans adjust ovendi as interest rates change (typically after amal
fixed-rate period), the market values of thesetasame generally less sensitive to changes indataates than are Agency RMBS collateralized kgdirate
residential mortgage loans. In addition, the hybARMs that collateralize our Agency RMBS typicalhave interim and lifetime caps on interest
adjustments.

Fannie Mae guarantees to the holder of Fannie MABRthat it will distribute amounts representindieduled principal and interest on the mortc
loans in the pool underlying the Fannie Mae cedii, whether or not received, and the full priatgmount of any such mortgage loan foreclosedoeraise
finally liquidated, whether or not the principal aomt is actually received. Freddie Mac guaranteesath holder of certain Freddie Mac certificates timely
payment of interest at the applicable pass-thraagg and principal on the holderpro rata share of the unpaid principal balancéhefrelated mortgage loa
We prefer Fannie Maissued RMBS collateralized by ARM loans due to rttesiorter remittance cycle; which is the time betwaevhen a borrower make
payment and the investor receives the net payment.

Typically, we seek to acquire Agency RMBS collalize by hybrid ARM loans with fixed periods of éwears of less. In most cases we are requil
pay a premium above the par value for these ashetsmount of which generally depends on the thassigh rates of the security, the months remaibieigre
the mortgage loan converts to an ARM, and othesici@nations. As noted above, commencing in the §oarter of 2009, we initiated a program to dsspo
the Agency CMO floaters in our investment portfolidowever, we may invest in Agency CMO floatergtie future should the returns on such securitgsn
become attractive.

Non-Agency RMBS.The Company may invest in residential non-Agef¥BS, including investment-grade (AAA through BBBted) and non-
investment grade (BB and B rated and unrated) etagshe mortgage loan collateral for residential-Agency RMBS consists of residential mortgage |dhad
do not generally conform to underwriting guidelinssued by Fannie Mae, Freddie Mac or Ginnie Mae tducertain factors, including a mortgage balan
excess of Agency underwriting guidelines, borrowlearacteristics, loan characteristics and ins@fitidocumentation. Consequently, the principal iatetes
on non-Agency RMBS are not guaranteed by GSEs, asi¢tannie Mae and Freddie Mac, or in the casargfi&Mae, the U.S. Government.

Prime ARM Loans Held in Securitization Trus®ur portfolio also includes prime ARM loans hetd four securitization trusts. The loans heli
securitization trusts are loans that primarily weriginated by our discontinued mortgage lendingibess, and to a lesser extent purchased fromphitiks, the
we securitized in 2005 and early 2006. These leaesubstantially prime full documentation interasly hybrid ARMs on residential properties and alleare
first lien mortgages. The Company maintained th@enship trust certificates, or equity, of theseusigizations which includes rights to excess inseré any
Subject to market conditions, we may acquire mggdaans in the future and subsequently secutitiese loans.

Commercial Mortgage-Backed Securitied/e may invest in commercial mortgage-backed s$gesiror CMBS, through the purchase of mortgagespa
through notes. CMBS are secured by, or evidenageoship interests in, a single commercial mortgage or a pool of mortgage loans secured by comial
properties. These securities may be senior, sulateti, investment grade or nmvestment grade. We expect that most of our CMB@stments will be part
a capital structure or securitization where thétdgof the class in which we invest are subordihédesenior classes but senior to the rights oklorated class
of securities, although we may invest in the lowaed classes of securities if we believe the aidjusted returns are attractive. We generally ohteninvest ii
CMBS that will yield high current interest incomedawhere we consider the return of principal tdibkely. We may acquire CMBS from private originatanf,
or investors in, mortgage loans, including saviagd loan associations, mortgage bankers, comméeraigts, finance companies, investment banks aret
entities.

The yields on CMBS depend on the timely paymenntafrest and principal due on the underlying mayggkbans and defaults by the borrowers on
loans may ultimately result in defaults on the CMB$ the event of a default, the trustee for thedfi¢ of the holders of CMBS has recourse only te
underlying pool of mortgage loans and, if a loamislefault, to the mortgaged property securinghseortgage loan. After the trustee has exerciskdfdhe
rights of a lender under a defaulted mortgage kahthe related mortgaged property has been liteddao further remedy will be available. Howeves|der:
of relatively senior classes of CMBS will be prdegtto a certain degree by the structural featofélse securitization transaction within which suckBS were
issued, such as the subordination of the more jutésses of the CMBS.




High Yield Corporate BondsWe may invest in high yield corporate bonds, whach below investment grade debt obligations of e@fons and oth
nongovernmental entities. We expect that a siganifigportion of such bonds we may invest in will betsecured by mortgages or liens on assets, apdhave
an interest-only payment schedule, with the priakcgmount staying outstanding and at risk until tlhed’s maturity. High yield bonds are typically issue(
companies with significant financial leverage.

Collateralized Loan ObligationsWe may invest in debentures, subordinated debenturequity interests in a CLO. A CLO is secureddryevidence
ownership interests in, a pool of assets that majde RMBS, noragency RMBS, CMBS, commercial real estate loansoguorate loans. Typically a CLC
collateralized by a diversified group of assetbagitwithin a particular asset class or across naeasgt categories. These securities may be senlmordinatec
investment grade or ndnvestment grade. We expect the majority of our Gh@®stments to be part of a capital structureegcustization where the rights of 1
class in which we will invest to receive princigald interest are subordinated to senior classeseminr to the rights of lower rated classes ofisges, althoug
we may invest in the lower rated classes of saearit we believe the risk adjusted return is atixee.

Equity Securities To a lesser extent, subject to maintaining ouritjcation as a REIT, we also may invest in commad gareferred equity, which m
or may not be related to real estate. These inw@#Bmmay include direct purchases of common orepredl equity or other equity type investments. Wik
follow a valueeriented investment approach and focus on theipatéd cash flows generated by the underlying mssindiscounted by an appropriate ra
reflect both the risk of achieving those cash fl@amsl the alternative uses for the capital to bested. We will also consider other factors sucthasstrength ¢
management, the liquidity of the investment, thdartying value of the assets owned by the issuémpaices of similar or comparable securities.

Other Assets. We also may from time to time opportunistically atg other mortgageelated and financial assets that may include, grathers
residential whole mortgage loans, commercial mg#geand other commercial real estate debt and sitidar assets.

Our Financing Strategy

Given the continued uncertainty in the credit mégkee believe that maintaining a maximum levenagi® in the range of 6 to 8 times for our Age
RMBS portfolio and an overall Company leverageorati 4 to 5 times is appropriate at this time. Ddcember 31, 2009 the leverage ratio for our plotfof
Agency RMBS, which we define as our outstandingbtddness under repurchase agreements dividec suth of total stockholdersquity and our Series
Preferred Stock, was 1 to 1 and, excluding oureSehi Preferred Stock, the leverage ratio was 14 We also have $44.9 million of subordinatedttprsferre:
securities outstanding and $266.8 million of celiatized debt obligations (“CDO™utstanding, both of which are not dependent orketaralues of pledge
securities or changing credit conditions by oudkns.

We strive to maintain and achieve a balanced aversi funding mix to finance our investment poitfoWe rely primarily on repurchase agreem
collateralized by Agency RMBS and CDOs in ordefit@nce the Agency RMBS in our investment portfadiod prime ARM loans held in our securitiza
trusts. Repurchase agreements provide us with-ghront borrowings that bear interest rates thatliaked to the London Interbank Offered Rate (“LIBQRa
short term market interest rate used to determimetgerm loan rates. Pursuant to these repurchgseements, the financial institution that servese
counterparty will generally agree to provide ushwiihancing based on the market value of the sgearthat we pledge as collateral, less a “haitcOur
repurchase agreements may require us to depostioadd collateral pursuant to a margin call if thearket value of our pledged collateral declinesf
unscheduled principal payments on the mortgagesriyidg our pledged securities increase at a higiean anticipated rate. To reduce the risk thatwoald be
required to sell portions of our portfolio at ado® meet margin calls, we intend to maintain ahed of cash or cash equivalent reserves and adeatz
unpledged mortgage securities to use as collaferadditional borrowings. As of December 31, 200@ had repurchase agreements outstanding witl
different counterparties totaling $85.1 millionAs of December 31, 2009, we financed approxima$@y6.2 million of loans we hold in securitizatiamigts
permanently with approximately $9.9 million of aawn equity investment in the securitization truestsl the issuance of approximately $266.8 milliol€BfOs.

Since the first quarter of 2009, we have used demin operating activities to purchase nagency RMBS and the discounted notes issued
CLO. However, should the prospects for stabléaléd and favorable repurchase agreement finarfaingon-Agency RMBS develop in the future, we wao
expect to increase our repurchase agreement bagewdollateralized by non-Agency RMBS. See “Mamaget’'s Discussion and Analysis &esults ¢
Operations and Financial ConditienLiquidity and Capital Resources” for further dission on our financing activities.




Our Hedging and Interest Rate Risk Management Straggies

A significant risk to our operations, relating targortfolio management, is the risk that interasés on our assets will not adjust at the samestia
amounts that rates on our liabilities adjust. Etr@mugh we retain and invest in securities colldizzd by ARM loans, many of the underlying hybridRi loan:
that back the RMBS in our portfolio have initiakéd rates of interest for a period of time randirgn two to five years. Our funding costs are vialésand th
maturities are short term in nature. We use hedgisuments to reduce our risk associated witmgha in interest rates that could affect our RMBSets an
prime ARM loans held in securitization trusts. Tggdly, we utilize interest rate swaps to effectvektend the maturity of our short term borrowitgdette
match the interest rate sensitivity to the undegdyassets being financed. By extending the matardn our short term borrowings, we attempt to iock sprea
between the interest income generated by the RMB&ui portfolio and the interest expense relatethéofinancing of such assets in order to maingaime
duration gap of less than one year. As we acquiiB®, we seek to hedge interest rate risk in ordestabilize net asset values and earnings duringgseo
rising interest rates. To do so, we use hedginguneents in conjunction with our borrowings to appmate the repricing characteristics of such assets.
utilize a model based risk analysis system to &gsiprojecting portfolio performances over a vayief different interest rates and market stres$ég. mode
incorporates shifts in interest rates, changesrépgyments and other factors impacting the valoatiof our financial securities, including mortgaugeker
securities, repurchase agreements, interest radpssand interest rate caps. However, given theagraent uncertainties on our RMBS, it is not possita
definitively lockin a spread between the earnings yield on our @arténd the related cost of borrowings. Nonettelésrough active management and the
of evaluative stress scenarios of the portfoliobgkeve that we can mitigate a significant amafrtioth value and earnings volatility.

Our Investment Guidelines
In acquiring assets for our portfolio and subsetjyananaging those assets, management is requradhere to investment guidelines adopted b
Board of Directors, unless such guidelines are alménrepealed, modified or waived by our BoardrsRant to our investment guidelines, we will foan

acquiring assets in the following categories:

« Category | investments are RMBS that are eithexdratithin one of the two highest rating categotgseither Moodys Investor Services
Standard and Poor’s (the “Ratings Agencies”), aehtheir repayment guaranteed by Freddie Mac, Eadiaie or Ginnie Mae;

« Category Il investments are all residential mortgagjated securities that do not fall within Categle and

« Category lll investments are all CMBS and non-mageerelated securities, including, without limitatiosybordinated debentures or eq
interests in a CLO, high yield corporate bonds equity securities.

The investment guidelines provide the followingestment limitations:
» no investment shall be made which would cause €sltto qualify as a REIT;
« no investment shall be made which would cause asiosubsidiaries to register as an investment emypnder the Investment Company Act;

Certain of our officers have the authority to aperowithout the need of further authorization of 8oard of Directors, the following transactionsrfi
time to time, any of which may be entered into byouany of our subsidiaries:

» the purchase and sale of Category | investmenigesito the limitations described above;
» the purchase and sale of agency debt, U.S. Treasguyities, overnight investments and money mdtkets;
» certain hedging arrangements; and
« the incurrence of indebtedness using:
« repurchase agreements; and

¢ term repurchase agreements.




Until further modified by our Board of DirectorsyioCategory Il and Category Il investments wilijuére the approval of our Board of Directors.
Our Relationship with HCS and the Advisory Agreemen

HCS, an external advisor to the managed subsidjagea wholly-owned subsidiary of JMP Group Iftattmanages a family of singdtrategy an
multi-manager hedge fund products. HCS also sponsorpaters with other investment firms. As of DecemB1, 2009, HCS had $443.0 million in cli
assets under management.

Concurrent and in connection with the issuance wf $eries A Preferred Stock in January 2008, weredtinto an advisory agreement with F
pursuant to which HCS advises the Managed Subsdiaith respect to assets held by the Managedi@alss, excluding Agency RMBS held by the Mane
Subsidiaries for regulatory compliance purposesaerthin norAgency RMBS. In addition, pursuant to the stockchase agreement providing for the sal
the Series A Preferred Stock to the JMP Group, §ainé&owler was appointed Chairman of our Boar®ioéctors. Mr. Fowler, who also serves as the non-
compensated Chief Investment Officer of the Managelsidiaries, is a managing director of HCS, asilidry of IMP Group Inc. and a significant investt
our Series A Preferred Stock.

As of December 31, 2009, HCS, JMP Group Inc. argé@o A. Jolson, the Chairman and Chief Executiviec@f of JMP Group Inc., collective
beneficially owned a significant percentage of outstanding capital stock. See-“Conflicts of Interest with HCS; Equitable Allocaticof Investmer
Opportunities”below for more information. In addition, in Novemb2008 our Board of Directors approved an exempfimm the ownership limitatior
contained in our charter to permit Mr. Jolson tadfecially own up to 25% of the aggregate valu@wif outstanding capital stock. As a result, theteekholder
exert significant influence over us.

Advisory Agreemen

As described above, in January 2008, we enteredaintadvisory agreement with HCS. The followingisummary of the key economic terms of
advisory agreement:

Type Description
Base Advisory Fee A base advisory fee of 1.50% per annum of the ‘tyqeapital” of the Managed Subsidiaries is payable by us to kit
cash, quarterly in arrears.

Equity capital of the Managed Subsidiaries is dafims, for any fiscal quarter, the greater ofH(@ het asset value of 1
investments of the Managed Subsidiaries as of mldeoé the fiscal quarter, excluding any investmemte prior to th
date of the advisory agreement and any assetsitmatet by us to the Managed Subsidiaries for thpgae of facilitating
compliance with our exclusion from regulation undlee Investment Company Act, or (ii) the sum of $20,000 plu
50% of the net proceeds to us or our subsidiarfi@ny offering of common or preferred stock comgteby us during tt
term of the advisory agreement.

Incentive Compensation The advisory agreement calls for incentive compimsdo be paid by us to HCS under certain circamses. If earne
incentive compensation is paid quarterly in arréasash; provided, howevethat a portion of the incentive compensa
may be paid in shares of our common stock.

For the first three fiscal quarters of each fisgedr, 25% of the core earnings of the Managed 8i#his attributable 1
the investments that are managed by HCS that ex@éeddle rate equal to the greater of (i) 2.00%iipH.50% plus one-
fourth of the ten year treasury rate for such arart

For the fourth fiscal quarter of each fiscal yete difference between (i) 25% of the GAAP (as mkddi in Item ~
below) net income of the Managed Subsidiarieshattable to the investments that are managed by tH&Sexceeds
hurdle rate equal to the greater of (a) 8.00% &M@ 00% plus the ten year treasury rate for sisdalf year, and (ii) tr
amount of incentive compensation paid for the tinste fiscal quarters of such fiscal year.
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Term December 31, 2010, unless terminated earlier. ablvésory agreement shall be automatically reneweec foneyear tern
each anniversary after the initial term unless wkvdr prior written notice to HCS of the noarewal not less than 1
days prior to the expiration of the term (or anyesion).

Termination Fee If we terminate the advisory agreement for causetenmination fee is payable. Otherwise, if we teate the advisor
agreement or elect not to renew it, we will payaatctermination fee equal to the sum of (i) therage annual ba:
advisory fee and (ii) the average annual incentv@pensation earned during the®énth period immediately precedi
the date of termination.

For the years ended December 31, 2009 and 2008, wHsJaid a base advisory fee of $0.8 million a@d $nillion, respectively, and an incent
compensation fee of $0.5 million for the year enBedember 31, 2009. There was no incentive fed foaithe year ended December 31, 2008.

Conflicts of Interest with HCS; Equitable Allocatio of Investment Opportunities

HCS manages, and is expected to continue to man#ugr, client accounts with similar or overlappingestment strategies. HCS has agreed to
available to the Managed Subsidiaries all investnomportunities that it determines, in its reasdée@adnd good faith judgment, based on their invest
objectives, policies and strategies, and otheweglefactors, are appropriate for them in accordamith HCS'’s written allocation procedures and gieb.

Since certain of the Managed Subsidiariesfeted investments are typically available omlyspecified quantities and since certain of thaigéte:
investments may also be targeted investments far ?4CS accounts, HCS may not be able to buy a$ mficertain investments as required to satisfynied
of all of its clients’ accounts. In these cases 34¥allocation procedures and policies would typicallocate such investments to multiple accountsraportior
to the needs of each account. The policies perepadure from proportional allocation when the tti€S allocation would result in an inefficientlynall
amount of the security being purchased for an atcdu that case, the policy allows for a “rotatiinprotocol of allocating subsequent investments ag thn al
overall basis, each account is treated equitably.

We expect that HCS will source substantially altleé nonRMBS investments made by the Managed Subsidiasexigisor to those entities. HC
authorized to follow broad investment guidelinesedmining which assets the Managed Subsidiariekimiest in, subject to the approval of our Boatff
Directors to our investment guidelines. Howeverwasdiversify our investment portfolio in the futyrour Board of Directors may elect to not reviedividua
investments. In conducting their review of the isimeents held by our Managed Subsidiaries, our @irsavill rely primarily on information provided tinem by
HCS and our management. Furthermore, the Managesidiaries may use complex investment strategidstramsactions, which may be difficult or imposs
to unwind. Although our Board of Directors mustsfimpprove an investment opportunity that fallsarihe advisory agreement, HCS has great latita
determine the types of assets it may decide amepiavestments for the Managed Subsidiaries. fibestment guidelines do not permit HCS to invegigency
RMBS, since these investments are made by us.

The advisory agreement does not restrict the gbilitHCS or its affiliates from engaging in othassiness ventures of any nature (including ¢
REITs), whether or not such ventures are competitiith the Managed Subsidiaries’ business so lengl@S5 management of other REITs or funds doe:
disadvantage us or the Managed Subsidiaries.

HCS may engage other parties, including its afékato provide services to us or our subsidiapesyided that any such agreements with affiliatt
HCS shall be on terms no more favorable to sucitiasf than would be obtained from a third party am arm’slength basis and, in certain circumstan
approved by a majority of our independent directivith respect to portfolio management servicey, agreements with affiliates shall be subject to mior
written approval and HCS shall remain liable foe fherformance of such services. With respect toitmidmg services, any agreements with affiliateallshe
subject to our prior written approval and the bagdeisory fee payable to HCS shall be reduced byatheunt of any fees payable to such other pasidsougt
we will reimburse any out-of-pocket expenses inediloy such other parties that are reimbursablesby u
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Pursuant to Schedules 13D filed with the SEC onrdraaly 17, 2009, and a Schedule 13G/A filed on Falyrd6, 2010, HCS, JMP Group, Inc. .
Joseph A. Jolson, the Chairman and Chief Exec@ifficer of JIMP Group Inc., beneficially owned apyiraately 16.7%, 12.1% and 6.7%, respectively, a
outstanding common stock as of December 31, 20@8cicase of HCS and JMP Group Inc., and as of ideee 31, 2009 in the case of Mr. Jolson. In addi|
as of December 31, 2009, HCS and JMP Group Inteatolely beneficially owned 100% of outstandingi®e A Preferred Stock. Any outstanding sharesut
Series A Preferred Stock at December 31, 2010 brisedeemed for the purchase price plus any acamuedpaid dividends on the Series A Preferred ISt
of that date. As of February 28, 2010, $20.0 onilliof the Series A Preferred Stock remained outétgn HCS is an investment adviser that man
investments and trading accounts of other persnalsiding certain accounts affiliated with IMP Gpounc., and is deemed the beneficial owner ofeshaf ou
common stock held by these accounts. As noted alddrue-owler and Joseph A. Jolson are affiliatedMP Group, Inc and HCS. As a result of the condt
voting power of HCS, JMP Group, Inc. and Josephl@dison, these stockholders exert significant imfgeover matters submitted to a vote of stockhel
including the election of directors and approvalaothange in control or business combination of ammpany, and strategic direction of our Compartyis
concentration of ownership may result in decisiaffecting us that are not in the best interestllafur stockholders. In addition, Mr. Fowler magve a conflic
of interest in situations where the best intere$tsur company and stockholders do not align whth interests of HCS, JMP Group, Inc. or its affdig whicl
may result in decisions that are not in the bastasts of all our stockholders.

Company History

We were formed as a Maryland corporation in Sepen#003. In June 2004, we completed our initial lipubffering, or IPO, that resulted
approximately $122 million in net proceeds to company. Prior to the IPO, we did not have recurboginess operations. As part of our formationdaations
concurrent with our IPO, we acquired 100% of theiggnterests in HC, which at the time was a resithl mortgage origination company that histoticalac
sold or brokered all of the mortgage loans it evdged to third parties. Effective with the compietiof our IPO, we operated two business segmeijtsul
mortgage portfolio management segment and (ii)reartgage lending segment. Under this business madelvould retain and either finance in our poitf
selected adjustable-rate and hybrid mortgage ldsatsve originated or we would sell them to thiattes, while continuing to sell all fixedite loans originate
by HC to third parties.

Commencing in March 2006, we stopped retainindoahs originated by HC and began to sell thesesldarthird parties. With the mortgage lenc
business facing increasingly difficult operatinghdiions, we began considering strategic alteresatiior our mortgage lending business in @06. In the firs
quarter of 2007, we completed the sale of substintill of the assets related to our retail andlebkale residential mortgage lending platform, ébgrmarking
our exit from the mortgage lending business.

In January 2008 we formed a strategic relationsfith the JMP Group, whereby HCS became the contahetdvisor to the Managed Subsidiaries
the JMP Group purchased 1.0 million shares of arieS A Preferred Stock for an aggregate purchase pf $20.0 million. The Series A Preferred St
entitles the holders to receive a cumulative dindlef 10% per year, subject to an increase to xtene any future quarterly common stock dividengseec
$0.20 per share. The Series A Preferred Stock riszertible into shares of the Company's common stmbed on a conversion price of $8.00 per she
common stock, which represents a conversion rate/@fand oneralf (2 ¥2) shares of common stock for each shar®@enies A Preferred Stock. The Serie
Preferred Stock matures on December 31, 2010, ahwitime any outstanding shares must be redeemeatidoompany at the $20.00 per share liquid:
preference. Pursuant to Statement of Financial Aeting Standards (“SFAS”) No.158¢ccounting for Certain Financial Instruments with&acteristics of bot
Liabilities and Equity, because of this mandatory redemption featureCtirepany classifies these securities as a lialolityts balance sheet.

In February 2008, we completed the issuance ardo$al.5 million shares of our common stock to@erticcredited investors in a private placemen
price of $8.00 per share, generating net proceeds bf $56.5 million after payment of private @eatent fees and expenses.

The Company’s shares of common stock are currdéistbd on the NASDAQ Capital Market (‘“NASDAQ”) undthe symbol “NYMT.” In connectiol
with the minimum listing price requirements of NABR, we have completed two separate reverse stditk sp our common stock; a 1-férreverse split i
October 2007 and a 1-for-2 reverse split in May&0The information in this Annual Report on For@K gives effect to these reverse stock splits akef,
occurred at the Company'’s inception.

Our Structure

We conduct our business through New York Mortgagestl Inc., which serves as the parent company sawdral of our subsidiaries, including spe
purpose subsidiaries established for loan secatitiz purposes. We conduct certain of our podfalivestment operations through our whadlned taxabl
REIT subsidiary ("TRS"), HC, in order to utilizey the extent permitted by law, some or all of aamdrating loss carrferward held in HC that resulted frc
HC'’s exit from the mortgage lending business. ®holly-owned qualified REIT subsidiary ("QRS"), NY® currently holds certain mortgagelated assets f
regulatory compliance purposes. The Company cat&ek all of its subsidiaries under generally ptaé accounting principles in the United Stateduoferice
(“GAAP").

12




Certain Federal Income Tax Considerations and Our fatus as a REIT

We have elected to be taxed as a REIT under Sed@88860 of the Internal Revenue Code (IRC) of 198G&rasnded, for federal income tax purpc
commencing with our taxable year ended Decembe2B@4, and we believe that our current and proposethod of operation will enable us to continu
qualify as a REIT for our taxable year ended Decamn®i, 2010 and thereafter. We hold our mortgagéfghio investments directly or in a qualified RE
subsidiary, or QRS. Accordingly, the net interesibime we earn on these assets is generally na&cubjfederal income tax as long as we distrilatiteast 90¢
of our REIT taxable income in the form of a divideto our stockholders each year and comply wittiousrother requirements. Taxable income generay
HC, our taxable REIT subsidiary, or TRS, is subjeategular corporate income tax.

The benefit of REIT tax status is a tax treatméat tavoids “double taxationdr taxation at both the corporate and stockholdeelk, that general
applies to distributions by a corporation to iteckholders. Failure to qualify as a REIT would sdbjour Company to federal income tax (including
applicable minimum tax) on its taxable income autar corporate rates and distributions to its ldtotders in any such year would not be deductilyleotr
Company.

Summary Requirements for Qualificatio
Organizational Requirements
A REIT is a corporation, trust, or association timetets each of the following requirements:
1) It is managed by one or more trustees or directo
2) Its beneficial ownership is evidenced by traraifée shares, or by transferable certificates oElieial interest.
3) It would be taxable as a domestic corporatiaorn for the REIT provisions of the federal income laws.
4) It is neither a financial institution nor an imance company subject to special provisions of@beral income tax laws.

5) At least 100 persons are beneficial ownerssofliares or ownership certificates.

6) Not more than 50% in value of its outstandingrek or ownership certificates is owned, directlyndirectly, by five or fewer individual
which the federal income tax laws define to incledetain entities, during the last half of any taleayear.

7) It elects to be a REIT, or has made such eledtiv a previous taxable year, and satisfies dévant filing and other administrati
requirements established by the IRS that must hdareect and maintain REIT status.

8) It meets certain other qualification tests, diéstl below, regarding the nature of its income assbkts.

We must meet requirements 1 through 4 during otireetaxable year and must meet requirement 5 duainleast 335 days of a taxable year ¢
months, or during a proportionate part of a taxgelar of less than 12 months.

Qualified REIT SubsidiariesA corporation that is a “qualified REIT subsidiaiis not treated as a corporation separate fromaitsrg REIT. All asset
liabilities, and items of income, deduction, anddit of a “qualified REIT subsidiaryére treated as assets, liabilities, and itemsagfrire, deduction, and cre
of the REIT. A “qualified REIT subsidiaryis a corporation, all of the capital stock of whistbwned by the REIT. Thus, in applying the regmients describ«
herein, any “qualified REIT subsidiarghat we own will be ignored, and all assets, liib#, and items of income, deduction, and creflguzh subsidiary wi
be treated as our assets, liabilities, and itenisanfime, deduction, and credit.

Taxable REIT SubsidiariesA REIT is permitted to own up to 100% of the &ta@d one or more “taxable REIT subsidiariest"TRSs. A TRS is a ful
taxable corporation that may earn income that waowaldbe qualifying income if earned directly by terent REIT. Overall, no more than 20% of the gadfi
REIT's assets may consist of stock or securitiesnaf or more TRSs.

A TRS will pay income tax at regular corporate sap@ any income that it earns. In addition, the TRI8s limit the deductibility of interest paid

accrued by a TRS to its parent REIT to assurethlteaTRS is subject to an appropriate level of caaftaxation. We have elected for HC to be treated TRS
HC is subject to corporate income tax on its tagdhtome.
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Qualified REIT Assets On the last day of each calendar quarter, at least @b%e value of our assets (which includes anytaskeld through
qualified REIT subsidiary) must consist of qualifiREIT assets — primarily, real estate, mortgagmdosecured by real estate, and certain mortijaglee:
securities (“Qualified REIT Assets”government securities, cash, and cash items. Wevbkethat substantially all of our assets are aifiltdaentinue to b
Qualified REIT Assets. On the last day of eachrdde quarter, of the assets not included in thegoing 75% asset test, the value of securitiesvieaholc
issued by any one issuer may not exceed 5% in \&flwarr total assets and we may not own more tl# af the voting power or value of any one isssier’
outstanding securities (with an exception for sigiesr of a qualified REIT subsidiary or of a tax@aREIT subsidiary). In addition, the aggregate gaifi ou
securities in taxable REIT subsidiaries cannot edc20% of our total assets. We monitor the purclaaseholding of our assets for purposes of the ala®se
tests and seek to manage our portfolio to compa}l dimes with such tests.

We may from time to time hold, through one or m@eable REIT subsidiaries, assets that, if we liedin directly, could generate income that w
have an adverse effect on our qualification as BFRE on certain classes of our stockholders.

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

1. The 75% Test. At least 75% of our gross incdanethe taxable year must be derived from QualifREIT Assets. Such income inclu
interest (other than interest based in whole grart on the income or profits of any person) origatiions secured by mortgages on real propertys
from real property, gain from the sale of QualiflRBIT Assets, and qualified temporary investmenbime or interests in real property. The investn
that we have made and intend to continue to makeyiwe rise primarily to mortgage interest quaiify under the 75% income test.

2. The 95% Test. At least 95% of our gross incéonehe taxable year must be derived from the smaithat are qualifying for purposes of
75% test, and from dividends, interest or gainsftbe sale or disposition of stock or other asthetsare not dealer property.

Distributions

We must distribute to our stockholders on a pra tzsis each year an amount equal to at leasO%) &f our taxable income before deductiol
dividends paid and excluding net capital gain, gli)90% of the excess of the net income from éwsure property over the tax imposed on such ircbynthe
Internal Revenue Code, less (iii) any “excess nashidncome."We have made and intend to continue to make digtoibs to our stockholders in sufficit
amounts to meet the distribution requirement fotTR@Lialification.

IRS guidance allows us to pay a portion of our ahmlistributions in shares of common stock rathantcash (generally up to 90% in 2010) if we r
certain requirements. In the event we need toepvediquidity, we may pay a portion of our distrtlons in shares of our common stock.

Investment Company Act Exemption

We operate our business so as to be exempt froistrateon under the Investment Company Act. We melythe exemption provided by Section 3(c)(5)

(C) of the Investment Company Act. We monitor oartfolio periodically and prior to each investméatconfirm that we continue to qualify for the exation.
To qualify for the exemption, we make investmemtghat at least 55% of the assets we own consigqualifying mortgages and other liens on and irgisré
real estate, which are collectively referred td'@slifying real estate assets,” and so that aiti88% of the assets we own consist of real estdated asse
(including our qualifying real estate assets, bashmeasured on an unconsolidated basis). We ggnexplect that our investments will be considerétes
qualifying real estate assets or real estatated assets under Section 3(c)(5)(C) of the dtment Company Act. Qualification for the Secti¢o)®)(C;
exemption may limit our ability to make certain @stments. In addition, we must ensure that eacbuofsubsidiaries qualifies for the Section 3(c)3
exemption or another exemption available undetrikestment Company Act.

Competition
Our success depends, in large part, on our alidigcquire assets at favorable spreads over ouowimg costs. When we invest in mortgaugmeke(
securities, mortgage loans and other investmert@sse compete with a variety of institutionalestors, including other REITS, insurance companmesgua

funds, hedge funds, pension funds, investment barfikims, banks and other financial institutionattmvest in the same types of assets. Many oktivesestor
have greater financial resources and access ta lovsts of capital than we do.
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Corporate Offices and Personnel

Our corporate headquarters are located at 52 Vhitidevenue, Suite 403, New York, New York, 1001rdeour telephone number is (212) 792-
0107. As of December 31, 2009 we employed fouttiimle employees.

Access to our Periodic SEC Reports and Other Corpatte Information

Our internet website address is www.nymtrust.coife make available free of charge, through owarivgt website, our annual report on Formkl@ur
quarterly reports on Form 10-Q, current reportsFonm 8K and any amendments thereto that we file or flwmparsuant to Section 13(a) or 15(d) of
Securities Exchange Act of 1934 as soon as reakopafcticable after we electronically file such tevéal with, or furnish it to, the SEC. Our Corpta
Governance Guidelines and Code of Business CorahittEthics and the charters of our Audit, Compémsaand Nominating and Corporate Govern:
Committees are also available on our website apdagailable in print to any stockholder upon regueswriting to New York Mortgage Trust, Inc., «
Secretary, 52 Vanderbilt Avenue, Suite 403, NewKydtew York, 10017. Information on our website &ther part of nor incorporated into this AnnualpBd
on Form 10-K.

15




CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This Annual Report on Form 10-K contains certaimi@rd{ooking statements. Forward looking statementstlasse which are not historical in nat
and can often be identified by their inclusion dfrds such as “will,” “anticipate,” “estimate,” “shtwl,” “expect,” “believe,” “intend”and similar expressior
Any projection of revenues, earnings or lossesitagxpenditures, distributions, capital structareother financial terms is a forwalaeking statement. Certe

statements regarding the following particularly fmevard-looking in nature:

. our business and investment strategy;

. future performance, developments, market and imgdistecasts or projected dividends;
. future interest rate and credit environments; and

. projected acquisitions or joint ventures.

It is important to note that the description of dwsiness is general and our investment in realtexstlated and financial assets in particular,
statement about our operations as of a specifiet poitime and is not meant to be construed asvaesitment policy. The types of assets we holdatheunt o
leverage we use or the liabilities we incur andeottharacteristics of our assets and liabilitiesgldised in this report as of a specified periotié are subject
reevaluation and change without notice.

Our forwardlooking statements are based upon our managentesiiafs, assumptions and expectations of our futerations and econor
performance, taking into account the informatiomrently available to us. Forwaldeking statements involve risks and uncertaintggsne of which are n
currently known to us and many of which are beyond control and that might cause our actual respksformance or financial condition to be matdy
different from the expectations of future resuttsfformance or financial condition we express golimn any forwardlooking statements. Some of the impor
factors that could cause our actual results, perdoice or financial condition to differ materiallpfn expectations are:

. our portfolio strategy and operating strategy maychanged or modified by our management withoutiade notice to you
stockholder approval and we may suffer lossesrasudt of such modifications or changes;

. our ability to successfully diversify our investnrortfolio and identify suitable assets for invesnts;

. market changes in the terms and availability ofurepase agreements used and other funding sowdasahce our investme
portfolio activities;

. reduced demand for our securities in the mortgagargization and secondary markets;

. interest rate mismatches between our mortgage-Hasgaurities and our borrowings used to fund suchhases;
. changes in interest rates and mortgage prepayaes; r

. Increased rates of default and/or decreased regoatas on our assets;

. changes in the financial markets and economy glyiera

. effects of interest rate caps on our adjustableradrtgage-backed securities;

. the degree to which our hedging strategies mayayr mot protect us from interest rate volatility;

. 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 poti@ed strategies without notice to you or stockbéolpproval;
. our ability to successfully implement and grow alternative investment strategy;

. our ability to manage, minimize or eliminate liafi)s stemming from the discontinued operationduiting, among other thinc
litigation and repurchase obligations on the sélmartgage loans; and

. the other important factors identified, or incom®d by reference into this report, including, bot limited to those under t
captions “Management's Discussion and Analysis iofarficial Condition and Results of Operations” ar@uéntitative an
Qualitative Disclosures about Market Risk”, andstaaescribed in Part I, Item 1A — “Risk Factoofthis report and the vario
other factors identified in any other documentsdiby us with the SEC.

We undertake no obligation to publicly update ovise any forwardeoking statements, whether as a result of newrin&ion, future events
otherwise. In light of these risks, uncertaintied assumptions, the events described by our forleaidng events might not occur. We qualify any aticbf our
forwarddooking statements by these cautionary factoradaition, you should carefully review the risk farst described in other documents we file from tto
time with the SEC.
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Item 1A. RISK FACTORS

Set forth below are the risks that we believe araterial to stockholders. You should carefully cadsr the following risk factors and the various ogh factors
identified in or incorporated by reference into amther documents filed by us with the SEC in evding our company and our business. The risks dissat
herein can adversely affect our business, liquidigperating results, prospects, and financial cotidn. This could cause the market price of our seities to
decline. The risk factors described below are nio¢ only risks that may affect us. Additional riskand uncertainties not presently known to us alsay
adversely affect our business, liquidity, operatingsults, prospects, and financial condition.

Risks Related to Our Business and Our Company

Interest rate mismatches between the inte-earning assets held in our investment portfolio, riaularly RMBS, and the borrowings used to fund &
purchases of those assets may reduce our net inconmesult in a loss during periods of changing irtest rates

Certain of the RMBS held in our investment portfofiave a fixed coupon rate, generally for a sigaift period, and in some cases, for the aw
maturity of the asset. At the same time, our relpase agreements and other borrowings typicallyigeofor a payment reset period of 30 days or lés
addition, the average maturity of our borrowingseyally will be shorter than the average maturitythe RMBS in our portfolio and in which we seel
invest. Historically, we have used swap agreemasata means for attempting to fix the cost of dertd our liabilities over a period of time; howey¢hes:
agreements will generally not be sufficient to rhatee cost of all our liabilities against all ofranvestment securities. In the event we expeganmmexpected
high or low prepayment rates on our RMBS, our sgggtfor matching our assets with our liabilitiesrisre likely to be unsuccessful.

Interest rate fluctuations will also cause varianicethe yield curve, which may reduce our net meo The relationship between short-term and longer

term interest rates is often referred to as theltycurve.” If short-term interest rates rise digrtionately relative to longderm interest rates (a flattening
the yield curve), our borrowing costs may increasee rapidly than the interest income earned orRIMBS and other interegtarning assets in our investr
portfolio. Because the RMBS in our investment fodid typically bear interest based on longerm rates while our borrowings typically bear netst based ¢
shortterm rates, a flattening of the yield curve wowdd to decrease our net income and the market wdltieese securities. Additionally, to the exteast
flows from investments that return scheduled andcbeaduled principal are reinvested, the spread dmtwhe yields of the new investments and ava
borrowing rates may decline, which would likely tegise our net income. It is also possible thattgbkom interest rates may exceed longgm interest rates
yield curve inversion), in which event our borrogicosts may exceed our interest income and we ¢oclot significant operating losses. A flat orénted yielc
curve may also result in an adverse environmentafhustablerate RMBS volume, as there may be little incenfiee borrowers to choose the underly
mortgage loans over a longer-term fixed-rate lodnhe supply of adjustable-rate RMBS decreasiddy may decline due to market forces.

Declines in the market values of assets in our istreent portfolio may adversely affect periodic refeal results and credit availability, which may rede
earnings and, in turn, cash available for distribian to our stockholders.

The market value of the interdstaring assets in which we invest, most notably BMV#hd purchased prime ARM loans and any relatedihg
instruments, may move inversely with changes iaragt rates. We anticipate that increases indsteates will tend to decrease our net incometla@anarke
value of our interest-bearing assets. Substaytidiliof the RMBS and CLO within our investment folio is classified for accounting purposes asdilable fo
sale.” Changes in the market values of trading securitiisbe reflected in earnings and changes in theketavalues of available for sale securities wi
reflected in stockholdergquity. As a result, a decline in market valuey meluce the book value of our assets. Moreo¥éhei decline in market value of
available for sale security is other than tempgrangh decline will reduce earnings.

A decline in the market value of our RMBS and otimerestbearing assets, such as the decline we experiehoéd) the market disruption in Mar
2008, may adversely affect us, particularly in @amstes where we have borrowed money based on tHemerlue of those assets. If the market valuthose
assets declines, the lender may require us togusbtional collateral to support the loan, whichulebreduce our liquidity and limit our ability teverage ot
assets.

In addition, if we are, or anticipate being, unatagost the additional collateral, we would hawes¢ll the assets at a time when we might not wfise
choose to do so. In the event that we do not kaffecient liquidity to meet such requirements,damg institutions may accelerate indebtednesseas® intere
rates and terminate our ability to borrow, any dfich could result in a rapid deterioration of oimahcial condition and cash available for distribntto ou
stockholders. Moreover, if we liquidate the assefgsrices lower than the amortized cost of susketaswe will incur losses.
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We may change our investment strategy, operatinfigies and/or asset allocations without stockhold=snsent, any of which could result in losses.

We may change our investment strategy, operatitigig® and/or asset allocation with respect to strents, acquisitions, leverage, growth, operaj
indebtedness, capitalization and distributionsrat #me without the consent of our stockholdersjolvimay result in riskier investments. For exampglering
2009, we commenced investments pursuant to amattee investment strategy adopted by our comphay was focused on a broad range of real estaie-
financialrelated assets that differ in structure, risk aagkptial return, among other things, from the AgeR&BS that we had focused our investment effon
since 2007. We will continue to consider a broadge of assets for investment, including thoseideitef our targeted asset class, that we believiebs
accretive to earnings and may allow us to utilit®ma portion of an approximately $62.2 millioetroperating loss carfprward. The assets we may acquir
the future are comprised of a broad range of adasses and types and may be different than otarluial investments. A change in our investmerdtsgy ma
increase our exposure to interest rate and/ortcriséj default risk and real estate market fluthres. Furthermore, a change in our asset allocatould resu
in our making investments in asset categories rdiffefrom our historical investments and in which ave limited or no investment experience. Tlobsage
could result in a decline in earnings or lossescivitiould adversely affect our financial conditioesults of operations, the market price of our camrstock o
our ability to pay dividends.

Continued adverse developments in the residentiakigage market, and the economy generally, may adely affect our business, particularly our abilityp
acquire RMBS and the value of the RMBS that we hafdour portfolio as well as our ability to financer sell our RMBS.

In recent years, the residential mortgage markétenUnited States has experienced a variety @i€difies and changed economic conditions, inclg
declining home values, heightened defaults, cledides and liquidity concerns. News of potential actual security liquidations as a result of éhesonomi
difficulties has increased the volatility of maripéncial assets, including RMBS. These disruptioraderially adversely affected the performance aradke
value in recent years of the RMBS in our portfaitd prime ARM loans held in securitization trusts well as other interestrning assets that we may cons
acquiring in the future. Securities backed by destial mortgage loans originated in 2006 and 2B&ve had higher and earlier than expected rat
delinquencies. In addition, while some econonistigeve the recession ended in the fourth quaft2009, housing prices continue to fall in certaieas arour
the country while unemployment rates have risempdpauring the past year, which will further inese the risk for higher delinquency rates. ManyB8vanc
other interestarning assets have been downgraded by rating iegeimc recent years, and rating agencies may furtloevngrade these securities in
future. Lenders have imposed additional and mdregent equity requirements necessary to finamesed assets, particularly in the case of Agency
securities, and frequent impairments based on -teankarket valuations have generated substantial eodlbtalls in the industry. As a result of theg&allties
and changed economic conditions, many companiesipg in the mortgage specialty finance sectoreHailed and others, including Fannie Mae and &ie
Mac, continue to face serious operating and firdradallenges. While the U.S. Federal Reservetdlan certain actions in an effort to ameliorate ¢hrren
market conditions, and the U.S. Treasury and thueieé Housing Finance Agency, or FHFA, which is fisgeral regulator now assigned to oversee Fanigie
and Freddie Mac, are also taking actions, despjperted stabilization in some sectors, these sffordy ultimately be ineffective. As a result oésk factor:
among others, the market for these securities readbersely affected for a significant period oféi

During the past two years, housing prices and aggdraalues in many states have declined or stoppedeciating, after extended periods of signifi
appreciation. A continued decline or an extendatiehing of those values may result in additianateases in delinquencies and losses on resitlemidgage
loans generally, particularly with respect to setbomes and investor properties and with respeahyoresidential mortgage loans, the aggregate doaount
of which (including any subordinate liens) are elos or greater than the related property values.

Fannie Mae and Freddie Mac guarantee the paymémsnzipal and interest on the Agency RMBS in qartfolio even if the borrowers of t
underlying mortgage loans default on their paymehtswever, rising delinquencies and market pefoaptan still negatively affect the value of our kg
RMBS or create market uncertainty about their tralee. While the market disruptions have been mosmtounced in the noAgency RMBS market, the imp:
has extended to Agency RMBS. During a signifigaortion of 2008, the value of Agency RMBS were ab# and relatively illiquid compared to prior pefs.

Agency RMBS guaranteed by Fannie Mae and Freddie &fe not supported by the full faith and credithe United States. Fannie Mae and Fre
Mac have suffered significant losses and, despiteifcant steps taken by the U.S. government &biive these entities, Fannie Mae and Freddie Mado
default on their guarantee obligations, which waulaterially and adversely affect the value of oMBS or other Agency indebtedness in which we mags
in the future. The U.S. Treasury plans to releasereliminary report on the future of Fannie Mael &reddie Mac in the near future, which report
recommend the abolishment of Fannie Mae and Freéddein favor of a new system.
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We generally post our Agency RMBS, and we may ia fbture post nomgency RMBS, as collateral for our borrowings undepurchas
agreements. Any decline in their value, or pem@imarket uncertainty about their value, would miakaore difficult for us to obtain financing onviarable
terms or at all, or to maintain our compliance wtik terms of any financing arrangements. TheevaluRMBS may decline for several reasons, inclggdfor
example, rising delinquencies and defaults, in@gas interest rates, falling home prices and tredcertainty at Fannie Mae or Freddie Mac. Initaid in
recent years, repurchase lenders have been ragjtiigher levels of collateral to support loans aigtalized by RMBS than they have in the past, ng
borrowings more difficult and expensive. At thengatime, market uncertainty about residential mamégloans in general could continue to depressntdmie
for RMBS, which means that it may be more difficidt us to sell RMBS on favorable terms or at &lurther, a decline in the value of RMBS, particiyl
Agency RMBS, could subject us to margin calls, idrich we may have insufficient liquidity to supporésulting in forced sales of our assets at incpipe
times. If market conditions result in a declineirailable purchasers of RMBS or the value of oMBS, our financial position and results of operaticould b
adversely affected.

The conservatorship of Fannie Mae and Freddie Mandrelated efforts, along with any changes in lawad regulations affecting the relationship betwe
Fannie Mae and Freddie Mac and the U.S. governmemiay adversely affect our business.

The payments we expect to receive on the Agency BM® hold in our portfolio and in which we investpgnd upon a steady stream of paymen
the mortgages underlying the securities and areagteed by Ginnie Mae, Fannie Mae and Freddie Mzionie Mae is part of a U.S. government agencyits
guarantees are backed by the full faith and creflithe United States. Fannie Mae and Freddie MaclhAS. governmergponsored enterprises, but tl
guarantees are not backed by the full faith anditoé the United States.

Since 2007, Fannie Mae and Freddie Mac have reparbstantial losses and a need for substantialatm®f additional capital. In response to
deteriorating financial condition of Fannie Mae dfeddie Mac and the recent credit market disrapt@ongress and the U.S. Treasury undertook assel
actions to stabilize these governmsptnsored entities and the financial markets, gdigeincluding placing Fannie Mae and Freddie Nt#o conservatorsh
on September 7, 2008. The conservatorship of Eaiaie and Freddie Mac and certain other actiorentély the U.S. Treasury and U.S. Federal Reserve
designed to boost investor confidence in Fannie'8/aed Freddie Mac’s debt and mortgdggeked securities. The U.S. government progratudies contrac
between the U.S. Treasury and each governseonsored enterprise to seek to ensure that eaetpase maintains a positive net worth. Each @mtthad a
original capacity of $200 billion, but now has napc Each contract provides for the provision ashcly the U.S. Treasury to the governmsmensore
enterprise if FHFA determines that its liabilitiesceed its assets. Freddie Mac has drawn $6@rbiind Fannie Mae has drawn $51 billion under 1
contracts. Both Fannie Mae and Freddie Mac hadieated they will need to request additional draks year, and it is possible the draw request moll be
granted. Although the U.S. government has destrémne specific steps and reforms that it intendtke as part of the conservatorship processiteftc
stabilize these entities may not be successfutlamdutcome and impact of these events remainyhigitertain.

Although the U.S. government has committed capdgaFannie Mae and Freddie Mac, there can be norassal that the capital infusions will
adequate for their needs. If the financial suppomadequate, these companies could continuafferdosses and could fail to honor their guareatand othe
obligations. In June 2009, as part of the Obanmiridtration’s farreaching financial industry recovery proposal, th&. Treasury announced that it and
Department of Housing and Urban Development, insatiation with other government agencies, plangrigage in a wideanging initiative to develc
recommendations on the future of Fannie Mae anddieeMac, and the Federal Home Loan Bank Systehe f@iture roles of Fannie Mae and Freddie
could be significantly reduced and the nature efrtguarantees could be considerably limited redato historical measurements. A preliminary répor thes
future roles is expected to be released by the Tr&asury in the near future. Any changes to titene of the guarantees provided by Fannie MaeFaeddie
Mac could redefine what constitutes Agency RMBS emald have broad adverse implications for the maakd for our business.

The U.S. Treasurg RMBS purchase program is expected to end initeecdfuarter of 2010. The U.S. Treasury will haugchased $220 billion
RMBS when this program ends. The U.S. Treasuryhcéd its portfolio of RMBS to maturity and, basea mortgage market conditions, may make adjustr
to the portfolio. This flexibility may adverselyfact the pricing and availability for RMBS, parti@rly Agency RMBS. It is also possible that theSUTreasur
could decide to purchase Agency securities in titeré, which could create additional demand thatld/megatively affect the pricing of RMBS that week tc
acquire.

The U.S. Treasury could also stop providing credfiport to Fannie Mae and Freddie Mac in the fut(iee problems faced by Fannie Mae and Fre
Mac resulting in their being placed into conservstigp have stirred debate among some federal patiekers regarding the continued role of the
government in providing liquidity for mortgage I@nThe U.S. Treasury plans to release a prelipingport of the future of Fannie Mae and FreddiecNh
February 2010. Each of Fannie Mae and Freddie ddatd be dissolved and the U.S. government couleraene to stop providing liquidity support of akiynd
to the mortgage market. If Fannie Mae or Freddae Mere eliminated, we would not be able, or ifrteguctures were to change radically, we mighth®able
to acquire Agency RMBS from these companies, whiohld adversely affect our current business model.
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Our income also could be negatively affected inuenber of ways depending on the manner in whichtedlavents unfold. For example, the cut
credit support provided by the U.S. Treasury torfi@Mae and Freddie Mac, and any additional creatiiport it may provide in the future, could have é#ffec
of lowering the interest rates we expect to recéiven the Agency RMBS in our portfolio and in whigle invest, thereby tightening the spread betwae
interest we earn on our portfolio of targeted asaet our cost of financing that portfolio. A retan in the supply of Agency RMBS could also néggly affec
the pricing of the Agency RMBS held in our portioind in which we invest by reducing the spreadaveet the interest we earn on our portfolio of teeg
assets and our cost of financing that portfolio.

As indicated above, recent legislation has charigedelationship between Fannie Mae and Freddie &acthe U.S. government. Future legisle
could further change the relationship between Famfae and Freddie Mac and the U.S. government,canttl also nationalize or eliminate such ent
entirely. In January 2010, House Financial Ses/iCemmittee Chairman, Barney Frank, was reportduhte indicated that his Committee would recomr
abolishing Fannie Mae and Freddie Mac in theirentrform in favor of a whole new system of housiingnce. Any law affecting these governmsptnsore
enterprises may create market uncertainty and theveffect of reducing the actual or perceived itigahlity of securities issued or guaranteed byrii@Mae o
Freddie Mac. As a result, such laws could incrébseisk of loss on investments in Fannie Mae @nBfeddie Mac Agency RMBS. It also is possiblat thucl
laws could adversely impact the market for RMBS apkads at which such securities trade. All effdregoing could materially adversely affect ousibess
operations and financial condition.

There can be no assurance that the actions takenthy U.S. and foreign governments, central banksdasther governmental and regulatory bodies for
purpose of seeking to stabilize the financial mat&evill achieve the intended effect or benefit cbusiness, and further government or market develagpts
could adversely affect us.

In response to the financial issues affecting #eking system, the financial and housing marketstaa economy as a whole, the U.S. governmer
implemented a number of initiatives intended tosh®l the banking system, the financial and housiagkets and the economy as a whole. These a
include: (i) the Emerging Economic Stabilizatiortfof 2008, or ESSA, which established the Troutfledet Relief Program, or TARP; (ii) the volunt
Capital Purchase Program, or the CPP, which wateimgnted under authority provided in the EESA aweégthe U.S. Treasury the authority to purchase
$250 billion of senior preferred shares in quatifylU.S.eontrolled banks, saving associations, and celtank and savings and loan holding companies en
only in financial activities; (iii) a program to phase $200 billion in direct obligations of Fanhee, Freddie Mac and the Federal Home Loan Banéista.2!
trillion in RMBS issued or guaranteed by Fannie Maeddie Mac or Ginnie Mae; (iv) the creation afie@v funding mechanism, the Financial Stability k|
that will provide financial institutions with briggfinancing until such institutions can raise calpib the capital markets; (v) the creation of @lR4Private
Investment Fund for private investors to purchasetgages and mortgage-related assets from finams#futions; (vi) the Term Ass@acked Securities Loi
Facility with the goal of increasing securitizatiawmtivity for various consumer and commercial loamsl other financial assets, including student g
automobile loans and leases, credit card receisaBBA small business loans and commercial mortpagked securities; and (vii) the American Reco\arg
Reinvestment Act of 2009, or the ARRA, which inasda wide variety of programs intended to stimuthéeeconomy and provide for extensive infrastme
energy, health and education needs. For a moemletbtdescription of certain of these initiativege “Managemerg’ Discussion and Analysis of Finan
Condition and Results of Operations—Current MaGenditions and Known Material Trends.”

Despite reports of stabilization in some sectosaasurance can be given that these initiativelshaite a beneficial impact on the banking sys
financial market or housing market. To the extiet markets do not respond favorably to theseainies or if these initiatives do not function agehded, th
pricing, supply, liquidity and value of our assatsl the availability of financing on attractiverter may be materially adversely affected.

Mortgage loan modification programs and future legjative action may adversely affect the value afdahe returns, on the intere-earning assets in whic
we invest.

In late 2008, the U.S. government, through the Fededousing Authority and the Federal Deposit lswwe Corporation, or FDIC, commen
implementation of programs designed to provide fmamers with assistance in avoiding residential gegge loan foreclosures. The programs involve, @
other things, modifications of mortgage loans tduee the principal amount of the loans or the odtiterest payable on the loans, or to extendpéagmen
terms of the loans. In addition, members of th®.@Congress have indicated support for additicegiklative relief for homeowners, including an acdrent o
the bankruptcy laws to permit the modification odmgage loans in bankruptcy proceedings. These toadification programs, as well as future legisi&ot
regulatory actions, including amendments to thekhgstcy laws, that result in the modification oftstanding mortgage loans may as well as changése
requirements necessary to qualify for refinancingatgage with Fannie Mae, Freddie Mac or GinnieeMdversely affect the value of, and the returnshe
interestearning assets in which we invest, including thtopgepayments on the mortgage loans underlyingRMBS and the mortgage loans held in
securitization trusts.
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The principal and interest payments on our ngkgency RMBS are not guaranteed by any entity, irtdilug any government sponsored entity or agency, ,
therefore, are subject to increased risks, includinredit risk.

Our portfolio includes nomgency RMBS which are backed by residential morggémans that do not conform to the Fannie Mae edéie Ma
underwriting guidelines. Consequently, the priatipnd interest on non-Agency RMBS, unlike thoseAgrency RMBS, are not guaranteed by government-
sponsored entities such as Fannie Mae and Fredalieok] in the case of Ginnie Mae, the U.S. Govenime

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

Pools of mortgage loans underlie the mortghgeked securities that we hold in our investmentfplio and in which we invest. We will genere
receive principal distributions from the princiggyments that are made on these underlying mortigags. When borrowers repay their mortgage Idaste
than expected, this will result in prepayments tirat faster than expected on the rel®MBS. Prepayment rates are influenced by changesirent intere:
rates and a variety of economic, geographic andrdtctors, all of which are beyond our controtefiayment rates generally increase when interees fall an
decrease when interest rates rise, but changegpayment rates are difficult to predict. Prepagtrates also may be affected by conditions inhibiesing an
financial markets, general economic conditions @redrelative interest rates on fixed-rate and ddplerate mortgage loans. Faster than expected preds
could adversely affect our profitability, includimgthe following ways:

e We have purchased RMBS, and may purchase in thesfutvestment securities, that have a higherésterate than the market interest rate at the dif
purchase. In exchange for this higher interest, rae are required to pay a premium over the faweuat of the security to acquire the security
accordance with accounting rules, we amortize phésnium over the anticipated term of the mortgageusty. If principal distributions are recei\
faster than anticipated, we would be required foease the premium faster. We may not be ableinoast the principal distributions received on #
investment securities in similar new mortgage-ezlagecurities and, to the extent that we can dtheaffective interest rates on the new mortgadgtec
securities will likely be lower than the yields the mortgages that were prepaid.

e We also may acquire RMBS or other investment stesrat a discount. If the actual prepayment ratea discount mortgage security are slower
anticipated at the time of purchase, we would loiired to recognize the discount as income morelglthan anticipated. This would adversely af
our profitability. Slower than expected prepaynsesiso may adversely affect the market value aéeodnt mortgage security.

On February 10, 2010, Fannie Mae and Freddie Maowarced their intention to significantly increakeit purchases of delinquent loans from the pot
mortgages collateralizing their Agency RMBS begmniMarch 2010. Their program to purchase delinqlesms is expected to impact the rate of prine
prepayments on our Agency RMBS.

A flat or inverted yield curve may adversely affggepayment rates on and supply of our RME

Our net interest income varies primarily as a resithanges in interest rates as well as changegerest rates across the yield curve. We beltha
when the yield curve is relatively flat, borrowdrave an incentive to refinance into hybrid mortgageéth longer initial fixed rate periods and fixedte
mortgages, causing our RMBS, or investment seesritd experience faster prepayments. In additidiatter yield curve generally leads to fixexte mortgag
rates that are closer to the interest rates availad hybrid ARMs and ARMSs, possibly decreasing shpply of the RMBS we seek to acquire. At timsgrt-
term interest rates may increase and exceed longitgerest rates, causing an inverted yield cuM#hen the yield curve is inverted, fixedte mortgage rat
may approach or be lower than hybrid ARMs or ARNesa further increasing prepayments on, and neggtimpacting the supply of, our RMBS. Increast
prepayments on our portfolio will cause our premiammortization to accelerate, lowering the yieldsoch assets. If this happens, we could experiamezreas
in net income or incur a net loss during theseqgis;i which may negatively impact our distributioe@stockholders.

22




Interest rate caps on our adjustal-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 alifétime interest rate caps. Additionally, we mayes
in ARMs with an initial “teasertate that will provide us with a lower than markgerest rate initially, which may accordingly haesver interest rate caps tt
ARMs without such teaser rates. Periodic interat caps limit the amount an interest rate carease during a given period. Lifetime interese reaps limi
the amount an interest rate can increase througtrrityaof a mortgage loan. If these interest reps apply to the mortgage loans underlying owstdplerate
RMBS, the interest distributions made on the relaRMBS will be similarly impacted. Our borrowingsay not be subject to similar interest
caps. Accordingly, in a period of rapidly incregginterest rates, the interest rates paid on ototvings could increase without limitation whilaps woul
limit the interest distributions on our adjustabdée RMBS. Further, some of the mortgage loan®tyidg our adjustableate RMBS may be subject to peric
payment caps that result in a portion of the irgeoa those loans being deferred and added torthegel outstanding. As a result, we could reedass intere
distributions on adjustablete RMBS, particularly those with an initial teasate, than we need to pay interest on our relatgdowings. These factors co
lower our net interest income, cause us to suffeetaoss or cause us to incur additional borrowit@yfund interest payments during periods of gsimteres
rates or sell our investments at a loss.

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

Our net income largely depends on our ability tquae mortgage-related assets at favorable spr@agtsour borrowing costs. In acquiring mortgage-
related assets, we compete with other REITs, invest banking firms, savings and loan associatibasks, insurance companies, mutual funds, othelek
and other entities that purchase mortgegjated assets, many of which have greater finhnesmurces than us. Additionally, many of ourguial competitor
are not subject to REIT tax compliance or requiechaintain an exemption from the Investment Comgpact. As a result, we may not in the future béeab
acquire sufficient mortgage-related assets at hlerspreads over our borrowing costs which, wadkrsely affect our profitability.

We may experience periods of illiquidity for our sets which could adversely affect our ability todince our business or operate profitably.

We bear the risk of being unable to dispose ofintarestearning assets at advantageous times or in a timafyner because these assets gen
experience periods of illiquidity. The lack ofiiglity may result from the absence of a willing bupr an established market for these assets, degaintractu
restrictions on resale or disruptions in the seeondnarkets. This illiquidity may adversely affemir profitability and our ability to finance ouu$iness ar
could cause us to incur substantial losses.

An increase in interest rates can have negativeeefé on us, including causing a decrease in thewoé of newl-issued, or investor demand for, RME
which could harm our financial condition and adveedy affect our operations.

An increase in interest rates can have varioustivegaffects on us. Increases in interest rateg megatively affect the fair market value of our BS
and other interest-earning assets. When inteaéss rise, the value of RMBS and fixeate investment securities generally declines. iGally, as interest rat
rise, prepayments on the underlying mortgage léand to slow. The combination of rising interegties and declining prepayments may negatively affe
price of RMBS, and the effect can be particulargrpunced with fixedate RMBS. In accordance with GAAP, we will beuigd to reduce the carrying va
of our RMBS by the amount of any decrease in tlirevidue of our RMBS compared to amortized co$turlrealized losses in fair value occur, we withei
have to reduce current earnings or reduce stockhslldquity without immediately affecting current eagsn depending on how we classify our assets |
GAAP. In either case, our net stockholdeguity will decrease to the extent of any realipedinrealized losses in fair value and our finang@sition will be
negatively impacted.

Furthermore, rising interest rates generally redheedemand for consumer and commercial creditudieg mortgage loans, due to the higher co
borrowing. A reduction in the volume of mortgagans originated may affect the volume of RMBS aldé to us, which could adversely affect our abild
acquire assets that satisfy our investment objesti\Rising interest rates may also cause RMBSo#mer interestarning assets that were issued prior t
interest rate increase to provide yields that @fevio prevailing market interest rates. If risimjeirest rates cause us to be unable to acquirfigient volume o
RMBS and other interestarning assets with a yield that is above our lvamg cost, our ability to satisfy our investmenjeatiives and to generate income
pay dividends, may be materially and adverselyctéf

Changes in interest rates, particularly higherrggerates, can also harm the credit performanceiointeresiearning assets. Higher interest rates ¢
reduce the ability of borrowers to make interestnpants or to refinance their loans and could reduoperty values, all of which could increase orgdd
losses. In the event we experience a signifiaazrease in credit losses as a result of higherdasteates, our earnings and financial conditioth lva materially
adversely affected.
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Market conditions may upset the historical relatiship between interest rate changes and prepaymesnds, which would make it more difficult for us
analyze our investment portfolio.

Our success depends on our ability to analyze ¢hetionship of changing interest rates on prepaysnefi the mortgage loans that underlie
RMBS. Changes in interest rates and prepaymefagstahe market price of the RMBS that we hold i portfolio and in which we intend to invest.
managing our investment portfolio, to assess thectf of interest rate changes and prepaymentgrencbur investment portfolio, we typically rely oartair
assumptions that are based upon historical trerfithsrespect to the relationship between interest ratesprepayments under normal market conditionshe
dislocations in the residential mortgage market dlve last few years or other developments changevhy that prepayment trends have historicallporded t
interest rate changes, our ability to (i) assesshrket value of our investment portfolio, (iijesftively hedge our interest rate risk and (iiijpiement techniqut
to reduce our prepayment rate volatility would lgmsicantly affected, which could materially adgety affect our financial position and results pémations.

A substantial majority of the RMBS within our invésient portfolio is recorded at fair value as deteimad in good faith by our management based on ma
quotations from brokers and dealers. Although warcently are able to obtain market quotations forssets in our portfolio, we may be unable to obt
quotations from brokers and dealers for certain a$s within our investment portfolio in the futuren which case our management may need to deterniir
good faith the fair value of these asse

Substantially all of the assets held within ourdstment portfolio are in the form of securitiestthae not publicly traded on a national secur
exchange or quotation system. The fair value clisges and other assets that are not publicldedain this manner may not be readily determinall
substantial majority of the assets in our investmortfolio are valued by us at fair value as deiieed in good faith by our management based on et
quotations from brokers and dealers. Although weently are able to obtain quotations from brokemnsl dealers for substantially all of the assethiwioul
investment portfolio, we may be unable to obtaichsguotations on other assets in our investmerifgiorin the future, in which case, our managelymaed t
determine in good faith the fair value of theseetsssBecause such quotations and valuations hegently uncertain, may fluctuate over short pesiofl time
and may be based on estimates, our determinatiofgsroalue may differ materially from the valuéisat would have been used if a public market fest
securities existed. The value of our common stmmkd be adversely affected if our determinaticegarding the fair value of these assets are mhyehighet
than the values that we ultimately realize uporirttisposal. Misjudgments regarding the fair vabieur assets that we subsequently recognize risayresul
in impairments that we must recognize.

Loan delinquencies on our prime ARM loans held ieauritization trusts may increase as a result ofisificantly increased monthly payments required m
ARM borrowers after the initial fixed perioc

The scheduled increase in monthly payments onineaitfjustable rate mortgage loans held in our sezation trusts may result in higher delinque
rates on those mortgage loans and could have aial@dverse affect on our net income and restltperations. This increase in borrowers' mongidyments
together with any increase in prevailing markegiest rates, may result in significantly increasezhthly payments for borrowers with adjustable ratatgag
loans. Borrowers seeking to avoid these increasexthly payments by refinancing their mortgage oaray no longer be able to fund available replacd
loans at comparably low interest rates or at Alldecline in housing prices may also leave borreweith insufficient equity in their homes to perrttiem tc
refinance their loans or sell their homes. In &ddj these mortgage loans may have prepaymentipnesrthat inhibit refinancing.

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

Loans from our discontinued mortgage lending opemat that were sold to third parties under agreémérclude numerous representations
warranties regarding the manner in which the loas wariginated, the property securing the loan hedbrrower. If these representations or warrargre foun
to have been breached, we may be required to reasecthe loan. We may be forced to resell thegarebased loans at a loss, which could harr
profitability and financial condition.
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The mortgage loans we may invest directly in andgk underlying our CMBS and RMBS are subject toidguency, foreclosure and loss, which could res
in losses to us.

Our investment strategy permits us to consideroadrange of asset types, including CMBS, Agency RMBS and other mortgage assets, inclt
mortgage loans. Commercial mortgage loans areregdy multifamily or commercial property. They are subjectitks of delinquency and foreclosure,
risks of loss that are greater than similar risksoaiated with loans made on the security of sifeyleily residential property. The ability of a bower to repay
loan secured by an inconpeeducing property typically is dependent primatilyon the successful operation of the propertyerathan upon the existence
independent income or assets of the borrowerhéf net operating income of the property is redudkd, borrowers ability to repay the loan may
impaired. Such income can be affected by manyfact

Residential mortgage loans are secured by sifegiely residential property. They are subject igks of delinquency and foreclosure, and risk
loss. The ability of a borrower to repay a loanused by a residential property depends on theniecor assets of the borrower. Many factors mayair
borrowers’ abilities to repay their loans. ABS honds or notes backed by loans or other finarssaéts.

In the event of any default under a mortgage lagld Hirectly by us, we will bear a risk of losspfncipal to the extent of any deficiency betweke
value of the collateral and the principal and aedrinterest of the mortgage loan. This could impar cash flow from operations. In the eventtef bankruptc
of a mortgage loan borrower, the loan will be degrsecured only to the extent of the value of théeulying collateral at the time of bankruptcy (agetmines
by the bankruptcy court). The lien securing thertgege loan will be subject to the avoidance povegrghe bankruptcy trustee or debtorgossession to tl
extent the lien is unenforceable under state law.

Foreclosure of a mortgage loan can be expensivelergihy. This could impair our anticipated retunn the foreclosed mortgage loan. Morec
RMBS represent interests in or are secured by pfaissidential mortgage loans and CMBS represgateésts in or are secured by a single commermaigage
loan or a pool of commercial mortgage loans. T® élxtent a foreclosure or loss occurs on the uyidgrimortgage loan, we will receive less principalk
interest from that security in the future. Accaogly, the CMBS and noAgency RMBS we may invest in are subject to alltheé risks of the underlyir
mortgage loans.

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

We may also invest in securities that represendiglibated tranches of CMBS or néwmency RMBS. In general, losses on an asset segarmortgac
loan included in a securitization will be bornestiby the equity holder of the property, then by aash reserve fund or letter of credit providedHtsy borrowe
and then by the first loss subordinated securitg@dro In the event of default and the exhaustibary equity support, reserve fund, letter of creeind an
classes of securities junior to those in which meest—we may not be able to recover all of our investmarthe securities we purchase. In addition, d
underlying mortgage portfolio has been overvalugdhe originator, or if the values subsequentlylidecand, as a result, less collateral is availablsatisf
delinquent interest and principal payments duehenrélated CMBS or RMBS, the securities in whichimeest may effectively become the first loss poa
behind the more senior securities, which may rasudignificant losses to us.

The prices of lower credit quality securities aemerally less sensitive to interest rate changas thore highly rated investments, but more sermstti
adverse economic downturns or individual issueretyments. A projection of an economic downtuan,éxample, could cause a decline in the pricowtl
credit quality securities because the ability offigdys of mortgages underlying mortgabaeked securities to make principal and interegty@ts or to refinan
may be impaired. In this case, existing creditpsupin the securitization structure may be insiéfint to protect us against loss of our principal thes:
securities.

We may invest in high yield or subordinated and lemrated securities that have greater risks of Iadean other investments, which could adversely atfeur
business, financial condition and cash availablerfdividends.

We may invest in high yield or subordinated or éowated securities, which involve a higher degregsk than other investments. Numerous fac
may affect a compang’ability to repay its high yield or subordinategturities, including the failure to meet its busimglan, a downturn in its industry
negative economic conditions. These securities nybe secured by mortgages or liens on assais.ri@fht to payment and security interest with eegpic
such securities may be subordinated to the payngts and security interests of the senior lendérerefore, we may be limited in our ability tof@me ou
rights to collect these loans and to recover arthefloan balance through a foreclosure of colddter
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Our real estate assets are subject to risks pattictio real property.

We own assets secured by real estate and may @alvestate directly in the future, either througtedi acquisitions or upon a default of mortgaga&
Real estate assets are subject to various risisding:

« acts of God, including earthquakes, floods andrathéural disasters, which may result in uninsuosdes;
« acts of war or terrorism, including the consequerafderrorist attacks, such as those that occuone8eptember 11, 2001;
« adverse changes in national and local economigrartlet conditions; and

« changes in governmental laws and regulations, If{ggliicies and zoning ordinances and the relatesdscof compliance with laws and regulatic
fiscal policies and ordinances;

The occurrence of any of the foregoing or similegrgs may reduce our return from an affected ptgperasset and, consequently, materially adve
affect our business, financial condition and ressaftoperations and our ability to make distribngido our shareholders.

We are highly dependent on information systems aystem failures could significantly disrupt our bimess, which may, in turn, materially adversely aéf
our business, financial condition and results of emations and our ability to make distributions tauoshareholders.

Our business is highly dependent on communicationsinformation systems. Any failure or interruptiof our systems could cause delays or «
problems in our securities trading activities, irdthg RMBS trading activities, which could matesiahdversely affect on our business, financial dto anc
results of operations and our ability to make distiions to our stockholders.

Our due diligence may not reveal all the liabiliBeassociated with an investment and may not re\ather investment performance issues.

Before investing in an asset, we review the loan®ther assets comprising the investment and dinetors that we believe are material to
performance of the investment. In this process,rélg on the resources available to us and, in soases, an investigation by HCS, its affiliatestiard
parties. This process is particularly importantl aubjective with respect to new or private comparbecause there may be little or no informatiobliply
available about them. Our due diligence processght not uncover all relevant facts, thus resgliminvestment losses.

Risk Related to Our Debt Financing

Continued adverse developments in the residentiarigage market and financial markets, including rent mergers, acquisitions or bankruptcies of poteh
repurchase agreement counterparties, as well asad#, credit losses and liquidity concerns, coutthke it difficult for us to borrow money to fund @
investment strategy or continue to fund our invesnt portfolio on a leveraged basis, on favorablents or at all, which could adversely affect c
profitability.

We rely on the availability of financing to acquitgency RMBS and to fund our investment portfolio @ leveraged basis. Since March 2008,
have been several announcements of proposed meageussitions or bankruptcies of investment baakd commercial banks that have historically acts
repurchase agreement counterparties. This hake@sn a fewer number of potential repurchase exgent counterparties operating in the market addoex
financing capacity. In addition, many commerciahks, investment banks and insurance companies draveunced extensive losses from exposure t
residential mortgage market. These losses havweeedfinancial industry capital, leading to redutigdidity for some institutions. Institutions fmo which we
seek to obtain financing may have owned or finarRBMBS which have declined in value and caused ttesuffer losses as a result of the recent downtu
the residential mortgage market. If these condétipersist, these institutions may be forced td #v repurchase market, merge with another copatsr
become insolvent or further tighten their lenditanslards or increase the amount of equity capithbécut required to obtain financing. Moreoveecause ol
equity market capitalization places us at the lowl ef market capitalization among all mortgage REITontinued adverse developments in the resid
mortgage market may cause some of our lendersit@eeor terminate our access to future borrowirggsre those of our competitors. Any of these eventilc
make it more difficult for us to obtain financing éavorable terms or at all. Our profitability Wile adversely affected if we are unable to obtaisteffective
financing for our investments.
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We may incur increased borrowing costs related ¢purchase agreements and that would adversely affer profitability.

Currently, a significant portion of our borrowingse collateralized borrowings in the form of refhase agreements. If the interest rates on
agreements increase at a rate higher than theaseia rates payable on our investments, our philiity would be adversely affected.

Our borrowing costs under repurchase agreementragncorrespond to short-term interest rates suschIBOR or a shorterm Treasury index, plus
minus a margin. The margins on these borrowings @v under shorierm interest rates may vary depending upon a numbéactors, including, withol
limitation:

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

Currently, repurchase agreement lenders are regulirigher levels of collateral than they have regiin the past to support repurchase agreel
collateralized by Agency RMBS and if this continuesill make our borrowings and use of leveragsslattractive and more expensive. Many fina
institutions have increased lending margins for #&yeRMBS to approximately 5.0% on average, whictamsethat we are required to pledge Agency RI
having a value of 105% of the amount of our borrgsi These increased lending margins may requir® post additional cash collateral for our Age
RMBS. If the interest rates, lending margins oitateral requirements under these repurchase agmsnncrease, or if lenders impose other onereunss tc
obtain this type of financing, our results of opienas will be adversely affected.

Failure to procure adequate debt financing, or temew or replace existing debt financing as it maggr would adversely affect our results and maytum,
negatively affect the value of our common stock amat ability to distribute dividends.

We use debt financing as a strategy to increaseebuim on investment securities in our investnpantfolio. However, we may not be able to ach
our desired debt-to-equity ratio for a number @fs@ns, including the following:

«» our lenders do not make debt financing availablestat acceptable rates; or
« our lenders require that we pledge additional ¢edéd to cover our borrowings, which we may be Uaab do.

The dislocations in the residential mortgage masket credit markets have led lenders, includingfitiencial institutions that provide financing four
investment securities, to heighten their crediiewvstandards, and, in some cases, to reducerinalie loan amounts available to borrowers. Assailt, we
cannot assure you that any, or sufficient, debtifug will be available to us in the future on terthat are acceptable to us. In the event thatamaat obtai
sufficient funding on acceptable terms, there mayalmegative impact on the value of our commonksamel our ability to make distributions, and youyniase
part or all of your investment.

Furthermore, because we rely primarily on shertn borrowings to finance our investment secugjtgur ability to achieve our investment objec
depends not only on our ability to borrow monesgiffficient amounts and on favorable terms, but alsour ability to renew or replace on a continubasis ou
maturing shorterm borrowings. As of December 31, 2009, subgttyall of our borrowings under repurchase agreets bore maturities of 30 days or les:
we are not able to renew or replace maturing bamgsy we will have to sell some or all of our assebssibly under adverse market conditions.

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

We intend to use repurchase agreements to finamcéwvestments. If the market value of the loansecurities pledged or sold by us to a fun
source decline in value, we may be required bytehding institution to provide additional collateca pay down a portion of the funds advanced vbeitmay nc
have the funds available to do so. Posting adtitioollateral to support our repurchase agreemeititseduce our liquidity and limit our ability tteverage ot
assets. In the event we do not have sufficientidity to meet such requirements, lending institnéi can accelerate our indebtedness, increaseootawing
rates, liquidate our collateral at inopportune snaad terminate our ability to borrow. This couotsult in a rapid deterioration of our financialndiion anc
possibly require us to file for protection undee th.S. Bankruptcy Code.
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We currently leverage our equity, which will exadste any losses we incur on our current and futumevestments and may reduce cash available
distribution to our stockholders.

We currently leverage our equity through borrowingsnerally through the use of repurchase agreamamt CDOs, which are obligations issue
multiple classes secured by an underlying portfofisecurities, and we may, in the future, utilateer forms of borrowing. The amount of leverage incul
varies depending on our ability to obtain creddilfies and our lenders’ estimates of the valuewof portfolio’'s cash flow. The return on our investments
cash available for distribution to our stockholderay be reduced to the extent that changes in madgalitions cause the cost of our financing taeas:
relative to the income that can be derived fromabgets we hold in our investment portfolio. Ferttthe leverage on our equity may exacerbate @sgeb w
incur.

Our debt service payments will reduce the net ire@mailable for distribution to our stockholdee may not be able to meet our debt sel
obligations and, to the extent that we cannot, isle the loss of some or all of our assets to salsatisfy our debt obligations. A decrease inwtakie of th
assets may lead to margin calls under our repuechgeeements which we will have to satisfy. Sigaiit decreases in asset valuation, such as odcdurén¢
March 2008, could lead to increased margin calig, @e may not have the funds available to satisfy such margin calls. We have a target overakiegt
amount for our RMBS investment portfolio of severnine times our equity, but there is no estabtislivaitation, other than may be required by oumfiging
arrangements, on our leverage ratio or on the ggtgeamount of our borrowings.

If we are unable to leverage our equity to the extave currently anticipate, the returns on our RMBgortfolio could be diminished, which may limit
eliminate our ability to make distributions to owtockholders.

If we are limited in our ability to leverage oursass, the returns on our portfolio may be harmidey element of our strategy is our use of lever&
increase the size of our RMBS portfolio in an afeho enhance our returns. Given the continue@mrainty in the credit markets, we believe thatnteining ¢
maximum leverage ratio in the range of six to eighes for our Agency RMBS portfolio and an ovetallerage ratio of four to five times is appropeiat thi
time. At December 31, 2009, our leverage ratio dar RMBS investment portfolio, which we define agr outstanding indebtedness under repurc
agreements divided by total stockholdexguity and our Series A Preferred Stock, was 1 tdHis definition of the leverage ratio is consigtwith the manner
which the credit providers under our repurchase@gents calculate our leverage. Our repurchasemgmts are not currently committed facilities, nireg tha
the counterparties to these agreements may atimeychoose to restrict or eliminate our future asc® the facilities and we have no other commithesdli
facilities through which we may leverage our equiliywe are unable to leverage our equity to tkeet we currently anticipate, the returns on oaortfplio
could be diminished, which may limit or eliminaterability to make distributions to our stockholsler

If a counterparty to our repurchase transactionsfdelts on its obligation to resell the underlyingsurity back to us at the end of the transactiomrteor if we
default on our obligations under the repurchase agment, we would incur losses.

When we engage in repurchase transactions, we ajneell RMBS to lenders (i.e., repurchase agregnseunterparties) and receive cash fromr
lenders. The lenders are obligated to resell &neesRMBS back to us at the end of the term ofrdmestction. Because the cash we receive froretidel whe
we initially sell the RMBS to the lender is lesaththe value of those RMBS (this difference ismefeé to as the “haircut”)f the lender defaults on its obligati
to resell the same RMBS back to us we would inclmsa on the transaction equal to the amount oh#tieeut (assuming there was no change in the \afitiec
RMBS). Further, if we default on one of our obtigas under a repurchase transaction, the lendetezeninate the transaction and cease enteringaimgaothe
repurchase transactions with us. Our repurchaseseagents contain crosiefault provisions, so that if a default occurs emdny one agreement, the len
under our other agreements could also declarealiefAny losses we incur on our repurchase tretisss could adversely affect our earnings and thuscas
available for distribution to our stockholders.

Our use of repurchase agreements to borrow fundsyngéve our lenders greater rights in the event trether we or a lender files for bankruptcy.

Our borrowings under repurchase agreements mayfygfal special treatment under the bankruptcy cagleing our lenders the ability to avoid
automatic stay provisions of the bankruptcy code tantake possession of and liquidate our collaignder the repurchase agreements without deldlyeirever
that we file for bankruptcy. Furthermore, the spetreatment of repurchase agreements under thkrigatcy code may make it difficult for us to reeowul
pledged assets in the event that a lender filesbémkruptcy. Thus, the use of repurchase agresnexgoses our pledged assets to risk in the evea
bankruptcy filing by either a lender or us.
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Our liquidity may be adversely affected by margialls under our repurchase agreements because wedependent in part on the lenders' valuation of -
collateral securing the financing.

Each of these repurchase agreements allows therletadvarying degrees, to revalue the collateraldlues that the lender considers to reflect m
value. If a lender determines that the value ef ¢bllateral has decreased, it may initiate a maegil requiring us to post additional collateraldover th:
decrease. When we are subject to such a mardimeamust provide the lender with additional ctdlal or repay a portion of the outstanding borraysi witk
minimal notice. Any such margin call could harnr diquidity, results of operation and financial ctition. Additionally, in order to obtain cash tatisfy ¢
margin call, we may be required to liquidate assgta disadvantageous time, which could cause itdor further losses and adversely affect our Itesuf
operations and financial condition.

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

We use derivatives, primarily interest rate swapd eaps, to hedge our liabilities and this hasagentisks, including the risk that losses on a g
transaction will reduce the amount of cash avadlafor distribution to our stockholders and that lsuosses may exceed the amount invested in
instruments. Our Board of Directors has adoptgdreeral policy with respect to the use of derivegivand which generally allows us to use derivativeen w:
deem appropriate for risk management purposesidesg not set forth specific guidelines. To thepktonsistent with maintaining our status as alRfze ma
use derivatives, including interest rate swapsaaps$, options, term repurchase contracts, forwanttacts and futures contracts, in our risk managerstrateg
to limit the effects of changes in interest ratesour operations. However, a hedge may not bectéféein eliminating the risks inherent in any peutar
position. Our profitability may be adversely afied during any period as a result of the use af/déves in a hedging transaction.

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

In accordance with our operating policies, we magspe various types of hedging strategies, inclydinaps, caps and other derivative transactiol
seek to mitigate or reduce our exposure to logees &dverse changes in interest rates. Our hedgitigty will vary in scope based on the level andatility of
interest rates, the type of assets held and fingmedurces used and other changing market conslitiblo hedging strategy, however, can completedulate u
from the interest rate risks to which we are exgasethat the implementation of any hedging strateguld have the desired impact on our resultspefration:
or financial condition. Certain of the U.S. fedércome tax requirements that we must satisfyriteoto qualify as a REIT may limit our ability leedge again
such risks. We will not enter into derivative tsantions if we believe that they will jeopardize qualification as a REIT.

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

« interest rate hedging can be expensive, partiguthrting periods of rising and volatile intereses
« 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 duraifdhe related liability;

« the amount of income that a REIT may earn from heglansactions (other than through taxable REsgliaries (or TRSs)) to offset inter
rate losses is limited by U.S. federal tax provisigoverning REITSs;

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

« the party owing money in the hedging transactioy gdefault on its obligation to pay.
We primarily use swaps to hedge against anticipfiade increases in interest rates on our repselzgreements. Should a swap counterpai
unable to make required payments pursuant to snap,she hedged liability would cease to be hedgethe remaining term of the swap. In additiorg may

be at risk for any collateral held by a hedgingrgetparty to a swap, should such counterparty bedasolvent or file for bankruptcy. Our hedgingrtsaction:
which are intended to limit losses, may actuallyeadely affect our earnings, which could reduceaasgh available for distribution to our stockhokder
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Hedging instruments involve risk since they oftea @ot traded on regulated exchanges, guarantead bychange or its clearing house, or regulats
any U.S. or foreign governmental authorities. @opueently, there are no requirements with respeceédord keeping, financial responsibility or segtéon o
customer funds and positions. Furthermore, thereaébility of hedging instruments may depend ommance with applicable statutory and commoditd
other regulatory requirements and, depending onidbatity of the counterparty, applicable internagil requirements. The business failure of a heg
counterparty with whom we enter into a hedginggeation will most likely result in its default. Bailt by a party with whom we enter into a hedgiramsactio
may result in the loss of unrealized profits anctéous to cover our commitments, if any, at thextberrent market price. Although generally we silek t
reserve the right to terminate our hedging posstidnmay not always be possible to dispose ofl@secout a hedging position without the conserthefhedgin
counterparty and we may not be able to enter intoftsetting contract in order to cover our ridkle cannot assure you that a liquid secondary mavile¢xist
for hedging instruments purchased or sold, and g Ine required to maintain a position until exexa@s expiration, which could result in losses.

Risks Related to the Advisory Agreement with HCS

We are dependent on HCS and certain of its key parel and may not find a suitable replacement if I3Germinates the advisory agreement or such
personnel are no longer available to L

Pursuant to the advisory agreement, subject tos@tgrby our Board of Directors, HCS advises thenbtged Subsidiaries. HCS identifies, evalu
negotiates, structures, closes and monitors invargsof the Managed Subsidiaries, other than atisstsve contributed to the Managed Subsidiaridadiitate
compliance with our exclusion from regulation untle Investment Company Act. The departure ofarthe senior officers of HCS, or of a significamtmbe
of investment professionals or principals of HC&JId have a material adverse effect on our abiititgchieve our investment objectives. We are stiltgethe
risk that HCS will terminate the advisory agreementhat we may deem it necessary to terminateatheésory agreement or prevent certain individuaben
performing services for us, and that no suitabiaeement will be found to manage the Managed Sidrgs.

Pursuant to the advisory agreement, HCS is entitleml receive an advisory fee payable regardless hef performance of the assets of the Mana
Subsidiaries.

We will pay HCS substantial advisory fees, basedhenManaged Subsidiariesuity capital (as defined in the advisory agreemeagardless of tt
performance of the Managed Subsidiarigsttfolio. In addition, pursuant to the advisogreement, we will pay HCS a base advisory fee éfvérey are nc
managing any assets of the Managed Subsidiariegolpm HCS's entitlement to noperformance based compensation may reduce itstimeein devote th
time and effort of its professionals to seekingfitable opportunities for the Managed Subsidiarjgstfolio, which could result in a lower performanof thei
portfolio and negatively affect our ability to pdistributions to our stockholders or to achieveite@ppreciation.

Pursuant to the advisory agreement, HCS is entittedeceive an incentive fee, which may inducedtrhake certain investments, including speculativehigh
risk investments.

In addition to its advisory fee, HCS is entitledrézeive incentive compensation based, in parthupe Managed Subsidiariemchievement of target
levels of net income. In evaluating investmentd ather management strategies, the opportunityato mcentive compensation based on net incomeleza
HCS to place undue emphasis on the maximizationetfincome at the expense of other criteria, sichraservation of capital, maintaining liquiditydaor
management of credit risk or market risk, in ordeachieve higher incentive compensation. Investmwith higher yield potential are generally riskor mor:
speculative. In addition, HCS has broad discretiegarding the types of investments it will makespant to the advisory agreement. This could tas
increased risk to the value of the Managed Sulrsédianvested portfolio.

We compete with HCS's other clients for access 0%

HCS has sponsored and/or currently manages otlods pb capital and investment vehicles with an stagent focus that overlaps with the Mane
Subsidiariesinvestment focus, and is expected to continue tsa the future. Furthermore, HCS is not resddn any way from sponsoring or accep
capital from new clients or vehicles, even for istigg in asset classes or investment strategi¢sthaimilar to, or overlapping with, the Managabsidiaries’
asset classes or investment strategies. Theréferé/anaged Subsidiaries compete for access tbahefits that their relationship with HCS provideem. Fo
the same reasons, the personnel of HCS may beeautmbledicate a substantial portion of their timenaging the Managed Subsidiari@s/estments if HC
manages any future investment vehicles.
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There are conflicts of interest in our relationshiwith HCS, which could result in decisions that am®t in the best interests of our stockholders.

The Managed Subsidiaries may have or pursue inesdtmin securities in which HCS or certain of itfiliates have or are seeking
interest. Similarly, HCS or certain of its affilés may invest in securities in which the Managebs8liaries have or may have an interest. Althosigtt
investments may present conflicts of interest, weeatheless may pursue and consummate such tramsactdditionally, the Managed Subsidiaries magagy
in transactions directly with HCS or any of itsites, including the purchase and sale of alh gortion of a portfolio investment.

HCS may from time to time simultaneously seek tocpase investments for the Managed Subsidiariesotimer entities with similar investme
objectives for which it serves as a manager, oitfoclients or affiliates and has no duty to aditec such investment opportunities in a manner fehadrs the
Managed Subsidiaries. Additionally, such investtaefor entities with similar investment objectivesay be different from those made on the Man
Subsidiaries’behalf. HCS may have economic interests in orrotékationships with others in whose obligationssecurities the Managed Subsidiaries
invest. Each of such ownership and other relatijpssmay result in securities laws restrictiongramsactions in such securities and otherwise ereatflicts o
interest. In such instances, HCS may in its digmmemake investment recommendations and decisl@atsmay be the same as or different from thoseermth
respect to the Managed Subsidiaries’estments and may take actions (or omit to tatems) in the context of these other economicréges or relationships t
consequences of which may be adverse to the Martagesidiaries’ interests.

Although the officers and employees of HCS devatenaich time to the Managed Subsidiaries as HCS sle@propriate, the officers and employ
may have conflicts in allocating their time andvésgs among the Managed Subsidiaries and H@8d its affiliates' other accounts. In additiBlGS and it
affiliates, in connection with their other businesdivities, may acquire material npublic confidential information that may restricCi8 from purchasir
securities or selling securities for itself ordteents (including the Managed Subsidiaries) oeotise using such information for the benefit efdtients or itself.

HCS and JMP Group, Inc. beneficially owned appratety 16.7% and 12.1%, respectively, of our outditagh common stock as of December
2009. HCS is an investment adviser that managesiments and trading accounts of other persookdimg certain accounts affiliated with IMP Groing.,
and is deemed the beneficial owner of shares ofcommmon stock held by these accounts. James JeFaWwe NonExecutive Chairman of our Board
Directors and also the naompensated chief investment officer of the Managehlsidiaries, is a managing director of HCS. H&8n affiliate of IMP Grou
Inc. Joseph A. Jolson, the Chairman and Chief &xex Officer of JIMP Group Inc. and HCS, benefigiabwned approximately 6.7% of the Compasy’
outstanding common stock as of December 3, 2009%ddition, in November 2008, our Board of Direst@pproved an exemption from the owner
limitations contained in our Charter, to permit Molson to beneficially own up to 25% of the aggtegvalue of our outstanding capital stock. Asslt of the
combined voting power of HCS, JMP Group, Inc. and dblson, these stockholders exert significaftigrice over matters submitted to a vote of stoadrs
including the election of directors and approvakoéhange in control or business combination ofawmpany. This concentration of ownership may Itesi
decisions affecting us that are not in the begtrasts of all our stockholders. In addition, Mowker may have a conflict of interest in situatiomsere the be
interests of our company and stockholders do rigi atith the interests of HCS, JMP Group, Inc.terdffiliates, which may result in decisions that aot in th
best interests of all our stockholders.

Termination of the advisory agreement may be ditficand costly.

Termination of the advisory agreement without caisseubject to several conditions which may makehsa termination difficult and costly. T
advisory agreement provides that it may only benteated without cause following the initial thrgear period, which ends on December 31, 2010, ubpe
affirmative vote of at least twthirds of our independent directors, based eitlpemuwinsatisfactory performance by HCS that is ntgrdetrimental to us «
upon a determination that the management fee payaliCS is not fair, subject to HGS'ight to prevent such a termination by acceptimgutually acceptat
reduction of management fees. HCS will be paidrenination fee equal to the sum of the average arpase advisory fee and the average annual ive
compensation earned by it during therdnth period immediately preceding the date of teation, calculated as of the end of the most régaompleter
fiscal quarter prior to the date of terminatiorhu§, in the event we elect not to renew the adyiagreement for any reason other than cause (ageddh the
advisory agreement), we will be required to pag termination fee. These provisions may increhsesffective cost to us of terminating the advisagyeemen
thereby adversely affecting our ability to termam&tCS without cause.
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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 additidhe trading volume in our common stock t
fluctuate and cause significant price variationetour. Some of the factors that could resultiuctbiations in the price or trading volume of oonmmon stoc
include, among other things: actual or anticipatieanges in our current or future financial perfante; changes in market interest rates and gemar&let an
economic conditions. We cannot assure you thamidwdet price of our common stock will not fluctear decline significantly.

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

The shares of Series A Preferred Stock were issuagrivate placement transaction pursuant toi@edt(2) of the Securities Act of 1933, as amen
and are not listed on the NASDAQ Capital Marketioy other market. Furthermore, even if the Sekxi€seferred Stock is accepted for listing on theSNDAMQ
Capital Market or another securities exchange ctineatrading market may not develop and the mapkiee of the Series A Preferred Stock may be ilelaiAs
a result, an investor in our Series A PreferrectiStoay be unable to sell his/her shares of Seri€seferred Stock at a price equal to or greatar that whicl
the investor paid, if at all.

We have not established a minimum dividend paymiaviel for our common stockholders and there are assurances of our ability to pay dividends
common or preferred stockholders in the future.

We intend to pay quarterly dividends and to malgritiutions to our common stockholders in amounthghat all or substantially all of our taxs
income in each year, subject to certain adjustmésntdistributed. This, along with other factosbould enable us to qualify for the tax benefitsoaded to
REIT under the Internal Revenue Code of 1986, asnded, or Internal Revenue Code. We have notletta a minimum dividend payment level for
common stockholders and our ability to pay dividemday be harmed by the risk factors described mefgiom July 2007 until April 2008, our Board
Directors elected to suspend the payment of quantiéridends on our common stock. Our Boardecision reflected our focus on the eliminatibogerating
losses through the sale of our mortgage lendingnbes and the conservation of capital to build feiteiarnings from our portfolio management operatioll
distributions to our common stockholders will bedmaat the discretion of our Board of Directors avitl depend on our earnings, our financial condit
maintenance of our REIT status and such other faets our Board of Directors may deem relevant ftione to time. There are no assurances of ouityakdl
pay dividends in the future.

In addition, in the event that we do not have Iggalailable funds, or any of our financing agreetsein the future restrict our ability, to pay c
dividends on shares of our Series A Preferred Stwekwill be unable to pay cash dividends on ouieSeA Preferred Stock, unless, in the case ofictisins
imposed by our financing agreements, we can refi@amounts outstanding under those agreementsough the dividends on our Series A Preferred ¢
would continue to accrue, we may pay dividendshares of our Series A Preferred Stock only if weehlegally available funds for such payment.

Upon conversion of our Series A Preferred Stock, wil be required to issue shares of common stockhblders of our Series A Preferred Stock, whichlh
dilute the holders of our outstanding common stocur outstanding shares of Series A Preferred ¥are senior to our common stock for purposes
dividend and liquidation distributions and have vog rights equal to those of our common stock.

On January 18, 2008, we completed the issuanceapadf 1.0 million shares of Series A Preferreacsto the JMP Group for an aggregate purc
price of $20.0 million. The Series A Preferredcktentitles the holders to receive a cumulativéddind of 10% per year, subject to an increasedceitent an
future quarterly common stock dividends exceed @& share. Holders of our Series A PreferredkShave dividend and liquidating distribution prefece:
over holders of our common stock, which may negdyiaffect a Series A Preferred Stockholdeability to receive dividends or liquidating dibtrtions on hi
or her shares. The Series A Preferred Stock asovbting rights equal to the voting rights attathe our common stock, except that each share wésSA
Preferred Stock is entitled to a number of votasaétp the conversion rate for the Series A PrefeB8tock.

The shares of Series A Preferred Stock are cofeiitito shares of our common stock based on aegsion price of $8.00 per share of common s

which represents a conversion rate of two andtai&(2 ¥2) shares of common stock for each shaf&eoies A Preferred Stock. Upon conversion of3kges /
Preferred Stock, we will issue common stock tohblelers of our Series A Preferred Stock, which diillite the holders of our outstanding common stock
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The Series A Preferred Stock represents approxirhal% of our outstanding capital stock, on a fulliluted basis, as of February 15, 2010. Therefotlee
holders of our Series A Preferred Stock have votcantrol over us.

The Series A Preferred Stock represents approxiyn2i of our outstanding capital stock, on a fulljuted basis, as of February 15, 2010.
Series A Preferred Stock also has voting rightsaktpu the voting rights attached to our common lst@xcept that each share of Series A PreferredkSt
entitled to a number of votes equal to the convarsate. Therefore, the holders of our Series éfdPred Stock have voting control over us, whichy it
your ability to effect corporate change throughghareholder voting process.

Future offerings of debt securities, which would m& senior to our common stock and preferred stocgom our liquidation, and future offerings of equi
securities, which would dilute our existing stocklders and may be senior to our common stock for fheposes of dividend and liquidating distributionsiay
adversely affect the market price of our commonako

In the future, we may attempt to increase our ehpitsources by making offerings débt or additional offerings of equity securitiéscluding
commercial paper, mediuterm notes, senior or subordinated notes and daskereferred stock or common stock. Upon ligtiadg holders of our de
securities and lenders with respect to other barrgsvwill receive a distribution of our availablssats prior to the holders of our preferred stawk @mmol
stock, with holders of our preferred stock havimiprity over holders of our common stock. Additadrequity offerings may dilute the holdings of @xistinc
stockholders or reduce the market price of our comstock, or both. Our Series A Preferred Stockdareference on liquidating distributions or ef@renc
on dividend payments that could limit our abilityrnake a dividend distribution to the holders of common stock, and any preferred stock issuedsbipn the
future could have similar terms. Because our datito issue securities in any future offering vdépend on market conditions and other factors ey
control, we cannot predict or estimate the amaiming or nature of our future offerings. Thus|ders of our common stock bear the risk of our fertoffering:
reducing the market price of our common stock ahdidg their stock holdings in us.

We may not be able to pay the redemption price wf 8eries A Preferred Stock on the redemption date.

We have an obligation to redeem any remaining antihg shares of our Series A Preferred Stock @bout December 31, 2010, at a redemption
equal to 100% of the $20.00 per share liquidatiaiguence, plus all accrued and unpaid divider@ist common stock is currently trading below thevaasior
price for our Series A Preferred Stock. As a esaad of December 31, 2009, 100% of the Seriesefiered Stock remained outstanding, which represai
aggregate redemption price (excluding accrued awpéid dividends) of approximately $20.0 million.eVkhay be unable to finance the redemption on féle
terms, or at all. Consequently, we may not ha¥icgent cash to purchase the shares of our Sérieseferred Stock.

We may not issue preferred stock that is seniorthe Series A Preferred Stock without the consenttbé holders of 66 2/3% of the shares of Serie
Preferred Stock, which limits the flexibility of aucapital structure.

As long as the Series A Preferred Stock is outstgndve may not issue preferred stock that is setoidhe Series A Preferred Stock with respe
dividend or liquidation rights without the consefithe holders of 66 2/3% of the shares of Seri¢xéferred Stock. This limitation restricts thexdbility of our
capital structure and may prevent us from issungtg that would otherwise be in the best intere$tsur company and common stockholders.

Future sales of our common stock could have an acheeeffect on our common stock price.

We cannot predict the effect, if any, of futureesabf common stock, or the availability of shamsfiture sales, on the market price of our com
stock. For example, upon conversion of our Seki€seferred Stock, we will be required to issuerehaf our common stock to holders of our Seridaréferres
Stock, which will increase the number of shareslabke for sale and dilute existing holders of common stock. Sales of substantial amounts of comstock

or the perception that such sales could occur, adagrsely affect prevailing market prices for oomenon stock.

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

Our Board of Directors has given us substantiatrdtion to invest in accordance with our broad streent guidelines. Our Board of Direci
periodically reviews our investment guidelines and portfolio. However, our Board of Directors doeot review each proposed investment. In additia
conducting periodic reviews, our directors relynparily on information provided to them by our extee officers and HCS. Furthermore, transactionig e
into by us may be difficult or impossible to unwibg the time they are reviewed by our directorsir ®@anagement and HCS have substantial discretitbrin
our broad investment guidelines in determiningtiipes of assets we may decide are proper invessmientis.

We are dependent on certain key personnel.

We are a small company and are dependent uponffinseof certain key individuals, including JamésFowler, the Chairman of our Board
Directors, and Steven R. Mumma, our Chief Execuffficer, President and Chief Financial OfficerheTloss of any key personnel or their servicesccbalve
an adverse effect on our operations.

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

We have entered into an agreement with our Chiefthtive Officer, Steven R. Mumma, that provides kiith severance benefits if his employmr
ends under specified circumstances following a ghan control. These benefits could increase th& t a potential acquirer of us and thereby prewe
discourage a change in control that might involyeeanium price for your shares or otherwise beduarybest interest.

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

In order for us to maintain our qualification aRBIT under the Internal Revenue Code, not more 8984 in value of the issued and outstanding sl
of our capital stock may be owned, actually or tasively, by five or fewer individuals (as defohén the Internal Revenue Code to include certatities) a
any time during the last half of each taxable y@dner than our first year as a REIT). This taskmown as the “5/50 testAttribution rules in the Intern
Revenue Code apply to determine if any individuakmtity actually or constructively owns our capstock for purposes of this requirement. Addiéthy, ai
least 100 persons must beneficially own our capiiatk during at least 335 days of each taxable (gther than our first year as a REIT). To heigwee that w
meet these tests, our charter restricts the atignigind ownership of shares of our capital sto©kir charter, with certain exceptions, authorizesdirectors t
take such actions as are necessary and desiraptegerve our qualification as a REIT and providhed, unless exempted by our Board of Directorspeisol
may own more than 5.0% in value of the outstandimayes of our capital stock. The ownership liroittained in our charter could delay or preventadactio
or a change in control of our company under cirdamses that otherwise could provide our stockhsldéth the opportunity to realize a premium oves ther
current market price for our common stock or waatlterwise be in the best interests of our stocldrsld

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

Certain provisions of Maryland law, our charter and bylaws may have the effect of delaying, défigrior preventing transactions that involve
actual or threatened change in control. Theseigions include the following, among others:

» our charter provides that, subject to the righteraé or more classes or series of preferred stoelett one or more directors, a director ma
removed with or without cause only by the affirmativote of holders of at least twiioirds of all votes entitled to be cast by our ktaider:
generally in the election of directors;

» our bylaws provide that only our Board of Directshall have the authority to amend our bylaws;

« under our charter, our Board of Directors has aitthdo issue preferred stock from time to time,ane or more series and to establist
terms, preferences and rights of any such setliesithout the approval of our stockholders;

« the Maryland Business Combination Act; and

« the Maryland Control Share Acquisition Act.
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Although our Board of Directors has adopted a wgswh exempting us from application of the MarylaBdsiness Combination Act and our byl
provide that we are not subject to the Maryland t@drShare Acquisition Act, our Board of Directargy elect to make the “business combinatistatute an
“control share” statute applicable to us at anyetemd may do so without stockholder approval.

Maintenance of our Investment Company Act exemptiomposes limits on our operation

We have conducted and intend to continue to conductoperations so as not to become regulated asvastment company under the Investn
Company Act. We believe that there are a numbexxemptions under the Investment Company Act thatgplicable to us. To maintain the exemption
assets that we acquire are limited by the provssioihthe Investment Company Act and the rules @gtilations promulgated under the Investment Corr
Act. In addition, we could, among other things,reguired either (a) to change the manner in whietconduct our operations to avoid being requiceckgiste
as an investment company or (b) to register asnastment company, either of which could have areet effect on our operations and the market foiceul
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
depend on our ability to meet various requirementgerning, among other things, the ownership ofoaiistanding stock, the nature of our assetssalieces ¢
our income, and the amount of our distributiontw stockholders. In order to satisfy these remments, we might have to forego investments we t
otherwise make. Thus, compliance with the REITunemments may hinder our investment performancereldver, while we intend to continue to operateéa
qualify as a REIT for federal income tax purpogggen the highly complex nature of the rules gouggrREITs, there can be no assurance that we aijuzlify
in any taxable year.

If we fail to qualify as a REIT in any taxable yeard we do not qualify for certain statutory relgebvisions, we would be subject to federal incdax
(including any applicable alternative minimum tax) our taxable income at regular corporate rats. might be required to borrow funds or liquidatens
investments in order to pay the applicable taxr @ayment of income tax would reduce our net egsiavailable for investment or distribution
stockholders. Furthermore, if we fail to qualifg a REIT and do not qualify for certain statutogyiaf provisions, we would no longer be requiredmeke
distributions to stockholders. Unless our failtwequalify as a REIT were excused under the fedame tax laws, we generally would be disqualifieom
treatment as a REIT for the four taxable yearofuithg 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 stockholdereast 90% of our REIT taxable income, exclut
any net capital gain. To the extent that we diste at least 90%, but less than 100% of our REX&lle income, we will be subject to corporate medax ol
our undistributed REIT taxable income. In additiare will be subject to a 4% nondeductible excésedn the amount, if any, by which certain disttibos paic
by us with respect to any calendar year are lesms the sum of (i) 85% of our ordinary REIT inconee that year, (ii) 95% of our REIT capital gain metome
for that year, and (iii) 100% of our undistributeé&IT taxable income from prior years.

We have made and intend to continue to make digtoibs to our stockholders to comply with the 90Btribution requirement and to avoid corpo
income tax and the nondeductible excise tax. Hewealifferences in timing between the recognitioiR&IT taxable income and the actual receipt ohaazulc
require us to sell assets or to borrow funds onoatgerm basis to meet the 90% distribution requirenaet to avoid corporate income tax and the nondéade
excise tax.
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Certain of our assets may generate substantial até$ras between REIT taxable income and availalgk. c8uch assets could include mortghgeke«
securities we hold that have been issued at aulis@nd require the accrual of taxable income waade of the receipt of cash. As a result, ouatiéxincom
may exceed our cash available for distribution twedrequirement to distribute a substantial portbour net taxable income could cause us to:

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

« distribute amounts that would otherwise be investefdture acquisitions, capital expenditures grayment of debt in order to comply with
REIT distribution requirements.

Further, our lenders could require us to enter ir@gative covenants, including restrictions onatility to distribute funds or to employ leveragdich
could inhibit our ability to satisfy the 90% didtution requirement.

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

The maximum U.S. federal income tax rate for dimigdie payable to domestic shareholders that areithdils, trust and estates is 15% (thrc
2010). Dividends payable by REITs, however, aneegally not eligible for the reduced rates. Altgbuhe reduced U.S. federal income tax rate appbct
dividend income from regular corporate dividendesioot adversely affect the taxation of REITs erddinds paid by REITs, the more favorable rate iapble
to regular corporate dividends could cause investdro are individuals, trusts and estates to pezcevestments in REITs to be relatively less ative thar
investments in the stocks of n®EIT corporations that pay dividends, which couttversely affect the value of the shares of REIMs|uding our commc
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 investmenttfmbio. Our aggregate gross income from non-
qualifying hedges, fees, and certain other goalifying sources cannot exceed 5% of our annuzdggincome. As a result, we might have to limit ase o
advantageous hedging technigues or implement thedges through a TRS. Any hedging income earneal BRS would be subject to federal, state and
income tax at regular corporate rates. This cinddease the cost of our hedging activities or egpas to greater risks associated with changegénesst rate
than we would otherwise want to bear.

A decline in the value of the real estate securittte mortgage loans that back RMBS could cause atjwor of our income from such securities to
nonqualifying income for purposes of the REIT 75%ags income test, which could cause us to fail tatify as a REIT.

Pools of mortgage loans back the RMBS that we hottlir investment portfolio and in which we invest. general, the interest income from a mort
loan is qualifying income for purposes of the 75%sg income test applicable to REITs to the extieat the mortgage loan is secured by real propdftg
mortgage loan has a loan-talue ratio greater than 100%, however, then orgyomortionate part of the interest income is dyeg income for purposes of t
75% gross income test and only a proportionate gfattte value of the loan is treated as a “reahtesassetfor purposes of the 75% asset test applicat
REITs. This loan-toralue ratio is generally measured at the timetth&@REIT commits to acquire the loan. Although tiR& has ruled generally that the inte
income from non-collateralized mortgage obligatft@MO”) RMBS is qualifying income for purposes of the 758653 income test, it is not entirely clear |
this guidance would apply if we purchase non-CMOB®/n the secondary market at a time when the toaralue ratio of one or more of the mortgage I
backing the non-CMO RMBS is greater than 100%, auwdprdingly, a portion of any income from such +@MO RMBS may be treated as nquoalifying
income for purposes of the 75% gross income tesaddition, that guidance does not apply to CMOBBM In the case of CMO RMBS, if less than 95%he
assets of the issuer of the CMO RMBS constitutal“estate assetsfien only a proportionate part of our income deatiff®om the CMO RMBS will qualify fc
purposes of the 75% gross income test. AlthougHatv is not clear, the IRS may take the posititat the determination of the loanstatue ratio for mortgag
loans that back CMO RMBS is to be made on a qugrbersis. A decline in the value of the real estcuring the mortgage loans that back our CMO R
could cause a portion of the interest income frowsé RMBS to be treated as non-qualifying incomepfoposes of the 75% gross income test. If sumh n
qualifying income caused us to fail the 75% gros®ime test and we did not qualify for certain staturelief provisions, we would fail to qualify @asREIT.
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Item 1B. UNRESOLVED STAFF COMMENTS
None.
Item 2. PROPERTIES

Other than real estate owned, acquired through keu of, foreclosures on mortgage loans, the gany does not own any properties. As of Decel
31, 2009, our principal executive and administeatifices are located in leased space at 52 Vaittdadenue, Suite 403, New York, New York 10017.

Item 3. LEGAL PROCEEDINGS

We are at times subject to various legal proceedargsing in the ordinary course of our business.of the date of this report, we do not believai
any of our current legal proceedings, individualyin the aggregate, will have a material adveffeceon our operations, financial condition or ledl®ws

Item 4. (REMOVED AND RESERVED)

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 theitigdymbol “NYMT”. As of December 31, 2009, we had 9,415,094 sharesrmamon stoc

outstanding and as of March 1, 2010, there wereoappately 30 holders of record of our common stctkis figure does not reflect the beneficial ovahgp o
shares held in nominee name.
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The following table sets forth, for the periodsigaded, the high, low and quarter end closing satiEes per share of our common stock and the cash
dividends paid or payable on our common stock parashare basis. The data below has been sounraedfip://www.bloomberg.com

Common Stock Prices Cash Dividends
Paid or Amount
High Low Close Declared Payable per Share
Year Ended December 31, 2009
Fourth quarter $ 8.7t $ 574 $ 7.1¢ 12/21/0¢ 01/26/1C $ 0.25
Third quarter 8.07 5.0¢F 7.6C 09/28/0¢ 10/26/0¢ 0.2t
Second quarter 5.917 2.2t 5.1€ 06/14/0¢ 07/27/0¢ 0.2
First quarter 3.8C 1.82 3.8C 03/25/0¢ 04/27/0¢ 0.1¢
Common Stock Pricegd Cash Dividends
Paid or Amount
High Low Close Declared Payable per Share
Year Ended December 31, 2008
Fourth quarter $ 437 $ 151 $ 2.2C 12/23/0¢ 01/26/0¢ $ 0.1C
Third quarter 5.9¢ 2.5C 3.17 09/29/0¢ 10/27/0¢ 0.1¢€
Second quarter 6.24 4.0C 6.2C 06/30/0¢ 07/25/0¢ 0.1€
First quarter 9.8C 4.4C 5.4C 04/21/0¢ 05/15/0¢ 0.1z

(1) Our common stock was reported on the OTC®BfJanuary 1, 2008 through June 4, 2008. Our camstak has been listed on the NASDAQ since
June 5, 200¢

We intend to continue to pay quarterly dividendshadders of shares of common stock. Future dividewdl be at the discretion of the Board
Directors and will depend on our earnings and fam@rcondition, maintenance of our REIT qualificatj restrictions on making distributions under Mang law

and such other factors as our Board of Directoesrderelevant.

Total Taxable

Cash Distribution Income Short-term Ordinary Return of

Declaration Date Record Date Payment Date per share Dividends Capital Gain Dividend Capital
12/23/08 01/07/09 01/26/09 $ 0.100C $ 0.100C $ 0.000C $ 0.100C $ 0.000(
03/25/09 04/06/09 04/27/09 $ 0.180( $ 0.180( $ 0.000( $ 0.180( $ 0.000(
06/14/09 06/26/09 07/27/09 $ 0.230( $ 0.230( $ 0.000C $ 0.230( $ 0.000(
09/28/09 10/13/09 10/26/09 $ 0.250( $ 0.250( $ 0.000( $ 0.250( $ 0.000(
Total 2009 Cash Distributions $ 0.760( $ 0.760( $ 0.000( $ 0.760( $ 0.000(

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

The Company has a share repurchase program, whipheviously announced in November 2005. At managei® discretion, the Company
authorized to repurchase shares of Company cominok & the open market or through privately negfetil transactions through December 31, 2015. Tam
may be temporarily or permanently suspended ondistued at any time. The Company has not repuechasy shares since March 2006 and currently h
intention to recommence repurchases in the near-ter
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Securities Authorized for Issuance Under Equity gensation Plans

The following table sets forth information as ofd@enber 31, 2009 with respect to compensation pladsr which equity securities of the Company are
authorized for issuance. The Company has no suats phat were not approved by security holders.

Number of Securities to Weighted Average Number of Securities
be Issued upon Exercise Exercise Price of Remaining Available for
of Outstanding Options, Outstanding Options, Future Issuance under
Plan Category Warrants and Rights Warrants and Rights Equity Compensation Plans
Equity compensation plans approved by
security holders — % = 8,111
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Performance Grapt

The following line graph sets forth, for the peribdcember 31, 2004 through December 31, 2009, gpaoson of the percentage change in the cumulédied
stockholder return on the Company's common stockpemed to the cumulative total return of the NYS&posite Index and the National Association of
Estate Investment Trusts ("NAREIT") Mortgage REifléx. The graph assumes that the value of thetimeed in each of the Company's common stock ar
indices was $100 as of December 31, 2004 and thdivadends were reinvested. The performance oééle in the graph is not necessarily indicativéutdire
performance.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

AmongNew York Mortgage Trust, Inc., The NYSE Composite Index
Ancd The FTSENAREIT Mortgage REITs Index
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*$100 invested on 12/31/04 in stock or index, including reinvestment of dividends.
Fiscal vearending December 321,

The foregoing graph and chart shall not be deenmedrporated by reference by any general statemeaudrporating by reference this Annual Report onrf
10K into any filing under the Securities Act of 1983under the Securities Exchange Act of 1934, exoehie extent we specifically incorporate thiformatior
by reference, and shall not otherwise be deemed fihder those acts.
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Item 6. SELECTED FINANCIAL DATA
The following selected consolidated financial detalerived from our audited consolidated finanaigtements and the notes thereto for the pe
presented and should be read in conjunction withntiere detailed information therein and “Managensebiscussion and Analysis of Financial Conditionl

Results of Operations” included elsewhere in thisual report. Operating results are not necessadigative of future performance.

As of and For the Year Ended December 31,

(Dollar amounts in thousands, except per share atapu 2009 2008 2007 2006 2005
Operating Data:
Revenues
Interest income $ 31,098 $ 4412 % 50,56 $ 64,88. $ 62,72¢
Interest expense 14,23¢ 36,26( 50,08" 60,09" 49,85:
Net interest income 16,86( 7,86° 477 4,78¢ 12,87
Provision for loan losses (2,267) (1,467) (1,687 (57 —
Realized gains (losses) on securities and reladdés 3,28: (19,977 (8,350) (529 2,201
Impairment loss on investment securities (119) (5,27¢) (8,480) — (7,440
Total other income (expenses) 901 (26,719 (18,519 (58¢€) (5,239
Expenses
Salaries and benefits 2,11¢ 1,86¢ 86¢E 714 1,93«
General and administrative expenses 4,75¢ 5,041 1,88¢ 1,31¢ 2,38¢
Total expenses 6,871 6,91( 2,75¢ 2,032 4,31¢
Income (loss) before from continuing operations 10,88« (25,769 (20,790 2,16¢ 3,322
Income (loss) from discontinued operation — netaaf (1) 78€ 1,657 (34,479 (17,197 (8,662)
Net income (loss $ 11,67 $ (24,10 $ (55,269 $ (15,03) $ (5,340
Basic net income (loss) per share $ 128 $ 291 $ (30.47) $ (8.39) $ (2.9¢)
Diluted net income (loss) income per share $ 1.1¢ $ 291 $ (30.47) $ (8.39) $ (2.9¢)
Dividends declared per common share $ 091 $ 054 $ 05C $ 47C $ 9.2C
Balance Sheet Data:
Cash and cash equivalents $ 2452 $ 9,387 $ 5506 $ 96¢< $ 9,05¢
Investment securities available for sale 176,69: 477,41t 350,48« 488,96 716,48
Mortgage loans held in securitization trusts 276,17¢ 346,97. 428,03( 587,53! 780,67(
Assets related to discontinued operation (1) 4,215 5,85¢ 8,87¢ 212,80! 248,87
Total assets 488,81 853,30( 808,60t 1,321,97! 1,789,94.
Financing arrangements, portfolio investments 85,10¢ 402,32¢ 315,71« 815,31 1,166,49
Collateralized debt obligations 266,75:¢ 335,64t 417,02 197,44 228,22t
Subordinated debentures (net) 44,89: 44,61¢ 44,34¢ 44,07 43,65(
Convertible preferred debentures 19,85 19,70: — - -
Liabilities related to discontinued operation (1) 1,77¢ 3,56¢ 5,83: 187,70! 231,92!
Total liabilities 425,82 814,05: 790,18t 1,250,40 1,688,98!
Total stockholders’ equity $ 62,98° $ 39,24¢ $ 18,41¢ % 7157 $ 100,95¢

(1) In connection with the sale of our wholesale magtgarigination platform assets on February 22, 2800 the sale of our retail mortgage origina
platform assets on March 31, 2007, we classifymartgage lending business as a discontinued oparati(see note 8 in the notes to our consolic
financial statements).
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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 itsneolidated subsidiaries (“NYMT”, the “Company”, “We‘our”, and “us”), is a selfadvised re:
estate investment trust, or REIT, in the busindsacquiring and managing primarily residential ad@ble-rate, hybrid adjustable-rate and fixed-ratetgage-
backed securities (“RMBS”)or which the principal and interest payments amargnteed by a U.S. Government agency, such aGaekernment Nation
Mortgage Association (“Ginnie Mae”) or a U.S. Gaverent-sponsored entity (‘GSE” or “Agency”), suchtlas Federal National Mortgage AssociatioRghnie
Mae") or the Federal Home Loan Mortgage Corporafiéineddie Mac”), which we refer to collectively &agency RMBS,”"RMBS backed by prime jumbo a
Alternative A-paper (“Alt-A”) mortgage loans (“noAgency RMBS”), and prime credit quality residentadjustable-rate mortgage (“ARM’'pans held i
securitization trusts, or prime ARM loans. The amder of our current investment portfolio is compd of notes issued by a collateralized loan aliliy
(“CLO”). We also may opportunistically acquire amdnage various other types of real estatated and financial assets, including, amongradtfiags, certai
non-rated residential mortgage assets, commeraitgage-backed securities (“CMBSgpmmercial real estate loans and other similarstaents. The:
assets, together with ndkgency RMBS and CLOs, typically present greateditrask and less interest rate risk than our itwvesits in Agency RMBS al
prime ARM loans, and may also permit us to potdgtisilize all or part of a significant net opeirag loss carry-forward held by Hypotheca Capitdl(L(“HC,”
then doing business as The New York Mortgage Compag), our wholly-owned subsidiary and former ngage lending business.

Our principal business objective is to generateimaime for distribution to our stockholders remgtfrom the spread between the interest and
income we earn on our interesarning assets and the interest expense we payedootrowings that we use to finance our leveraagsits and our operat
costs, which we refer to as our net interest incole intend to achieve this objective by investinga broad class of real estatdated and financial asse
including those listed above, that in aggregatéi,generate attractive risk-adjusted total retuorsour stockholders.

Prior to 2009, our investment portfolio was prilthadomprised of Agency RMBS, prime ARM loans hebdsiecuritization trusts and certain nagenc'
RMBS rated in the highest rating category by twiingpagencies. The prime ARM loans in our portfoliere purchased from third parties or originateduk
through HC and were subsequently securitized bpnds are held in our four securitization trusts.giBeing in the first quarter of 2009, we commena
repositioning of our investment portfolio to traitan the portfolio from one primarily focused orvégaged Agency RMBS and prime ARM loans hel
securitization trusts, which primarily involve inést rate risk, to a more diversified portfolio ttiacludes elements of credit risk with reducedelage. Th
repositioning included a reduction in the Agency B®lheld in our portfolio through the disposition $£93.8 million of GSHssued collateralized mortge
obligation floating rate securities, which we referas “Agency CMO floaters”, a net increase of ragpnately $27.5 million (par value) in our néwgency
RMBS position and our opportunistic purchase in 8ha2009 of discounted notes issued by a CLO.

We elected to be taxed as a REIT for federal inctamgurposes commencing with our taxable year @odeDecember 31, 2004. As a result, we
generally will not be subject to federal income texour taxable income that is distributed to dacksholders.
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Factors that Affect our Results of Operations and Fancial Condition
Our results of operations and financial conditiom @ffected by various factors, including, amorfgeothings:
o changes in interest rates;
« rates of prepayment, default and recovery on osgtasor the mortgages or loans that underlie ssefits ;
» general economic and financial and credit markatlton s;
» our leverage, our access to funding and our borrgwosts;
» our hedging activities;
» changes in the credit ratings of the loans, saearitind other assets we own;
o the market value of our investments;
« liabilities related to our discontinued operatimtluding repurchase obligations on the sales atgage loans ; and
e requirements to maintain REIT status and to quétifyan exemption from registration under the It Company Act.

We earn income and generate cash through our meess. Our income is generated primarily from tleé spread, which we refer to as net inte
income, which is the difference between the inteireome we earn on our investment portfolio arel ¢bst of our borrowings and hedging activities atfte
operating costs. Our net interest income will vieaged upon, among other things, the difference derivthe interest rates earned on our intexasiing asse
and the borrowing costs of the liabilities usedinance those investments, prepayment speeds dadlidend recovery rates on the assets or the loadsrlying
such assets.Because changes in interest rates may significaiffiéact our activities, our operating results depen large part, upon our ability to manage inst
rate risks and prepayment risks effectively whilgimaining our status as a REIT.

We anticipate that, for any period during which rfpes in the interest rates earned on our asset®tooincide with interest rate changes on
borrowings, such assets will reprice more slowlnttthe corresponding liabilities. Consequently,nges in interest rates, particularly shimm interest rate
may significantly influence our net interest incaréith the maturities of our assets generally oigler duration than those of our liabilities, inttreate increas
will tend to decrease the net interest income wé&vedrom, and the market value of our interese rag¢nsitive assets (and therefore our book vaineyding
Agency RMBS, prime ARM loans and certain ndgency RMBS. Such rate increases could possiblyltr@s operating losses or adversely affect oulitgttio
make distributions to our stockholders.

The yield on our assets may be affected by a @iffeg between the actual prepayment rates and ojectons.Prepayment rates, as reflected by the
of principal paydown, and interest rates vary adicwy to the type of investment, conditions in tlheremy and financial markets, competition and ofketors
none of which can be predicted with any certaifiy.the extent we have acquired assets at a premiwliscount to par, or face value, changes in prega
rates may impact our anticipated yield. In periofisleclining interest rates, prepayments on ourtgegre related assets will likely increase. If we anable t
reinvest the proceeds of such prepayments at caileayields, our net interest income will be negali impacted. The current climate of governn
intervention in the mortgage markets significamtigreases the risk associated with prepayments.

While we historically have used, and intend to imsthe future, hedging to mitigate some of ourriegt rate risk, we do not hedge all of our exposo

changes in interest rates and prepayment ratébees are practical limitations on our ability tesulate our portfolio from all potential negativensequenc
associated with changes in short-term interess iata manner that will allow us to seek attractie¢ spreads on our assets.
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In addition, our returns will be affected by thedit performance of our non-agency RMBS and otheestments. Our noAgency RMBS and CL:
investments expose us to credit risk; howeverctiedit support built into noAgency RMBS deal structures is designed to prowidevel of protection agair
potential credit losses. In addition, the discednpurchase prices paid for the nbgency RMBS and CLO investments in our portfolioyade further insulatio
from credit losses in the event, as we expect,weateceive less than 100% of par value on suattsaddeverthelessficredit losses on our investments, loan
the loans underlying our investments exceed oueegpions, it may have an adverse effect on odfopeance and our earnings.

As it relates to loans sold previously under certaan sale agreements by our discontinued mortgeging business, we may be required to repurt
some of those loans or indemnify the loan purchfisedtamages caused by a breach of the loan sedermgnt. While in the past we complied with theurepas
demands by repurchasing the loan with cash andlingsé at a loss, thus reducing our cash positidore recently, we have addressed these requg
negotiating a net cash settlement based on thalastuiassumed loss on the loan in lieu of repuidgathe loans. As of December 31, 2009, the amot
repurchase requests outstanding was approxima2elyrfiillion, against which we had a reserve of agjpnately $0.3 million. We cannot assure you thatwill
be successful in settling the remaining repurcligsaands on favorable terms, or at all. If we arablmto continue to resolve our current repurcltEsaand
through negotiated net cash settlements, our ligueduld be adversely affected.

For more information regarding the factors and gisthat affect our operations and performance, #een“1A. Risk Factors” above andteém 7A.
Quantitative and Qualitative Disclosures About MarRisk” below.

Current Market Conditions and Known Material Trends

In recent years, the residential housing and mgeged credit and financial markets in the Unitéates and globally have experienced a varie
difficulties and changed economic conditions, idahg loan defaults, credit losses and decreaseidtlliy. These conditions, together with liquidatisgles b
several large institutions, have resulted in vbtatin the value of most real estatelated and financial assets, including many ofabgets in our portfolio, a
reduced available financing for certain assetsrdsponse to these conditions, the U.S. Governnfeederal Reserve, U.S. Treasury, FDIC and «
governmental and regulatory bodies have takenercansidering taking other actions in an efforstabilize the credit and financial markets and state th
economy. These actions include, among other thitigs conservatorship of Fannie Mae and Freddie, E&SA, TARP, the CPP, TALF, ARRA and
Homeowner Affordability and Stability Plan, or HASRIthough the impact from many of these actiomsams uncertain, certain sectors have reporteds 9
stabilizing recently, including the Agency RMBS rketr.

Developments at Fannie Mae and Freddie Maeayments on the Agency RMBS in which we investguaranteed by Fannie Mae and Fre
Mac. Because of the guarantee and the underwstamgdards associated with mortgages underlying &gBMBS, they have historically had high price gtk
and been considered to present low credit risk. él@w, the recent turmoil in the residential mortgagctor severely weakened the financial condifoRannie
Mae and Freddie Mac. As a result, Agency RMBS ggpeed increased price volatility. In respons¢ht severely weakened financial condition of Fara
and Freddie Mac and the corresponding impact thiatvweakened condition was having on the U.S. nageg credit and financial markets, in 2008 the
Government placed Fannie Mae and Freddie Mac ufetgral conservatorship. In connection with thecptaent of Fannie Mae and Freddie Ma
conservatorship, the U.S. Treasury agreed to peow@tain financial support to these entities,udilg a largeiscale Agency RMBS purchasing program th
scheduled to terminate during the 2010 first quak¢e expect that the U.S. Governmsntonservatorship of Fannie Mae and Freddie MacalNdw thes
institutions to continue to issue Agency RMBS. Heem no assurance can be given that the conseshgoof Fannie Mae and Freddie Mac will continu
have a positive effect on the supply of Agency RMB8r example, at a hearing on January 22, 20E0Ctieirman of the House Financial Services Come
stated that the committee will be recommendinght ©.S. Congress to abolish Fannie Mae and Fréddin favor of a new system of providing hous
finance.

Prior to December 2009, the financing arrangemetwéen the U.S. Treasury and Fannie Mae and Frédaerequired these entities to cap t
Agency RMBS portfolio at $900 billion each and theegin reducing their portfolio of Agency RMBS b§% per year beginning in 2010. In December 200¢
U.S. Treasury loosened this requirement by allovihmg portfolio reduction requirements to be appliedhe maximum allowable size of the portfolioathe
than the actual size of the portfolios. Also, th&UTreasury originally was going to require Farviee and Freddie Mac to pay a quarterly commitnfiesto the
U.S. Treasury beginning on March 31, 2010. The Ur®asury subsequently postponed that start daRetember 31, 2010. The change to Fannie Ma
Freddie Macs portfolio reduction requirements caedtend the time period by which these entitiebmttions of their Agency RMBS portfolios in theanket
which, in turn, could cause the supply of Agency B®4o be smaller than we originally anticipated.
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More recently, in February of this year, Fannie Maed Freddie Mac announced that the GSEs will beh@asing delinquent loans from mortgage p
guaranteed by them. Delinquent loans for this @ogwill be those that are 120 days or greater geént as of measurement date. Freddie Mac staded thill
be consummating all of its purchases at once, basdtie delinquencies as of February 2010, witmpayts to securities holders on Marcht1&nd April 1¢
th_ On March 1, 2010, Fannie Mae reported that itld/uy approximately $127 billion of loans out afaganteed RMBS pools beginning in March and rur
through about June of this year. These actionddadetrease the net income derived from our AgeldB&

Mortgage asset valuesDuring 2009, the market value of the Agency RMB®ur portfolio was positively impacted by the Eeal Reserves prograr
to purchase $1.25 trillion of Agency MBS. This pluase program implemented by the Federal Resecveased market prices of Agency RMBS during 2
thereby reducing their market yield. As a resuk, did not acquire any Agency RMBS during 2009, mrstiead opportunistically disposed of the Agené§d
floaters in our portfolio. The Federal Reserve imacated it will complete its planned purchasesAgeéncy RMBS by the end of the 2010 first quartémo
further action is taken by the Federal Reserve ntaeket value of Agency RMBS may decline, which amether things, could cause the market value ¢
Agency RMBS to decline.

Market demand for noAgency RMBS increased over the course of 2009 duéndreased demand and the reduced market yield#\dency
RMBS. Accordingly, while nokgency RMBS remain available at a discount, suska@lints have narrowed relative to discounts aJailabearly 2009 and la
2008 and may continue to narrow in the future, catlyithe market yields on these assets. Neveghgelee believe that despite higher market priceslanel
yields, that risk-adjusted returns on non-AgencyB8\tontinue to represent attractive investment dppdies.

Credit Quality. The deterioration of the U.S. housing market asl wasl the recent economic downturn have caused tésdential mortgag
delinquency rates to remain at high levels foraasitypes of mortgage loans. Recent months havessere stabilization or improvement of certain mees o
credit quality, although this stabilization anditmprovement may ultimately prove to be temporary

Financing markets and liquidit. Actions by the Federal Reserve and the U.S.shigaover the past two years appear to have stabilihe financin
and liquidity environment for Agency RMBS. The lidity facilities created by the Federal Reservermu2007 and 2008 and its lowering of the Fedetald?
Target Rate to 0 — 0.25%, along with the reductibthe 30day LIBOR to 0.23% as of December 31, 2009, hawested our financing costs (which most clo:
correlates with the 3@ay LIBOR) and stabilized the availability of rephase agreement financing for Agency RMBS. Morepeetlateral requiremer
improved throughout 2009. However, available lager for nonAgency RMBS and other financial assets has remastadce during 2009 due to the re
conditions in the housing and credit markets. Mameently, some investment banks have, to a liméeent, begun making term financing available rfon-
Agency RMBS. As of the date of this report, ourastment in Agency RMBS and a CLO remained unleldiewever, should the prospects for stable, rkd
and favorable repurchase agreement financing farAgency RMBS develop in the future, we would expecincrease our repurchase agreement borroy
collateralized by non-Agency RMBS.

In addition to a stabilizing financing environmdat Agency RMBS, collateral requirements improvadtighout 2009. With respect to interest r:
because of continued uncertainty in the credit migriand difficult U.S. economic conditions, we epttbat interest rates are likely to remain at ¢hieistorically
low levels until such time as the economic datarb&gconfirm a sustainable improvement in the allesconomy.

Prepayment ratesAs a result of various government initiatives linting HASP and the reduction in intermediate amhkrterm treasury yields, rat
on conforming mortgages have declined, nearinghcgtl lows during 2009. Hybrid and adjustabéée mortgage originations have declined substntiac
rates on these types of mortgages are comparalierates available on 30-year fixeate mortgages. We experienced similar prepaynees ron both o
Agency RMBS and prime ARM loans during the secdhitd and fourth quarters of 2009. We expect spdedbe higher in the first half of 2010 due to
announced delinquent loan buyback program from ieadiae. We do not expect this will have a matanglact on the Company.
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Note Regarding Discontinued Operation

In connection with the sale of our wholesale andirenortgage lending platform assets in the fipgarter of 2007, during the fourth quarter of 2006
classified our mortgage lending business as a disuged operation. As a result, we have repor@cmues and expenses related to the mortgage ¢
business as a discontinued operation and the dedaets and liabilities as assets and liabilitésted to a discontinued operation for all peripossented in tt
accompanying consolidated financial statementsta@enssets, such as the deferred tax asset, arainckabilities, such as subordinated debt amdbilities
related to leased facilities not assigned are gladur ongoing operations and accordingly, we haoeclassified as a discontinued operation. See &ah the
notes to our consolidated financial statements.

Until March 31, 2007, our discontinued mortgagedieg operation contributed to our then current gefiinancial results. Subsequent to March
2007, our discontinued mortgage lending operatias impacted our financial results due to liab#itremaining after the sale of the operatoassets. As
December 31, 2009 discontinued operations conki$4.@ million in assets and $1.8 million in liab#s, down from $5.9 million in assets and $3.8lion in
liabilities at December 31, 2008.

Prior to March 31, 2007, we originated a wide ranfjeesidential mortgage loan products includinigngr, alternative-A, and to a lesser extent ptilre
loans, home equity lines of credit, second mortgaged bridge loans. We originated $0.4 billionmiortgage loans during three months ended Marc
2007. Our sale of the mortgage lending platforsetson March 31, 2007 marked our exit from thetgagre lending business.

As of December 31, 2009, the Company had $4.2anillh assets related to discontinued operatior$ydimg $3.8 million in loans held for sale. ~

discontinued operations had net income of $0.8anillor the year ended December 31, 2009. The @ompontinues to wind down the discontinued opena
and anticipates to be substantially complete byetidtof 2010.
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Balance Sheet Analysis

Investment Securities - Available for Sale At December 31, 2009 our securities portfolio sists of Agency RMBS, Noagency RMBS, originall
rated AAA and Collateralized Loan Obligations. Aé&@mber 31, 2009, we had no investment securitiessingle issuer or entity, other than Fannie Ma&
had an aggregate book value in excess of 10% ofotalrassets. The following tables set forth thelit characteristics of our investment securitieailable fo

sale as of December 31, 2009 and December 31, 2008:

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

Sponsor or Par Carrying % of
December 31, 2009 Rating (1) Value Value Portfolio Coupon Yield
Credit
Agency RMBS FNMA $ 110,32« $ 116,22¢ 65.6% 5.14% 2.31%
Non-Agency RMBS AAA 2,19t 1,717 1.C% 4.97% 11.26%
AA 1,27( 88€ 0.5% 5.1&% 15.09%
A 364 321 0.2% 4.4%% 4.92%
BB 13,38¢ 11,33¢ 6.2% 1.65% 12.7%
B 11,74: 8,81: 5.(% 4.02% 9.57%
CCC or Below 28,02¢ 19,794 11.2% 5.13% 7.4%
Collateralized Loan Obligation BBB 10,40( 5,40¢ 3.1% 1.37% 15.2(%
BB 15,30( 5,50¢ 3.1% 2.61% 23.45%
B 20,25( 6,68 3.8% 5.21% 30.22%
Total/Weighted Average $ 213,25¢ $ 176,69: 100.(% 4.51% 6.25%
(1) — Ratings based on S&P categories, howeverisiesumay have been rated by either Fitch or Mdady
Sponsor or Par Carrying % of
December 31, 2008 Rating (1) Value Value Portfolio Coupon Yield
Credit
Agency RMBS FNMA/FHLMC $ 455,447 $ 455,87 95% 3.61% 5.9%
Non-Agency RMBS AAA 23,28¢ 18,11¢ 4% 1.27% 15.85%
AA 60¢ 53C 0% 1.22% 4.32%
A 3,64¢ 2,82¢ 1% 2.3(% 4.06%
CCC or Below 2,05¢ 69 0% 5.61% 20.3%
Not Rated 40E — 0% 5.61% 0%
Total/Weighted Average $ 485,45¢ $ 477,41¢ 10(% 3.55% 6.51%

(1) — Ratings based on S&P categories, howeveritiesunay have been rated by either Fitch or Mdady
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The following table sets forth the stated resetgolsrand weighted average yields of our investreentrrities available for sale at December 31, 2009
and December 31, 2008 (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, 2009 Value Yield Value Yield Value Yield Value Yield
Agency RMBS $ - —% $ 42,89: 2.07% $ 73,33: 254 $ 116,22 2.31%
Non-Agency RMBS 22,06 10.15% 4,86¢ 7.2% 15,93¢ 9.57% 42,86¢ 9.61%
Collateralized Loan Obligatior 17,59¢ 23.4&% — —% — —% 17,59¢ 23.4¢%
Total/Weighted Average $ 39,66¢ 16.01% $ 47,75¢ 2.6(% $ 89,26¢ 3.8(% $ 176,69: 6.25%
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, 2008 Value Yield Value Yield Value Yield Value Yield
Agency RMBS $ 197,67 8.5/% $ 66,91( 3.6% $ 191,28t 4.02% $ 455,87: 5.9%%
Non-Agency RMBS 21,47¢ 14.11% — —% 69 16.9%% 21,54¢ 14.35%
Total/Weighted Average $ 219,15: 9.21% $ 66,91( 3.6% $ 191,35! 4.1% $ 477,41t 6.51%
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Performance characteristics of non-Agency RMBS

The following table details performance charactessof our non-Agency RMBS portfolio as of DecemBg, 2009 (amounts in thousands):

Acquired
Acquired in prior
2009 to 2009
Current Par Value $ 38,68: $ 18,30z
Collateral Type
Fixed Rate $ 3,73¢  $ 17,69:
Arms $ 3494: $ 60¢
Weighted average Purchase Price 60.51% 92.05%
Weighted average Credit Support 8.7¢% 4.06%
Weighted average 60++ Delinquencies (including 8&Q and Foreclosure) 20.61% 3.6€%
Weighted average 3 month Constant Prepayment Rate 16.2%% 17.4¢%
Weighted average 3 month Voluntary Prepayment Rate 9.7¢% 15.8%%

Detailed composition of loans securitizing our caditeralized loan obligations

The following tables summarize the loans secunigzour CLOs grouped by range of outstanding balaincieistry and Moody Investors Services, In
(“Moody’s”) rating category as of December 31, 2009

As of December 31, 2009
(amounts in thousands)

Number of
Range of Outstanding Balance Loans Maturity Date  Total Principal
03/2014
$0 - $500,00( 7 03/201° $ 3,471
12/2011
$500,001- $2,000,00( 18 12/201¢ 24,72
$2,000,002 $5,000,00( 55 5/2011 -2/201¢ 198,89
11/2010
$5,000,003- $10,000,00( 28 10/201« 202,08(
12/2009
+$10,000,000 8 10/201: 32,29:
Total 111 $ 461,46(
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Industry

Healthcare, Education & Childcare
Diversified/Conglomerate Service

Personal, Food & Misc Services

Electronics

Printing & Publishing

Telecommunications

Insurance / Finance

Utilities / Oil & Gas

Personal & Non-Durable Consumer Products
Retail Store

Aerospace & Defense

Cargo Transport / Personal Transportation
Chemicals, Plastics and Rubber

Hotels, Motels, Inns and Gaming
Broadcasting & Entertainment

Beverage, Food & Tobacco

Leisure, Amusement, Motion Pictures & Entertaintnen
Other

Total

Moody's Rating Category

Baa3
Bal
Ba2
Ba3
B1
B2
B3
Caal
Caa2
Caa3

Total

50

As of December 31, 2009

% of
Number of Outstanding Outstanding
Loans Balance Balance

(amounts in
thousands

14 3 57,19( 12.4%

6 42,34¢ 9.2%

6 38,63¢ 8.4%

7 26,53 5.7%

4 23,99( 5.2%

6 23,09¢ 5.C%

5 22,91 5.C%

6 21,78 4.7%

6 21,29¢ 4.6%

6 21,21 4.6%

6 20,46: 4.4%

3 19,49¢ 4.2%

6 18,53: 4.0%

4 18,18: 3.%

3 16,49¢ 3.€%

6 15,88( 3.4%

4 11,14¢ 2.4%

13 42,26( 9.2%

111 % 461,46( 100.(%

As of December 31, 2009
% of
Number of Outstanding Outstanding
Loans Balance Balance

(amounts in
thousands

2 % 6,95¢ 1.5%

9 28,24: 6.1%

9 26,41¢ 5.7%

15 44,37« 9.€%

17 51,35¢ 11.1%

28 106,32¢ 23.(%

21 137,53: 29.6%

5 23,85( 5.2%

3 26,31: 5.7%

1 54( 0.1%

1 9,55¢ 2.2%

111  $ 461,46( 100.(%




Prepayment ExperienceThe constant prepayment rate (“CPRF) our overall portfolio averaged approximately 18&6ing 2009 as compared to 1
during 2008. CPRs on our purchased portfolio okstment securities averaged approximately 18% wh#éeCPRs on loans held in our securitization $
averaged approximately 19% during 2009. When pneyeay expectations over the remaining life of assetease, we have to amortize premiums over aey
time period resulting in a reduced yield to mayugh our investment assets. Conversely, if prepayragpectations decrease, the premium would be terac
over a longer period resulting in a higher yieldraturity. We monitor our prepayment experienceaanonthly basis and adjust the amortization ratesfiec
current market conditions.

Mortgage Loans Held in Securitization Trustsincluded in our portfolio are ARM loans that weginated or purchased in bulk from third parties
met our investment criteria and portfolio requirerseand that we subsequently securitized. The Coynpas completed four securitizations; three
classified as financings and one, New York Mortgdgest 20061, qualified as a sale, which resulted in the réicay of residual assets and mortgage serv
rights. The Company sold all the residual assétdéa® to the 2008- securitization during the third quarter endedtSmjper 30, 2009 incurring a realized los
approximately $32,000.

At December 31, 2009, mortgage loans held in sézation trusts totaled approximately $276.2 millj@r 56.5% of our total assets. Of the morty
loans held in securitized trusts, 100% are trad#icARMs or hybrid ARMs, 80.9% of which are ARM fwathat are interest only. On our hybrid ARMseiet
rate reset periods are predominately five yeatess and the interest-only period is typically Eags, which mitigates the “payment shoek’the time of intere
rate reset. None of the mortgage loans held inrgemation trusts are payment option-ARMs or ARMih negative amortization.

The following table details mortgage loans heldécuritization trusts at December 31, 2009 and BDbee 31, 2008 (dollar amounts in thousands):

# of Loans Par Value Coupon Carrying Value Yield
December 31, 2009 647 $ 277,00 51% $ 276,17¢ 5.4%
December 31, 2008 789 $ 345,61¢ 5.5¢% $ 346,97. 3.96%
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Characteristics of Our Mortgage Loans Held in Secutization:

The following table sets forth the composition af toans held in securitization trusts as of Decendi, 2009 (dollar amounts in thousands):

Loans Held in Securitization Trusts:

General Loan Characteristics:

Original Loan Balance (dollar amounts in thousands)
Current Coupon Rate

Gross Margin

Lifetime Cap

Original Term (Months)

Remaining Term (Months)

Average Months to Reset

Original Average FICO Score

Original Average LTV (% of original home value)

Index / Reset Characteristics:

General Loan Characteristics:
One Month Libor

Six Month Libor

One Year Libor

One Year CMT

Total / Weighted Average

Average High Low
45€ % 295 $ 48
5.1% 7.25% 1.3¢%
2.31% 5.00% 1.1%%
11.26% 13.25% 9.1%
36C 36C 36C
304 312 271
6 12 1
732 82C 592
70.2 95.C 13.¢

% of Outstanding Weighted Average

Loan Balance Gross Margin (%)
3.0% 1.67%
71.% 2.4(%
16.€% 2.21%
8.€% 2.6€%
100.(% 2.31%

The following tables sets forth the compositioroaf loans held in securitization trusts and ldaasking the retained interests from our securitizest

as of December 31, 2008 (dollar amounts in thousand

Loans Held in Securitization Trusts:

General Loan Characteristics:

Original Loan Balance (dollar amounts in thousands)
Current Coupon Rate

Gross Margin

Lifetime Cap

Original Term (Months)

Remaining Term (Months)

Average Months to Reset

Original Average FICO Score

Original Average LTV (% of original home value)

Index / Reset Characteristics:

General Loan Characteristics:
One Month Libor

Six Month Libor

One Year Libor

One Year CMT

Total / Weighted Average
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Average High Low

46 $ 350C $ 48

5.5€% 8.1%% 4.0(%

2.36% 5.00% 1.1%%

11.21% 13.3¢% 9.1%%
36C 36C 36C
31€ 324 282
15 24 1
73t 82C 592
69.€ 95.C 13.¢

% of Weighted

Outstanding
Loan Balance

Average Gross

Margin (%)

2.6%
71.€%
16.2%

9.5%

100.(%

1.65%
2.41%
2.21%
2.65%
2.3%




The following table details loan summary informatior loans held in securitization trust at Decenfike 2009 (all amounts in thousands)

Principal

Amount of

Loans

Subject to
Periodic Delinquent

Description Interest Rate Final Maturity Payment Original Current Principal

Amount  Amount
Property Loan Term Prior of of or

Type Balance Count Max Min Avg Min Max (months)  Liens Principal  Principal Interest
Single <= $100,00C 11 5.8¢ 3.3¢ 4,97 12/01/3¢ 11/01/3¢t 36C NA $ 172¢ $ 76€ $ =
FAMILY <= $250,00C 71 7.28 3.1¢ 5.32 09/01/3z 12/01/3¢ 36( NA 14,60¢ 12,76¢ 64(
<= $500,00C 121 7.1 2.7t 5.21 10/01/3z 01/01/3¢€ 36( NA 45,22( 42,27¢ 5,471
<=$1,000,00 50 6.3¢ 1.6% 4.9¢ 12/01/3¢ 12/01/3t 36( NA 38,36 36,55:! 2,18¢
>$1,000,00C 26 6.2F 1.5C 5.47 01/01/3¢ 01/01/3¢ 36( NA 45,08: 44,32¢ 6,24¢
Summary 27¢ 7.28 1.5C 5.2z 09/01/3z 01/01/3¢€ 36C NA $ 144,99: $ 136,69. $ 14,54:
2-4 <= $100,00C 1 6.62 6.6% 6.6 02/01/3t 02/01/3¢ 36( NA $ 80 $ 75 % 76
FAMILY <= $250,00C 6 6.7 4.3¢ 5.7¢ 12/01/3¢ 07/01/3¢ 36( NA 1,11¢ 99¢ -
<= $500,00C 18 7.28 213 4.9¢ 09/01/3¢ 01/01/3¢ 36( NA 6,262 6,012 254
<=$1,000,00 3 5.7¢ 4.6: 5.28 12/01/3¢ 08/01/3¢ 36( NA 2,54( 2,53¢ -
>$1,000,00C 0 - - - - - 36( NA - - -
Summary 28 7.28 218 5.2 09/01/3¢ 01/01/3¢€ 36C NA $ 9997 $ 9,62: $ 33C
Condo <= $100,00C 16 6.3¢ 3.0C 4.9¢ 01/01/3t 12/01/3t 36C NA $ 2700 $ 1,15 $ =
<= $250,00C 82 6.5C 2.8¢ 5.37 08/01/3z 01/01/3¢ 36( NA 15,85¢ 14,74° 1,02¢
<= $500,00C 74 6.8¢ 1.5C 497 09/01/3z 12/01/3t 36C NA 25,467 24,44¢ 91¢
<=$1,000,00 27 6.12 1.6% 5.0¢ 08/01/3: 11/01/3¢t 36( NA 19,44: 18,49( 54¢€
> $1,000,00( 12 6.12 3.8¢ 5.4¢ 07/01/3¢ 09/01/3¢ 36( NA 18,77: 18,18t 1,66¢
Summary 211 6.8¢ 1.5C 5.1t 08/01/3z 01/01/3¢ 36C NA $ 82,24¢ $ 77,01¢ $ 4,15¢
CO-OP <= $100,00C 4 5.5C 3.0C 4.5¢ 09/01/3¢ 06/01/3¢ 36( NA $ 1,35 $ 221 $ =
<= $250,00C 21 6.12 2.8¢ 5.0z 10/01/3¢ 12/01/3¢ 36( NA 4,08¢ 3,66: 21z
<= $500,00C 34 6.3¢ 1.3¢ 5.0z 08/01/3¢ 12/01/3¢ 36( NA 13,817 12,47: -
<=$1,000,00 16 5.62 4.7t 5.4C 11/01/3¢ 11/01/3¢ 36( NA 11,28¢ 11,08: -
> $1,000,00( 5 6.0C 2.2t 43¢ 11/01/3¢ 12/01/3¢ 36( NA 7,54¢ 6,992 -
Summary 80 6.3¢ 1.3¢ 5.1z 08/01/3¢ 12/01/3¢ 36C NA $ 38,08 $ 3443 $ 21z
PUD <= $100,00C 1 5.62 5.6¢ 5.6 07/01/3t 07/01/3¢t 36C NA $ 10C $ 9 3% =
<= $250,00C 20 6.5C 2.7 5.2 01/01/3% 12/01/3¢ 36( NA 4,43¢ 3,83¢ -
<= $500,00C 21 6.8¢ 2.7t 4.7¢ 08/01/3z 12/01/3t 36( NA 7,16¢ 6,851 183
<=$1,000,00 5 5.8¢ 3.4C 4.82 09/01/3: 12/01/3t 36( NA 3,43z 3,28¢ 45t
> $1,000,00( 4 6.12 3.2Z 5.21 04/01/3¢ 12/01/3¢ 36( NA 5,23¢ 5,172 -
Summary 51 6.8¢ 2.7 5.01 08/01/3z 01/01/3¢ 36C NA $ 20,37: $ 19,24 $ 63¢
Summary <= $100,00C 33 6.62 3.0C 5.0C 10/01/3¢ 12/01/3¢ 36( NA $ 5961 $ 2,30¢ $ 76
<= $250,00C 20C 7.2¢ 2.7¢ 5.3z 08/01/32 01/01/3¢ 36( NA 40,10° 36,00¢ 2,05¢
<= $500,00C 26¢ 7.28 1.3¢ 5.21 08/01/3z 01/01/3¢€ 36( NA 97,93¢ 92,06¢ 7,09¢
<=$1,000,00! 101 6.3¢ 1.6% 5.0¢ 07/01/3% 12/01/3¢ 36( NA 75,06 71,95( 2,73
> $1,000,00( 47 6.2F 1.5C 5.3z 04/01/3¢ 01/01/3¢ 36( NA 76,63: 74,67¢ 7,91¢
Grand Total 64¢ 7.28 1.3¢ 5.1¢ 08/01/3z 01/01/3¢ 36C NA $ 29569t $ 277,00 $ 19,88:

The following table details activity for loans hetdsecuritization trust (net) for the year endezt®mber 31, 2009.
Allowance for Net Carrying
Principal Premium Loan Losses Value

Balance, December 31, 2008 $ 34561¢ $ 2197 % (844 $ 346,97.
Additions — — — —
Principal repayments (67,38() — — (67,380)
Provision for loan loss — — (2,197 (2,197
Transfer to real estate owned (1,239 — 40¢€ (82¢)
Charge-Offs — — 49 48
Amortization for premium — (447) — (447)
Balance, December 31, 2009 $ 277,000 $ 1,75C $ (2,581) $ 276,17¢

53




Delinquency Statu

As of December 31, 2009, we had 41 delinquent ldatading approximately $19.9 million categorizesiMortgage Loans Held in Securitization Tri
(net). In addition we had two REO properties toiglapproximately $0.7 million included in prepaiddaother assets. The number of delinquent loarcui
securitization trusts was significantly higher dDecember 31, 2009 as compared to delinquencies Becember 31, 2008. The increase was due, i o
higher delinquency rates nationally, which equapgroximately 9.5% of all loans outstanding ashefénd of the 2009 fourth quarter, and also asutref the
services of our loans treating as delinquent aedéithe loans in our portfolio that are subjecttanporary modification plans. Excluding this treant of loan
subject to temporary modification plans the delegy rate on the loans held in our securitizatrosts as of December 31, 2009 would have been loWe
table below shows delinquencies in our loan pddfas of December 31, 2009 (dollar amounts in thods):

Total % of
Days Late Number of Delinquent Loans Dollar Amount Loan Portfolio
30-60 5 $ 2,81¢ 1.01%
61-90 4 $ 1,15C 0.41%
90+ 32 $ 15,91¢ 5.73%
Real Estate Owned (REO) 2 $ 739 0.27%

As of December 31, 2008, we had 17 delinquent loatasing approximately $7.4 million categorized\srtgage Loans Held in Securitization Trusts.
The table below shows delinquencies in our loatfpldr as of December 31, 2008 (dollar amountshimuisands):

Total % of
Days Late Number of Delinguent Loans Dollar Amount Loan Portfolio
30-60 3 $ 1,36 0.3%
61-90 1 $ 263 0.0¢%
90+ 13 $ 5,73¢ 1.65%
Real Estate Owned (REO) 4 $ 1,92 0.55%

Interest is recognized as revenue when earneddingdo the terms of the mortgage loans and whethe opinion of management, it is collectible.
accrual of interest on loans is discontinued whemanagemens’ opinion, the interest is not collectible in trrmal course of business, but in no case be
when payment on a loan becomes 90 days delingumettest collected on loans for which accrual hesrbdiscontinued is recognized as income uponpecei

Cash and Cash Equivalent§Ve had unrestricted cash and cash equivalents4d5$gillion at December 31, 2009.

Restricted CashRestricted cash totaled $3.0 million as of Decen®1gr2009. Included in restricted cash was $2.%ionirelated to amounts deposi
to meet margin calls on interest rate swaps antl ®dlion related to a letter of credit for the porate headquarter lease.

Prepaid and Other AssetsPrepaid and other assets totaled $2.1 millionf &ecember 31, 2009 and consisted mainly of $0l8amireal estate owne

(“REO"), $0.2 million in escrow advances related to mortgag@s held in securitization trust, $0.5 millionazpitalization expenses related to equity and
issuance cost and $0.3 million prepaid insurance.
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Financing Arrangements, Portfolio Investments As of December 31, 2009, there were approximated$.% million of repurchase agreem
borrowings outstanding. Our repurchase agreemgpiisally provide for terms of 30 days. As of DecamB1, 2009, the current weighted average borrowaty
on these financing facilities was 0.27%.

Collateralized Debt Obligations As of December 31, 2009, we had $266.8 millio€DOs outstanding with a weighted average intesstof 0.61%

Subordinated DebenturesAs of December 31, 2009, our wholly owned subsidibdC, had trust preferred securities outstandiin$dd.9 million net ¢
deferred bond issuance costs of $0.1 million, wwitiveighted average interest rate of 5.93%. Thersiesuare fully guaranteed by our company withpeg tc
distributions and amounts payable upon liquidatredemption or repayment. These securities arsifiled as subordinated debentures in the liabdégtion o
our consolidated balance sheet.

$25.0 million of our subordinated debentures havioating interest rate equal to threeenth LIBOR plus 3.75%, resetting quarterly, (4.06d
December 31, 2009). These securities mature oniMEB£2035 and may be called at par by us any aiftee March 15, 2010. HC entered into an interatg ca
agreement to limit the maximum interest rate céshese trust preferred securities to 7.5% thraMginch 15, 2010. The term of the interest rate cagpement i
five years and resets quarterly in conjunction \ligh reset periods of the trust preferred secsréi@ is schedule to mature in March 2010.

$20.0 million of our subordinated debentures hafigea interest rate equal to 8.35% up to and idiclg July 30, 2010, at which point the intereserig
converted to a floating rate equal to anenth LIBOR plus 3.95% until maturity. The secwstimature on October 30, 2035 and may be callpdraty us an
time after October 30, 2010.

Convertible Preferred DebenturesAt December 31, 2009 we had $19.9 million of cotibéx preferred debentures outstanding, net of $dillion of
deferred debt issuance cost. We issued these shfaBesies A Preferred Stock to JMP Group Inc. eadain of its affiliates for an aggregate purchpsee o
$20.0 million. The Series A Preferred Stock erditlee holders to receive a cumulative dividendGfoIper year, subject to an increase to the extgngaarterh
common stock dividends exceed $0.20 per shareciitrent dividend rate is 12.5% based on the foguhrter common stock dividend of $0.25. The Seh
Preferred Stock is convertible into shares of mmmon stock based on a conversion price of $8.0GIp&re of common stock, which represents a coion
rate of two and ondalf (2 %) shares of common stock for each shafedies A Preferred Stock. Any shares of Seriesefelred Stock that remain outstanc
on December 31, 2010 must be redeemed in exchandbef liquidation amount, which is $20.0 milliofup all accrued and unpaid dividends. Becauseis
mandatory redemption feature, we classify theser#exs as a liability on our balance sheet.

Derivative Assets and LiabilitiesWe generally hedge the risk related to changekdrbenchmark interest rate used in the variabéeinalex, usually
London Interbank Offered Rate (“LIBOR”).

In order to reduce these risks, we enter into @sterate swap agreements whereby we receive ftpedie payments in exchange for fixed rate payn;
effectively converting our short term repurchaseeament borrowing or CDOs to a fixed rate. We aater into interest rate cap agreements wherel
exchange for a fee, we are reimbursed for intgraist in excess of a contractually specified cappsel

Derivative financial instruments contain credikri® the extent that the institutional countergegtimay be unable to meet the terms of the agresi
We minimize this risk by limiting our counterpadit major financial institutions with good creditings. In addition, we regularly monitor the putal risk of
loss with any one party resulting from this typecoddit risk. Accordingly, we do not expect any aeritl losses as a result of default by other parteit can ne
guaranty we do not have counterparty failures.

We enter into derivative transactions solely fakrmanagement purposes. The decision of whetheota given transaction, or a portion therec
hedged is made on a casedase basis, based on the risks involved and ottwtors as determined by senior management, inguttie financial impact ¢
income and asset valuation and the restriction®g®g on REIT hedging activities by the Internal &awe Code, among others. In determining whethbetge
a risk, we may consider whether other assets,litiabi firm commitments and anticipated transawsicalready offset or reduce the risk. All transaw
undertaken as a hedge are entered into with a taesards minimizing the potential for economic lassleat could be incurred by us. Generally, all\d#ives
entered into are intended to qualify as cash fleddes. To this end, terms of the hedges are mattbeely to the terms of hedged items.
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The following table summarizes the estimated failug of derivative assets and liabilities as of &sber 31, 2009 and December 31, 2008 (c
amounts in thousands):

December 31, December 31,
2009 2008

Derivative assets:

Interest rate caps $ 4 $ 22
Total derivative assets $ 4 3 22
Derivative liabilities:

Interest rate swaps $ 2511 $ 4,194
Total derivative liabilities $ 2511 $ 4,194

Balance Sheet Analysis - Stockholders’ Equity
Stockholders'equity at December 31, 2009 was $63.0 million arduded $11.8 million of net unrealized gains, $&ilion in unrealized derivati

losses related to cash flow hedges and $14.7 milliounrealized gains related to available for saeurities presented ascumulated other comprehen:
income.
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Statement of Operations Analysis
The following is a brief description of key termerh our statements of operations:

Revenues Our primary source of income is net interest inecon our portfolio of assets. Net interest incasnine difference between interest inco
which is the income that we earn on our assetsjraarkst expense, which is the expense we payopartfolio borrowings, subordinated debt and amtible
preferred debentures. Prior to our exit from thetgamge lending business in March 2007, net inténestme was also earned on the majority of loagiwaition:
by HC for the period of time commencing upon thesilg of a loan and ending upon the sale of sugh to a third party.

Other Income (expense)Other income (expense) includes loan losses fotsdosurred with respect to the disposition of marforming or earl
payment default loans we have originated or pumth&i®©m third parties or from losses incurred on-performing loans held in securitization trusts.atfdition
other income (expense) includes net gains (lo$ea®)the sale of investments securities or theygarmination of interest rate swaps.

Expenses Expenses we incur in our business consist priynafisalary and employee benefits, rent for offsgmce and equipment expenses, and
general and administrative expenses. Other gemerhladministrative expenses include expenses fifegsional fees, office supplies, postage and sty
telephone, insurance, travel and entertainmenb#met miscellaneous operating expenses. Begirini@g08, expenses include the fees payable to HECSipn
to the advisory agreement.

Income (loss) from discontinued operatioincome (loss) from discontinued operations includiésevenues and expenses related to our disa@t
mortgage lending business excluding those costsaifiebe retained by us. See note 8 to our cadatéd financial statements included in this AnriRaport ol
Form 10-K for more information regarding our distioned operations.

Results of Operations - Comparison of Years Ended &ember 31, 2009, 2008 and 2007

(dollar amounts in thousands) For the Years Ended December 31,
2009 2008 % Change 2007 % Change

Net interest incom $ 16,86( $ 7,86° 114.% $ 477 1,548.%
Other income (expense) $ 201 $ (26,717 (103.9% $ (18,519 44.%
Total expenses $ 6,871 $ 6,91( ©05% $ 2,75¢ 150.9%
Income (loss) for continuing operations $ 10,88 $ (25,769 (142.9% $ (20,790 23.9%
Income (loss) from discontinued operations $ 78¢ $ 1,657 (52.6% $ (34,479 (104.9%
Net gain (loss $ 11,67 $ (24,107 (148.9% $ (55,26%) (56.9%
Basic gain (loss) per share $ 128 $ (2.9)) (143.0% $ (30.479) (90.9%
Diluted gain (loss) per share $ 11¢ $ (2.9 (140.9% $ (30.49) (90.49%

For the year ended December 31, 2009, we repogeihcome of $11.7 million as compared to a nes kois$24.1 million for the year ended Decen
31, 2008, which represents a $35.8 million improgatn The increase in net income was due primaoilgignificantly improved operating conditions, &st
quarter 2009 portfolio restructuring that resuliedincreased portfolio yields, and reduced borrgvtosts that have resulted from a lower interets
environment. The large realized loss recorded 0882was primarily a result of the March 2008 marletruption and the Comparsyresponse to tr
disruption. The Company sold an aggregate of $81llion of Agency RMBS in its portfolio during Meh 2008 in an effort to reduce its leverage anprowe
its liquidity position in response to the markesrdption and incurred a loss of $15.0 million. bid#ion, the Company terminated a total of $517ilfion of
notional interest rate swaps in the quarter endactM31, 2008, resulting in a realized loss of $dilon.

For the year ended December 31, 2008, we reported ss of $24.1 million, as compared to a ns$ lof $55.3 million for the year ended Decer
31, 2007. The decrease in net loss of $31.2 millias due to the following factors: $7.4 million impement in net interest margin due mainly fromuiest
financing costs, $36.1 million net earnings improeat in our discontinued operations which was duhé¢ sale of the mortgage origination busineddanch o
2007, offset by an increase in realized losses Bala of securities and termination of interes staps in 2008.
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Comparative Net Interest Income

For the years ended December 3.
2009 2008 2007
Average Yield/ Average Yield/ Average Yield/
Balance Amount Rate Balance Amount Rate Balance Amount Rate

($Millions) ($Millions) ($Millions)

Interest
Income:
Investment

securities

and loans

held in the

securitizatio

trusts $ 643.2 $ 30,08¢ 468% $ 907.2 % 44, 77¢ 494 $ 9207.C $ 52,18( 5.74%
Amortization of
net premium (31.9) 1,01( 0.4(% 14 (655) (0.06)% 2.4 (1,616 (0.1&%)
Interest income

$ 611.¢ $ 31,09¢ 5.0 $ 908.7 $ 44,12: 486% $ 909.2 $ 50,56¢ 5.56%

Interest

Expense:

Investment

securities

and loans

held in the

securitizatio

trusts $ 537.C $ 8,57z 15% $ 820.F $ 30,35: 3.65% $ 864.71 $ 46,52¢ 5.31%
Subordinated
debentures 45.C 3,18¢ 6.9%9% 45.C 3,76( 8.24% 45.C 3,565¢ 7.8(%
Convertible

preferred

debentures 20.C 2,47¢ 12.2(% 20.C 2,14¢ 10.6(% — — —
Interest
expense $ 602.C $ 14,23t 23% $ 885.f $ 36,26( 40% $ 909.7 $ 50,08 5.43%
Net interest

income $ 16,86( 2.7% $ 7,86° 0.71% $ 477 0.12%

The increase in net interest income for the yededrDecember 31, 2009 as compared to the year éetmember 31, 2008 was primarily the resu
the restructuring of our investment securities folic during 2009, which included the sale of $¥3nillion of lower yielding Agency CMO floaters, @
purchase of $46.0 million of CLO's that genera#iyurn a highesdeld than the Agency CMO floaters we sold andahdition of approximately $27.5 million
non-Agency RMBS at a discounted price of 60% of paugaln addition, our loans held in securitizatiomsts contributed to the improvement in net intt
income for the year ended December 31, 2009. Orfgtio of loans held in securitization trusts lizad net margins of approximately 387 basis pofatsthe
year ended December 31, 2009.

The operating results for our mortgage portfolionagement business during a given period typicafiect the net interest spread earned or
investment portfolio of residential mortgage setesi and loans as well as CLO. The net interestagprs impacted by factors such as our cost ohé&ima, the
interest rate our investments are earning and merdst hedging strategies. Furthermore, the dokiams held in our portfolio, the amount of premiuor
discount paid on purchased portfolio investmenis tre prepayment rates on portfolio investments$ wipact the net interest spread as such factolisbe
amortized over the expected term of such investsnent
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For our portfolio of investment securities, mortgdgans held for investments and loans held inrééation trusts, our net interest spread as asll
average CPR by quarter since we began our porffoliestment activities is as follows:

Weighted
Average Average Constant
Interest Weighted Cash Yield Prepayment
Earning Assets Average on Interest Net Interest Rate
Quarter Ended ($ millions) Coupon Earning Assets Cost of Funds Spread (CPR)
December 31, 2009 $ 476.¢ 4.75% 5.78% 1.45% 4.33% 18.1%
September 30, 2009 $ 571.( 4,98 % 5.60 % 1.47 % 413 % 225 %
June 30, 2009 $ 600.t 4,99 % 5.09 % 1.48 % 3.61% 21.4 %
March 31, 2009 $ 797.2 4.22 % 4.31% 1.79 % 2.52 % 12.3%
December 31, 2008 $ 841.7 4.77 % 4.65 % 3.34 % 1.31 % 9.2 %
September 30, 2008 $ 874.% 4.81 % 472 % 3.36 % 1.36 % 13.8%
June 30, 2008 $ 899.: 4.86 % 4.78 % 3.35% 1.43 % 14.0 %
March 31, 2008 $ 1,019.: 5.24 % 5.20 % 4.35% 0.85 % 13.0 %
December 31, 2007 $ 799.2 5.90 % 5.79 % 5.33% 0.46 % 19.0 %
September 30, 2007 $ 865.7 5.93 % 572 % 5.38 % 0.34 % 21.0%
June 30, 2007 $ 948.¢ 5.66 % 5.55 % 5.43 % 0.12 % 21.0%
March 31, 2007 $ 1,022.° 5.59 % 5.36 % 5.34 % 0.02% 19.2%
December 31, 2006 $ 1,111.( 5.53 % 5.35% 5.26 % 0.09 % 17.2 %
September 30, 2006 $ 1,287.¢ 5.50 % 5.28 % 5.12 % 0.16 % 20.7 %
June 30, 2006 $ 1,217.¢ 5.29 % 5.08 % 4.30 % 0.78 % 19.8 %
March 31, 2006 $ 1,478.¢ 4.85 % 4.75 % 4.04 % 0.71 % 18.7 %
December 31, 2005 $ 1,499.( 4.84 % 4.43 % 3.81% 0.62 % 26.9 %
September 30, 2005 $ 1,494.( 4.69 % 4.08 % 3.38% 0.70 % 29.7 %
June 30, 2005 $ 1,590.( 4.50 % 4.06 % 3.06 % 1.00 % 30.5 %
March 31, 2005 $ 1,447.¢ 4.39 % 4.01 % 2.86 % 1.15% 29.2%
December 31, 2004 $ 1,325.° 4.29 % 3.84 % 2.58 % 1.26 % 23.7 %
September 30, 2004 $ 776.% 4.04 % 3.86 % 2.45 % 1.41% 16.0 %
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Comparative Expenses
For the Year Ended December 31,

(dollar amounts in thousands) 2009 2008 % Change 2007 % Change
Salaries and benefits $ 2,11¢  $ 1,86¢ 13.2% $ 86% 116.1%
Professional fees 1,28¢ 1,212 5.€% 61z 98.(%
Insurance 524 94¢ (44.7% 474 100.(%
Management fees 1,252 665 88.2% — 100.(%
Other 1,69¢ 2,21¢ (23.9% 803 176.(%
Total Expenses $ 6,871 $ 6,91( (0.5% $ 2,75¢ 150.%

The changes in expenses for the year ended Dec&hp2009 as compared to the year ended Decemb2068 are due to the following:
e $0.2 million increase in payroll due to increasethpensation for performance related bonuses in.2009
e $0.6 million increase in management fees relateddentive fee payments earned in 2009.

e 3$0.5 million decrease in other expenses due totiomepenalty fees of $0.7 million paid in 2008 tethto delayed shelf registration filing for
private placement of common stock.

The increase in total expenses for the year enadmémber 31, 2008 as compared to total expenséisefgrear ended December 31, 2007 was prin
the result of the sale of our mortgage lending tess and the classification of that business irY 2@0a discontinued operation. Prior to the sh®iomortgag
lending business, certain expenses of our Comparg part of our discontinued mortgage lending lrssnand are included as expenses of our discod
operation for the year ended December 31, 2007.

Discontinued Operations
For the Year Ended December 31,

(dollar amounts in thousands) 2009 2008 % Change 2007 % Change
Revenues:

Net interest incom $ 23t $ 41¢ (43.9% $ 1,07C (60.9)%
Gain on sale of mortgage loans — 46 (200.0% 2,561 (98.29)%
Loan losses (280) (433 (35.9% (8,879 (95.)%
Brokered loan fees — — — 2,31¢ (100.0%
Gain on sale of retail lending segment — — — 4,36¢ (100.0%
Other income (expense) 1,29( 1,462 (11.9% (67) 2,283.t%
Total net revenues $ 1,248 $ 1,49 16.7% $ 1,37¢ 8.6%
Expenses:

Salaries, commissions and benefits $ 4 3 63 (93.9)% $ 7,20¢ (99.%
Brokered loan expenses — — — 1,731 (100.0%
Occupancy and equipment 1 (559 100.2% 1,81¢ (130.79%
General and administrative 454 334 35.9% 6,74 (95.0%
Total expenses 45¢ (162) 383.% 17,50: (100.9%
Income (loss) before income tax (provision) benefit 78€ 1,657 (52.6% (16,12¢) (110.9%
Income tax (provision) benefit — — — (18,359 (100.0%
Gain (loss) from discontinued operations — net ofix $ 78¢ $ 1,657 (52.) % $ (34,479 104.82%
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Off-Balance Sheet Arrangements

Since inception, we have not maintained any ratatiips with unconsolidated entities or financiattparships, such as entities often referred 1
structured finance or special purpose entitiegbdished for the purpose of facilitating dfélance sheet arrangements or other contractuathpw or limitec
purposes. Further, we have not guaranteed anyatioligs of unconsolidated entities nor do we hawe @mmitment or intent to provide funding to anycls
entities. Accordingly, we are not materially expbse any market, credit, liquidity or financingkithat could arise if we had engaged in such wtatiips.

Liquidity and Capital Resources

Liquidity is a measure of our ability to meet pdtehcash requirements, including ongoing committeeio repay borrowings, fund and main
investments, fund our operations, pay dividendsuo stockholders and other general business n&¥dsiecognize the need to have funds available e
operating businesses and meet these potentiakegsiiements. Our investments and assets genaaiity on an ongoing basis through mortgage ppalcanc
interest payments, prepayments and net earningsphielr to payment of dividends. In addition, degeig on market conditions, the sale of investmecusities
or capital market transactions may provide addiidiquidity. We intend to meet our liquidity neetisrough normal operations with the goal of avajy
unplanned sales of assets or emergency borrowirfgnofs. At December 31, 2009, we had cash balaot&®4.5 million, $85.6 million in unencumbe
securities, including $25.2 million of agency RMBS8d borrowings of $85.1 million under outstandiegurchase agreements. At December 31, 2009, w
had longer-term capital resources, including CD@tstanding of $266.8 million and subordinated d#$44.9 million.

The Company also has $19.9 million of its SerieSdhvertible Preferred Stock outstanding, net oédefl issuance costs. The Series A Preferred
matures on December 31, 2010, at which time we maatem any outstanding shares at the $20.00 peg Shuidation preference plus any accrued anaid
dividends at that time. The Series A Preferred ISteconvertible into shares of the Compangbmmon stock based on a conversion price of §&0&hare (
common stock, which represents a conversion rate@fand oneialf (2 ¥2) shares of common stock for each shaf®eoies A Preferred Stock. As of Marcl
2010, our common stock was trading below the $&®@version price for our Series A Preferred Sto&k.a result, as of December 31, 2009, 100% c
Series A Preferred Stock remained outstanding, lwrepresents an aggregate redemption price (exguaticrued and unpaid dividends) of approximat@ly.¢
million. In the event we are required to redeenoak portion of the outstanding Series A PrefeBStatk at December 31, 2010, we expect to use wyrkapita
to satisfy the redemption terms. Based on our otiirevestment portfolio, leverage ratio and avd#aborrowing arrangements, we believe our existingt
balances, funds available under our current re@mselagreements and cash flows from operationsnveiéit our liquidity requirements for at least thextn&?
months.

Given the continued uncertainty in the credit mégkere believe that maintaining a maximum levenadi® in the range of 6 to 8 times for our Age
RMBS portfolio and an overall Company leverageorati 4 to 5 times is appropriate at this time. Ddcember 31, 2009 the leverage ratio for our plotiof
Agency RMBS, which we define as our outstandingbtddness under repurchase agreements dividec Isuth of total stockholdersquity and our Series
Preferred Stock, was 1 to 1 and, excluding oureSeki Preferred Stock, the leverage ratio was 14 to

We had outstanding repurchase agreements, a fooullateralized shorterm borrowing, with five different financial insiitions as of December !
2009. These agreements are secured by our Agen®SR&nhd bear interest rates that have historicallyed in close relationship to LIBOR. Our borrowi
under repurchase agreements are based on theafa@ uf our mortgage backed securities portfolinterest rate changes can have a negative impatte
valuation of these securities, reducing the amaumtcan borrow under these agreements. Moreowerrepurchase agreements allow the counterpad
determine a new market value of the collateraleftect current market conditions and because thess of financing are not committed, the countespaar
call the loan at any time. If a counterparty deiess that the value of the collateral has decreabedcounterparty may initiate a margin call aaguire us t
either post additional collateral to cover suchrdase or repay a portion of the outstanding bomgwon minimal notice. Moreover, In the event arsing
counterparty elected to not reset the outstandaignige at its maturity into a new repurchase agee¢nve would be required to repay the outstantagnc:
with cash or proceeds received from a new countgrpa to surrender the mortgapacked securities that serve as collateral footitetanding balance, or &
combination thereof. If we are unable to securarfaing from a new counterparty and had to surretigecollateral, we would expect to incur a sigdfit loss.
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We enter into interest rate swap agreements achanism to reduce the interest rate risk of the B\Brtfolio. At December 31, 2009, we had $1
million in notional interest rate swaps outstandi@hould market rates for similar term interesé waps drop below the fixed rates we have ageed ou
interest rate swaps, we will be required to positazhal margin to the swap counterparty, reducavgilable liquidity. At December 31, 2009 the Compi
pledged $2.9 million in cash margin to cover deseevaluation of the interest rate swaps. The kted average maturity of the swaps was 2.6 ye:
December 31, 2009.

We also own approximately $3.8 million of loanschédr sale. Our inability to sell these loans thioa on favorable terms could adversely affect
profitability as any sale for less than the curmeserved balance would result in a loss. Cuwyetiibse loans are not financed or pledged.

As it relates to loans sold previously under certaan sale agreements by our discontinued mortgenging business, we may be required to repurt
some of those loans or indemnify the loan purchsetamages caused by a breach of the loan sederagnt. While in the past we complied with theurepas:
demands by repurchasing the loan with cash andlingsé at a loss, thus reducing our cash positiorore recently we have addressed these reque
negotiating a net cash settlement based on thalamt@ssumed loss on the loan in lieu of repuiicigathe loans. The Company periodically receivgairehas
requests, each of which management reviews tordeter based on managemeangxperience, whether such request may reasonaldlgdmed to have merit.
of December 31, 2009, we had a total of $2.0 mmllad unresolved repurchase requests that managesoeoluded may reasonably be deemed to have
against which we had a reserve of approximatelg $ollion.

We paid quarterly cash dividends of $0.10, $0.182% and $0.25 per common share in January, Ajuly, and October 2009, respectively.
December 21, 2009, we declared a 2009 fourth quaesh dividend of $0.25 per common share. Thadeind was paid on January 26, 2010 to comr
stockholders of record as of January 7, 2010. @moaly 30, 2010, we paid a $0.63 per share casHetidi, or approximately $0.6 million in the aggregair
shares of our Series A Preferred Stock to holdereaord as of December 31, 2009. We also paid.50$®0.50, $0.58 and $0.63 per share cash divide
shares of our Series A Preferred Stock in Januspyil, July, and October 2009, respectively. Eaththese dividends was paid out of the Compsauiworking
capital. We expect to continue to pay quarterlyhcdividends on our common stock and our Series &dpred Stock during it term. However, our Boar
Directors will continue to evaluate our dividendipp each quarter and will make adjustments as ssmg, based on a variety of factors, includingggnothe
things, the need to maintain our REIT status, marfcial condition, liquidity, earnings projectioasd business prospects. Our dividend policy doésanstitut:
an obligation to pay dividends, which only occutsarw our Board of Directors declares a dividend.

We intend to make distributions to our stockhold@rsomply with the various requirements to maimtaur REIT status and to minimize or av
corporate income tax and the nondeductible exeiseHowever, differences in timing between the geition of REIT taxable income and the actual rptei
cash could require us to sell assets or to bortowi$ on a shoterm basis to meet the REIT distribution requiretaemnd to avoid corporate income tax anc
nondeductible excise tax.
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Inflation

For the periods presented herein, inflation has bektively low and we believe that inflation hast had a material effect on our results of opere
The impact of inflation is primarily reflected ihe increased costs of our operations. Virtuallyal assets and liabilities are financial in nat@ar consolidate
financial statements and corresponding notes thédrate been prepared in accordance with GAAP, wiecfuire the measurement of financial position
operating results in terms of historical dollargheut considering the changes in the relative mstiy power of money over time due to inflation. dAsesuli
interest rates and other factors influence ourgoetdnce far more than inflation. Inflation affeots operations primarily through its effect on net&t rates, sin
interest rates typically increase during periodhigh inflation and decrease during periods of Inflation. During periods of increasing interesterss demand f
mortgages and a borrowsrability to qualify for mortgage financing in arghase transaction may be adversely affected. Byvériods of decreasing inter
rates, borrowers may prepay their mortgages, winicrn may adversely affect our yield and subsetjy¢he value of our portfolio of mortgage assets.

Contractual Obligations and Commitments

The Company had the following contractual obligasi@t December 31, 2009:

Less than More than

($ amounts in thousands) Total 1 year 1to 3 years 3to 5 years 5 years
Operating leases $ 64 $ 19C $ 391 % 67 $ —
Repurchase agreements (1) 85,12« 85,12 — — —
CDOs (1)(2) 281,10¢ 92,27t 28,72¢ 23,461 136,64!
Subordinated debentures (1) 93,12¢ 2,35¢ 3,737 3,73: 83,30:
Convertible preferred debentures (3) 22,50( 22,50( = = =
Interest rate swaps (1) 4,057 2,57( 1,44¢ 38 —
Management Fees (4) 1,61¢ 1,61¢ — — =
Total contractual obligations $ 488,18. $ 206,63: $ 34,30: $ 27,30. $ 219,94

@) Amounts include projected interest paymentsndrthe period. Interest based on interest ratesffect on December 31, 2009.

2 Maturities of our CDOs are dependent upon ¢lasts received from the underlying loans receieal@®ur estimate of their repayment is based on
scheduled principal payments and estimated prihpiggayments based on our internal prepayment hoodihe underlying loans receivable. This
estimate will differ from actual amounts to theaxtprepayments and/or loan losses are experienced.

?3) Amounts include projected dividend paymentshenSeries A Preferred Stock. Quarterly divideaté based on the quarterly dividend paid on January
26, 2010. The calculation of the dividend rateesely a projection for the purposes of this tatrid does not represent an obligation of the Company
pay all or any portion of the projected dividendcamt.

4) Amounts due under our advisory agreement WIS (see below) are based on assets under manatgesrefrDecember 31, 2009.
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Advisory Agreemen

On January 18, 2008, we entered into an advisaeagent with HCS, pursuant to which HCS advisesiages and makes investments on behalf ¢
Managed Subsidiaries. Pursuant to the advisoryeaggat, HCS is entitled to receive the following pemsation:

« base advisory fee equal to 1.50% per annum of t#aquity capital” @s defined in Item 1 of this Annual Report) of tManaget
Subsidiaries payable by us to HCS in cash, qugitearrears; and

» incentive compensation equal to 25% of the GAAPinedtme of the Managed Subsidiaries attributabléh&oinvestments that are managet
HCS that exceed a hurdle rate equal to the gredtr) 8.00% and (b) 2.00% plus the ten year tngagate for such fiscal year payable by u
HCS in cash, quarterly in arreapspvided, howevethat a portion of the incentive compensation maypdid in shares of our common stock.

If we terminate the advisory agreement (other tioarcause) or elect not to renew it, we will beuiegd to pay HCS a cash termination fee equal ¢
sum of (i) the average annual base advisory feqigritie average annual incentive compensationezhduring the 24nonth period immediately preceding
date of termination.

Significance of Estimates and Critical Accounting Blicies

We prepare our consolidated financial statement®iormity with accounting principles generallycapted in the United States of America, or GA
many of which require the use of estimates, judgmand assumptions that affect reported amountssdlestimates are based, in part, on our judgnmel
assumptions regarding various economic conditibaswe believe are reasonable based on facts esudhnstances existing at the time of reporting. Tersault:
of these estimates affect reported amounts of gdl&ghilities and accumulated other comprehensigceme at the date of the consolidated financieshent
and the reported amounts of income, expenses &ed cdmprehensive income during the periods predent

Changes in the estimates and assumptions couldehenagerial effect on these financial statementsofinting policies and estimates related to spz
components of our consolidated financial statemargsdisclosed in the notes to our consolidateghfifal statements. In accordance with SEC guidahoss
material accounting policies and estimates thabelgve are most critical to an inves®rtnderstanding of our financial results and camadiand which requil
complex management judgment are discussed below.

Revenue Recognitiarinterest income on our prime ARM loans held inwstization trusts and RMBS is a combination o thterest earned based
the outstanding principal balance of the underlyiogn/security, the contractual terms of the asset$ the amortization of yield adjustments, priadif
premiums and discounts, using generally acceptesieist methods. The net GAAP cost over the pambel®f selferiginated loans held for investment .
premium and discount associated with the purch&¥®MBS and loans are amortized into interest incawer the lives of the underlying assets using
effective yield method as adjusted for the effasftestimated prepayments. Estimating prepaymerdstla® remaining term of our interest yield investts
require managemesstjudgment, which involves, among other things,sodgration of possible future interest rate envinents and an estimate of how borrov
will react to those environments, historical tremadsl performance. The actual prepayment speeddudl sives could be more or less than the amostitnatec
by management at the time of origination or purehafshe assets or at each financial reportingopleri
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Fair value. The Company has established and documented predesstetermining fair values. Fair value is baspdn quoted market prices, wh
available. If listed prices or quotes are not ¢, then fair value is based upon internallyedeped models that primarily use inputs that areketebased ¢
independently-sourced market parameters, incluittegest rate yield curves.

A financial instrumens categorization within the valuation hierarchyb&sed upon the lowest level of input that is sigaift to the fair valu
measurement. The three levels of valuation hibsaaze defined as follows:

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 quqtedes for similar assets and liabilities in actmarkets, and inputs that are observabl
the asset or liability, either directly or indirggtfor substantially the full term of the finantiastrument.

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

The following describes the valuation methodologiesd for the Company’financial instruments measured at fair valuewal as the gener
classification of such instruments pursuant tovdeation hierarchy.

a. Investment Securities Available for Sale (RMBBair value for the RMBS in our portfolio is based guoted prices provided
dealers who make markets in similar financial instents. The dealers will incorporate common magk&ting methods, including a spre
measurement to the Treasury curve or interestiadp curve as well as underlying characteristidh@fparticular security including coupon, peric
and life caps, collateral type, rate reset period seasoning or age of the security. If quotedegrior a security are not reasonably available fa
dealer, the security will be ®assified as a Level 3 security and, as a resudhagement will determine the fair value basedtaracteristics of tt
security that the Company receives from the issuer based on available market information. Managemeviews all prices used in determir
valuation to ensure they represent current markatitions. This review includes surveying similaanet transactions, comparisons to inte
pricing models as well as offerings of like sedastby dealers. The Company's investment secuthisare comprised of RMBS are valued b.
upon readily observable market parameters andiassified as Level 2 fair values.

b. Investment Securities Available for Sale (CL-OJhe fair value of the CLO notes, as of December 3109, was based
managemens valuation determined by using a discounted futash flows model that management believes woulased by market participants
value similar financial instruments. If a reliabtearket for these assets develops in the future agement will consider quoted prices provides
dealers who make markets in similar financial instents in determining the fair value of the CLOeasotThe CLO notes are classified as Level :
values.

c. Interest Rate Swaps and Cap$he fair value of interest rate swaps and capased on using market accepted financial modt
well as dealer quotes.The model utilizes readily observable market patanse including treasury rates, interest rate sg@eads and swapti
volatility curves. The Company’s interest rateapd swaps are classified as Level 2 fair values.

Mortgage Loans Held for Sale (nefJhe fair value of mortgage loans held for sale)(ae¢ estimated by the Company based on the prateatould b
received if the loans were sold as whole loansitakito consideration the aggregated charactesisfithe loans such as, but not limited to, cotklte/pe, index
interest rate, margin, length of fixed intereseraériod, life cap, periodic cap, underwriting starls, age and credit.

Mortgage Loans Held in Securitization Trusts (net)mpaired Loans -+mpaired mortgage loans held in the securitizatiarsts are recorded
amortized cost less specific loan loss reservepairad loan value is based on managerseggtimate of the net realizable value taking gdnsideration loc:
market conditions of the distressed property, ugdiappraisal values of the property and estimatpdreses required to remediate the impaired loan.

Real Estate Owned Held in Securitization TrusReal estate owned held in the securitization trastsrecorded at net realizable value. Any subs#

adjustment will result in the reduction in carryinglue with the corresponding amount charge toiegsn Net realizable value based on an estimatispbse
taking into consideration local market conditiorfstiee distressed property, updated appraisal vabfigbe property and estimated expenses requirkdh®

property.
Recent Accounting Pronouncements

A discussion of recent accounting pronouncementstla@ possible effects on our financial stateméntscluded in Note 2 —Summary of Significai
Accounting Policies included in Item 8 of this AmiiReport on Form 10-K.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the exposure to loss resulting framanges in interest rates, credit spreads, formigrency exchange rates, commodity prices and
prices. Because we are invested solely in ddlar denominated instruments, primarily resid@ntnortgage instruments, and our borrowings are @snesti
and U.S. dollar denominated, we are not subjefrireign currency exchange, or commodity and equitge risk; the primary market risk that we are @sgd t«
is interest rate risk and its related ancillarksis Interest rate risk is highly sensitive to méagtors, including governmental monetary and tabicges, domesti
and international economic and political considerst and other factors beyond our control. Allafr market risk sensitive assets, liabilities apthtec
derivative positions are for non-trading purposely.o

Management recognizes the following primary risksogiated with our business and the industry irclviie conduct business:

. Interest rate risk

. Liquidity risk

. Prepayment risk

. Credit risk

. Market (fair value) risk

Interest Rate Risl

Interest rates are sensitive to many factors, diolygovernmental, monetary, tax policies, domesstid international economic conditions, and pal
or regulatory matters beyond our control. Changemterest rates affect the value of our investnem@urities and ARM loans we manage and hold i
investment portfolio, the variablate borrowings we use to finance our portfoliod &lme interest rate swaps and caps we use to lmdgeortfolio. All of oul
portfolio interest market risk sensitive assetilities and related derivative positions are ngaabwith a long term perspective and are not fatitrg purposes.

Interest rate risk is measured by the sensitivityoar current and future earnings to interest nattatility, variability of spread relationships,e
difference in repricing intervals between our assets and liabdigaed the effect that interest rates may have orcash flows, especially the speed at w
prepayments occur on our residential mortgageagélassets. Changes in interest rates can affectaiunterest income, which is the difference betvéhe
interest income earned on assets and our interpstise incurred in connection with our borrowings.

Our adjustableate hybrid ARM assets reset on various dates ahatnot matched to the reset dates on our repwechigieements. In general,
repricing of our repurchase agreements occurs moiekly than the repricing of our assets. First; fioating rate borrowings may react to changesieres
rates before our adjustable rate assets becauseethgbted average next micing dates on the related borrowings may hawetshtime periods than that of -
adjustable rate assets. Second, interest ratedjostable rate assets may be limited to a “periodjg’ or an increase of typically 1% or 2% per adjustnpertod
while our borrowings do not have comparable linndtas. Third, our adjustable rate assets typicalty ¢hanges in the applicable interest rate indige45 day
due to the notice period provided to adjustable batrrowers when the interest rates on their laa@scheduled to change.
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We seek to manage interest rate risk in the paotfoy utilizing interest rate swaps and interese reaps, with the goal of optimizing the earn
potential while seeking to maintain long term s¢apbrtfolio values. We continually monitor the dima of our mortgage assets and have a policy tyéeh:
financing such that the net duration of the assetshorrowed funds related to such assets, aatecehedging instruments, are less than one year.

Interest rates can also affect our net return dorilyARM securities and loans net of the cost n&ficing hybrid ARMs. We continually monitor ¢
estimate the duration of our hybrid ARMs and havgolicy to hedge the financing of the hybrid ARMsck that the net duration of the hybrid ARMs,
borrowed funds related to such assets, and reledding instruments are less than one year. Dwidgclining interest rate environment, the prepaynod
hybrid ARMs may accelerate (as borrowers may opefmance at a lower rate) causing the amouniadilities that have been extended by the use tefés
rate swaps to increase relative to the amount bfilyARMs, possibly resulting in a decline in owgtmeturn on hybrid ARMs as replacement hybrid ARty
have a lower yield than those being prepaid. Calgr during an increasing interest rate enviroryigybrid ARMs may prepay slower than expectedyirgug
us to finance a higher amount of hybrid ARMs thaiginally forecast and at a time when interestgatey be higher, resulting in a decline in ourne@tirn or
hybrid ARMs. Our exposure to changes in the prepgayspeeds of hybrid ARMs is mitigated by regulanitoring of the outstanding balance of hybrid AR
and adjusting the amounts anticipated to be oudsignin future periods and, on a regular basis, intakdjustments to the amount of our fixede borrowin
obligations for future periods.

We utilize a model based risk analysis system ®stsn projecting portfolio performances over @rsario of different interest rates. The mc
incorporates shifts in interest rates, changesrépgyments and other factors impacting the valoatiof our financial securities, including mortgaugeker
securities, repurchase agreements, interest rapssand interest rate caps.

Based on the results of the model, as of Decembe2@)9, instantaneous changes in interest ratetdwmave had the following effect on net inte
income: (dollar amounts in thousands):

Changes in Net Interest Income

Changes in Net Interest

Changes in Interest Rates Income
+200 $(3,009)
+100 $(1,807)
-100 $ 2,606

Interest rate changes may also impact our net badke as our mortgage assets and related hedgentilezs are marked-tmarket each quart
Generally, as interest rates increase, the valueuofmortgage assets decrease and as interestdextezase, the value of such investments will asxe
general, we would expect however that, over timegrelases in value of oportfolio attributable to interest rate changes wé offset, to the degree we
hedged, by increases in value of our interestga@ps, and vice versa. However, the relationshiywden spreads on securities and spreads on swapsary
from time to time, resulting in a net aggregate kwalue increase or decline. That said, unlessetiel material impairment in value that would tesua
payment not being received on a security or lohanges in the book value of our portfolio will ribtectly affect our recurring earnings or our dhitio make
distribution to our stockholders.
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Liquidity Risk

Liquidity is a measure of our ability to meet pdtehcash requirements, including ongoing committaeio repay borrowings, fund and main
investments, pay dividends to our stockholders@heér general business needs. We recognize thetodele funds available to operate our busingégs.dul
policy to have adequate liquidity at all times. \Wlan to meet liquidity through normal operationghmhe goal of avoiding unplanned sales of assk
emergency borrowing of funds.

Our principal sources of liquidity are the repuehagreements on our RMBS, the CDOs we have igedethnce our loans held in securitization tru
the principal and interest payments from mortgaggets and cash proceeds from the issuance of expgtyities (as market and other conditions pernig
believe our existing cash balances and cash floevs dperations will be sufficient for our liquiditgquirements for at least the next 12 months.

As it relates to our investment portfolio, derivatifinancial instruments we use to hedge intemgst risk subject us to “margin caffisk. If the value ¢
our pledged assets decrease, due to a changesinshtates, credit characteristics, or other pgidactors, we may be required to post additiomahcor ass
collateral, or reduce the amount we are able toobar versus the collateral. Under our interest sataps typically we pay a fixed rate to the coyratgies whils
they pay us a floating rate. If interest rates dvefow the fixed rate we are paying on an interatst swap, we may be required to post cash margin.

Prepayment Risl

When borrowers repay the principal on their mortgbigns before maturity or faster than their scletiamortization, the effect is to shorten the qu
over which interest is earned, and therefore, redhe yield for mortgage assets purchased at aiypnmeto their then current balance, as with the migj@f our
assets. Conversely, mortgage assets purchasees®tHan their then current balance exhibit higiedds due to faster prepayments. Furthermore, gyreen
speeds exceeding or lower than our modeled prepayspeeds impact the effectiveness of any hedgdsawe in place to mitigate financing and/or faitue
risk. Generally, when market interest rates declimgrowers have a tendency to refinance their gagies, thereby increasing prepayments.

Our prepayment model will help determine the amafrttedging we use to offet changes in interest rates. If actual prepaymates are higher th
modeled, the yield will be less than modeled inesashere we paid a premium for the particular nagégasset. Conversely, when we have paid a prenifi
actual prepayment rates experienced are slowemtiwaieled, we would amortize the premium over adorigne period, resulting in a higher yield to nrégu

In an increasing prepayment environment, the tindifference between the actual cash receipt ofcgal paydowns and the announcement o
principal paydown may result in additional margiguirements from our repurchase agreement coumtiepa

We mitigate prepayment risk by constantly evaligiiur mortgage assets relative to prepayment spaesirved for assets with a similar struct
quality and characteristics. Furthermore, we sttessthe portfolio as to prepayment speeds andestteate risk in order to further develop or maiaifications
to our hedge balances. Historically, we have ndgkd 100% of our liability costs due to prepaynrési.

Credit Risk

Credit risk is the risk that we will not fully cekt the principal we have invested in mortgage $oanother assets due to either borrower defaoits
counterparty failure. Our portfolio of loans hefdsecuritization trusts as of December 31, 200%isted of approximately $276.2 million of secustifirst lien:
originated in 2005 and earlier. The securitizedtfirens were principally originated in 2005 by @ubsidiary, HC, prior to our exit from the mortgagndin¢
business. These are predominately high-qualitydoaith an average loan-to-value (“LTVFatio at origination of approximately 70.3%, andege borrowe
FICO score of approximately 732. In addition, apjmately 67.7% of these loans were originated viiithincome and asset verification. While we feleht ou
origination and underwriting of these loans willh& mitigate the risk of significant borrower deft on these loans, we cannot assure you thhbatbwers wil
continue to satisfy their payment obligations unifiese loans and thereby avoid default.
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As of December 31, 2009, we owned approximately.S42illion on non-Agency RMBS senior securities.eThonAgency RMBS has a weight
average amortized purchase price of approximat@l§%s of current par value. Management believegtitehase price discount coupled with the credipsul
within the bond structure protects us from printipas under most stress scenarios for theseAgemcy RMBS. In addition, as of December 31, 2@@9owr
approximately $46.0 million of par value of CLOsitlwa carrying value of $17.6 million and a discmthpurchase price of approximately 19.99% of gdre
securities are backed by a portfolio of middle neadorporate loans.

Market (Fair Value) Risk

Changes in interest rates also expose us to maskehat the market value (fair value) on our ésseay decline. For certain of the financial instant:
that we own, fair values will not be readily avaiksince there are no active trading marketsHese instruments as characterized by current egelsdretwee
willing parties. Accordingly, fair values can orthg derived or estimated for these investments ugnigus valuation techniques, such as computiegptieser
value of estimated future cash flows using discoates commensurate with the risks involved. Howethee determination of estimated future cash flas
inherently subjective and imprecise. Minor changeassumptions or estimation methodologies can leaweaterial effect on these derived or estimatéx
values. These estimates and assumptions are iivéicdithe interest rate environments as of Decerthe2009, and do not take into considerationetifiects o
subsequent interest rate fluctuations.

We note that the values of our investments in naggdpacked securities and in derivative instrumentsygrily interest rate hedges on our debt, wil
sensitive to changes in market interest ratesrasteate spreads, credit spreads and other nfadters. The value of these investments can vadytes varie
materially from period to period. Historically, thalues of our mortgage loan portfolio have tenedary inversely with those of its derivative inshents.

The following describes the methods and assumptienase in estimating fair values of our finanaigtruments:

Fair value estimates are made as of a specifid jotime based on estimates using present vala¢har valuation techniques. These techniques ve
uncertainties and are significantly affected by #ssumptions used and the judgments made regardingharacteristics of various financial instrurts
discount rates, estimate of future cashflows, fiexpected loss experience and other factors.

Changes in assumptions could significantly affeeise estimates and the resulting fair values. Bérfair value estimates cannot be substantiat
comparison to independent markets and, in manyscasmild not be realized in an immediate sale ef ittstrument. Also, because of difference
methodologies and assumptions used to estimatedies, the fair values used by us should nobepared to those of other companies.

The fair values of our investment securities aneegally based on market prices provided by dealtrs make markets in these financial instrumen
the fair value of a security is not reasonably k¢ from a dealer, management estimates thevédire based on characteristics of the security tthatwe
receive from the issuer and on available marke@rmétion.

The fair value of mortgage loans held in securitiratrusts is estimated using pricing models aiihg into consideration the aggregated charatites
of groups of loans such as, but not limited tolatetal type, index, interest rate, margin, lengftfixed-rate period, life cap, periodic cap, underwritingnglards
age and credit estimated using the estimated markegs for similar types of loans. Due to sigrafit market dislocation over the past 18 monthsoresr
market prices were given minimal weighting wherivémg at loan valuation at December 31, 2009 anddbger 31, 2008 fair value.

The fair value of these CDOs is based on discoucastiflows as well as market pricing on compar&li®s.
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The market risk management discussion and the amegtimated from the analysis that follows arevéod4ooking statements that assume that ce
market conditions occur. Actual results may diffieaterially from these projected results due to geanin our portfolio assets and borrowings mix dnod tc
developments in the domestic and global finanaial eeal estate markets. Developments in the fimhmearkets include the likelihood of changing ietdrrate
and the relationship of various interest ratestaed impact on our portfolio yield, cost of fundad cash flows. The analytical methods that wetaisessess al
mitigate these market risks should not be consttlprejections of future events or operating perf@nce.

As a financial institution that has only invested W.S.dollar denominated instruments, primarily resida@ntnortgage instruments, and has «
borrowed money in the domestic market, we are ulbjest to foreign currency exchange or commoditgeprisk. Rather, our market risk exposure is |brgleie
to interest rate risk. Interest rate risk impaats mterest income, interest expense and the maskete on a large portion of our assets and ligdxsli The
management of interest rate risk attempts to madrearnings and to preserve capital by minimizirgriegative impacts of changing market rates, asx
liability mix, and prepayment activity.

The table below presents the sensitivity of thekeiavalue and net duration changes of our portfai@f December 31, 2009, using a discounted
flow simulation model assuming an instantaneousr@st rate shift. Application of this method resuit an estimation of the fair market value chaofjeur
assets, liabilities and hedging instruments pertdd¥s point (“bp”) shift in interest rates.

The use of hedging instruments is a critical paduwy interest rate risk management strategieslmeéffects of these hedging instruments on thexet
value of the portfolio are reflected in the modelgput. This analysis also takes into considendti@ value of options embedded in our mortgagetasiscluding
constraints on the rgricing of the interest rate of assets resultirgrfiperiodic and lifetime cap features, as well @payment options. Assets and liabilities
are not interest rate-sensitive such as cash, paymecivables, prepaid expenses, payables andetexpenses are excluded.

Changes in assumptions including, but not limitedvblatility, mortgage and financing spreads, psapent behavior, defaults, as well as the timind
level of interest rate changes will affect the fessaf the model. Therefore, actual results areljiko vary from modeled results.

Market Value Changes

Changes in Changes in Net
Interest Rates Market Value Duration
(Amount in thousands)
+200 $(7,813) 0.83 years
+100 $(4,451) 0.73 years
Base — 0.65 years
-100 $ 3,384 0.36 years

It should be noted that the model is used as attowlentify potential risk in a changing intereate environment but does not include any chang
portfolio composition, financing strategies, markpteads or changes in overall market liquidity.

Based on the assumptions used, the model outpgestgya very low degree of portfolio price chanigemgincreases in interest rates, which implies
our cash flow and earning characteristics shoulcklagively stable for comparable changes in irgerates.

Although market value sensitivity analysis is widakccepted in identifying interest rate risk, iedmot take into consideration changes that mayr

such as, but not limited to, changes in investnaent financing strategies, changes in market spraadschanges in business volumes. Accordingly, \ake
extensive use of an earnings simulation model tilnén analyze our level of interest rate risk.
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There are a number of key assumptions in our eggrsimulation model. These key assumptions inctidages in market conditions that affect inte
rates, the pricing of ARM products, the availapilitf investment assets and the availability andcibet of financing for portfolio assets. Other kesumptior
made in using the simulation model include prepaynspeeds and management's investment, financithdpealging strategies, and the issuance of newye
We typically run the simulation model under a varief hypothetical business scenarios that mayteldifferent interest rate scenarios, differenesimer
strategies, different prepayment possibilities atiter scenarios that provide us with a range o§iptes earnings outcomes in order to assess patértgeest rat
risk. The assumptions used represent our estinfateeolikely effect of changes in interest ratesl ao not necessarily reflect actual results. Theiegs
simulation model takes into account periodic afetifne caps embedded in our assets in determihimgarnings at risk.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our financial statements and the related notesthey with the Report of Independent Registeredi®@ezcounting Firm thereon, as required by
Item 8, are set forth beginning on page F-1 of &msual report on Form 10-K and are incorporatedihédy 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 Proceduré¥e maintain disclosure controls and proceduresatetiesigned to ensure that information req
to be disclosed in the reports that we file or sithmder the Securities Exchange Act of 1934, asrated, is recorded, processed, summarized andtee
within the time periods specified in the rules &mans of the SEC, and that such information is aaglated and communicated to our management as axgue
to allow timely decisions regarding required discles. An evaluation was performed under the sigien and with the participation of our managen;
including our Chief Executive Officer and Chief Rircial Officer, of the effectiveness of our discls controls and procedures (as defined in Ruleslbg
and 15d15(e) under the Securities Exchange Act of 1934maended) as of December 31, 2009. Based upomthhiation, our Chief Executive Officer ¢
Chief Financial Officer concluded that our disclasaontrols and procedures were effective as oeBber 31, 2009.

Management’s Report on Internal Control Over Finah&eporting. Our management is responsible for establishimgraaintaining adequate inter
control over financial reporting, as such termeéined in Exchange Act Rule 13&(f). Our internal control system was designedrtavide reasonable assura
to our management and Board of Directors regardireg reliability, preparation and fair presentatiohpublished financial statements in accordancé
generally accepted accounting principles. Under silygervision and with the participation of our mgement, including our principal executive officard
principal financial officer, we conducted an evaioa of the effectiveness of our internal contrekop financial reporting based on the frameworKriternal
Control - Integrated Framework issued by the Committee of Sponsoring Organinatiof the Treadway Commission. Based on our evaluatnder th
framework ininternal Control -Integrated Frameworkour management concluded that our internal cootrer financial reporting was effective as of Dextx!
31, 2009.

This Annual Report on Form 1R-does not include an attestation report of ouepehdent registered public accounting firm regardimernal contrc
over financial reporting. Managemesnteport was not subject to attestation by ourpedeent registered public accounting firm purstarhe rules of the SE

that permit us to provide only management’s repothis Annual Report on Form 10-K.

Changes in Internal Control Over Financial Repogimhere have been no changes in our internal coatret financial reporting during the qua
ended December 31, 2009 that have materially &ffectr are reasonably likely to materially affextr internal control over financial reporting.

Item 9B. OTHER INFORMATION

None.
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PART Il
Item 10. DIRECTORS, EXECUTIVE OFFICER AND CORPORATE GOVERNARE
Information on our directors and executive officarsl the audit committee of our is incorporatedrdfgrence from our Proxy Statement (undel
headings “Proposal 1: Election of Directors,” “Infiation on Our Board of Directors and its Commitée Section 16(a) Beneficial Ownership Repor

Compliance” and “Executive Officers”) to be filedtivrespect to our Annual Meeting of Stockholderdé held May 11, 2010 (the “2009 Proxy Statement”)

In addition, we have filed, as exhibits to this AmhReport on Form 18; the certifications of our principal executivefioérs and principal financi
officer required under Sections 302 and 906 ofSashanes Oxley Act of 2002.

Item 11. EXECUTIVE COMPENSATION

The information presented under the headings “Cosgtion of Directors,” “Executive CompensationCdmpensation Committee Interlocks
Insider Participation” and “Compensation CommitRegport” in our 2010 Proxy Statement to be filedwilie 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 “Staweership of Directors and Executive Officers” dffshare Ownership by Certain Benefi
Owners” in our 2010 Proxy Statement to be filedhwiite SEC is incorporated herein by reference.

The information presented under the heading “Mafteethe Registrant's Common Equity and Relateccigtolder Matters —Securities Authorized fi
Issuance Under Equity Compensation Plans” in IteshBart Il of this Form 10-K is incorporated herdyy reference.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, ANCDIRECTOR INDEPENDENCE

The information presented under the heading “CerRelationships and Related Transactions” ahdofmation on Our Board of Directors and
Committees” in our 2010 Proxy Statement to be filgith the SEC is incorporated herein by reference.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information presented under the heading “Ratatiip with Independent Registered Public Accognttirm” in our 2010 Proxy Statement to
filed with the SEC is incorporated herein by refee
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PART IV
Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) Financial Statements

Report of Independent Registered Public Accognfimm - Grant Thornton LLP
Report of Independent Registered Public Accourfiingn - DELOITTE & TOUCHE LLP
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Stockholders'/MembEgsiity
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Stateme
(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&f{(tf)e Securities Exchange Act of 1934, the Regyisthas duly caused this report to be signedson it

behalf by the undersigned, thereunto duly authdrize

NEW YORK MORTGAGE TRUST, INC.

Date: March 8, 2010 By: /s/ Steven R. Mumma

Name: Steven R. Mumm
Title: Chief Executive Officer

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf of the
registrant and in the capacities and on the dattiedted.

Signature Title Date
/s/ Steven R. Mumma President, Chief Executiffe&€ and March 8, 2010
Steven R. Mumma Chief Financial Officer

(Principal Executive Officer and Principal Final®fficer)

/sl James J. Fowler Chairman of the Board ardil 8, 2010
James J. Fowler

/s/ Alan L. Hainey Director March 8, 2010
Alan L. Hainey
/sl Steven G. Norcutt Director March 8, 2010

Steven G. Norcutt

/s/ Daniel K. Osborne Director March 8, 2010
Daniel K. Osbhorne
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
New York Mortgage Trust, Inc

We have audited the accompanying consolidated balaheet of New York Mortgage Trust, Inc. (a Mangaorporation) and subsidiaries (the “Comparag’)
of December 31, 2009, and the related consolidste@ments of operations, stockholders’ equity, cagh flows for the year ended December 31, 2008es¢
financial statements are the responsibility of @@npany’s managementOur responsibility is to express an opinion on ¢hféasancial statements based on
audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversight lBod@nited States). Those standards require that
plan and perform the audit to obtain reasonablaeraasse about whether the financial statementsraeedf material misstatemenfThe Company is not requir
to have, nor were we engaged to perform an auditsahternal control over financial reportingOur audit included consideration of internal cohwet
financial reporting as a basis for designing apditcedures that are appropriate in the circumstarimet not for the purpose of expressing an opimiorthe
effectiveness of the Company’s internal controlrdirancial reporting. Accordingly, we express no such opiniofn audit also includes examining, on a
basis, evidence supporting the amounts and disessn the financial statements, assessing theuatiog principles used and significant estimatesienby
management, as well as evaluating the overall fishstatement presentationVe believe that our audit provides a reasonablis basour opinion.

In our opinion, the consolidated financial stateteaeferred to above present fairly, in all materéspects, the financial position of New York Myage Trus

Inc. and subsidiaries as of December 31, 2009ttamdesults of its operations and its cash flowgte year then ended in conformity with accoungmnigiciples
generally accepted in the United States of America.

/s/ Grant Thornton LLP

New York, New York
March 8, 2010
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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 balsimeet of New York Mortgage Trust, Inc. and dlibsies (the "Company") as of December 31, 2008
the related consolidated statements of operat&inskholders' equity, and cash flows for each efttho years in the period ended December 31, 20b@s:¢
consolidated financial statements are the respitinsibf the Company's management. Our respongybii to express an opinion on thensolidated financi
statements based on our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighaBo(United States). Those standards require te
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. The Company is reptired tc
have, nor were we engaged to perform, an audisohiernal control over financial reporting. Owrdéts included consideration of internal contookr financia
reporting as a basis for designing audit procedtiraisare appropriate in the circumstances, buforahe purpose of expressing an opinion on tifiecéfenes
of the Company's internal control over financigdoging. Accordingly, we express no such opinion. @udit also includes examining, on a test basisleace
supporting the amounts and disclosures in the iadistatements, assessing the accounting prirciged and significant estimates made by managea
well as evaluating the overall financial statemeneisentation. We believe that our audits providessonable basis for our opinion.

In our opinion, such consolidated financial statetaepresent fairly, in all material respects, thearicial position of New York Mortgage Trust, Inanc
subsidiaries as of December 31, 2008, and thetsesitheir operations and their cash flows forreatthe two years in the period ended DecembeRBQ8, ir
conformity with accounting principles generally apted in the United States of America.

/s/ DELOITTE & TOUCHE LLP
New York, New York
March 31, 2009
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

ASSETS
Cash and cash equivalents
Restricted cash

CONSOLIDATED BALANCE SHEETS
(Dollar amounts in thousands)

Investment securities available for sale, at falue (including pledged assets of $91,071 and $@B6a

December 31, 2009 and 2008, respectively)
Accounts and accrued interest receivable
Mortgage loans held in securitization trusts (net)
Prepaid and other assets
Derivative assets
Assets related to discontinued operation
Total Assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities:

Financing arrangements, portfolio investments
Collateralized debt obligations

Derivative liabilities

Accounts payable and accrued expenses
Subordinated debentures (net)

Convertible preferred debentures (net)
Liabilities related to discontinued operation
Total Liabilities

Commitments and Contingencies

Stockholders’ Equity:

Common stock, $0.01 par value, 400,000,000 sharthe@zed 9,415,094 shares issued and outstan
at December 31, 2009 and 9,320,094 shares issaedugstanding at December 31, 2008

Additional paid-in capital

Accumulated other comprehensive income (loss)
Accumulated deficit

Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See notes to consolidated financial statements.
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December 31,

December 31,

2009 2008
$ 2452, $ 9,387
3,04¢ 7,95¢

176,69: 477,41¢

2,04¢ 3,09t

276,17 346,97:

2,107 2,59t

4 22

4,217 5,85¢

$ 488,81: $ 853,30
$ 8510t $ 402,32
266,75 335,64

2,511 4,19¢

4,93¢ 3,997

44,89: 44,61¢

19,85 19,70:

1,77¢ 3,56¢

425,82° 814,05:

94 93

142,51 150,79

11,81¢ (8,52))

(91,449 (103,119

62,98’ 39,24¢

$ 488,81: $ 853,30




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollar amounts in thousands, except per share data

For the Year Ended December 31,

2009 2008 2007
REVENUES:
Interest income - investment securities and lo@hd im securitization trusts $ 31,098 $ 44,12:  $ 50,56
Interest expense - investment securities and |baltsin securitization trusts 8,57: 30,35 46,52¢
Net interest income from investment securities laads held in securitization trusts 22,52¢ 13,77 4,03t
Interest expense - subordinated debentures (3,189 (3,760) (3,55¢)
Interest expense - convertible preferred debentures (2,479 (2,149 —
Net interest income 16,86( 7,86: AT
OTHER INCOME (EXPENSE)
Provision for loan losses (2,262) (1,462) (1,687
Realized gains (losses) on securities and reladdés 3,28: (19,97 (8,350)
Impairment loss on investment securities (119) (5,27%) (8,480)
Total other income (expense) 901 (26,71 (18,517
EXPENSES:
Salaries and benefits 2,11¢ 1,86¢ 86¢
Professional fees 1,28¢ 1,212 61z
Insurance 524 94¢ 474
Management fees 1,252 665 —
Other 1,69¢ 2,21¢€ 80¢
Total expenses 6,87 6,91( 2,75¢
INCOME (LOSS) FROM CONTINUING OPERATIONS 10,88« (25,769) (20,790
Income (loss) from discontinued operation - netaaf 78€ 1,65 (34,479
NET INCOME (LOSS) $ 11,67C $ (24,10) $ (55,26¢)
Basic net income (loss) per share $ 128 (291 $ (30.47%)
Diluted net income (loss) per share $ 1.1¢ % (291 $ (30.49)
Dividends declared per common share $ 091 $ 05/ $ 0.5C
Weighted average shares outstanding-basic 9,36 8,27: 1,81¢
Weighted average shares outstanding-diluted 11,86 8,27: 1,81«

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, 2009, 2008 and Z00

BALANCE, JANUARY 1, 2007

Net loss

Dividends declared

Repurchase of common stock

Restricted stock

Reclassification adjustment for net loss included
net income

Decrease derivative instruments utilized for cast
flow hedge

Comprehensive loss

BALANCE, DECEMBER 31, 2007

Net loss

Dividends declared

Common stock issuance

Increase in net unrealized loss on available fla s
securities

Decrease in derivative instruments utilized forhce
flow hedge

Comprehensive loss

BALANCE, DECEMBER 31, 2008

Net income

Dividends declared

Restricted stock

Reclassification adjustment for net gain included
net income

Increase in net unrealized gain on available ft& <
securities

Increase in derivative instruments utilized forttas
flow hedge

Comprehensive income

BALANCE, DECEMBER 31, 2009

(Dollar amounts in thousands)

Accumulated

Additional Other
Common Paid-In Accumulated Comprehensive Comprehensive
Stock Capital Deficit Income (Loss)  Income (Loss) Total
18 $ 99,67 $ (23,739 $ (4,38)) — % 71,57
— — (55,26%) — 8 (55,269 (55,269
— (909) — — — (909)
— 592 — — — 592
— — — 3,192 3,192 3,192
— — — (761) (761) (761)
— — — — $ (52,837
18 99,35’ (79,007 (1,95() 18,41¢
— — (24,107 — 3 (24,107 (24,10
— (5,0379) — — — (5,0379)
75 56,46¢ — — — 56,54:
— — — (2,96)) (2,967 (2,96))
— — — (3,610 (3,610 (3,610
— — — — $ (30,679
93 150,79( (103,114 (8,52]) 39,24¢
11,67( $ 11,67( 11,67(
(8,537) (8,531
1 26( 261
(2,657) (2,657) (2,657)
20,34( 20,34( 20,34(
2,65¢€ 2,65¢€ 2,65¢€
$ 32,00¢
9 3% 142,51¢ % (91,449 $ 11,81¢ $ 62,98

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)

For the Years Ended December 31,

2009 2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss $ 11,67C $ (24,10 $ (55,26%)
Adjustments to reconcile net income (loss) to meshcprovided by (used in) operating
activities:
Depreciation and amortization 1,43¢ 1,42: 76E
Amortization of (discount) premium on investmentwg@ies and mortgage loans (749) 997 1,61¢€
(Gain) loss on sale of securities, loans and relagziges (3,280 19,977 8,35(
Impairment loss on investment securities 11¢ 5,27¢ 8,48(
Origination of mortgage loans held for sale — — (300,86
Proceeds from repayments or sales of mortgage loans 1,19¢ 2,74¢€ 398,67¢
Allowance for deferred tax asset — — 18,35:
Gain on sale of retail lending platform — — (4,369
Change in value of derivatives — — 78E
Provision for loan losses 2,262 1,52( 2,54¢
Restricted stock issuance 261 — —
Other 27C — 1,111
Changes in operating assets and liabilities:
Due from loan purchasers — — 88,35:
Escrow deposits-pending loan closings — — 3,81«
Accounts and accrued interest receivable 1,05k 41F 4,141
Prepaid and other assets (260) 64z 2,90
Due to loan purchasers — 13¢ (7,115
Accounts payable and accrued expenses (2,217) (2,767 (5,140
Net cash provided by operating activit 11,77 6,26 167,13t
CASH FLOWS FROM INVESTING ACTIVITIES:
Restricted cash 4,91( (444) (4,369
Purchases of investment securities (43,869 (850,609 (231,93)
Proceeds from sale of investment securities 296,55! 625,98t 246,87-
Principal repayments received on loans held in rtEation trust 68,91« 79,95: 154,72¢
Proceeds from sale of retail lending platform — — 12,93¢
Principal paydown on investment securities 70,34 74,17 113,49(
Purchases of fixed assets — — (39¢)
Sale of fixed assets and real estate owned property — 10 88(
Net cash provided by (used in) investing activi 396,85: (70,939 292,21
CASH FLOWS FROM FINANCING ACTIVITIES:
Increase (decrease) in financing arrangements, net (317,22) 86,61" (672,570
Collateralized debt obligation borrowings — — 337,43:
Collateralized debt obligation paydowns (69,15 (81,72Y (117,85)
Dividends paid (7,109 (4,100 (1,82¢)
Payments made for termination of swaps — (8,339 —
Proceeds from common stock issued (net) — 56,54: —
Proceeds from convertible preferred debenture$ (net — 19,551 —
Net cash (used in) provided by financing activi (393,489 68,55’ (454,811
NET INCREASE IN CASH AND CASH EQUIVALENT 15,13t 3,87¢ 4,53¢
CASH AND CASH EQUIVALENTS — Beginning 9,38 5,50¢ 96¢
CASH AND CASH EQUIVALENTS — End $ 24,52. $ 9,387 $ 5,50¢
SUPPLEMENTAL DISCLOSURE
Cash paid for interest $ 13,45¢ $ 31,47¢ $ 41,33¢
NON CASH FINANCING ACTIVITIES
Dividends declared to be paid in subsequent period $ 2,35t $ 93z $ —
Grant of restricted stock $ 261 $ — $ —

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 Policies

Organization- New York Mortgage Trust, Inc., together with @snsolidated subsidiaries (‘NYMT”, the “CompanyWweé”, “our”, and “us”), is a self-
advised real estate investment trust, or REIThékusiness of acquiring and managing primarilidesgtial adjustable-rate, hybrid adjustable-rateé fixed-rate
mortgage-backed securities (“‘RMBSTpr which the principal and interest payments amargnteed by a U.S. Government agency, such a&dkernmer
National Mortgage Associatiol*Ginnie Mae”) or a U.S. Government-sponsored erti§SE” or “Agency”), such as the Federal National Mortgage Associ
(“Fannie Mae”) or the Federal Home Loan MortgagepOeation (“Freddie Mac”), which we refer to colteely as “Agency RMBS,'RMBS backed by prin
jumbo and Alternative -paper (“Alt-A”) (“non-Agency RMBS”), and prime cdé quality residential adjustable-rate mortgagdRM”) loans held i
securitization trusts, or prime ARM loans. The amder of our current investment portfolio is compd of notes issued by a collateralized loan aliliy
(“CLO"). We also may opportunistically acquire am@dnage various other types of real estatated and financial assets, including, amongrathiags, certai
non-rated residential mortgage assets, commeraaigege-backed securities (“CMBS”), commercial restate loans and other similar investmeWs. see
attractive longterm investment returns by investing our equityited@nd borrowed funds in such securities. Oungpal business objective is to generate
income for distribution to our stockholders resdtifrom the spread between the interest and oftc@rmie we earn on our interesrning assets and the inte
expense we pay on the borrowings that we use amdie these assets and our operating costs, whickf@rgo as our net interest income.

The Company conducts its business through the pacenpany, NYMT, and several subsidiaries, inclgdspecial purpose subsidiaries establishe
loan securitization purposes, a taxable REIT sudsid("TRS") and a qualified REIT subsidiary ("QRSThe Company conducts certain of its portf
investment operations through its wholly-owned TRI$potheca Capital, LLC (“HC")in order to utilize, to the extent permitted by Jaseme or all of a n
operating loss carrferward held in HC that resulted fromthe Compamexi# from the mortgage lending business. Prior March 31, 2007, tt
Company conducted substantially all of its mortgégeling business through HC. The Company's wkmAned QRS, New York Mortgage Funding, L
(“NYMF"), currently holds certain mortgagelated assets for regulatory compliance purposBse Company also may conduct certain other par
investment operations related to its alternatineegtment strategy through NYMF. The Company cadat#s all of its subsidiaries under generally ptex
accounting principles in the United States of Arc&1(‘GAAP”).

The Company is organized and conducts its opematomualify as a REIT for federal income tax puegm As such, the Company will generally nc
subject to federal income tax on that portion sefiiicome that is distributed to stockholders iflistributes at least 90% of its REIT taxable incotoeits
stockholders by the due date of its federal inctameeturn and complies with various other requeats.

Basis of Presentation The accompanying consolidated financial statemkat® been prepared on the accrual basis of acoguintiaccordance wi
U.S. generally accepted accounting principles (“G%A The preparation of financial statements in conftymiith GAAP requires management to m
estimates and assumptions that affect the repartgalints of assets and liabilities and disclosureootingent assets and liabilities at the dateheffinancia
statements and the reported amounts of revenuesxaeases during the reporting period. Actualltssould differ from those estimates.

The consolidated financial statements of the Compiaciude the accounts of all subsidiaries; siguaifit intercompany accounts and transactions
been eliminated.

Prior period amounts have been reclassified toaranfto current period classifications, including4siillion of real estate owned previously inclu
in mortgage loans held in securitization trustg)(teprepaid and other assets.

Effective July 1, 2009, the Company adopted theipions of the Financial Accounting Standards BqdFASB”), Accounting Standards Codificatic
(the “Codification”), which is now the source of authoritative GAAP. Wghihe Codification did not change GAAP, all existiauthoritative accountil
literature, with certain exceptions, was superse®tlincorporated into the Codification. As a tegqre-Codification references to GAAP have bekmiaated.




The Board of Directors declared a one for five regestock split of our common stock, as of Octdhe2007 and a one for two reverse stock split @
common stock, as of May 27, 2008, decreasing theben of common shares then outstanding to apprdgign®.3 million. Prior and current period sh
amounts and earnings per share disclosures inclueiedin have been restated to reflect the reveosk split. In addition, the terms of our SeriePleferre
Stock provide that the conversion rate for theedefi Preferred Stock be appropriately adjusteéfiect any reverse stock split. As a result, thecdption of ou
Series A Preferred Stock reflects the May 2008nss/stock split (see note 15).

Cash and Cash Equivalemt€ash and cash equivalents include cash on handjrasdue from banks and overnight deposits. The g@om maintain
its cash and cash equivalents in highly rated firnnstitutions, and at times these balancesexx@gsurable amounts.

Restricted Cash Restricted cash includes $2.9 million held by ceymarties as collateral for hedging instruments $hd million held as collateral 1
a letter of credit related to the Company'’s ledsiésacorporate headquarters.

Investment Securities Available for Sal@he Company's investment securities include RMB8prised of Fannie Mae, Freddie Mac, rgency
RMBS, initially rated AAA securities and CLOs. Irstenent securities are classified as available e securities and are reported at fair value witrealize
gains and losses reported in other comprehensomria (“OCI”). Realized gains and losses recorded on the saleve$tment securities available for sale
based on the specific identification method andlited in realized gain (loss) on sale of securiied related hedges in the consolidated staternénizerations
Purchase premiums or discounts on investment siesuare amortized or accreted to interest incowee the estimated life of the investment securitisisig the
interest method. Adjustments to amortization arderfar actual prepayment activity.

When the fair value of an investment security ssléthan its amortized cost at the balance sheet tet security is considered impaired. The Com
assesses its impaired securities on at least deglyabasis, and designates such impairments hsreftemporary” or “other-than-temporarylf the Compan
intends to sell an impaired security, or it is mbkely than not that it will be required to sefle impaired security before its anticipated recgvéren it mus
recognize an other-than-temporary impairment thinoegrnings equal to the entire difference betwéeninvestmens amortized cost and its fair value at
balance sheet date. If the Company does not expesll an other-than-temporarily impaired segurinly the portion of the other-thaamporary impairme
related to credit losses is recognized throughiegsnwith the remainder recognized as a componkenther comprehensive income (loss) on the conatsi
balance sheet. Impairments recognized throughr attraprehensive income (loss) do not impact eamirgpllowing the recognition of an other-thmporan
impairment through earnings, a new cost basis iabéshed for the security and may not be adjudtedsubsequent recoveries in fair value thrc
earnings. However, other-thaemporary impairments recognized through earningy fwe accreted back to the amortized cost basithefsecurity on
prospective basis through interest income. Therdehation as to whether an other-than-temporagyairment exists and, if so, the amount considetbdre
thantemporarily impaired is subjective, as such deteatidbns are based on both factual and subjectifieenration available at the time of assessment.a
result, the timing and amount of other-than-temponapairments constitute material estimates thatsaisceptible to significant change (see note 2).
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Accounts and Accrued Interest Receivabfeccounts and accrued receivable includes inteexstivable for investment securities and mortgages
held in securitization trusts.

Mortgage Loans Held in Securitization TrustsMortgage loans held in securitization trusts aretaie adjustable rate mortgage ("ARM") lo.
transferred to New York Mortgage Trust 2005-1, N¥ark Mortgage Trust 2005-2 and New York Mortgageistr20053 that have been securitized i
sequentially rated classes of beneficial interddisrtgage loans held in securitization trusts aneied at their unpaid principal balances, net w&mortize
premium or discount, unamortized loan originatiosts and allowance for loan losses.

Interest income is accrued and recognized as revehen earned according to the terms of the moetians and when, in the opinion of manager
it is collectible. The accrual of interest on loamsliscontinued when, in managementpinion, the interest is not collectible in th@mal course of business,
in no case when payment becomes greater than $0dadipquent. Loans return to accrual status whigrtipal and interest become current and are guatied t
be fully collectible.

Allowance for Loan Losses on Mortgage Loans HeldSéturitization Trusts We establish an allowance for loan losses basethamagement
judgment and estimate of credit losses inherentimportfolio of mortgage loans held in securitiaattrusts.

Estimation involves the consideration of variousdit-related factors including but not limited fmacroeconomic conditions, the current hous
market conditions, loan-tealue ratios, delinquency status, historical créais severity rates, purchased mortgage insuraheehorrower's current econor
condition and other factors deemed to warrant ctamation. Additionally, we look at the balance afalelinquent loan and compare that to the cuwahte o
the collateralizing property. We utilize variousni® valuation methodologies including appraisalsker pricing opinions (“BPOs"), internéiased property de
services to review comparable properties in theesaraa or consult with a realtor in the properyé&a.

Comparing the current loan balance to the propeatye determines the current loan-to-value (“LTVd}io of the loan. Generally, we estimate th
first lien loan on a property that goes into a éwsure process and becomes real estate owned ()REESults in the property being disposed of at apprately
84% of the current appraised value. This estimateased on management's experience as well agedkaleverity rates since issuance of our secuitizs
During 2008, as a result of the significant detextion in the housing market, we revised our potiwestimate recovery values based on current hatuation:
less expected costs to dispose. These costs ypaggoroximate 16% of the current home valueslpossible given today's deteriorating market daons, we
may realize less than that return in certain cabess, for a first lien loan that is delinquent, wi# adjust the property value down to approxinhat@4% of the
current property value and compare that to theettifbalance of the loan. The difference determihesase provision for the loan loss taken for kban. Thi:
base provision for a particular loan may be adjli#teve are aware of specific circumstances thay aféect the outcome of the loss mitigation prociessha
loan. Predominately, however, we use the basewesermber for our reserve.

The allowance for loan losses will be maintaine@tigh ongoing provisions charged to operating ine@nd will be reduced by loans that are che
off. As of December 31, 2009 the allowance for ldasses held in securitization trusts totaled $Rilion. The allowance for loan losses was $0.8lioml ai
December 31, 2008.

Prepaid and Other Assetrepaid and other assets totaled $2.1 million @&eaember 31, 2009 and consist mainly of $0.5 omilbf real estate own
(“REO"), $0.2 million in escrow advances related to mortgagas held in securitization trusts (net), $0.5lionl of capitalization expenses related to equitgl
bond issuance cost and $0.3 million in prepaidriasce. Prepaid and other asset totaled $2.6 miigoaf December 31, 2008 and included $1.4 miibREO
$0.4 million in escrow advances related to mortgages held in securitization trusts (net) and $@illion of capitalization expenses related to &gaind bon
issuance cost.

Financing Arrangements, Portfolio Investmentisivestment securities available for sale are tyfyidinanced with repurchase agreements, a for

collateralized borrowing which is secured by theusities on the balance sheet. Such financingsemerded at their outstanding principal balancth ainy
accrued interest due recorded as an accrued exf(saesaote 5).
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Collateralized Debt Obligations (“CDQ") We use CDOs to permanently finance our loans heldeicuritization trusts. For financial repor
purposes, the ARM loans held as collateral arerdszbas assets of the Company and the CDO is ret@s the Comparg’debt. The transaction inclu
interest rate caps which are held by the secutibizarust and recorded as an asset or liabilitthef CompanyThe Company has completed four securitizar
since inception, the first three were accountedafoa permanent financing (see note 6) and théhfewas accounted for as a sale and accordinglyinohtded ir
the Company’s financial statements.

Subordinated Debentures (Net)Subordinated debentures are trust preferred sesutitat are fully guaranteed by the Company wébpect t
distributions and amounts payable upon liquidatredemption or repayment. These securities assifiad as subordinated debentures in the liatsiggtion o
the Company’s consolidated balance sheet (see7hote

Convertible Preferred Debentures (Neffhe Company issued $20.0 million in Series A Cotibler Preferred Stock that mature on December 810
at which time any outstanding shares must be reddeby the Company at the $20.00 per share liquidatipreference plus any accrued and ur
dividends. As a result of the mandatory redempiiature, the Company classifies these securitigsl@bility on its balance sheet (see note 15).

Derivative Financial Instruments The Company has developed risk management progaaehgprocesses, which include investments in dévie
financial instruments designed to manage markktassociated with its securities investment aééisit

Derivative instruments contain an element of riskhie event that the counterparties may be unabiecet the terms of such agreements. The Con
minimizes its risk exposure by limiting the coumi@rties with which it enters into contracts to baakd investment banks who meet established aeditapite
guidelines. Management does not expect any colartgrfp default on its obligations and, therefaees not expect to incur any loss due to countrpiafault
In addition, all outstanding interest rate swapeagrents have Wateral margin call capabilities, meaning the Comypwill require margin for interest rate swi
that are in the Company’s favor, minimizing any amis at risk.

Interest Rate Risk The Company hedges the aggregate risk of inteag¢stfiuctuations with respect to its borrowinggaelless of the form of su
borrowings, which require payments based on a birimterest rate index. The Company generallynidiéeto hedge only the risk related to changes ¢
benchmark interest rate (London Interbank OfferateR‘LIBOR”). The Company applies hedge accountitiliging the cash flow hedge criteria.

In order to reduce such risks, the Company entéosswap agreements whereby the Company receivasniy rate payments in exchange for fixed
payments, effectively converting the borrowing tiixad rate. The Company also enters into cap agee¢s whereby, in exchange for a premium, the Cowy
is reimbursed for interest paid in excess of aatertapped rate.

To qualify for cash flow hedge accounting, inter@de swaps and caps must meet certain critedhudimg:
. the items to be hedged expose the Company to stterte risk; and

. the interest rate swaps or caps are expected &mdeontinue to be highly effective in reducing @empany's exposure
interest rate risk.

The fair values of the Company's interest rate ssggpements and interest rate cap agreements sed ba values provided by dealers who are far
with the terms of these instruments. Correlatiod effiectiveness are periodically assessed at tgasterly based upon a comparison of the relatianges in tr
fair values or cash flows of the interest rate swapd caps and the items being hedged.

For derivative instruments that are designatedcuraify as a cash flow hedge (i.e. hedging the syp®to variability in expected future cash flovat
is attributable to a particular risk), the effeetiportion of the gain or loss on the derivativerinsents are reported as a component of OCI ardssfied intc
earnings in the same period or periods during whtiehhedged transaction affects earnings. The réngagain or loss on the derivative instrumentsoess ¢
the cumulative change in the present value of &ubash flows of the hedged item, if any, is recopggiin current earnings during the period of change
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With respect to interest rate swaps and caps #nat hot been designated as hedges, any net payoretds or fluctuations in the fair value of, s
swaps and caps, will be recognized in current agmi

Termination of Hedging RelationshipsThe Company employs a number of risk managememtitoring procedures to ensure that the desigi
hedging relationships are demonstrating, and ape@gd to continue to demonstrate, a high levetftédctiveness. Hedge accounting is discontinueda
prospective basis if it is determined that the liegigelationship is no longer highly effective ompected to be highly effective in offsetting chasge fair valu
of the hedged item.

Additionally, the Company may elect to un-designateedge relationship during an interim period esmdesignate upon the rebalancing of a hi
profile and the corresponding hedge relationshipeWhedge accounting is discontinued, the Compantiirzies to carry the derivative instruments atVaiue
with changes recorded in current earnings.

Revenue Recognitiarinterest income on our residential mortgage laars mortgagdacked securities is a combination of the inteeashed based
the outstanding principal balance of the underlyiogn/security, the contractual terms of the assetd the amortization of yield adjustments, priati
premiums and discounts, using generally acceptesieist methods. The net GAAP cost over the pambel®f selferiginated loans held for investment .
premium and discount associated with the purch&seootgagebacked securities and loans are amortized intoeistencome over the lives of the underly
assets using the effective yield method as adjustethe effects of estimated prepayments. Estimgatirepayments and the remaining term of our isterelc
investments require management judgment, whichhegp among other things, consideration of posdiltiere interest rate environments and an estimbtew
borrowers will react to those environments, his@rirends and performance. The actual prepaynpe@dsand actual lives could be more or less thevattour
estimated by management at the time of originatiopurchase of the assets or at each financiattieggeriod.
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Other Comprehensive Income (LossPther comprehensive income (loss) is comprised gmilyn of income (loss) from changes in value of
Company'’s available for sale securities, and theeich of deferred gains or losses on changes ifathealue of derivative contracts hedging futuesle flows.

Employee Benefits PlansThe Company sponsors a defined contribution e “Plan”) for all eligible domestic employees. The Plan diesdias .
deferred salary arrangement under Section 401(khefnternal Revenue Code. Under the Plan, ppatiitig employees may defer up to 15% of theirtpre-
earnings, subject to the annual Internal RevenugeQontribution limit. The Company may match cdnitions up to a maximum of 25% of the first 5%
salary. Employees vest immediately in their conttitn and vest in the Compasycontribution at a rate of 25% after two full y@and then an incremental 2
per full year of service until fully vested at 10G#fter five full years of service. The Compamyotal contributions to the Plan were $0.0, $06 $18,495 for tr
years ended December 31, 2009, 2008 and 2007 teshec

Stock Based Compensatioftempensation expense for equity based awards agmnéred over the vesting period of such awardsedbampon the fa
value of the stock at the grant date (see note 16).

Income Taxes The Company operates so as to qualify as a REIEruthe requirements of the Internal Revenue CodgquiRements for qualification
a REIT include various restrictions on ownershighef Companys stock, requirements concerning distribution @lde income and certain restrictions on
nature of assets and sources of income. A REIT digsibute at least 90% of its taxable incometscstockholders of which 85% plus any undistribiaetbunt
from the prior year must be distributed within tagable year in order to avoid the imposition ofeawise tax. The remaining balance may extend tintély
filing of the Companys tax return in the subsequent taxable year. Qumgjfdistributions of taxable income are deductiblea REIT in computing taxat
income.

HC is a taxable REIT subsidiary and therefore suthijecorporate federal income taxes. Accordindbferred tax assets and liabilities are recogriae
the future tax consequences attributable to diffeze between the financial statement carrying atsoofexisting assets and liabilities and theipessive ta:
base upon the change in tax status. Deferred wetsaand liabilities are measured using enactedat@s expected to apply to taxable income in #wrsy ir
which those temporary differences are expectedteebovered or settled. The effect on deferrechtmets and liabilities of a change in tax ratesdsgnized i
income in the period that includes the enactmetg (ke note 12).

The Company will recognize interest and penalifeay, related to uncertain tax positions as inedax expense, which is included in other expenses.

Earnings Per Share Basic earnings per share excludes dilution ancmputed by dividing net income available to comnsbockholders by t
weightedaverage number of shares of common stock outstgrfdinthe period. Diluted earnings per share réflebe potential dilution that could occu
securities or other contracts to issue common siale exercised or converted into common stoclesulted in the issuance of common stock that tharesl it
the earnings of the Company (see note 14).

Loans Sold to InvestorsFor loans originated and sold by our discontinuesitgage lending business, the Company is obligate@purchase loa
based on violations of representations and wagsriti the sale agreement, or early payment defalihte Company did not repurchase any loans duhie
twelve months ended December 31, 2009.

The Company periodically receives repurchase regiesed on alleged violations of representatiodssarranties, each of which management rev
to determine, based on managememeixperience, whether such requests may reasobatilgemed to have merit. As of December 31, 28@%ad a total «
$2.0 million of unresolved repurchase requestsitr@iagement concluded may reasonably be deemexl¢onherit against which the Company has a resd
approximately $0.3 million. The reserve is basedne or more of the following factors; historisaittlement rates, property value securing the ipauestiol
and specific settlement discussions with thirdipart
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A Summary of Recent Accounting Pronouncementsvllo

General Principles

Generally Accepted Accounting Principles (ASC 105)

In June 2009, the Financial Accounting Standardar8d“FASB”) issuedThe Accounting Standards Codification and the Hieng of Generall
Accepted Accounting Principl¢(Codification) which revises the framework for s#leg the accounting principles to be used in theparation of financi
statements that are presented in conformity withe®aly Accepted Accounting Principles (“GAAP The objective of the Codification is to establible FASE
Accounting Standards Codification (“ASC3gs the source of authoritative accounting prinsiplecognized by the FASB. Codification is effeetifor the
Company for this September 30, 2009 Form 10-Qadopting the Codification, all non-grandfatheredn$EC accounting literature not included in
Codification is superseded and deemed non-authtigataCodification requires any references withiie Companys consolidated financial statements
modified from FASB issues to ASC. However, in ademce with the FASB Accounting Standards CodificaiNotice to Constituents (v 2.0), the Companyl
not reference specific sections of the ASC but usk broad topic references.

The Companyg recent accounting pronouncements section has feéematted to reflect the same organizationalcstre as the ASC. Broad to
references will be updated with pending conterthag are released.

Assets
Investments in Debt and Equity Securities (ASC

New guidance was provided to make impairment guidamore operational and to improve the presentatiwh disclosure of other-thaemporan
impairments (“OTTI”)on debt and equity securities in financial statet:ieiThis guidance was also the result of the S@esirand Exchange Commiss
(“SEC") mark-to-market study mandated under the Emecy Economic Stabilization Act of 2008 (“EESA"Jhe SEC’s recommendation was tvaluate th
need for modifications (or the elimination) of cemt OTTI guidance to provide for a more uniformteys of impairment testing standards for finar
instruments.” The guidance revises the OTTI ev@unanethodology. Previously the analytical foevss on whether the company had tiveeént and ability t
retain its investment in the debt security for aiguk of time sufficient to allow for any anticipateecovery in fair value”.Now the focus is on whether f
company (1) has the intent to sell the Investmeugties, (2) is more likely than not that it wile required to sell the Investment Securities tleefecovery, ¢
(3) does not expect to recover the entire amortizest basis of the Investment Securities. Furthe security is analyzed for credit loss, (tifeecence betwee
the present value of cash flows expected to beect@ltl and the amortized cost basis). The credg, I any, will then be recognized in the statetmef
operations, while the balance of impairment relatedther factors will be recognized in OCI. Thisidance became effective for all of the Comparigterinr
and annual reporting periods ending after June2@89 with early adoption permitted for periods egdafter March 15, 2009. The Company decided tty
adopt. For the year ended December 31, 2009, dhgp@ny did not have unrealized losses in Investi@entrities that were deemed other-than-temporary.

Broad Transactions

Business Combinations (ASC 8!

This guidance establishes principles and requirésnfen recognizing and measuring identifiable assetd goodwill acquired, liabilities assumed ang
noncontrolling interest in a business combinatiortheir fair value at acquisition date. ASC 805mdtthe treatment of acquisitiselated costs, busine
combinations achieved in stages (referred to aemacquisition), the treatment of gains from agbar purchase, the recognition of contingenciebusines
combinations, the treatment of imecess research and development in a businessretinh as well as the treatment of recognizabferded tax benefits. AS
805 is effective for business combinations closediscal years beginning after December 15, 2008 iarapplicable to business acquisitions compleifeel
January 1, 2009. The Company did not make anynbssiacquisitions during the year ended DecemheR@19. The adoption of ASC 805 did not ha
material impact on the Company’s consolidated fairstatements.
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Derivatives and Hedging (ASC 81

Effective January 1, 2009 and adopted by the Compaospectively, the FASB issued additional guidaattempting to improve the transparenc
financial reporting by mandating the provision dfi@ional information about how derivative and hieggactivities affect an entitg’financial position, financi
performance and cash flows. This guidance charnpeddisclosure requirements for derivative instroteeand hedging activities by requiring enhai
disclosure about (1) how and why an entity use&/dgve instruments, (2) how derivative instrumeatsl related hedged items are accounted for, gnldofs
derivative instruments and related hedged itemecafin entitys financial position, financial performance, andltflows. To adhere to this guidance, qualit:
disclosures about objectives and strategies fargudéerivatives, quantitative disclosures about¥aiue amounts, gains and losses on derivativeuim&nts, an
disclosures about credit-risklated contingent features in derivative agreememist be made. This disclosure framework is biento better convey t
purpose of derivative use in terms of the riske #va entity is intending to manage. The effectha adoption of this guidance was an increase dnfiie
disclosures is discussed in Note 4.

Fair Value Measurements and Disclosures (ASC :

In response to the deterioration of the credit reerkFASB issued guidance clarifying how Fair VaMieasurements should be applied when va
securities in markets that are not active. The @nuie provides an illustrative example, utilizingmagemens internal cash flow and discount rate assump
when relevant observable data do not exist. thérrclarifies how observable market informationl amarket quotes should be considered when meastaii
value in an inactive market. It reaffirms theiontof fair value as an exit price as of the measwent date and that fair value analysis is a tis®l proces
and should not be broadly applied to a group oétassThe guidance was effective upon issuancedimd prior periods for which financial statemehtgl no
been issued. The implementation of this guidandendt have a material effect on the fair valughef Companys assets as the Company continued usin
methodologies used in previous quarters to valaetasis defined under the original Fair Value stedsd

In October 2008 the EESA was signed into law. i8eci33 of the EESA mandated that the SEC condustudy on mark-tanarket accountir
standards. The SEC provided its study to the @@&hgress on December 30, 2008. Part of the recomhatiens within the study indicated thdait value
requirements should be improved through developrokapplication and best practices guidance foemeining fair value in illiquid or inactive markétsAs ¢
result of this study and the recommendations theds April 9, 2009, the FASB issued additionaldganice for determining fair value when the volume Eve
of activity for the asset or liability have sigmifintly decreased when compared with normal markgtity for the asset or liability (or similar agseol
liabilities). The guidance gives specific facttosevaluate if there has been a decrease in namagtet activity and if so, provides a methodologyahalyz:
transactions or quoted prices and make necessargtments to fair value. The objective is to detiee the point within a range of fair value estigsathat i
most representative of fair value under currentketaconditions. This guidance became effectivettierCompanys interim and annual reporting periods en
after June 15, 2009 with early adoption permit@dpleriods ending after March 15, 2009. The adoptioes not have a major impact on the manner iohathe
Company estimates fair value, nor does it haveimpact on our financial statement disclosures.

In August 2009, FASB provided further guidance regey the fair value measurement of liabilitiesheTguidance states that a quoted price fo
identical liability when traded as an asset in etiva market is a Level 1 fair value measuremeéhthe value must be adjusted for factors specdithe liability
then the adjustment to the quoted price of thetadsal render the fair value measurement of thbility a lower level measurement. This guidanes h¢
material effect on the fair valuation of the Comypariabilities.

In January 2010, the FASB issued ASU 20104@8proving Disclosures about Fair Value Measuremdatenhance the usefulness of fair vi
measurements. The amended guidance requires bottigaggregation of information in certain existutigclosures, as well as the inclusion of more &
disclosures about valuation techniques and inputedurring and nonrecurring fair value measuremértiis ASU amends ASC 820 to add new requirenfer
disclosures about transfers into and out of Leveland 2 and separate disclosures about purchasles, sssuances, and settlements relating to L8
measurements. This ASU also clarifies existing ¥alue disclosures about the level of disaggregadind about inputs and valuation techniques useaegsur
fair value. Further, this ASU amends guidance omplegers’ disclosures about postretirement benefit plan asseder ASC 715 to require that disclosure
provided by classes of assets instead of by majtagories of assets. This ASU is effective for fir& reporting period (including interim periodsgginning
after December 15, 2009, except for the requirerteptovide the Level 3 activity of purchases, salesuances, and settlements on a gross basish will be
effective for fiscal years beginning after Decemb®r 2010, and for interim periods within thosedisyears. Early adoption is permitted. The adaptb this
standard may require additional disclosures, eiGbmpany does not expect the adoption to haveerialeeffect on our financial statements.

Financial Instruments (ASC 8-10-50)

On April 9, 2009, the FASB issued guidance whidjuiees disclosures about fair value of financiaktinments for interim reporting periods as welire
annual financial statements. The effective dat¢hif guidance is for interim reporting periods iegdafter June 15, 2009 with early adoption peditfol
periods ending after March 15, 2009. The adoptidmot have any impact on financial reporting éirancial instruments are currently reportedaat value ir
both interim and annual periods.

Subsequent Events (ASC 855)

ASC 855 provides general standards governing ad¢cmufor and disclosure of events that occur after balance sheet date but before the fina
statements are issued or are available to be issi8€ 855 also provides guidance on the perioer dfte balance sheet date during which managenia
reporting entity should evaluate events or traigastthat may occur for potential recognition asdlidsure in the financial statements, the circuntsta unde
which an entity should recognize events or trafsastoccurring after the balance sheet date ifintcial statements and the disclosures that &ty eshoulc
make about events or transactions occurring dfterbalance sheet date. The Company adopted effedtine 30, 2009, and adoption had no impact c
Companys consolidated financial statements. The Compasyekaluated all events or transactions throughéte of this filing. During this period, we didt
have any material subsequent events that impactedomsolidated financial statements.
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2. Investment Securities Available For Sale, at Fair "lue

Investment securities available for sale consisheffollowing as of December 31, 2009 (dollar antsun thousands):

Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Agency RMBS (1) $ 112,52 % 3,701 % — % 116,22t
Non Agency RMBS 40,25 4,76¢ (2,155 42,86¢
CLOs 9,181 8,417 = 17,59¢
Total $ 161,96¢ $ 16,877 $ (2,155 $ 176,69:
(1)- Agency RMBS includes only Fannie Mae issued sges at December 31, 2009.
Investment securities available for sale consisheffollowing as of December 31, 2008 (dollar amtsun thousands):
Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Agency RMBS (1) $ 454,65! $ 1,31€ $ 99 $ 455,87
Non-Agency RMBS 25,72¢ — (4,179 21,54¢
Total $ 480,37 $ 1,31€ $ 4,277) $ 477,414

(1)- Agency RMBS carrying value included $354.4 noitliof Fannie Mae issued and $101.5 million of Fireddiac issued securities.

The Company commenced its strategy of diversifyisgortfolio to introduce more elements of craisk by purchasing $46.0 million face amoun
CLOs on March 31, 2009 at a purchase price of aqpiately $9.0 million. This marked the Compasiffirst investment outside of RMBS or other mort
related assets. In addition, during the secondthind quarters of 2009, the Company further diifim its portfolio by purchasing approximately $@5nillion
current par value of non-Agency RMBS at an aveam of 60% of par. The $45.6 million current palue of nonAgency RMBS purchased were previot
rated AAA (at issuance) and represent the senghfltaws of the applicable deal structures.

During March 2009, the Company determined thata@eA\gency RMBS, related to collateralized mortgagégations (“CMO”)floaters in its portfoli
were no longer producing acceptable returns anthied a program for the purpose of disposing ek¢hsecurities. The Company disposed of approxin
$159.5 million in current par value of Agency CMIDdters during March 2009, with the balance ofAlgency CMO floaters in its portfolio, or $34.3 nivih in
current par value, being sold in April 2009, for aggregate disposition of approximately $193.8ianillin current par value of Agency CMO floaters ande
gain of approximately $0.1 million. As a resulttbfs sale program, the Company incurred an additionpairment of $0.1 million in the quarter endddrct
31, 2009 because the Company intended to sell geméy CMO floaters.
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All securities held in Investment Securities Avhalafor Sale, including Agency, investment and morestment grade securities, are based on
unadjusted price quotes for similar securitiesdtive markets and are categorized as Level 2 (gtel).

The following tables set forth the stated reseiooisrand weighted average yields of our investrsentirrities available for sale at December 31,
(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 RMBS $ — — $ 42,89: 207%  $ 73,33¢ 254% % 116,22¢ 2.37%
Non Agency RMBS 22,06t 10.15% 4,865 7.23% 15,93¢ 9.57% 42,86¢€ 9.61%
CLO 17,59¢  23.48% — — — — 17,59¢  23.48%
Total/Weighted Average $ 39,66¢ 16.07% $ 47,75¢ 2.60% $ 89,26¢ 3.80% $ 176,691 6.23%

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

More than 6 Months More than 24 Months To 60
Less than 6 Months To 24 Months Months Total
Weighted Weighted Weighted Weighted
Carrying Average Carrying Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield
Agency RMBS $ 197,67 8.54% $ 66,91( 3.69% $ 191,28t 4.02% $ 455,87: 5.99%
Non-Agency RMBS (1) 21,47¢ 14.11% — — 69 16.99% 21,54t 14.35%
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 $0.1lioil of residual interests related to the NYMT 2@D&ansaction.

The following table presents the Company's investrsecurities available for sale in an unrealizes$ Iposition, aggregated by investment categor
length of time that individual securities have bé&ea continuous unrealized loss position at Deaan®d, 2009 and December 31, 2008, respectiveligliasvs
(dollar amounts in thousands):

December 31, 2009 Less than 12 Months Greater than 12 months Total
Gross Gross Gross
Carrying Unrealized Carrying Unrealized Carrying Unrealized
Value Losses Value Losses Value Losses
Non-Agency RMBS $ — $ — 3 14,69 $ 2,15t $ 14,69 $ 2,15¢
Total $ — $ —  $ 14,69 $ 2,15 $ 14,690 $ 2,15¢
December 31, 2008 Less than 12 Months Greater than 12 months Total
Carrying Gross Unrealize Carrying Gross Unrealize Carrying Gross Unrealize
Value Losses Value Losses Value Losses
Agency RMBS $ 9,40¢ $ 98 $ — % — 3 9,40¢ $ 98
Non-Agency RMBS 18,64¢ 4,17¢ — — 18,64¢ 4,17¢
Total $ 28,05¢ $ 4277 $ — 3 — $ 28,05 $ 4,271

There were no unrealized positions for Agency CM@aters and the residual interests related to tfi1N 2006-1 transaction at December 31, 200
the Company incurred approximately $5.3 million airment charge.
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3. Mortgage Loans Held in Securitization Trusts
Mortgage loans held in securitization trusts cdrfishe following at December 31, 2009 and Decem®ie 2008 (dollar amounts in thousands):

December 31,

2009 2008
Mortgage loans principal amount $ 277,00 $ 345,61¢
Deferred origination costs — net 1,75(C 2,19
Reserve for loan losses (2,58)) (849
Total mortgage loans held in securitization trusts $ 276,17¢ $ 346,97.

Allowance for Loan lossesThe following table presents the activity in then@many's allowance for loan losses on mortgage lbaltsin securitization
trusts for the year ended December 31, 2009 anél @ilar amounts in thousands):

December 31,

2009 2008
Balance at beginning of period $ 844 $ 367
Provisions for loan losses 2,192 1,187
Transfer to real estate owned (40€) (460)
Charge-offs (49) (250)
Balance of the end of period $ 2581 $ 844

On a ongoing basis, the Company evaluates the adeai its reserve for loan losses. The Compangserve for loan losses at December 31, 200
$2.6 million, representing 93 basis points of thestanding principal balance of loans held in sifization trusts as compared to 24 basis pointsfd&3ecembe
31, 2008. As part of the Compasyeserve adequacy analysis, management will aecesserall level of reserves while also assessiadit losses inherent
each norperforming mortgage loan held in securitizatiorstsu These estimates involve the considerationaoibus credit related factors, including but
limited to, current housing market conditions, eutrloan to value ratios, delinquency status, heerts current economic and credit status and othevaal
factors.

Real Estate Owned Fhe following table presents the activity in then@many’s real estate owned held in securitization truetstlie year ende
December 31, 2009 and 2008 (dollar amounts in tuds):

December 31,

2009 2008
Balance at beginning of period $ 1,36 $ 2,86t
Write downs (70) (24¢)
Transfer from mortgage loans held in securitizatiosts 82¢ 1,82¢
Disposal (1,576 (3,079
Balance of the end of period $ 54¢ $ 1,36¢€

Real estate owned held in securitization trustsrarleded in the prepaid and other assets on tleba sheet and write downs are included in loasd:
in the statement of operations for reporting pugsos

All of the Companys mortgage loans and real estate owned held irriseation trusts are pledged as collateral for @20s issued by the Compe
(see note 6). As of December 31, 2009, the Coniparet investment in the securitization trusts, ahahis the maximum amount of the Companyivestmer
that is at risk to loss and represents the diffezdmetween the carrying amount of the loans arnidestate owned held in securitization trust andatmunt o
CDO'’s outstanding, was $10.0 million.
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The following sets forth delinquent loans, inclugiieal estate owned through foreclosure (REO) impoutfolio as of December 31, 2009 and Decen

31, 2008 (dollar amounts in thousands):

December 31, 2009

Number of Delinquent Total % of Loan
Days Late Loans Dollar Amount Portfolio
30-60 5 $ 2,81¢ 1.01%
61-90 4 $ 1,15( 0.41%
90+ 32 $ 15,91¢ 5.7%
Real estate owned through foreclosure 2 $ 73¢ 0.27%

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%
Real estate owned through foreclosure 4 $ 1,92 0.55%
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4. Derivative Instruments and Hedging Activities

The Company enters into derivative instruments emage its interest rate risk exposure. These damévastruments include interest rate swaps
caps entered into to reduce interest expense i@atsd to our repurchase agreements, CDOs ansbbordinated debentures. The Compatrigterest rate swa
are designated as cash flow hedges against théenik interest rate risk associated with its stenn repurchase agreements. There were no castséd a
the inception of our interest rate swaps, underctviihe Company agrees to pay a fixed rate of istexed receive a variable interest rate based emuntt
LIBOR, on the notional amount of the interest rateaps. The Comparg/interest rate swap notional amounts are baseth@mortizing schedule fixed at
start date of the transaction. The Comparigterest rate cap transactions are designatedsidlow hedges against the benchmark interestigMessociate
with the CDOs and the subordinated debentures. irfteeest rate cap transactions were initiated w&ithupfront premium that is being amortized overlife of
the contract.

The Company documents its riskanagement policies, including objectives and egias, as they relate to its hedging activities, @pon entering ini
hedging transactions, documents the relationshipvden the hedging instrument and the hedged lighittntemporaneously. The Company assesses, t
inception of a hedge and on an on-going basis, wveneir not the hedge is “highly effective” whenngsthe matched term basis.

The Company discontinues hedge accounting on ectise basis and recognizes changes in the faievarough earnings when: (i) it is determi
that the derivative is no longer effective in offsey cash flows of a hedged item (including forgtea transactions); (ii) it is no longer probathiattthe forecastt
transaction will occur; or (iii) it is determinetiat designating the derivative as a hedge is ngeloappropriate. The Comparyderivative instruments ¢
carried on the Company’s balance sheet at fairevadis assets, if their fair value is positive, srliabilities, if their fair value is negative. #HCompanyg
derivative instruments are designated as “cash fedges,’thanges in their fair value are recorded in accated| other comprehensive income(loss), pro\
that the hedges are effective. A change in fawesdor any ineffective amount of the Compangerivative instruments would be recognized imisass. Th
Company has not recognized any change in the wdlite existing derivative instruments through éags as a result of ineffectiveness of any of éddes.

The following table presents the fair value of dative instruments and their location in the Comparconsolidated balance sheets at Decemb
2009 and December 31, 2008 respectively (dollarantsoin thousands):

December 31, December 31,
Derivative Designated as Hedging Balance Sheet Location 2009 2008
Interest Rate Caps Derivative Assets $ 4 $ 22
Interest Rate Swaps Derivative Liabilities 2,511 4,19¢

The following table presents the impact of the Camyjs derivative instruments on the Compangtcumulated other comprehensive income(los
the twelve months ended December 31, 2009 (datferuats in thousands):

Twelve Months Ended

Derivative Designated as Hedging Instruments December 31, 2009
Accumulated other comprehensive income(loss) fovdgve instruments:

Balance at beginning of the period $ (5,560)
Unrealized gain on interest rate caps 974
Unrealized gain (loss) on interest rate swaps 1,68
Reclassification adjustment for net gains(lossesluded in net income for hedges —
Balance at end of the period $ (2,904

The Company estimates that over the next 12 mormtpgroximately $2.2 million of the net unrealizeddes on the interest rate swaps wil
reclassified from accumulated other comprehensigeme/(loss) into earnings.
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The following table details the impact of the Comypa interest rate swaps and interest rate caps iedlid interest expense for the year er
December 31, 2009 (dollar amounts in thousands):

Twelve Months Ended
December 31, 2009

Interest Rate Caps:

Interest expense-investment securities and loadsimsecuritization trusts $ 637

Interest expense-subordinated debentures 352
Interest Rate Swaps:

Interest expense-investment securities and loadsiteecuritization trusts 3,22¢

Interest Rate SwapsThe Company is required to pledge assets undedadoal margin arrangement, including either casigency RMBS, &
collateral for its interest rate swaps, whose tetkl requirements vary by counterparty and change time based on the market value, notional amamt
remaining term of the interest rate swap (“Swapi)the event the Company is unable to meet a maairunder one of its Swap agreements, therebgicguar
event of default or triggering an early terminat@rent under one of its Swap agreements, the cqantg to such agreement may have the option toitete al
of such counterparty’s outstanding Swap transastigith the Company. In addition, under this scemaany closesut amount due to the counterparty u
termination of the counterpargy/transactions would be immediately payable byGbmpany pursuant to the applicable agreement. Cidmepany believes it w
in compliance with all margin requirements undsrStwap agreements as of December 31, 2009 and Dec&h, 2008. The Company had $2.9 million
$4.2 million of restricted cash related to margasted for Swaps as of December 31, 2009 and Deae3idb2008, respectively.

The use of interest rate swaps exposes the Contpacgunterparty credit risks in the event of a di#fay a Swap counterparty. If a counterp
defaults under the applicable Swap agreement timp@oy may be unable to collect payments to whidh éntitled under its Swap agreements, and mag
difficulty collecting the assets it pledged as atdlal against such Swaps. The Company currealyimplace with all outstanding Swap counterpsutidatera
margin agreements thereby requiring a party to polateral to the Company for any valuation deficthis arrangement is intended to limit the Compa
exposure to losses in the event of a counterpafeudt.

The following table presents information about @@mpany’s interest rate swaps as of December 39 @bllar amounts in thousands):

December 31, 2009

Weighted
Average
Notional Fixed Pay
Maturity (1) Amount Interest Rate
Within 30 Days $ 2,07(C 2.9%
Over 30 days to 3 months 3,70(C 2.9¢
Over 3 months to 6 months 8,33( 2.9¢
Over 6 months to 12 months 34,54( 2.9¢
Over 12 months to 24 months 34,07( 3.0C
Over 24 months to 36 months 16,38( 3.01
Over 36 months to 48 months 8,38( 2.9z
Over 48 months — —
Total $ 107,47( 2.9%

(1) The Company enters into scheduled amortiziberést rate swap transactions whereby the Compayey a fixed rate of interest and receives one mont
LIBOR.

Interest Rate Caps Interest rate caps are designated by the Comasumash flow hedges against interest rate riskceged with the Company’
CDOs and the subordinated debentures. The inteatsstaps associated with the CDOs are amortizimgractual notional schedules determined at ortgin:
The Company had $364.5 million and $456.9 millidnnterest rate caps outstanding as of Decembe2829 and December 31, 2008, respectively. T
interest rate caps are utilized to cap the intewston the CDOs at a fixedte when one month LIBOR exceeds a predetermiated tn addition, the Compa
has an interest rate cap contract on $25.0 miéicsubordinated debentures that effectively cap=etmonth LIBOR at 3.75% until March 31, 2010.
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5. Financing Arrangements, Portfolio Investments

The Company has entered into repurchase agreemightthird party financial institutions to finanés RMBS portfolio. The repurchase agreement
shortterm borrowings that bear interest rates typicaliged on a spread to LIBOR, and are secured bgM®S which they finance. At December 31, 2009
Company had repurchase agreements with an outstabdiance of $85.1 million and a weighted averatgrest rate of 0.27%. As of December 31, 200&
Company had repurchase agreements with an outstabdiance of $402.3 million and a weighted aveiatgrest rate of 2.62%. At December 31, 2009
December 31, 2008, securities pledged as collafieraepurchase agreements had estimated fair valnd carrying values of $91.1 million and $456ibBion,
respectively. All outstanding borrowings under cepurchase agreements mature within 24 days. A3ecEmber 31, 2009, the average days to maturi
borrowings under the Company’s repurchase agreamed 22 days.

The follow table summarizes outstanding repurctzgeement borrowings secured by portfolio investsias of December 31, 2009 and Decembe
2008 (dollar amounts in thousands):

Repurchase Agreements by Counterparty

December 31, December 31,

Counterparty Name 2009 2008

AVM, L.P. $ — 3 54,91
Cantor Fitzgerald 9,64: —
Credit Suisse First Boston LLC 20,47" 97,78:
Enterprise Bank of Florida — 19,40¢
HSBC — 42,12(
Jefferies & Company, In 17,76« —
MF Global — 30,27:
RBS Greenwich Capit: 22,96: 157,83t
South Street Securities LLC 14,26( —
Total Financing Arrangements, Portfolio Investments $ 85,10¢ $ 402,32¢

As of December 31, 2009, our Agency ARM RMBS araficed with $85.1 million of repurchase agreemandiihg with an advance rate of 94%
implies a haircut of 6%.

In the event we are unable to obtain sufficientrsterm financing through repurchase agreements @rathe, or our lenders start to require additi
collateral, we may have to liquidate our investmestturities at a disadvantageous time, which cmsgdlt in losses. Any losses resulting from theakstion o

our investment securities in this manner could feweaterial adverse effect on our operating resultsnet profitability.

As of December 31, 2009, the Company had $24.5omiih cash and $85.6 million in unencumbered d#ear including $25.2 million in Agent
RMBS, to meet additional haircut or market valuatiequirements.

F-22




6. Collateralized Debt Obligations

The Company’s CDOs, which are recorded as liabdliton the Company’balance sheet, are secured by ARM loans pledgedlkateral, which a
recorded as assets of the Company. As of Decembhe2089 and December 31, 2008, the Company had @DBsanding of $266.8 million and $335.6 milli
respectively. As of December 31, 2009 and Decer@beR008, the current weighted average interestaatthese CDOs was 0.61% and 0.85%, respectilie¢
CDOs are collateralized by ARM loans with a prirtipalance of $277.7 million and $347.5 millionDeticember 31, 2009 and December 31, 2008, resplyc
The Company retained the owner trust certificabesesidual interest for three securitizations,,aaslof December 31, 2009 and December 31, 20@3a e
investment in the securitizations trusts of $10illion and $12.7 million, respectively.

The CDO transactions include amortizing interet cap contracts with an aggregate notional amoiu$182.2 million as of December 31, 2009 an
aggregate notional amount of $204.3 million as et&nber 31, 2008, which are recorded as an asse¢ @ompany. The interest rate caps are carriéair
value and totaled $4,476 as of December 31, 200%48,575 as of December 31, 2008, respectivelg.ififerest rate caps reduce interest rate expasuiiees
transactions.

7. Subordinated Debentures (Net)

The follow table summarizes outstanding repurclaseement borrowings secured by portfolio investsias of December 31, 2009 and December 31,
2008 (dollar amounts in thousands):

December 31,

2009 2008
Subordinated debentures $ 45000 $ 45,00(
Less: unamortized bond issuance costs (10€) (382)
Subordinated debentures (net) $ 44,89. $ 44,61¢

On September 1, 2005 the Company closed a privatement of $20.0 million of trust preferred setesi to Taberna Preferred Funding Il, Ltc
pooled investment vehicle. The securities wereeidsoy NYM Preferred Trust Il and are fully guarateby the Company with respect to distributions
amounts payable upon liquidation, redemption oayepent. These securities have a fixed interestegi@l to 8.35% up to and including July 30, 2G&Qyhict
point the interest rate is converted to a floatatg equal to threeonth LIBOR plus 3.95% until maturity. The sec@w#imature on October 30, 2035 and me
called at par by the Company any time after Oct@®e2010. The preferred stock of NYM Preferredstilihas been classified as subordinated debentnrie
liability section of the Company’s consolidateddrale sheet.

On March 15, 2005 the Company closed a privateeptent of $25.0 million of trust preferred secustie Taberna Preferred Funding I, Ltd., a po
investment vehicle. The securities were issued MMNPreferred Trust | and are fully guaranteed bg @ompany with respect to distributions and amc
payable upon liquidation, redemption or repaym@hiese securities have a floating interest rate leguthreemonth LIBOR plus 3.75%, resetting quartt
(4.00% at December 31, 2009 and 5.22% at Decenthe2®8). The securities mature on March 15, 2085 raay be called at par by the Company any
after March 15, 2010. HC entered into an interatd cap agreement to limit the maximum interest caist of the trust preferred securities to 7.5%e Term o
the interest rate cap agreement is five years amdts quarterly in conjunction with the reset migiof the trust preferred securities. The interag ca|
agreement is accounted for as a cash flow hedgsatction. The preferred stock of NYM Preferred Tiusas been classified as subordinated debeniri
liability section of the Company’s consolidateddrale sheet.

As of March 5, 2010, the Company has not beeniedtifind is not aware, of any event of default utide covenants for the subordinated debentures.
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8. Discontinued Operation

In connection with the sale of our mortgage orijoraplatform assets during the quarter ended M&dct2007, we classified our mortgage lending
segment as a discontinued operation. As a regelhave reported revenues and expenses related segment as a discontinued operation and thededasets
and liabilities as assets and liabilities related tiscontinued operation for all periods presgimehe accompanying consolidated financial stateis Certain
assets, such as the deferred tax asset, and dahilities, such as subordinated debt and liéibgirelated to lease facilities not sold, are padur ongoing
operations and accordingly, we have not includedetitems as part of the discontinued operation.

Balance Sheet Dat

The components of assets related to the discomtioperation as of December 31, 2009 and Decemh&08B are as follows (dollar amounts in
thousands):

December 31,

2009 2008
Accounts and accrued interest receivable $ 18 % 26
Mortgage loans held for sale (net) 3,841 5,37
Prepaid and other assets 35¢ 451
Total assets $ 4217 $ 5,85¢

The components of liabilities related to the digoared operation as of December 31, 2009 and 2898sfollows (dollar amounts in thousands):

December 31,

2009 2008
Due to loan purchasers $ 34z  $ 70€
Accounts payable and accrued expenses 1,43¢€ 2,85¢
Total liabilities $ 1,77¢  $ 3,56¢

Statements of Operations Da

The statements of operations of the discontinuedatjpn for the years ended December 31, 2009, 20882007 are as follows (dollar amounts in
thousands):

For the Year Ended December 31,

2009 2008 2007
Revenues $ 1,242 $ 1,49t $ 1,37¢
Expenses 45€ (162) 35,85¢
Income (loss) from discontinued operations — nearf $ 78¢ $ 1657 $ (34,479
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9. Commitments and Contingencies

Loans Sold to Investorg~or loans originated and sold by our discontinuedtgage lending business, the Company is not expiskng term crec
risk. In the normal course of business, however,Gompany is obligated to repurchase loans basedotations of representations and warrantieshi gal
agreement, or early payment defaults. The Compahwpot repurchase any loans during the year eBdmémber 31, 2009.

The Company periodically receives repurchase rdgusssed on alleged violations of representations vearranties, each of which manager
reviews to determine, based on managemses®perience, whether such requests may reasobalidgemed to have merit. As of December 31, 28@8%had |
total of $2.0 million of unresolved repurchase rests that management concluded may reasonablydmedeto have merit, against which the Company
reserve of approximately $0.3 million. The resds/based on one or more of the following factbistorical settlement rates, property value segutiire loan il
question and specific settlement discussions \uitld parties.

Outstanding Litigation The Company is at times subject to various legat@edings arising in the ordinary course of businds of December 3
2009, the Company does not believe that any otutsent legal proceedings, individually or in thggeegate, will have a material adverse effect @
operations, financial condition or cash flows.

Leases The Company leases its corporate office and eqeitt under shoiterm lease agreements expiring at various datesighr2013. All suc
leases are accounted for as operating leases| |€at®e expense for property and equipment amounte®D.2 million and $0.4 million for the years en
December 31, 2009 and December 31, 2008, resplgctive

Letters of Credit- The Company maintains a letter of credit in the ami@f $0.2 million in lieu of a cash security dsjidor its current corpora
headquarters, located at 52 Vanderbilt Avenue iw Nerk City, for its landlord, Vanderbilt Associaté, L.L.C, as beneficiary. This letter of creditsecured k
cash deposited in a bank account maintained ataligdvt Chase bank.

As of December 31, 2009 obligations under non-dabée operating leases that have an initial terrmofe than one year are as follows (dollar
amounts in thousands):

Year Ending December 31, Total
2010 $ 19C
2011 19¢
2012 19¢
2013 67
$ 64¢
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10. Concentrations of Credit Risk

At December 31, 2009, there were geographic coretorts of credit risk exceeding 5% of the totalridalances within mortgage loans held ir
securitization trusts. At December 31, 2008, theege geographic concentrations of credit risk edoep5% of the total loan balances within mortgagmns
held in the securitization trusts and retainedregts in our REMIC securitization, NYMT 2006-The Company sold all the retained interestsedito NYMT
20064 during the quarter ended September 30, 2009.e&eBber 31, 2009 and December 31, 2008, the gdugrepncentrations of credit risk exceeding
are as follows:

December 31,

2009 2008
New York 38.9% 30.7%
Massachusetts 24.2% 17.2%
New Jerse) 8.5% 6.C%
Florida 5.7% 7.€%
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11. Fair Value of Financial Instruments

The Company has established and documented precésseletermining fair values. Fair value is basgmbn quoted market prices, wh
available. If listed prices or quotes are not @e, then fair value is based upon internallyadleped models that primarily use inputs that areketebased c
independently-sourced market parameters, inclutitegest rate yield curves.

A financial instrumens categorization within the valuation hierarchybessed upon the lowest level of input that is sigaift to the fair valu
measurement. The three levels of valuation hibasaace defined as follows:

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

Level 2- inputs to the valuation methodology include quqtedes for similar assets and liabilities in actimarkets, and inputs that are observabl
the asset or liability, either directly or indirBgtfor substantially the full term of the finantiastrument.

Level 3- inputs to the valuation methodology are unobdaesand significant to the fair value measurement.

The following describes the valuation methodologised for the Company’financial instruments measured at fair valueyell as the gener
classification of such instruments pursuant tovleation hierarchy.

a. Investment Securities Available for Sale (RMBBEgir value for the RMBS in our portfolio is based guoted prices provided
dealers who make markets in similar financial imstents. The dealers will incorporate common magk@ting methods, including a spre
measurement to the Treasury curve or interestsié curve as well as underlying characteristigh@fparticular security including coupon, peric
and life caps, collateral type, rate reset period seasoning or age of the security. If quotedegrior a security are not reasonably available fa
dealer, the security will be ®assified as a Level 3 security and, as a reswdhagement will determine the fair value basedr@racteristics of tt
security that the Company receives from the issumer based on available market information. Managemeviews all prices used in determir
valuation to ensure they represent current markatitions. This review includes surveying similaamet transactions, comparisons to inte
pricing models as well as offerings of like sedastby dealers. The Company's investment secuthisare comprised of RMBS are valued b
upon readily observable market parameters andiassified as Level 2 fair values.

b. Investment Securities Available for Sale (CLOJhe fair value of the CLO notes, as of December 2109, was based
managemens valuation determined using a discounted futush dbows model that management believes would leel by market participants
value similar financial instruments. If a reliabitearket for these assets develops in the future agement will consider quoted prices provides
dealers who make markets in similar financial instents in determining the fair value of the CLOasotThe CLO notes are classified as Level {
values.

c. Interest Rate Swaps and Cap§he fair value of interest rate swaps and capdased on using market accepted financial mod:

well as dealer quotes. The model utilizes readbgervable market parameters, including treasussyranterest rate swap spreads and swe
volatility curves. The Company’s interest ratesapd swaps are classified as Level 2 fair values.
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The following table presents the Companifthancial instruments measured at fair value oecarring basis as of December 31, 2009 and Deex
31, 2008 on the Company'’s consolidated balancesiéellar amounts in thousands):

Assets Measured at Fair Value on a Recurring Basis
at December 31, 2009

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale $ — % 159,09: $ 17,59¢ $ 176,691
Derivative assets (interest rate caps) — 4 — 4
Total $ — % 159,09¢ $ 17,59¢ $ 176,695
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps) $ — $ 2511 $ — $ 2,511
Total $ — % 2511 $ — % 2,511

Assets Measured at Fair Value on a Recurring Basis
at December 31, 2008

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale $ — % 477,41t $ — % 477,41€
Derivative assets (interest rate caps) — 22 — 22
Total $ — % 477,43t $ — % 477,438
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps) $ — $ 4,19 $ — $ 4,19/
Total $ — 4,19 $ — $ 4,19¢

The following table details changes in valuationtfee Level 3 assets for the year ended Decemhe2(®D (dollar amounts in thousands):

Level 3 - Investment securities available for sale

Year Ended

December 31, 200

Beginning Balance $ —

Purchases 8,72¢
Total gains (realized/unrealized)

Included in earnings (1) 45¢

Included in other comprehensive income(loss) 8,41

Ending Balance $ 17,59¢

(1) - Amounts included in interest income-investtngecurities and loans held in securitizationstsu
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Any changes to the valuation methodology are regilsy management to ensure the changes are apeophis markets and products develop
the pricing for certain products becomes more parent, the Company continues to refine its vatuathethodologies. The methods described above
produce a fair value calculation that may not kiicative of net realizable value or reflective ofure fair values. Furthermore, while the Comphaleves it
valuation methods are appropriate and consistetht ather market participants, the use of diffenaethodologies, or assumptions, to determine thevédue o
certain financial instruments could result in defiént estimate of fair value at the reporting dakee Company uses inputs that are current aadf eeportin
date, which may include periods of market dislamatduring which time price transparency may beiced. This condition could cause the Comparfiyiancia
instruments to be reclassified from Level 2 to Ue/e future periods.

The following table presents assets measured atvédile on a nomecurring basis as of December 31, 2009 and Dece®be2008 on tt
consolidated balance sheet (dollar amounts in tras):

Assets Measured at Fair Value on a Non-Recurring Bas
at December 31, 2009

Level 1 Level 2 Level 3 Total
Mortgage loans held for sale (net) $ — $ — $ 3,841 $ 3,841
Mortgage loans held in securitization trusts (reithpaired loans — — 7,09( 7,09C
Real estate owned held in securitization trusts — — 54€ 54€

Assets Measured at Fair Value on a Non-Recurring Bas
at December 31, 2008

Level 1 Level 2 Level 3 Total
Mortgage loans held for sale (net) $ — $ — $ 5371 $ 5,377
Mortgage loans held in securitization trusts (reithpaired loans — — 2,44¢ 2,448
Real estate owned held in securitization trusts — — 1,36¢ 1,366

The following table presents losses incurred faets measured at fair value on a meedrring basis for the years ended December 319 2«
December 31, 2008 on the Company'’s consolidateédrsents of operations (dollar amounts in thousands)

Twelve Months Ended
December 31, 200 December 31, 2008

Mortgage loans held for sale (net) $ 245 % 433
Mortgage loans held in securitization trusts (reithpaired loans 2,192 1,188
Real estate owned held in securitization trusts 70 246

Mortgage Loans Held for Sale (nefJhe fair value of mortgage loans held for sale)(ae¢ estimated by the Company based on the prateatould b
received if the loans were sold as whole loansitakito consideration the aggregated charactesisfithe loans such as, but not limited to, cotklte/pe, index
interest rate, margin, length of fixed interesenaeriod, life time cap, periodic cap, underwritstgndards, age and credit.

Mortgage Loans Held in Securitization Trusts (netympaired Loans +mpaired mortgage loans held in the securitizatiarsts are recorded
amortized cost less specific loan loss reservepairad loan value is based on managersegdgtimate of the net realizable value taking @dnsideration loc:
market conditions of the distressed property, ugdiappraisal values of the property and estimatpdreses required to remediate the impaired loan.

Real Estate Owned Held in Securitization TrusReal estate owned held in the securitization trastsrecorded at net realizable value. Any subsd
adjustment will result in the reduction in carryinglue with the corresponding amount charge toiegsn Net realizable value based on an estimatispbse
taking into consideration local market conditioriste distressed property, updated appraisal vadfiése property and estimated expenses requiresgltdhe

property.

F-29




The following table presents the carrying value astimated fair value of the Compasyinancial instruments at December 31, 2009 anckBer 31
2008 (dollar amounts in thousands):

December 31, 2009 December 31, 2008
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value

Financial assets:
Cash and cash equivalents $ 2452. $ 2452: $ 9,387 $ 9,387
Restricted cash 3,04¢ 3,04¢ 7,95¢ 7,95¢
Investment securities — available for sale 176,69: 176,69: 477,41¢ 477,41¢
Mortgage loans held in securitization trusts (net) 276,17t 253,83 346,97. 341,12°
Derivative assets 4 4 22 22
Assets related to discontinued operation-mortgaged held for sale (net) 3,841 3,841 5,37 5,371
Financial Liabilities:
Financing arrangements, portfolio investments $ 85,10¢ $ 85,10¢ $ 402,32¢ $ 402,32¢
Collateralized debt obligations 266,75¢ 211,03: 335,64t 199,50
Derivative liabilities 2,511 2,511 4,19¢ 4,19¢
Subordinated debentures (net) 44,89: 26,56 44,61¢ 10,04¢
Convertible preferred debentures (net) 19,85 19,36: 19,70: 16,36:

In addition to the methodology to determine the Yailue of the Compang’financial assets and liabilities reported at ¥ailue on a recurring basis ¢
non-recurring basis, as previously described, tieviing methods and assumptions were used by tvapany in arriving at the fair value of the Company
other financial instruments in the following table:

a. Cash and cash equivalents and restricted ca&stimated fair value approximates the carrying @afisuch assets.

b. Mortgage Loans Held in Securitization Trusts (retjortgage loans held in the securitization trusts r@corded at amortized cost. Fair valt
estimated using pricing models and taking into @eration the aggregated characteristics of grmfdeans such as, but not limited to, collatergetyindex
interest rate, margin, length of fixedte period, life cap, periodic cap, underwrititgrglards, age and credit estimated using the dstihraarket prices fi

similar types of loans.

c. Financing arrangements, portfolio investment$he fair value of these financing arrangements @pprates cost as they are short term in ni
and mature in 30 days.

d. Collateralized debt obligations Fhe fair value of these CDOs is based on discountehflows as well as market pricing on compa
obligations.

e. Subordinated debentures (net)The fair value of these subordinated debenturef {geébased on discounted cashflows using managesnen
estimate for market yields.

f. Convertible preferred debentures (net)The fair value of the convertible preferred debeggu(net) is based on discounted cashflows |
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, 2009,
2008 and 2007, are as follows (dollar amounts auslands).

December 31,

2009 2008 2007
(Benefit) provision at statutory rate $ 3,54¢ (35.0% $ (8,43¢) (35.0% $ (9,830) (35.0%
Non-taxable REIT income (loss) (3,009) 30.(% 7,59¢ 31.5% 3,00¢ 10.7%
State and local tax provision (benefit) 142 1.0% (221) (0.9% (1,797 (6.9%
Valuation allowance (680C) 6.C% 57z 2.4% 26,96: 96.(%
Miscellaneous — —% 48¢ 2.C% 9 0.C%
Total provision $ — —% $ — —% $ 18,35: 65.2%

The income tax provision for the year ended Decerhe2009 (included in discontinued operationse sote 8) is comprised of the following
components (dollar amounts in thousands):

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

The income tax provision for the year ended Decerlhe2008 (included in discontinued operationse sote 8) is comprised of the following
components (dollar amounts in thousands).

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

The income tax benefit for the year ended DecerBbeR007 (included in discontinued operations -reete 8) is comprised of the following
components (dollar amounts in thousands).

Deferred
Regular tax benefit
Federal $ 14,522
State 3,83(
Total tax benefit $ 18,352
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The gross deferred tax asset at December 31, 308204 million; the Company continued to reser@@% of the deferred tax asset as the facts cor

to support the Company's inability to utilize trefetred tax asset. The major sources of tempoiifferehces included in the deferred tax assetstlaeid
deferred tax effect as of December 31, 2009 afellasvs (dollar amounts in thousands):

Deferred tax assets:

Net operating loss carryover $ 27,691
Mark to market adjustment 469
Sec. 267 disallowance 268
Charitable contribution carryforward 1
GAAP reserves 429
Rent expense 537
Gross deferred tax asset 29,401
Valuation allowance (29,400)
Net deferred tax asset $ =

At December 31, 2009, the Company had approxim&iéB:2 million of net operating loss carryforwasdsich may be used to offset future tax:

income. The carryforwards will expire in 2024 thgbu2029. The Internal Revenue Code places ceritaitations on the annual amount of net operatirss
carryforwards that can be utilized if certain chesign the Compang’ ownership occur. The Company may have undergonanmership change within t
meaning of IRC section 382 that would impose sutniation, but a final conclusion has not beendeaAt this time, based on managemgiatssessment of 1
limitations, management does not believe that tmédtion would cause a significant amount of thenfpany's net operating losses to expire unuseé
Company continues to maintain a reserve for 100%@fleferred tax asset.

The gross deferred tax asset at December 31, 30§®i1 million; the Company continued to reser®@% of the deferred tax asset as the facts cor

to support the Company's inability to utilize thefetred tax asset. The major sources of temporéfgrehces included in the deferred tax assets thed
deferred tax effect as of December 31, 2008 afellasvs (dollar amounts in thousands):

Deferred tax assets:

Net operating loss carryover $ 27,65¢
Mark to market adjustment 31z
Sec. 267 disallowance 26¢€
Charitable contribution carryforward 1
GAAP reserves 76¢€
Rent expense 1,07¢
Gross deferred tax asset 30,08(
Valuation allowance (30,08()
Net deferred tax asset $ —

At December 31, 2008, the Company had approxim&@®/1 million of net operating loss carryforwawmdsich may be used to offset future taxable income.

13.

Segment Reporting

Until March 31, 2007, the Company operated twotsti@s, managing a mortgage portfolio, and opegaimortgage lending business. Upon the s:

substantially all of the mortgage lending operatisgets in the first quarter of 2007, the Compaditee the mortgage lending business and accordinglipnge
reports segment information as it only has oneapey segment.
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14. Capital Stock and Earnings per Share

The Company had 400,000,000 shares of common sparkyalue $0.01 per share, authorized with 9,40 $hares issued and outstanding ¢
December 31, 2009 and 9,320,094 shares issuedusiireding as of December 31, 2008. The Company288¢)00,000 shares of preferred stock, par
$0.01 per share, authorized, including 2,000,0G0eshof Series A Cumulative Convertible RedeemBbdéerred Stock (“Series A Preferred StockUthorizec
As of each December 31, 2009 and December 31, 200& ompany had issued and outstanding 1,000)¢8@s of Series A Preferred Stock. As of Dece
31, 2009, 8,111 shares remain reserved for issuamer the 2005 Stock Incentive Plan.

On February 21, 2008, the Company completed theig® and sale of 7.5 million shares of its comstook in a private placement at a price of $
per share. This private offering of the Compargsmon stock generated net proceeds to the Comyfe$h6.5 million after payment of private placemée:
and expenses. In connection with this privaterofeof our common stock, we entered into a regigin rights agreement pursuant to which we wegeired tc
file with the Securities and Exchange CommissianSEC, a resale shelf registration statement regigt for resale the 7.5 million shares sold in phivate
offering. The Company filed a resale shelf regtstrestatement on Form S-3 on April 4, 2008, whielcdme effective on April 18, 2008.

The following table presents cash dividends dedl&agethe Company on its common stock from Janua@p@8 through December 31, 2009.

Cash
Dividend
Period Declaration Date Record Date Payment Date Per Share

Fourth Quarter 2009 December 21, 2009 January 7, 2010 January 26, 2010 $ 0.25
Third Quarter 2009 September 28, 2009 October 13, 2009 October 26, 2009 0.25
Second Quarter 2009 June 14, 2009 June 26, 2009 July 27, 2009 0.23
First Quarter 2009 March 25, 2009 April 6, 2009 April 27, 2009 0.18
Fourth Quarter 2008 December 23, 2008 January 7, 2009 January 26, 2009 0.10
Third Quarter 2008 September 29, 2008 October 10, 2008 October 27, 2008 0.16
Second Quarter 2008 June 30, 2008 July 10, 2008 July 25, 2008 0.16
First Quarter 2008 April 21, 2008 April 30, 2008 May 15,2008 0.12

The following table presents cash dividends dedlégethe Company on its Series A Preferred Stoak fdanuary 1, 2008 through December 31, 2009.

Cash
Dividend
Period Declaration Date Record Date Payment Date Per Share

Fourth Quarter 2009 December 21, 2009 December 31, 2009 January 29, 2010 $ 0.63
Third Quarter 2009 September 28, 2009 September 30, 2009 October 30, 2009 0.63
Second Quarter 2009 June 14, 2009 June 30, 2009 July 30, 2009 0.58
First Quarter 2009 March 25, 2009 March 31, 2009 April 30, 2009 0.50
Fourth Quarter 2008 December 23, 2008 December 31, 2008 January 30,2009 0.50
Third Quarter 2008 September 29, 2008 September 30, 2008 October 30, 2008 0.50
Second Quarter 2008 June 30, 2008 June 30, 2008 July 30, 2008 0.50
First Quarter 2008 April 21, 2008 March 31, 2008 April 30,2008 0.50

During 2009, taxable dividends for our common stagke $0.76 per share. For tax reporting purpabes2009 taxable dividends were classifie
ordinary income.

During 2008, taxable dividends for our common steeke $0.44 per share. For tax reporting purpdbes2008 taxable dividends were classifie
$0.26 ordinary income and $0.18 a return of capital
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The Board of Directors declared a one-for-two regestock split of the Comparsytommon stock, effective on May 27, 2008, decrggtiie number «
shares outstanding at the time to approximatelyrli®n shares.

The Board of Directors declared a onedfioe reverse stock split of the Company's commaulsteffective on October 9, 2007, decreasing tirabe
of common shares outstanding at the time to apprataly 3.6 million shares.

All per share and share amounts provided in therport have been restated to give effect to fetarse stock splits.

The Company calculates basic net income (lossspare by dividing net income (loss) for the permdweightedaverage shares of common st
outstanding for that period. Diluted net incomesglpper share takes into account the effect ofigdunstruments, such as convertible preferrediststocl
options and unvested restricted or performancekstng uses the average share price for the pé@riddtermining the number of incremental sharesdahato b

added to the weighted-average number of sharetandisg.

The following table presents the computation ofibasd diluted net income (loss) per share forpghgods indicated (in thousands, except per ¢
amounts):

For the Years Ended December 31,

2009 2008 2007

Numerator :

Net (loss) incom— Basic $ 11,67 $ (24,10 $ (55,26%)
Net (loss) income from continuing operations 10,88« (25,769 (20,790
Net income (loss) from discontinued operations (fi¢ax) 78€ 1,657 (34,479

Effect of dilutive instruments:

Convertible preferred debentures (1) 2,47¢ 2,14¢ —
Net income (loss- Dilutive 14,14« (24,107 (55,26%)

Net income (loss) from continuing operations 13,35¢ (25,769 (20,790

Net income (loss) from discontinued operations @fieax) $ 78¢ $ 1,651 $ (34,479
Denominator:

Weighted average basis shares outstanding 9,36 8,27: 1,81«

Effect of dilutive instruments:

Convertible preferred debentures (1) 2,50( 2,38¢ —
Weighted average dilutive shares outstanding 11,867 8,27: 1,81«
EPS:

Basic EPS $ 128 $ (291 $ (30.47)
Basic EPS from continuing operations 1.1¢€ (3.1) (11.4¢)
Basic EPS from discontinued operations (net of tax) 0.0¢ 0.2C (29.09)

Dilutive EPS $ 1.1¢ % (291 $ (30.47)
Dilutive EPS from continuing operations 1.12 (3.1 (11.4¢)
Dilutive EPS from discontinued operations (netax)t 0.07 0.2C (29.09)

(1) Approximately 2.4 million shares are excluded frtbhra dilutive calculation for the year ended Decengie 2008
15. Convertible Preferred Debentures (Net)

As of December 31, 2009, there were 1.0 milliorreba@f our Series A Preferred Stock outstanding) am aggregate redemption value of $20.0 mi
and current dividend payment rate of 12.5% per.yEae Series A Preferred Stock matures on DeceBihe2010, at which time any outstanding shares ing
redeemed by the Company at the $20.00 per shaiiddiipn preference plus any accrued and unpaidetins, because of this mandatory redemption featiw
Company classifies these securities as a liakalityts balance sheet and, accordingly, the corredipg dividend is recorded as an interest expense.

We issued these shares of Series A Preferred So#MP Group Inc. and certain of its affiliates for aggregate purchase price of $20.0 million.
Series A Preferred Stock entitles the holders teiv® a minimum cumulative dividend of 10% per yeabject to an increase to the extent any futuaatgrly
common stock dividends exceed $0.20 per share Cbhinepany paid a third and fourth quarter 2009 comstook dividend of $0.25, resulting in an increar
the dividend rate for the Series A Preferred Stiocthe 2009 third quarter to 12.5% (per annuifje Series A Preferred Stock is convertible intarsh of th
Company's common stock based on a conversion @fi$8.00 per share of common stock, which represambnversion rate of two and dme&f (2 ¥2) shares
common stock for each share of Series A PreferteckS
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16. Stock Incentive Plans

Pursuant to the 2005 Stock Incentive Plan (ther'Blaligible employees, officers and directorslef Company are offered the opportunity to act
the Company's common stock through the award défictexd stock and other equibased awards under the Plan. The maximum numbshnases of commc
stock that may be granted under the Plan is 103,111

The Company awarded 99,000 shares of restrictett stoder the Plan on July 13, 2009, of which 34,88&res have fully vested. As of Decembe
2009, 8,111 shares remain available for issuanderutne Plan including 4,000 shares forfeited dythe year. During the year ended December 31,,20€
Company recognized narash compensation expense of $0.3 million. At Demr 31, 2009 the Company had unrecognized comfiemszxpense of $0
million related to the unvested shares of restlic@@mmon stock. The unrecognized compensationnsepat December 31, 2009 is expected to be ream
over a weighted average period of 1.5 years. Tdtal tfair value of restricted shares vested durihg years ended December 31, 2009 was
million. Dividends are paid on all restricted dtossued, whether those shares are vested or mgeneral, unvested restricted stock is forfeitpdruthe
recipient's termination of employment or resignatimm the Board of Directors.

A summary of the status of the Company's mested restricted stock as of December 31, 2009chadges during the twelve months then end
presented below:

Number of Weighted
Non-vested Average
Restricted Grant Date
Shares Fair Value
Non-vested shares at beginning of year, January 19 200 — % =
Granted 99,00( 5.2¢
Forfeited (4,000 —
Vested (34,33%) 5.2¢
Non-vested shares as of December 31, 2009 60,66! $ 5.2¢
Weighted-average fair value of restricted stocktgd during the period 99,00( $ 5.2¢

There were no non-vested restricted shares of stotdtanding for the year ended December 31, 2008.
17. Quarterly Financial Data (unaudited)

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

Three Months Ended

Mar. 31, Jun. 30, Sep. 30, Dec. 31,
2009 2009 2009 2009
Revenues:
Interest income $ 8,58 $ 7621 % 799 $ 6,89¢
Interest expense 4,491 3,46° 3,311 2,97(
Net interest income 4,09¢ 4,15¢ 4,68 3,92¢
Other Expense:
Provision for loan losses (629) (259) (52€) (84¢)
Realized losses on securities and related hedges 12z 141 35¢ 2,65¢
Impairment loss on investment securities (119) — — —
Total other expense (625) (11€) (167) 1,811
Expenses:
Salaries and benefits 541 472 47: 632
General and administrative expenses 1,02¢ 1,13( 1,402 1,19¢
Total expenses 1,57( 1,60: 1,87¢ 1,83(
(Loss) income from continuing operations 1,89¢ 2,43¢ 2,641 3,90¢
Income from discontinued operation - net of tax 15¢ 10¢ 23€ 28¢€
Net (loss) incomt $ 2,05¢ $ 2547 $ 287 $ 4,192
Per share basic (loss) income $ 02z $ 027 $ 031 $ 0.4%
Per share diluted (loss) income $ 02z $ 0271 $ 0.3C $ 0.4C
Dividends declared per common share $ 0.1¢ $ 0.2: $ 028 $ 0.2%
Weighted average shares outstanding-basic 9,32( 9,32( 9,40¢ 9,41¢
Weighted average shares outstanding-diluted 11,82( 11,82( 11,90¢ 11,91¢
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Three Months Ended

Mar. 31, Jun. 30, Sep. 30, Dec. 31,
2008 2008 2008 2008
Revenues:
Interest income $ 13,25 $ 10,75 $ 10,32 $ 9,791
Interest expense 11,97¢ 8,25¢ 8,14 7,88:
Net interest income 1,27¢ 2,49¢ 2,182 1,90¢
Other expense
Provision for loan losses (1,437 (22) @) =
Loss on sale of securities and related hedges (19,849 (83) 4 (5C)
Impairment loss on investment securities (5,27¢)
Total other expense (21,28)) (105) (3) (5,32%)
Expenses:
Salaries and benefits 31z 417 25¢ 881
General and administrative expenses 1,11¢ 1,54: 1,17 1,20
Total expenses 1,431 1,96( 1,43t 2,08¢
Loss from continuing operations (21,439 434 744 (5,509
Loss from discontinued operation - net of tax 18( 82¢ 28t 362
Net loss $ (21,259 $ 1,26 $ 1,02¢ $ (5,14))
Per share basic and diluted loss $ (4.19) $ 014 $ 011 $ (0.55)
Dividends declared per common share $ 0.1z $ 0.1€ $ 0.1€¢ $ 0.1C
Weighted average shares outstanding-basic anedilut 5,07( 9,32( 9,32( 9,32(

18. Related Party Transactions

On January 18, 2008, the Company entered into &is@gt agreement with Harvest Capital Strategie€L(tHCS") (formerly known as JMP Ass
Management LLC). The Company entered into the adyiagreement concurrent and in connection witlpritgate placement of Series A Preferred Stockve
Group Inc. and certain of it affiliates. HCS is &aolly-owned subsidiary of JIMP Group Inc. PursuanSthedule 133 filed with the SEC as of December
2008, HCS and JMP Group Inc. as of December 319, 2¥neficially owned approximately 16.7% and 12.téspectively, of the Comparsytommon stoc
and 100%, collectively, of it Series A Preferredckt

Pursuant to the advisory agreement, HCS is resplenfir managing investments made by HC and NYMfgpthan certain RMBS that are hel
these entities for regulatory compliance purposes)vell as any additional subsidiaries acquiredoomed in the future to hold investments made oe
Company'’s behalf by HCS. The Company refers todlsesbsidiaries in its periodic reports filed witte tSecurities and Exchange Commission as thenage:
Subsidiaries.’On March 31, 2009, the Company began acquiringissisat fall under the advisory agreement, stantiity the purchase of approximately $
million in CLOs. The Companyg'investment in the CLOs assets was completedninemdion with the acquisition by JMP Group Inctleé investment adviser
the CLO. The Company expects that, from time teetimthe future, certain of its alternative invesntts will take the form of a ciowestment alongside or
conjunction with JMP Group Inc. or certain of itffil@mtes. In accordance with investment guideliredopted by the ComparsyBoard of Directors, ai
investments by the Managed Subsidiaries that dgualify as Category | investments (as definedhgy@ompanys Investment Guidelines) must be approve
the Board of Directors. The advisory agreement iglessthat HCS will be paid a base advisory fee ithat percentage of the “equity capitadis(defined in tr
advisory agreement) of the Managed Subsidiarieghwimay include the net asset value of assetstheltie Managed Subsidiaries as of any fiscal querid
and an incentive fee upon the Managed Subsidiadb&ving certain investment hurdles. For the ywrated December 31, 2009 and December 31, 2008
earned a base advisory fee of approximately $0lBomiand $0.7 million, respectively. In additiofor the year ended December 31, 2009, HCS earn
incentive fee of approximately $0.5 million. Thesas no incentive fee earned in the year ended Dieeeil, 2008. As of December 31, 2009, HCS
managing approximately $45.8 million of assets lwen €ompanys behalf. As of December 31, 2009 the Company hawh@agement fee payable totaling ¢
million included in accounts payable and accrugukceses.
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Exhibits. The exhibits required by Item 601 of Regulation %+ listed below. Management contracts or compgensplans are filed as Exhibits 10.3, 10.7,
10.8, 10.10 and 10.11.

Exhibit Description

3.1 Articles of Amendment and Restatement of New Yorértdage Trust, Inc. (Incorporated by reference xbilkit 3.1 to the Compang’
Registration Statement on Form S-11 as filed whidn $ecurities and Exchange Commission (Registrdlion333111668), effectiv
June 23, 2004).

3.1(b) Articles of Amendment of the Registramic@rporated by reference to Exhibit 3.1 to the Canys Current Report on Formig{iled on
October 4, 2007,

3.1(c) Articles of Amendment of the Registramic@rporated by reference to Exhibit 3.2 to the Canys Current Report on Formig{iled on
October 4, 2007,

3.1(d) Articles of Amendment of the Registramic@rporated by reference to Exhibit 3.1(d) to tlmempany’s Current Report on Form 8-K filed
on May 16, 2008.

3.1(e) Articles of Amendment of the Registranc@irporated by reference to Exhibit 3.1(e) to tlenBany’s Current Report on Form 8-K filed
on May 16, 2008.

3.1(H) Articles of Amendment of the Registrantqorporated by reference to Exhibit 3.1(f) to ttmrany’s Current Report on Form 8-K filed
on June 15, 2009

3.2(a) Bylaws of New York Mortgage Trust, Inc. (Incorpadtby reference to Exhibit 3.2 to the Company’siRegfion Statement on Form S-
11 as filed with the Securities and Exchange Corsimnis(Registration No. 333-111668), effective JAB8e2004).

3.2(b) Amendment No. 1 to Bylaws of New York Mortgage Trusc. (Incorporated by reference to Exhibit 3)2hRegistrant's Annual
Report on Form 10-K filed on March 16, 2006) .

4.1 Form of Common Stock Certificate. (Incorporatedréference to Exhibit 4.1 to the Company’s RegigiraStatement on Form 8t as
filed with the Securities and Exchange CommissRed(stration No. 333-111668), effective June 2340

4.2(a) Junior Subordinated Indenture between The New Yéoktgage Company, LLC and JPMorgan Chase Bank,oNaktiAssociation, &
trustee, dated December 1, 2005. (Incorporatecefgrance to Exhibit 4.1 to the Company’s Currenpd®eon Form & as filed witr
the Securities and Exchange Commission on Decef)(2805).

4.2(b) Amended and Restated Trust Agreement among TheYelvMortgage Company, LLC, JPMorgan Chase Bankjddal Associatior
Chase Bank USA, National Association and the Adstiative Trustees named therein, dated Decemb20@5. (Incorporated t
reference to Exhibit 4.2 to the Company’s Curreep&t on Form 8< as filed with the Securities and Exchange Comimis®n
December 6, 2005).

4.3(a) Articles Supplementary Establishing andrig the Rights and Preferences of Series A Curivel®edeemable Convertible Preferred
Stock of the Company (Incorporated by referendéxhibit 4.1 to the Company’s Current Report onnf8-K filed on January 25,
2008).

4.3(b) Form of Series A Cumulative Redeemablev@dible Preferred Stock Certificate (Incorporabgreference to Exhibit 4.2 to the

Compan’s Current Report on Forn-K filed on January 25, 200¢
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Parent Guarantee Agreement between New York Moetgagst, Inc. and JPMorgan Chase Bank, Nationabéiaton, as guarant
trustee, dated December 1, 2005. (Incorporatecefgyence to Exhibit 10.1 to the Company’s Curreep®t on Form 8< as filed witr
the Securities and Exchange Commission on Decef)(2805).

Purchase Agreement among The New York Mortgage @ompLLC, New York Mortgage Trust, Inc., NYM Prefed Trust Il an
Taberna Preferred Funding Il, Ltd., dated Decemb@005. (Incorporated by reference to Exhibit 110.2he Company Current Repo
on Form 8-K as filed with the Securities and Ex@@@ommission on December 6, 2005).

New York Mortgage Trust, Inc. 2005 Stock IncentRkan. (Incorporated by reference to Exhibit 10.1the Compan’'s Registratio
Statement on Form S-3/A (File No. 333-127400) kesl! fivith the Securities and Exchange Commissiobecember 9, 2005).

Stock Purchase Agreement, by and among New Yorkiddge Trust, Inc. and the Investors listed on Saleetithereto, dated as
November 30, 2007 (Incorporated by reference toiliixi0.1(a) to the Compa’s Current Report on Form R-filed on January 2!
2008).

Registration Rights Agreement, by and among NewkYMortgage Trust, Inc. and the Investors listed Sohedule | to the Sto
Purchase Agreement, dated as of January 18, 2868rflorated by reference to Exhibit 10.2 to the Gany’s Current Report on For
8-K filed on January 25, 2008).

Advisory Agreement, by and among New York Mortgdgest, Inc., Hypotheca Capital, LLC, New York Maatge Funding, LLC ar
JMP Asset Management LLC, dated as of January @3 2ncorporated by reference to Exhibit 10.3He €ompanys Current Repo
on Form 8-K filed on January 25, 2008).

Separation Agreement and General Release, by angd® New York Mortgage Trust, Inc. and David A.rékdated as of February
2009 (Incorporated by reference to Exhibit 10.thenCompany’s Current Report on Form 8-K filed @bfuary 4, 2009).

Amended and Restated Employment Agreement, by athslelen New York Mortgage Trust, Inc. and SteverMRlmma, dated as
February 11, 2009 (Incorporated by reference taliixh0.1 to the Company’s Current Report on For Bled on February 12, 2009).

Form of Registration Rights Agreement, by and amidegv York Mortgage Trust, Inc. and the Investosteld on Schedule A there
dated as of February 14, 2008 (Incorporated byeafse to Exhibit 10.2 to the Company’s Current Repo Form 8K filed on Februar
19, 2008).
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Computation of Ratios

Computation of Ratios of Earnings to Combined FixedCharges and Preferred Dividends

(dollar amount in thousands)

Earnings:

Pretax income (loss) from continuing operations
Fixed Charges

Dividends distributed to shareholders

Total Earnings

Fixed Charges:

Interest Expense

Amortized premiums & discounts related to indebtesin
Capitalized expenses related to indebtedness
Capitalized Interest

Preference security dividends

Total Fixed Charges

Ratio of earnings to fixed charges
Preference security dividends

Ratio of earnings to fixed charges and preferepcarity
dividends

Years ended December 31,

Exhibit 12.1

2009 2008 2007 2006 2005
11,67( (24,100 $ (55,269 $ (23,525 $ (13,889
14,23t 36,26( 52,75; 72,93¢ 60,10:
7,10¢ 4,101 1,82¢ 11,52 17,25¢
33,01 16,25: (685) 60,93¢ 63,47
14,23t 36,26( 52,75 72,93¢ 60,10:
14,23t 36,26( $ 52,75; 72,93¢ $ 60,10:
2.32 0.45 (0.01) 0.8/ 1.0¢
2.32 0.45 (0.01) 0.8/ 1.0€




Computation of Earnings to Fixed Charges

(dollar amount in thousands)

Fixed Charges:

+ Interest Expense

+ Capitalized Interest

+ Amortized premiums & discounts related to indebgss
+ Capitalized expenses related to indebtedness

+ Interest within rent expense

+ Preference security dividends

Total Fixed Charges

Earnings:

+ Pretax income from continuing operations

+ Fixed Charges

+ Amortization of capitalized interest

+ Dividends distributed to shareholders

+ Pre-tax losses of equity investees

- Interest capitalized

- Preference security dividends of consolidatedsiliéries
- Minority interest in pre-tax income of subs...

Total Earnings

Ratio of Earnings to Fixed Charges

If ratio is less than 1, disclose dollar amountleficiency

Years ended December 31,

2009 2008 2007 2006 2005
14,23t 36,26( $ 52,757 $ 72,93¢ 60,10:
14,23t 36,26( 52,75; 72,93¢ 60,10-
11,67( (24,107 (55,26%) (23,525 (13,889
14,23t 36,26( 52,75 72,93¢ 60,10:

7,10¢ 4,101 1,82¢ 11,52 17,25¢
33,01 16,25 $ (685 $ 60,93¢ 63,47
2.3z 0.45 0.45 0.8¢ 1.0¢
— 20,00¢ 53,44: 12,00: —



Name

List of Significant Subsidiaries

State of Incorporation

Exhibit 21.1

Names under which it does Business

Hypotheca Capital, LLC (formerly known as
The New York Mortgage Company, LLC)
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 ACCOUNTING FIRM
We have issued our report dated March 8, 2010, regpect to the consolidated financial statemertisided in the Annual Report of New York Mortgagre.
on Form 10-K for the year ended December 31, 2008.hereby consent to the incorporation by referesfcgaid report in New York Mortgage Trust Irec.’
Registration Statements (Forms S-3 No. 333-15008&teve April 18, 2008 and No. 33B62654 effective December 11, 2009) and Registrafitatemen
(Forms S-8 No. 333-117524 effective July 20, 200d Ho. 333-137987 effective October 13, 2006).

/s/ Grant Thornton LLP

New York, New York
March 8, 2010



Exhibit 23.Z
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference iniReggion Statement No. 333-150088 and No. 333-382ff New York Mortgage Trust, Inc. on Form3Sanc
Registration Statement No. 333-117524 and No. 37387 of New York Mortgage Trust, Inc. on Form8 $f our report dated March 31, 2009, relatinghte
consolidated financial statements of New York Magg Trust, Inc. and subsidiaries appearing in theual Report on Form 1K-of New York Mortgage Trus
Inc. and subsidiaries for the year ended Decembge?@08.

/s/ DELOITTE & TOUCHE LLP
New York, New York
March 8, 2010



Exhibit 31.1

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

I, Steven R. Mumma, certify that:
1. I have reviewed this annual report on Form 1fdkthe year ended December 31, 2009 of New Yorktysme Trust, Inc.;

2. Based on my knowledge, this report does notaior@ny untrue statement of a material fact or aondttate a material fact necessary to make
the statements made, in light of the circumstanoeer which such statements were made, not misigagdith respect to the period covered by this repor

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. As both the principal executive officer and pipal financial officer, | am responsible for dsitahing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rulaslb5g8) and 15d-15(e)) and internal control oveatficial reporting (as defined in Exchange Act Rdl@s-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbs tesigned under my supervision
ensure that material information relating to thgistrant, including its consolidated subsidiariestnade known to me by others within th
entities, particularly during the period in whidhg report is being prepared;

(b) Designed such internal control over financial réipgr; or caused such internal control over finahegporting to be designed under
supervision, to provide reasonable assurance rieggattle reliability of financial reporting and th@eparation of financial statements
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registrant'slaksire controls and procedures and presentedisnréport my conclusions about -
effectiveness of the disclosure controls and progeg] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in the regmisanternal control over financial reporting thetcurred during the registrant's most re
fiscal quarter (the registrant's fourth fiscal daearin the case of an annual report) that has ma#ljeraffected, or is reasonably likely
materially affect, the registrant's internal cohtreer financial reporting; and

5. As the principal executive officer and princifiabncial officer, | have disclosed, based on mystirecent evaluation of internal control over
financial reporting, to the registrant's auditonsl ¢ghe audit committee of the registrant's (or essperforming the equivalent functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal controdiofinancial reporting which are reasone
likely to adversely affect the registrant's abilityrecord, process, summarize and report finanambrmation; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdatn the registrant's internal cont
over financial reporting.

Date: March 8, 2010
/sl Steven R. Mumma
Steven R. Mumma
Chief Executive Officer, President and Chief Finah©fficer
(Principal Executive Officer and Principal Finarcficer)




EXHIBIT 32.1

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 ¥yage Trust, Inc., (the “Company”) on Form 10-K foe year ended December 31, 2009, as filed \uith t
Securities and Exchange Commission on the dateh@he “Report”), the undersigned hereby certifiggrsuant to 18 U.S.C. § 1350, as adopted pursaant
section 906 of the Sarbanes-Oxley Act of 2002, that

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExdeAct of 1934; and
(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations of the Company.

A signed original of this written statement reqditey Section 906 has been provided to the Compadyl be retained by the Company and furnisheth&eo
Securities and Exchange Commission or its staffiupgquest.

Date: March 8, 2010
/sl Steven R. Mumma
Steven R. Mumma
Chief Executive Officer, President and Chief Finah©fficer
(Principal Executive Officer and Principal Finarid@fficer)




