
Anworth Mortgage Asset Corporation

Annual Report

2016



SELECTED FINANCIAL DATA

The selected financial data as of December 31, 2016 and 2015 and for the years ended December 31, 2016,
2015, and 2014 are derived from our audited financial statements included in this Annual Report on Form 10-K.
The selected financial data as of December 31, 2014, 2013 and 2012 and for the years ended December 31, 2013
and 2012 are derived from audited financial statements not included in this Annual Report on Form 10-K. You
should read these selected financial data together with “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and our audited financial statements and notes thereto that are included in
this Annual Report on Form 10-K beginning on page F-1.

For the Years Ended December 31,

2016 2015 2014 2013 2012

(amounts in thousands, except per share data and days)

Statements of Operations Data
Days in period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 366 365 365 365 366
Interest income net of amortization of premium and

discount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $140,452 $145,498 $156,567 $174,784 $195,853
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (70,420) (43,621) (79,907) (92,970) (86,073)
Provision for loan losses . . . . . . . . . . . . . . . . . . . . . . . — (203) — — —

Net interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 70,032 $101,674 $ 76,660 $ 81,814 $109,780
Exp enses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14,219) (13,980) (17,754) (15,728) (15,422)
Other (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . . . (33,320) (72,990) (30,287) 9,634 5,860

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 22,493 $ 14,704 $ 28,619 $ 75,720 $100,218

Dividends on preferred stock . . . . . . . . . . . . . . . . . . . . (6,583) (6,437) (5,716) (5,736) (5,773)

Net income available to common stockholders . . . . . . $ 15,910 $ 8,267 $ 22,903 $ 69,984 $ 94,445

Basic earnings per common share . . . . . . . . . . . . . . . . $ 0.17 $ 0.08 $ 0.18 $ 0.49 $ 0.68
Diluted earnings per common share . . . . . . . . . . . . . . . $ 0.17 $ 0.08 $ 0.18 $ 0.49 $ 0.67
Average number of shares outstanding . . . . . . . . . . . . 96,408 103,412 123,949 142,455 138,382
Average number of diluted shares outstanding . . . . . . 101,068 107,751 128,057 146,400 142,485

As of December 31,

2016 2015 2014 2013 2012

(amounts in thousands, except per share data)

Balance Sheets Data
Agency MBS . . . . . . . . . . . . . . . . . . . . . . . . . $3,925,193 $4,892,782 $7,023,063 $8,556,367 $9,244,333
Non-Agency MBS . . . . . . . . . . . . . . . . . . . . . $ 641,246 $ 682,061 $ 199,710 $ 79 $ 360
Residential mortgage loans held-for-

investment . . . . . . . . . . . . . . . . . . . . . . . . . $ 744,462 $ 969,172 $ — $ — $ —
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . $5,395,776 $6,636,340 $7,298,335 $8,619,491 $9,285,105
Repurchase agreements . . . . . . . . . . . . . . . . . $3,911,015 $4,915,528 $6,370,740 $7,580,000 $8,020,000
Asset-backed securities issued by

securitization trusts . . . . . . . . . . . . . . . . . . $ 728,683 $ 915,486 $ — $ — $ —
Junior subordinated notes . . . . . . . . . . . . . . . $ 37,380 $ 37,380 $ 37,380 $ 37,380 $ 37,380
Total liabilities . . . . . . . . . . . . . . . . . . . . . . . $4,740,754 $5,934,189 $6,516,894 $7,717,305 $8,197,388
Series B Preferred Stock . . . . . . . . . . . . . . . . $ 23,924 $ 23,924 $ 23,924 $ 23,924 25,222
Stockholders’ equity (common, Series A and

Series C Preferred) . . . . . . . . . . . . . . . . . . $ 631,098 $ 678,227 $ 757,517 $ 878,262 $1,062,495
Number of common shares outstanding . . . . 95,718 98,944 109,234 138,717 142,013
Book value per common share . . . . . . . . . . . $ 5.95 $ 6.25 $ 6.48 $ 5.98 $ 7.14



Dear Fellow Stockholders,

During our fiscal year ended December 31, 2016:

• Dividends declared were $0.60 per share;

• The return from owning our stock, including dividends reinvested, was 34.2%; and

• Percentage of our equity capital allocated to Non-Agency mortgage assets at year-end was 35%.

Our Business

At December 31, 2016, our mortgage investment portfolio was allocated as follows (in thousands of
dollars):

Agency Residential MBS:
Adjustable-Rate MBS (interest rate resets in less than 12 months) . . . . . . $1,815,620
Adjustable-Rate MBS (interest rate resets in more than 12 months) . . . . . 1,110,584
Fixed-Rate MBS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 998,989

Non-Agency Residential MBS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 641,246
Residential mortgage loans held-for-investment . . . . . . . . . . . . . . . . . . . . . . . . 744,462

$5,310,901

The principal and interest payments of our Agency residential mortgage pass-through securities are
guaranteed by the Federal National Mortgage Association (“Fannie Mae”) or the Federal Home Loan Mortgage
Corporation (“Freddie Mac”), which are both a government-sponsored enterprise (“GSE”).

We funded this $5.3 billion portfolio with our $0.7 billion of equity capital, $3.9 billion of repurchase
agreement financing, and $0.7 billion of asset-backed securities financing.

Supported by our belief that residential properties will appreciate in value, we have invested $641 million in
Non-Agency residential MBS that are backed by mortgages secured by residential properties. These assets are
not guaranteed by a GSE.

We have also invested $14 million in residential rental properties from which, after renovation, we earn
rental income and have the potential for capital appreciation.

Interest Rate Hedging

When we enter into an interest rate swap agreement (“Swap”) with another party, we agree to be paid a
floating-rate interest rate and to pay a fixed-rate interest rate to the other party during the term of the Swap.

We use Swaps to lessen the effects of rising interest rates on our mortgage asset portfolio. Swaps narrow the
gap between the average time until the next interest rate reset date of our mortgage assets and our typically
shorter-term repurchase agreement financing. Swaps, in effect, extend the maturity date of our repurchase
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agreements, thereby narrowing the gap. The expected benefits of a narrower interest rate reset gap include
reduced volatility of both our stockholders’ equity and Core Earnings during periods of rising and declining
interest rates.

Other aspects of our mortgage portfolio that tend to lessen the effects of rising interest rates are: (1) the
monthly principal amortization payments which can be reinvested at then current interest rate levels, (2) the
currently 46% of our Agency MBS portfolio whose interest rate resets within the next twelve months, and (3) the
long-term asset-backed securities financing of our residential mortgage loans held-for-investment.

At December 31, 2016, the principal amount of our Swaps was $1.771 billion.

Economic and Interest Rate Outlook

During 2016, real gross domestic product of the U.S. (“GDP”) is estimated to have grown by 1.6%. While
not near a negative growth recessionary level, it, like those of the past few years, is a historically low GDP
growth rate during a period of economic recovery which has benefited from several trillion dollars of government
stimulus during this period. Adding to the problem, median household income, adjusted for the effects of
inflation, while rebounding during the past few years, was slightly negative during 2016 and remains below its
level of January 1, 2009.

Why this has happened during the past few years is complex, but the sound bite seems to be that more than a
few employers did not believe that it would be profitable for their businesses to hire new employees. Much of the
stimulus money seems to have stayed on deposit at banks or was used or borrowed by investors to invest in
appreciating assets such as real estate, bonds, and stocks.

While the U.S. has been in what various commentators call a “weak recovery,” some European and Asian
countries have been drifting toward zero growth rates in spite of aggressive monetary stimuli by these
governments to prevent deflation. During the first half of 2016, several of these European and Asian countries
continued to issue their debt at interest rates of less than zero. In a nutshell, investors who were buying these
bonds lacked the confidence to make riskier investments in that environment. These government bond investors
could have earned a higher return by holding paper money. Today, these governments appear to have modified
their monetary policies and have “encouraged” these rates to rise above zero.

In the U.S., the Federal Reserve did raise the Federal Funds Rate in 2016 to a range of 0.50% to 0.75%, but,
as was the case in 2015, this occurred much later in the year than most had expected. This single increase, along
with recent comments from Federal Reserve members about multiple increases in 2017, seems to point towards
concerns by the Federal Reserve about the seemingly higher levels of consumer and business confidence causing
increased inflation. However, very low interest rates in the global economy seem to be harbingers of continued
weakness that may hold back American growth in spite of this increase in confidence. A new risk for US
employment growth is the Federal Reserve over-estimating the strength of the US economy and raising interest
rates too much.

During the 2016 presidential primaries, the strength of both the Trump and Sanders campaigns seems owed
to the enthusiasm of each candidate’s supporters for the non-traditional solutions to economic problems that each
proposed. Trump’s success in the general election seems to have been a continuation of that trend.

Our 2017 outlook for the U.S. economy is for only a slightly improved GDP that will be constrained by the
restrictive effects of interest rates increases by the Federal Reserve and the weight of the ongoing reduced growth
globally. Various predictions of 4% GDP in 2017 seem optimistic.

Our 2017 outlook for U.S. interest rates is for modest increases. We believe that our portfolio is currently
structured to produce attractive levels of income in this environment.
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Capital Markets Activity

During the year ended December 31, 2016, we repurchased an aggregate of 3.46 million shares of our
common stock at a weighted average price of $4.49 per share. This amount represented 3.6% of our shares
outstanding at December 31, 2016. We also issued an aggregate of 51,918 shares of our Series C Preferred Stock.

Our Stock’s Long-Term Return

Anworth’s 2016 year-end common stock price, as reported on the New York Stock Exchange, was $5.17
and was $4.35 at year-end 2015. During 2016, this change in our common stock price, along with our common
dividends paid and reinvested, resulted in a rate of return of 34%. During this same period, the S&P 500 Index
provided a rate of return of 12% for the year and the FTSE NAREIT Mortgage REIT Index provided a rate of
return of 23%.

Since our initial public offering in March 1998 at $9.00 per share, our common stock, along with dividends
paid and reinvested, has provided investors with a return of 393%, which is also a compounded rate of return of
8.9% per year between March 1998 and December 2016. During this same period, the S&P 500 Index produced a
return of 6.6% per year and the NAREIT Mortgage REIT Index produced a return of 3.6% per year.

Dividend Reinvestment and Stock Purchase Plan

We believe that our Dividend Reinvestment and Stock Purchase Plan (the “Plan”) is an attractive benefit of
common stock ownership. Common stockholders can, without brokerage commissions, reinvest their dividends
into additional shares of Anworth’s common stock. The Plan also offers our stockholders and other investors the
ability to make monthly purchases of up to $10,000 in Anworth’s common stock without brokerage
commissions.

Through our website, http://www.anworth.com, you can contact us to receive a prospectus that describes the
details of the Plan so you can join and invest with us.

Our Series A Cumulative Preferred Stock

Our 8.625% Series A Cumulative Preferred Stock (our “Series A Preferred Stock”) also trades on the
New York Stock Exchange. The issue price and liquidation preference are $25.00 per share and the annual
dividend rate is $2.15625 per share. At December 31, 2016, there were 1,919,378 shares of our Series A
Preferred Stock issued and outstanding. The dividend is scheduled to be paid on the 15th of the first month in
each calendar quarter. A copy of the prospectus is available on the http://www.sec.gov website or from our
Company.

Our Series A Preferred Stock is currently callable on one month’s notice at $25.00 per share. At
December 31, 2016, the closing price of our Series A Preferred Stock, as reported on the New York Stock
Exchange, was $25.29, which provided a cash dividend yield of approximately 8.53%.

Our Series B Cumulative Convertible Preferred Stock

Our 6.25% Series B Cumulative Convertible Preferred Stock (our “Series B Preferred Stock”) also trades on
the New York Stock Exchange. The issue price and liquidation preference are $25.00 per share and the annual
dividend rate is $1.5625 per share. At December 31, 2016, there were 1,009,640 shares of our Series B Preferred
Stock issued and outstanding. The dividend is scheduled to be paid on the 15th of the first month in each calendar
quarter. During 2016, the conversion rate increased to 4.7329 shares of our common stock for each Series B
Preferred share from a conversion rate of 4.3942 at December 31, 2015. In addition, if our common stock
dividend yield exceeds 6.25%, this conversion rate will increase as it did throughout 2016. A copy of the
prospectus is available on the http://www.sec.gov website or from our Company.
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At December 31, 2016, the closing price of our Series B Preferred Stock, as reported on the New York
Stock Exchange, was $25.58, which provided a cash dividend yield of approximately 6.11% plus a 7.7% increase
in the number of common shares into which it is convertible.

Our Series C Cumulative Preferred Stock

In January 2015, we completed the offering of our new 7.625% Series C Cumulative Preferred Stock (our
“Series C Preferred Stock”), which also trades on the New York Stock Exchange. The issue price and liquidation
preference are $25.00 per share and the annual dividend rate is $1.90625 per share. At December 31, 2016, there
were 485,842 shares of our Series C Preferred Stock issued and outstanding. The dividend is scheduled to be paid
on the 15th of the first month in each calendar quarter. Our Series C Preferred Stock is not callable until
January 27, 2020 at $25.00 per share. A copy of the prospectus is available on the http://www.sec.gov website or
from our Company.

At December 31, 2016, the closing price of our Series C Preferred Stock, as reported on the New York
Stock Exchange, was $24.73, which provided a cash dividend yield of approximately 7.71%.

Anworth.com

The size of our investor e-mail list continues to grow and we are always pleased to add interested investors
to the distribution list to receive notifications of news releases and other items of interest. You can register for
e-mail notifications at our website, http://www.anworth.com, where you may also obtain information about our
corporate governance procedures, listen to webcasts of our earnings calls, view presentations that the Company
has made to investor groups, and obtain other statistical information. Our web site has been optimized for
viewing on your iPhone and other mobile devices.

Our Philosophy

We continue to believe that our Company is well suited to continue to be a long-term participant in the
mortgage finance industry and to provide a valuable service to residential homeowners. Because of recent
regulations and other reasons, most financial institutions that originate residential mortgage loans no longer want
to keep as many of these loans in their investment portfolios. These originators now often sell residential
mortgage loans through Agency or private securitizations to entities like Anworth, whose business is to be a
long-term owner of residential mortgage loans.

As the long-term beneficial owner of billions of residential mortgage assets, Anworth continues to be a
significant financial participant in the U.S. mortgage industry.

We believe that many large institutional investors tend to speculate in mortgage rates, thereby adding to the
volatility of residential mortgage rates. We also believe that our long-term commitment to owning residential
mortgages in a very capital-efficient and tax-efficient manner can improve the stability of mortgage interest rates.
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Annual Meeting of Stockholders

We invite you to attend our 2017 Annual Meeting of Stockholders in Santa Monica. I am confident that
those of you who have attended in the past will agree that we provide good weather and an interesting and
informative experience. If we can assist you with directions to our office, the names of nearby hotels or
restaurants, etc., please give us a call.

As always, I thank you for your continued support.

Lloyd McAdams, CFA
Chairman and Chief Executive Officer
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