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SELECTED FINANCIAL DATA 
 

The selected financial data as of December 31, 2017 and 2016 and for the years ended December 31, 2017, 2016, and 2015 are 
derived from our audited financial statements included in this Annual Report on Form 10-K. The selected financial data as of 
December 31, 2015, 2014, and 2013 and for the years ended December 31, 2014 and 2013 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.  

  As of December 31,  
       2017       2016       2015       2014       2013  
  (amounts in thousands, except per share data) 
Balance Sheets Data                                    
Agency MBS  $ 4,278,797   $ 3,925,193   $ 4,892,782   $ 7,023,063   $ 8,556,367  
Non-Agency MBS  $ 760,825   $ 641,246   $ 682,061   $ 199,710   $ 79  
Residential mortgage loans held-for-investment  $ 639,351   $ 744,462   $ 969,172   $ —   $ —  
Total assets  $ 5,765,541   $ 5,395,776   $ 6,636,340   $ 7,298,335   $ 8,619,491  
Repurchase agreements  $ 4,365,695   $ 3,911,015   $ 4,915,528   $ 6,370,740   $ 7,580,000  
Asset-backed securities issued by securitization trusts  $ 629,984   $ 728,683   $ 915,486   $ —   $ —  
Junior subordinated notes  $ 37,380   $ 37,380   $ 37,380   $ 37,380   $ 37,380  
Total liabilities  $ 5,068,119   $ 4,740,754   $ 5,934,189   $ 6,516,894   $ 7,717,305  
Series B Preferred Stock  $ 19,455   $ 23,924   $ 23,924   $ 23,924   $ 23,924  
Stockholders’ equity (common, Series A, and Series C 

Preferred)  $ 677,967   $ 631,098   $ 678,227   $ 757,517   $ 878,262  
Number of common shares outstanding    98,137     95,718     98,944     109,234     138,717  
Book value per common share  $ 5.91   $ 5.95   $ 6.25   $ 6.48   $ 5.98  
 
  For the Years Ended December 31,  
       2017       2016       2015       2014       2013  
  (amounts in thousands, except per share data and days) 
Statements of Operations Data                                    
Days in period    365     366     365     365     365  
Interest income net of amortization of premium and 

discount   $ 142,748   $ 140,452   $ 145,498   $ 156,567   $ 174,784  
Interest expense     (82,519)    (70,420)    (43,621)    (79,907)    (92,970) 
Provision for loan losses     —     —     (203)    —     —  
Net interest income   $ 60,229   $ 70,032   $ 101,674   $ 76,660   $ 81,814  
Expenses     (13,305)    (14,219)    (13,980)    (17,754)    (15,728) 
Other income (loss)     7,448     (33,320)    (72,990)    (30,287)    9,634  
Net income   $ 54,372   $ 22,493   $ 14,704   $ 28,619   $ 75,720  
Dividends on preferred stock     (8,173)    (6,583)    (6,437)    (5,716)    (5,736) 
Net income available to common stockholders   $ 46,199   $ 15,910   $ 8,267   $ 22,903   $ 69,984  
Basic earnings per common share   $ 0.48   $ 0.17   $ 0.08   $ 0.18   $ 0.49  
Diluted earnings per common share   $ 0.47   $ 0.17   $ 0.08   $ 0.18   $ 0.49  
Average number of shares outstanding     96,764     96,408     103,412     123,949     142,455  
Average number of diluted shares outstanding     100,479     101,068     107,751     128,057     146,400  
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Dear Fellow Stockholders, 
 

During our fiscal year ended December 31, 2017: 
 

� Dividends declared were $0.60 per share; 
� The return from owning our stock, including dividends reinvested, was 16.6%; and 
� The percentage of our equity capital allocated to Non-Agency mortgage assets at year-end was 35%. 

Our Business 
 

At December 31, 2017, our mortgage investment portfolio was allocated as follows: 
 

December 31, 

2017 

(in thousands) 

Adjustable-rate Agency MBS (interest rate resets in less than 12 months) ............     $     1,223,974  

Adjustable-rate Agency MBS (interest rate resets in more than 12 months) ..........             912,569  

Fixed-rate Agency MBS .........................................................................................            2,142,254  

Residential Non-Agency MBS ...............................................................................             760,825  

Residential mortgage loans held-for-investment ....................................................               639,351  

 $     5,678,973  

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 $5.7 billion portfolio with our $0.7 billion of equity capital, $4.4 billion of repurchase 
agreement financing, and $0.6 billion of asset-backed securities financing. 

 
Supported by our belief that residential properties will appreciate in value, we have invested $761 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 
 

At December 31, 2017, the notional amount of our interest rate swap agreements (“Swaps”) was $2.681 
billion and the weighted average maturity was approximately 37 months. 

 
When we enter into Swaps 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 Swaps.   
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We use Swaps to lessen the effects of rising interest rates on the value of and the income from our mortgage 
asset portfolio.  Swaps, in effect, extend the maturity date of our repurchase agreement financing, which typically 
have a shorter maturity than our mortgage assets.  

 
Other characteristics 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 29% 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. 

Economic and Interest Rate Outlook 
 

During the final three quarters of 2017, real gross domestic product of the U.S. (“GDP”) is estimated to have 
grown by 2.9% annually.  The source of this recent higher GDP growth seems very likely to have been the 
enthusiasm from businesses and investors about the prospects for a reduction in corporate tax rates.  During the year, 
the prospects for this reduction in corporate taxes ebbed and flowed, with the ebbs being accompanied by declines in 
the financial markets.  The tax bill finally became law near the end of the year. 

 
In the U.S., the Federal Reserve responded to the improved economic environment by shifting gears as it 

expressed its increased concern about the danger of rising inflation.  During 2017, the Federal Funds Rate was 
increased to 1.30% from 0.65% at the beginning of the year.  In spite of this renewed economic enthusiasm in the 
U.S., it was not shared in most of the global economy, which itself does not bode well for the U.S. economy.  Very 
low interest rates in the global economies seem to be harbingers of continued weakness, which may hold back U.S. 
growth in spite of its increase in confidence.  As an example of the extraordinarily low interest rates is Portugal, 
which is presently one of the weaker economies in Western Europe.  During 2017, the government of Portugal 
issued junk rated bonds at an interest rate that was lower than its rate of inflation.  In effect, it borrowed money for 
free. 

 
In the new U.S. tax law, another feature which has been promoted as a source of additional economic 

stimulus for the U.S. economy is the reduced tax on the repatriation of U.S. corporate assets earned in other 
countries.  While, as a sound bite, it does sound promising, it seems unlikely that this feature will provide much 
stimulus.  Corporations currently can use their offshore money to grow in the U.S. by borrowing the same amount of 
money from overseas sources without paying any taxes. 

 
Our 2018 outlook for the U.S. economy is for real GDP growth to exceed the growth in population, which is 

something it did not do during the past decade.  Our analysis indicates a 3% growth rate.  Unfortunately, there are two 
great uncertainties in this forecast: (1) the Federal Reserve’s fear of inflation may raise interest rates to a level that 

damages employment and the economy, and (2) Europe’s and much of Asia’s support of their economies has been so 

massive for so long that it can now easily become destabilizing.  Any increased economic weakness there will not be 
good for the U.S. economy.  As noted here last year, any predictions of 4% GDP in the U.S. in 2017 seemed 
optimistic.  The same holds true for 2018. 

 
Since we expect (1) a real GDP of 3% with 4% being unlikely and (2) some realistic headwinds to growth, 

our 2018 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. 

Capital Markets Activity 
 

During the year ended December 31, 2017, we issued an aggregate of 1,503,141 shares of our Series C 
Preferred Stock and an aggregate of 177,000 shares of our Series B Preferred Stock, which provided net proceeds to 
us of approximately $37.1 million and $5.21 million, respectively. 
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 Long-Term Return 
 

Anworth’s 2017 year-end common stock price, as reported on the New York Stock Exchange, was $5.44 and 
was $5.17 at year-end 2016.  During 2017, this change in our common stock price, along with our common 
dividends paid and reinvested, resulted in a rate of return to common stockholders of 16.6%.  During this same 
period, the S&P 500 Index provided a rate of return of 21.8% for the year and the FTSE NAREIT Mortgage REITs 
Total Return Index provided a rate of return of 19.8%. 

 
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 cumulative return of 475%, which is also a compounded rate of 
return of 9.2% per year between March 1998 and December 2017.  During this same period, the S&P 500 Index 
produced a return of 7.3% per year and the FTSE NAREIT Mortgage REITs Total Return Index produced a return 
of 4.4% per year. 

Dividend Reinvestment and Stock Purchase Plan 
 

We believe that our Dividend Reinvestment and Stock Purchase Plan (the “Plan”) is an attractive benefit for 
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 (“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, 2017, 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, 2017, the closing price of our Series A Preferred Stock, as reported on the New York Stock Exchange, was 
$26.44, which provided a cash dividend yield of approximately 8.16%. 

Our Series B Cumulative Convertible Preferred Stock 
 

Our 6.25% Series B Cumulative Convertible Preferred Stock (“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, 2017, there were 779,743 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. Our 
Series B Preferred Stock is convertible into shares of our common stock.  During 2017, the conversion rate 
increased to 4.9174 shares of our common stock for each share of Series B Preferred Stock from the conversion rate 
of 4.7329 at December 31, 2016.  In addition, if our common stock dividend yield exceeds 6.25%, this conversion 
rate will increase as it did throughout 2017.  A copy of the prospectus is available on the http://www.sec.gov website 
or from our Company. 

 

 
At December 31, 2017, the closing price of our Series B Preferred Stock, as reported on the New York 

Stock Exchange, was $27.46, which provided a cash dividend yield of approximately 5.69% plus a 3.9% increase in 
the number of common shares into which it is convertible. 
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Our Series C Cumulative Preferred Stock 
 

In January 2015, we completed the offering of our 7.625% Series C Cumulative Preferred Stock (“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, 2017, there were 
1,988,983 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, 2017, the closing price of our Series C Preferred Stock, as reported on the New York Stock 

Exchange, was $25.16, which provided a cash dividend yield of approximately 7.58%. 

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 quarterly earnings calls, view presentations that the 
Company has made to investor groups, and obtain other statistical information.  Our website 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. 

Annual Meeting of Stockholders 
 

We invite you to attend our 2018 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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Our business routinely encounters and attempts to address risks, some of which will cause our future results to 
differ, sometimes materially, from those originally anticipated. Below, we have described our present view of the most 
significant risks facing the Company. The risk factors set forth below are not the only risks that we may face or that 
could adversely affect us. If any of the circumstances described in the risk factors discussed in this Annual Report on 
Form 10-K actually occur, our business, financial condition and results of operations could be materially adversely 
affected. If this were to occur, the trading price of our securities could decline significantly and stockholders may lose 
all or part of their investment. 

The following discussion of risk factors contains “forward-looking statements,” which may be important to 
understanding any statement in this Annual Report on Form 10-K or in our other filings and public disclosures. In 
particular, the following information should be read in conjunction with Item 7 – Management’s Discussion and 
Analysis of Financial Condition and Results of Operations and Item 8 – Financial Statements and Supplementary Data 
of this Annual Report on Form 10-K. 

Adverse developments in the residential mortgage market, the real estate market, and the broader financial and 
capital markets, as well as in the U.S. economy and the broader global economy, may adversely affect our business, 
results of operations, and financial condition. 

Congress and President Trump’s administration may make substantial changes to fiscal, tax, and other federal 
policies that may adversely affect our business. 



Failure to procure funding on favorable terms, or at all, would adversely affect our results and may, in turn, 
negatively affect the market price of shares of our common stock, Series A Preferred Stock, Series B Preferred Stock 
or Series C Preferred Stock. 

If we are unable to negotiate favorable terms and conditions on future borrowing arrangements with one or more of 
our lenders, our financial condition and earnings could be negatively impacted. 

Adverse developments in the residential mortgage market may adversely affect the value of the MBS in which we 
invest. 

New laws may be passed affecting the relationship between Fannie Mae and Freddie Mac, on the one hand, and the 
federal government, on the other, which could adversely affect the price of Agency MBS. 



Separate legislation has been introduced in both houses of the U.S. Congress, which would, among other things, wind 
down Fannie Mae and Freddie Mac, and we could be materially adversely affected if these proposed laws were 
enacted. 

Certain actions taken, or that may be taken in the future, by the U.S. government regarding monetary policy could 
negatively affect the availability of financing, the quantity and quality of available products, or cause changes in 
interest rates and the yield curve, any and each of which could materially adversely affect our business, results of 
operations and financial condition. 



A failure by the U.S. government to meet the conditions of the Budget Control Act of 2011, or to reduce its budget 
deficit, or a further downgrade of U.S. sovereign debt and government-sponsored agency debt, could have a material 
adverse impact on our borrowings and the valuations of our securities and may have a material adverse impact on 
our financial condition and results of operations. 

The failure or delay by the U.S. government to resolve future debt ceiling or government funding crises could 
materially adversely affect our stock price, our business, results of operations and financial condition. 

Mortgage loan modification programs and future legislative action may adversely affect the value of, and the returns 
on, the MBS and other mortgage assets in which we invest. 

We are subject to the risk that domestic and international crises, despite efforts by global governments to address such 
crises, may affect interest rates and the availability of financing in general, which could adversely affect our 
financing and our operating results. 



Our leveraging strategy increases the risks of our operations. 

•

•

•

•

We may incur increased borrowing costs related to repurchase agreements and that would adversely affect our 
profitability. 



•

•

•

An increase in interest rates may harm our book value, which could adversely affect the cash available for 
distribution to you and could cause the price of our securities to decline. 

An increase in interest rates may cause a decrease in the volume of newly issued, or investor demand for, MBS and 
other mortgage-related assets, which could adversely affect our ability to acquire MBS and other mortgage-related 
assets that satisfy our investment objectives and to generate income and pay dividends. 

A change in the LIBOR setting process could affect the interest rates that borrowing agreement counterparties 
charge on borrowings in general. Any such change could affect our borrowing agreements and could have an 
adverse impact on our net interest income. 



A flat or inverted yield curve may negatively affect our operations, book value and profitability due to its potential 
impact on investment yields and the supply of adjustable-rate mortgage products. 

We depend on short-term borrowings to purchase mortgage-related assets and reach our desired amount of leverage. 
If we fail to obtain or renew sufficient funding on favorable terms, we will be limited in our ability to acquire 
mortgage-related assets and our earnings and profitability would decline. 

Any borrowing arrangements that we use to finance our assets may require us to provide additional collateral or pay 
down debt, and if these requirements are not met, our financial condition and prospects could deteriorate rapidly. 

Our use of repurchase agreements to borrow funds may give our lenders greater rights in the event that either we or a 
lender files for bankruptcy. 



Because assets we acquire may experience periods of illiquidity, we may lose profits or be prevented from earning 
gains if we cannot sell mortgage-related assets at an opportune time. 

A decrease or lack of liquidity in our investments may adversely affect our business, including our ability to value and 
sell our assets. 

We may not have the benefit of repurchase rights or indemnification upon the breach of broad representations and 
warranties for all of the assets we acquire, which could increase the risk that we suffer losses on such assets. 

Our hedging strategies may not be successful in mitigating our risks associated with interest rates. 



The characteristics of hedging instruments present various concerns, including illiquidity, enforceability, and 
counterparty risks, which could adversely affect our business and results of operations. 

Competition may prevent us from acquiring mortgage-related assets at favorable yields, and that would negatively 
impact our profitability. 

Interest rate mismatches between our adjustable-rate MBS and our borrowings used to fund our purchases of these 
assets may reduce our income during periods of changing interest rates. 



Increased levels of prepayments from Agency MBS may decrease our net interest income. 

•

•

•

The timing and amount of prepayments could adversely affect our liquidity and our profitability. 



We may experience reduced net interest income from holding fixed-rate investments during periods of rising interest 
rates. 

Interest rate caps on our adjustable-rate MBS may reduce our income or cause us to suffer a loss during periods of 
rising interest rates. 

A decline in the fair market value of our Non-Agency MBS could result in us recording impairments on these 
investments, which may have an adverse effect on our results of operations and financial condition. 



Our investments in Non-Agency MBS and residential mortgage loans held-for-investment involve credit risk, which 
could materially adversely affect our results of operations. 

We may have significant credit risk, especially on Non-Agency MBS and residential mortgage loans held-for-
investment, in certain geographic areas and may be disproportionately affected by economic or housing downturns, 
natural disasters, terrorist events, adverse climate changes or other adverse events specific to those markets. 

We invest in Non-Agency MBS that are collateralized by loans of lower credit quality, such as Alt-A loans or 
securitized non-performing loans, which, due to lower underwriting standards, are subject to increased risk of losses. 

We may generate taxable income that differs from our GAAP income on Non-Agency MBS purchased at a discount 
to par value, which may result in significant timing differences in the recognition of income and losses. 



Generally, Non-Agency MBS have greater price sensitivity than Agency MBS, which could cause fluctuations in our 
book value. Such price fluctuations could cause repurchase agreement lenders to require greater amounts of 
collateral and higher margin requirements, which could affect our results of operations and could cause us to sell 
our Non-Agency MBS at potentially distressed prices in periods of significant price fluctuation. It could also cause 
repurchase agreement lenders to withdraw their financing from such investments. 

We acquire MBS and loans that are subject to defaults, foreclosure timeline extensions, fraud, residential price 
depreciation, and unfavorable modifications of principal amounts, interest rates and amortization of principal, which 
could result in losses to us. 

Our subordinated mortgage assets may be in the “first loss” position, subjecting us to greater risks of loss. 



If our Manager underestimates the collateral loss on our investments, we may experience losses. 

Our ownership of securitized mortgage loans subjects us to credit risk and, although we provide for an allowance for 
loan losses on these loans as required under GAAP, the loss reserves are based on estimates. As a result, actual losses 
incurred may be larger than our reserves, requiring us to provide additional reserves, which would impact our 
financial position and results of operations. 

We may be adversely affected by risks affecting borrowers or the asset or property types in which our investments may 
be concentrated at any given time, as well as from unfavorable changes in the related geographic regions. 

Our investments may include subordinated tranches of Non-Agency MBS, which are subordinate in right of payment 
to more senior tranches, subjecting us to greater risk of losses. 



Government use of eminent domain to seize underwater mortgages could materially and adversely affect the value of, 
and the returns on, our Non-Agency MBS. 

Mortgage loan modification and refinancing programs and future legislative action may materially adversely affect 
the value of, and the returns on, our Non-Agency MBS. 

The servicing of the mortgage loans that are the underlying collateral of our Non-Agency MBS is outside of our 
control, and if this servicing is not successful in limiting future delinquencies, defaults and losses, it could adversely 
affect our results of operations. 

The Non-Agency MBS in which we invest, and the mortgage loans underlying the Non-Agency MBS in which we 
invest, are subject to delinquency, foreclosure, and loss, which could result in losses to us. 



We may invest in securities in the developing Agency risk transfer sector that are subject to mortgage credit risk. 

We may invest in leveraged mortgage derivative securities that generally experience greater volatility in market 
prices, thus exposing us to greater risk with respect to their rate of return. 

New assets we acquire may not generate yields as attractive or be as accretive to book value as have been experienced 
historically. 



If we are unable to find suitable investments, we may not be able to achieve our investment objectives or pay 
dividends. 

We are dependent upon information systems and communication systems and their failure could significantly disrupt 
our business. 

We have no employees and our Manager is responsible for making all of our investment decisions. The employees of 
our Manager are not required to devote any specific amount of time to our business. 



We are completely dependent upon our Manager, who provides services to us through the Management Agreement, 
and we may not find suitable replacements for our Manager if the Management Agreement is terminated or such key 
personnel are no longer available to us. The loss of any key personnel of our Manager could harm our operations. 



The Management Agreement was not negotiated on an arm’s-length basis and the terms, including fees payable, may 
not be as favorable to us as if it were negotiated with an unaffiliated third party. 

If we elect to not renew the Management Agreement without cause, we would be required to pay our Manager a 
substantial termination fee. 

If we do not renew the Management Agreement for any reason, we would continue to be obligated to pay the sublease 
on our office premises in California. 

If we elect to not renew the Management Agreement without cause for two years thereafter, we may not retain any of 
our Manager’s employees to assist us in managing the Company on a full-time or interim basis. 



Various corporate actions require the approval of the majority of all shareholders. 

In the event of a change of control, we will owe certain of the officers and employees of our Manager a payment as 
specified in their Change of Control and Arbitration Agreements between these officers/employees and the Company. 

The management fee is payable regardless of our performance. 

The fee structure of the Management Agreement may limit our Manager’s ability to retain access to its key personnel. 

Some investors may not view our external management in a positive light, which may affect the market price of our 
common stock, and may make it more difficult for future offerings of our stock. 

Potential conflicts of interest could arise if our Manager were to take greater risk for the purpose of increasing our 
equity in order to earn a greater management fee. 



Our Manager’s liability is limited under the Management Agreement and we have agreed to indemnify our Manager 
against certain liabilities. 

Our Manager has limited resources and may not be able to defend itself in litigation. 

Failure of our Manager to comply with SEC rules and regulations could cause various disciplinary actions, which 
could cause a disruption in services provided to us, and may impact our business operations and our profitability. 

Our Board may change our operating policies and strategies without prior notice or stockholder approval and such 
changes could harm our business, results of operations and stock price. 

We are in an industry that has significant competition, and we have limited operating history in this sector, which 
makes this business difficult to evaluate, and may affect our ability to operate this business in a profitable manner. 



Many factors affect the single-family residential rental market, and the profitability of this business will be affected 
both by our assumptions about this market and this market’s conditions in our target areas. 

Initially, our portfolio of properties has been geographically concentrated, and any adverse developments in local 
economic conditions, or the demand for single-family rental homes in these markets, or the occurrence of natural 
disasters, may adversely affect the operating results of this business. 

Poor resident selection and defaults by renters may adversely affect the financial performance of this business and 
harm our reputation. 

Declining real estate values and impairment charges could adversely affect the earnings and financial condition of 
this business. 



If we are disqualified as a REIT, we will be subject to tax as a regular corporation and face substantial tax liability. 

•

•

•

•

Complying with REIT requirements may cause us to forego otherwise attractive opportunities. 

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



Complying with REIT requirements may force us to liquidate otherwise attractive investments or to make investments 
inconsistent with our business plan. 

REIT distribution requirements could adversely affect our ability to execute our business plan and may require us to 
incur debt, sell assets, or take other actions to make such distributions. 

Even though we elected to be taxed as REIT, we may be required to pay certain taxes. 



Our ability to invest in and dispose of TBA contracts could be limited by our REIT status and we could lose our REIT 
status as a result of these investments. 

Complying with REIT requirements may force us to borrow to make distributions to stockholders. 

Dividends payable by REITs do not qualify for the reduced tax rates. 

The tax imposed on REITs engaging in “prohibited transactions” will limit our ability to engage in transactions, 
including certain methods of securitizing loans, which would be treated as sales for federal income tax purposes. 



We may incur excess inclusion income that would increase the tax liability of our stockholders. 

Misplaced reliance on legal opinions or statements by issuers of mortgage-related assets could result in a failure to 
comply with REIT gross income or asset tests. 

Failure to maintain an exemption from the Investment Company Act would materially harm our results of 
operations. 



We presently are not, nor do we intend to be, regulated as an investment company. Fluctuations in our net income 
and in our book value will likely be greater than those of investment companies. This may affect investors or potential 
investors as to the appropriateness of our stock as compared to that of an investment company. 

 



The market price of our common stock may fluctuate significantly. 

•

•

•

•

•

•

•

•

•

•

We may not be able to use the money we raise from time to time to acquire investments at favorable prices. 

We have not established a minimum dividend payment level for our common stockholders and there are no 
assurances of our ability to pay dividends to them in the future. 



Our charter does not permit ownership of over 9.8% of our common or preferred stock and attempts to acquire our 
common or preferred stock in excess of the 9.8% limit are void without prior approval from our Board. 

Because provisions contained in Maryland law, our charter and our bylaws may have an anti-takeover effect, 
investors may be prevented from receiving a “control premium” for their shares. 

• Ownership limit

• Preferred Stock

• Maryland business combination statute

• Maryland control share acquisition statute

Future offerings of debt securities, which would be senior to our common stock, Series A Preferred Stock, Series B 
Preferred Stock and Series C Preferred Stock upon liquidation, or other equity securities, which would dilute our 
existing stockholders and may be senior to our common stock, Series A Preferred Stock, Series B Preferred Stock and 
Series C Preferred Stock for the purposes of dividend distributions, may harm the market price of our common stock, 
Series A Preferred Stock, Series B Preferred Stock and Series C Preferred Stock. 
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•
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Our MBS Portfolio 

Years Ended December 31, 2017 and 2016 





Years Ended December 31, 2016 and 2015 
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Residential Mortgage Loan Held-for-Investment 

Residential Properties Portfolio 

Hedging Strategies 



Agency MBS and Non-Agency MBS Portfolios 
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•



•

•
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Core Earnings 



Effective Net Interest Rate Spread 



Revenue Recognition 

Valuation and Classification of Investment Securities 



Residential Mortgage Loans Held-for-Investment 

Accounting for Derivatives and Hedging Activities 



Income Taxes 

Recent Accounting Pronouncements 

Government Activity 

Developments Concerning Fannie Mae and Freddie Mac 



Actions of the Federal Reserve 

Other Recent Activity 



Interest Rate Risk 





Market Risk 

Liquidity Risk 



Prepayment Risk 



Credit Risk 
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Internal Control—Integrated Framework . 



Internal Control — Integrated Framework

Internal Control — Integrated Framework
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Internal Control — Integrated Framework













Our Company 

•

•

•

Our Manager 











Business Combinations

Risk Management 



Accounting for Derivative and Hedging Activities 



















Residential Mortgage Loans Held by Consolidated Securitization Trusts 





Allowance for Loan Losses on Residential Mortgage Loans Held by Consolidated Securitization Trusts 

Asset-Backed Securities Issued by Securitization Trusts 

















Management Agreement and Externalization 



Change in Control and Arbitration Agreements 

Agreements with Pacific Income Advisers, Inc. 



2014 Equity Compensation Plan 





Interest Rate Swap Agreements 



Eurodollar Futures Contracts 

TBA Agency MBS 
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