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PART I. FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statemen{unaudited)
NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except share and per sihmemernds)

June 30, December 31,
2011 2010
ASSETS (unaudited)

Investment securities available for sale, at falue (including pledged

securities of $115,595 and $38,475, respegiivel $ 150,477 $ 86,04(
Mortgage loans held in securitization trusts (net) 217,08! 228,18!
Mortgage loans held for investment 5,11: 7,46(
Investments in limited partnership and limited liiyp company 20,35( 18,66¢
Cash and cash equivalents 6,88t 19,37¢
Reverse repurchase agreements 18,00( -
Receivable for securities sold - 5,65:%
Derivative assets 14,67 -
Subscription receivable 10,63¢ -
Receivables and other assets 12,35¢ 8,91¢
Total Assets $ 45557¢ $ 374,29:

LIABILITIES AND EQUITY

Liabilities:
Financing arrangements, portfolio investments $ 96,37C $ 35,63:
Collateralized debt obligations 209,67 219,99(
Derivative liabilities 2,44¢ 1,087
Payable for securities purchased 15,67« -
Accrued expenses and other liabilities 4,027 4,09t
Subordinated debentures (net) 45,00( 45,00(
Total liabilities 373,18¢ 305,80°
Commitments and Contingencies
Equity:
Stockholders' equity
Common stock, $0.01 par value, 400,000,000 authdyi2,450,599 and 9,425,442,

shares issued and outstanding, respectively $ 95 $ 94
Common stock subscribed 10,63¢ -
Additional paid-in capital 131,31¢ 135,30(
Accumulated other comprehensive income 17,34« 17,73:
Accumulated deficit (77,936 (84,639
Total stockholders' equity 81,45 68,48’
Noncontrolling interes 93z =
Total equity 82,38¢ 68,48"
Total Liabilities and Equity $ 45557¢ $ 374,29:

See notes to condensed consolidated financialms&tes.




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(amounts in thousands, except per share amounts)

INTEREST INCOME

INTEREST EXPENSE:

Investment securities and loans held in seeatitn

trusts
Subordinated debentures
Convertible preferred debentures

Total interest expense
NET INTEREST INCOME

OTHER INCOME (EXPENSE):

Provision for loan losses

Income from investment in limited partnership
and limited liability company

Realized gain on investment securities
and related hedges

Unrealized loss on investment securities
and related hedges
Total other income

General, administrative and other expenses

INCOME FROM CONTINUING OPERATIONS
BEFORE INCOME TAXES

Income tax expense

INCOME FROM CONTINUING OPERATIONS
Income from discontinued operation - net of tax
NET INCOME

Net income attributable to noncontrolling inter
NET INCOME ATTRIBUTABLE TO COMMON
STOCKHOLDERS

Basic income per common share

Diluted income per common share

Dividends declared per common share
Weighted average shares outstanding-basic
Weighted average shares outstanding-diluted

See notes to condensed consolidated financialms&tes.

(unaudited)

For the Three Months
Ended June 30,

For the Six Months
Ended June 30,

2011 2010 2011 2010

$ 6,48. $ 5188 $ 10,17¢ $ 11,40¢
711 1,28¢ 1,42¢ 2,67¢

47¢ 672 93¢ 1,43:

- 53¢ - 1,20(

1,181 2,49t 2,36¢ 5,30¢

5,301 2,69( 7,811 6,09¢

(391) (600) (1,024 (602)

49¢ - 1,28¢ -

3,28¢ 1,291 5,471 2,09¢

(695) - (735) -

2,69¢ 691 4,99¢ 1,49¢

3,45¢ 2,107 5,747 3,96:

4,54: 1,274 7,062 3,631

362 - 362 -

4,18 1,274 6,69¢ 3,631

9 26€ 4 57¢

4,18¢ 1,547 6,70: 4,21(

20 - 20 -

$ 4,16¢ $ 154: $ 6,68: $ 4,21(
$ 0.4/ $ 0.1€ $ 071 $ 0.45
$ 0.4/ $ 0.1€ $ 071 $ 0.4E
$ 0.2: $ 0.1 $ 0.4C $ 0.45
9,447 9,41¢ 9,44( 9,41¢

9,447 11,91¢ 9,44( 11,91¢




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' E QUITY
(dollar amounts in thousands)

(unaudited)
Accum-
ulated
Other
Addit Compre-
Common ional Accum- hensive Non- Compre-
Common Stock Paid-In ulated Income/ controlling hensive
Stock  Subscribec Capital Deficit (Loss) Interest Income Total
Balance, December 31, 2010 $ 94 $ -$ 135300 $ (84,639% 17,73 $ -$ - $ 68,48
Net income - - 6,70z - (20 6,70 6,68:
Restricted stock issuance 1 - 17¢€ - - - - 177
Common stock subscribed - 10,63¢ - - - - - 10,63¢
Costs associated with issuance ¢
common stock - - (381) - - - - (382)
Dividends declared - - (3,779 - - - - (3,779
Increase in norcontrolling interest
related to consolidation of
interest in a mortgage loan hel
for investment - - - - - 952 - 952
Reclassification adjustment for ni
gain included in net income - - - - (3,885 - (3,885 (3,88%)
Increase in net unrealized gain o
available for sale securities = = - - 3,08¢ - 3,08¢ 3,08¢
Increase in fair value of derivative
instruments utilized focash flow
hedges - - - - 40¢ - 40¢ 40¢
Comprehensive income = = - - - - $ 6,31°F -
Balance, June 30, 2011 $ 95 $ 10,63t $ 13131¢$ (77,930$ 1734: $ 932 $ 82,38¢

See notes to condensed consolidated financialms&tes.




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollar amounts in thousands)

(unaudited)
For the Six Months Ended
June 30,
2011 2010
Cash Flows from Operating Activities:
Net income $ 6,70 $ 4,21(
Adjustments to reconcile net income to net cashkigeal by operating activities:
Depreciation and amortization 68 48¢
Net accretion on investment securities and gagi¢ loans held in securitization trusts 34z (1,379
Realized gain on securities and related hedges (5,474 (2,09¢)
Unrealized loss on securities and related hedge 73t -
Payments received on loans held for sale 14 16
Provision for loan losses 1,02¢ 60z
Income from investment in limited partnershildimited liability company (2,287 -
Distributions from investment in limited partekip 38¢ -
Stock issuance 177 95
Changes in operating assets and liabilities:
Receivables and other assets (749 (260)
Accrued expenses and other liabilities 1,452 (35¢)
Net cash provided by operating activit 3,397 1,32(
Cash Flows from Investing Activities:
Restricted cash (2,82¢) 69(C
Purchases of reverse repurchase agreements (18,000 >
Purchases of investment securities (87,58%) -
Issuance of mortgage loans held for investment (2,520 >
Purchase of investment in limited liability cpamy (5,327 -
Proceeds from investment in limited partnership 4,517 -
Proceeds from mortgage loans held for investmen 4,98¢ -
Proceeds from sales of investment securities 26,28¢ 4,961
Principal repayments received on mortgage |bafd in securitization trusts 10,03¢ 25,49:
Principal paydowns on investment securitiegailable for sale 8,811 32,32¢
Net cash (used in) provided by investing activi (61,61 63,47(
Cash Flows from Financing Activities:
Proceeds from (payments of) financing arrangeme 60,73¢ (24,79)
Dividends paid (5,475 (4,710
Payments made on collateralized debt obligation (10,359 (25,77
Capital contributed by noncontrolling interest 932 -
Costs associated with common stock subscribed (106) >
Net cash provided by (used in) financing activi 45,73: (55,279
Net (Decrease) Increase in Cash and Cash Equivalent (12,490 9,51:
Cash and Cash Equivalents - Beginning of Period 19,37¢ 24,52:
Cash and Cash Equivalents - End of Period $ 6,88t $ 34,03¢
Supplemental Disclosure:
Cash paid for interest $ 2,301 $ 4,82:
Non-Cash Investment Activities:
Sale of investment securities not yet settled $ - $ 28,01!

Purchase of investment securities not yet settled $ 15,67 $ -




Non-Cash Financing Activities:
Dividends declared to be paid in subsequent period $ - $ 1,69¢

Common stock subscribed included in subscriptiaeirable $ 10,63t $ -

See notes to condensed consolidated financialre&tes.




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
June 30, 2011
(unaudited)

1. Summary of Significant Accounting Policies

Organization- New York Mortgage Trust, Inc., together with dsnsolidated subsidiaries (“NYMT,” the “Companyyvé,” “our” anc
“us”), is a real estate investment trust, or RENTthe business of acquiring, investing in, finamgcand managing primarily mortgagelatec
assets. Our principal business objective is to ggaenet income for distribution to our stockhofleesulting from the spread between
interest and other income we earn on our intezasting assets and the interest expense we payedootrowings that we use to finance
leveraged assets and our operating costs. We adgoopportunistically acquire and manage variou®othipes of financial assets that
believe will compensate us appropriately for te&siassociated with them.

The Company conducts its business through the parempany, NYMT, and several subsidiaries, inclgdispecial purpo:
subsidiaries established for loan securitizationppses, a taxable REIT subsidiary ("TRS") and djealiREIT subsidiaries ("QRS"). T
Company conducts certain of its portfolio investmeperations through its wholly-owned TRS, Hypoth&zapital, LLC (*HC”),in order t
utilize, to the extent permitted by law, a portioina net operating loss carfgrward held in HC that resulted from the Compamxi from the
mortgage lending business. Prior to March 31, 288¥ Company conducted substantially all of itsrtgege lending business throt
HC. One of the Company's wholly-owned QRSs, NearkYMortgage Funding, LLC (“NYMF”), currently holdsertain mortgageelatec
assets for regulatory compliance purposes. Thepaasnalso may conduct certain other portfolio itwesnt operations through NYMF. T
Company utilizes its wholly-owned QRS, RB Commeéridartgage LLC (“RBCM”),for its investments secured by commercial realtesta
structured other investments such as seasonedstresfied commercial loan portfolios, net leasegpgites or subordinate commern
mortgagebacked securities. The Company consolidates altsoubsidiaries under generally accepted accogmrinciples in the Unite
States of America (“GAAP”").

The Company is organized and conducts its opemtsmas to qualify as a REIT for federal income paxposes. As such, 1
Company will generally not be subject to federaloime tax on that portion of its income that isritistted to stockholders if it distributes
least 90% of its REIT taxable income to its stodkbos by the due date of its federal income taxrreand complies with various otl
requirements.

Basis of Presentation The condensed consolidated balance sheet as ofribece81, 2010, has been derived from audited fiiai
statements. The condensed consolidated balane¢ ahdune 30, 2011, the condensed consolidatezhetats of operations for the three
six months ended June 30, 2011 and 2010, the ceaderonsolidated statement of stockholdeggiity for the six months ended June 30, .
and the condensed consolidated statements of agh for the six months ended June 30, 2011 and 204 unaudited. In our opinion,
adjustments (which include only normal recurringuatinents) necessary to present fairly the Comgaifiyiancial position, results
operations and cash flows have been made. Cenfairmation and footnote disclosures normally imtdd in financial statements prepare
accordance with GAAP have been condensed or omiittextcordance with Article 10 of Regulation S-Xdathe instructions to Form 10-
Q. These condensed consolidated financial statenséould be read in conjunction with the consaéiddinancial statements and notes the
included in our Annual Report on Form KOfor the year ended December 31, 2010, as filetth thie Securities and Exchange Commis
(*SEC”). The results of operations for the three and sixttnmanded June 30, 2011 are not necessarily indicat the operating results for 1
full year.

The accompanying condensed consolidated finantaééreents have been prepared on the accrual Hascounting in accordan
with U.S. generally accepted accounting principgf&8AAP”). The preparation of financial statements in conftymiith GAAP require
management to make estimates and assumptionsffibietttae reported amounts of assets and liaksliied disclosure of contingent assets
liabilities at the date of the financial statemeansl the reported amounts of revenues and expeusieg the reporting period. Actual res
could differ from those estimates.

The condensed consolidated financial statementheofCompany include the accounts of all subsidiarsgnificant intercompal
accounts and transactions have been eliminated.




Investment Securities Available for Salthe Company's investment securities, where thevédire option has not been elected an
reported at fair value with unrealized gains arebé&s reported in other comprehensive income (“Q@idlude residential mortgadecke:
securities (“RMBS”) that are issued by governmguarsored enterprises (“GSEWhich, together with RMBS issued or guaranteed tinel
GSE’s or government agencies, is referred to asetty RMBS,” non-Agency RMBS and collateralized laalsligations (“CLOs"). Out
investment securities are classified as availabtestle securities. Realized gains and losses dedoon the sale of investment secur
available for sale are based on the specific ifleation method and included in realized gain (Joms sale of securities and related hedg
the condensed consolidated statements of operatftamshase premiums or discounts on investmentriiesuare amortized or accretec
interest income over the estimated life of the gtrreent securities using the effective yield methddjustments to amortization are made
actual prepayment activity.

When the fair value of an investment security ssl¢han its amortized cost at the balance sheet ta security is considel
impaired. The Company assesses its impaired siesudh at least a quarterly basis, and designatgsimpairments as either “temporamy”
“other-than-temporary.If the Company intends to sell an impaired secutyit is more likely than not that it will be reiged to sell th
impaired security before its anticipated recovéngn it must recognize an other-th@mporary impairment through earnings equal toethtére
difference between the investment's amortized aostits fair value at the balance sheet date elfGbmpany does not expect to sell an other
than-temporarily impaired security, only the pantiof the other-thatemporary impairment related to credit losses ogaized throug
earnings with the remainder recognized as a conoag other comprehensive income (loss) on the eosdd consolidated balal
sheet. Impairments recognized through other congmsitie income (loss) do not impact earnings. Faligwhe recognition of an other-than-
temporary impairment through earnings, a new castshis established for the security, which mayb®adjusted for subsequent recoveri
fair value through earnings. However, other-tl@mporary impairments recognized through earningyg be accreted back to the amort
cost basis of the security on a prospective basaugh interest income. The determination as tothdrean other-thatemporary impairme
exists and, if so, the amount considered other-teerporarily impaired is subjective, as such deteations are based on both factual
subjective information available at the time ofesssnent. As a result, the timing and amount ofretientemporary impairments constit
material estimates that are susceptible to sigmifichange.

The Companys investment securities available for sale alsdudes its investment in a wholly owned account mefé to as th
Midway Residential Mortgage Portfolio. The Midwag$tdential Mortgage Portfolio investments includiiest only and inverse interest ¢
securities (collectively referred to as “IOsdhd U.S. Treasury securities. The Midway Residemiartgage Portfolio investments inclt
derivative investments not designated as hedgiagguments, unrealized gains and losses are reamytiwrough earnings in the conder
consolidated statements of operations. The Compasyelected the fair value option for these investnsecurities which also meast
unrealized gains and losses through earnings idhdensed consolidated statements of operatisnhieaCompany believes this accoun
treatment more accurately and consistently reflgetis results of operations.

Cash and Cash EquivalertCash and cash equivalents include cash on handjrasndue from banks and overnight deposits.
Company maintains its cash and cash equivaleritigyily rated financial institutions, and at timbsse balances exceed insurable amounts.

Receivables and Other AssetReceivables and other assets totaled $12.4 miioof June 30, 2011, and consist primarily of
million of restricted cash held by third partieg}.® million of assets related to discontinued ofiens, $1.3 million of accrued inter
receivable, $0.8 million related to escrow advan&8s7 million of real estate owned (“REQH) securitization trusts, $0.6 million of prep
expenses, $0.5 million of capitalized expensedeelto equity and bond issuance cost, $0.1 milibdeferred tax asset and $0.1 millior
other assets. The restricted cash held by thirdegaof $4.3 million includes $4.1 million held mpunterparties as collateral for hedc
instruments and $0.2 million as collateral for sidleof credit related to the lease of the Comparmgrporate headquarters. Receivables
other assets totaled $8.9 million as of DecembeRB10, and consist of $4.0 million of assets ezldb discontinued operations, $1.4 milliol
restricted cash held by third parties, $1.1 millretated to escrow advances, $0.7 million of retht® owned (“REQO”)n securitization trust
$0.6 million of capitalized expenses related toigggand bond issuance cost, $0.6 million of accrimerest receivable, $0.4 million of prep
expenses and $0.1 million of deferred tax asshe festricted cash held by third parties of $1.4lioni includes $1.2 million held t
counterparties as collateral for hedging instrurmemd $0.2 million as collateral for a letter oédit related to the lease of the Company’
corporate headquarters.

Mortgage Loans Held in Securitization TrustdMortgage loans held in securitization trusts ardgaie adjustable rate mortge
("ARM") loans transferred to New York Mortgage Tr@905-1, New York Mortgage Trust 2005-2 and NewRkrMortgage Trust 2003-tha
have been securitized into sequentially rated ekae$ beneficial interests. Mortgage loans helgeiouritization trusts are carried at their un
principal balances, net of unamortized premiumiscalint, unamortized loan origination costs anovedince for loan losses.

Interest income is accrued and recognized as reveren earned according to the terms of the moetdeans and when, in t
opinion of management, it is collectible. The aetrof interest on loans is discontinued when, imaggemens opinion, the interest is r
collectible in the normal course of business, Iuhd case when payment becomes greater than 90déégguent. Loans return to accr
status when principal and interest become curnethtaae anticipated to be fully collectible.






Mortgage Loans Held for InvestmentMortgage loans held for investment are stated aiighprincipal balance, adjusted for
unamortized premium or discount, deferred feesxperses, net of valuation allowances. Interesirimeis accrued on the principal amour
the loan based on the loantontractual interest rate. Amortization of prems$ and discounts is recorded using the effectivdd
method. Interest income, amortization of premiwand discounts and prepayment fees are reporteddrest income. Loans are considere
be impaired when it is probable that, based uporeatiinformation and events, the Company will Ib@hle to collect all amounts due ur
the contractual terms of the loan agreement. Basdtie facts and circumstances of the individoahs being impaired, loan specific valua
allowances are established for the excess carmahge of the loan over either: (i) the present gadfiexpected future cash flows discounte
the loan’s original effective interest rate, (lietestimated fair value of the loaninderlying collateral if the loan is in the pres®f foreclosul
or otherwise collateral dependent, or (iii) then@aobservable market price.

Allowance for Loan Losses on Mortgage Loans Hel&éturitization Trusts We establish an allowance for loan losses bas:
management's judgment and estimate of credit lashesent in our portfolio of mortgage loans heldsécuritization trusts.

Estimation involves the consideration of variousdit-related factors including but not limited tmacroeconomic conditions, tl
current housing market conditions, loanvilue ratios, delinquency status, historical crémbs severity rates, purchased mortgage insul
the borrower's current economic condition and offaetors deemed to warrant consideration. Additignave look at the balance of a
delinquent loan and compare that to the currentevaf the collateralizing property. We utilize \ars home valuation methodologies incluc
appraisals, broker pricing opinions (“BPOs”"), imtetbased property data services to review comparablgepties in the same area or cor
with a realtor in the property's area.

Comparing the current loan balance to the propatye determines the current loan-to-value (“LTY&jio of the loan. Generally, \
estimate that a first lien loan on a property thaes into a foreclosure process and becomes redd esvned (“REO”)results in the proper
being disposed of at approximately 84% of the aureppraised value. This estimate is based on neamagt's experience as well as real
severity rates since issuance of our securitizatiBuring 2008, as a result of the significant detation in the housing market, we revised
policy to estimate recovery values based on cuiiente valuations less expected costs to dispoBeserlcosts typically approximate 169
the current home value. It is possible given cargthdifficult real estate market conditions in maepgraphic regions that we may realize
than that return in certain cases. Thus, for & liiga loan that is delinquent, we will adjust t@perty value down to approximately 84% of
current property value and compare that to theeotiibalance of the loan. The difference determihesase provision for the loan loss te
for that loan. This base provision for a particutsan may be adjusted if we are aware of speciftumstances that may affect the outcon
the loss mitigation process for that loan. Predataly, however, we use the base reserve numbeufareserve.

The allowance for loan losses will be maintainedtigh ongoing provisions charged to operating ine@mnd will be reduced by loe
that are charged off. As of June 30, 2011 and Déeer81, 2010, the allowance for loan losses hekkuuritization trusts totaled $2.9 mill
and $2.6 million, respectively.

Investment in Limited Partnership and Limited LlapiCompany- The Company has equity investments in a limitedreaship an
a limited liability company. In circumstances wiehe Company has a neopatrolling interest but either owns a significamterest or is ab
to exert influence over the affairs of the entesprithe Company utilizes the equity method of anting. Under the equity method
accounting, the initial investment is increasedheperiod for additional capital contributions angraportionate share of the entgyearning
and decreased for cash distributions and a prapate share of the entity’s losses.

Management periodically reviews its investments ifopairment based on projected cash flows from eéhtty over the holdin
period. When any impairment is identified, thedatments are written down to recoverable amounts.

Financing Arrangements, Portfolio Investmentdnvestment securities available for sale are tyfyichnanced with repurcha
agreements, a form of collateralized borrowing Wwhi secured by the securities on the balance st&ath financings are recorded at t
outstanding principal balance with any accruedregedue recorded as an accrued expense.




Revenue Recognitioninterest income on our mortgage loans and moetgpagked securities is a combination of the inteeashe:
based on the outstanding principal balance of thdedying loan/security, the contractual terms e Bssets and the amortization of y
adjustments, principally premiums and discountgigenerally accepted interest methods. The neAlBAost over the par balance of self-
originated loans held for investment and premiurd discount associated with the purchase of mortgagked securities and loans
amortized into interest income over the lives &f tnderlying assets using the effective yield meths adjusted for the effects of estim.
prepayments. Estimating prepayments and the rentaterm of our interest yield investments requirgnagement judgment, which involv
among other things, consideration of possible ®itinterest rate environments and an estimate of bowowers will react to tho
environments, historical trends and performance d¢tual prepayment speed and actual lives coutddse or less than the amount estim
by management at the time of origination or puretzEfshe assets or at each financial reportingoperi

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

Collateralized Debt Obligations (“CDO") We use CDOs to permanently finance our loans hekkcuritization trusts. For financ
reporting purposes, the ARM loans held as collai@m recorded as assets of the Company and the i€P&orded as the Compasydebi
The Company has completed four securitizationsesinception, the first three were accounted foa @grmanent financing and the fourth
accounted for as a sale and accordingly, not iredlud the Company'’s financial statements.

Subordinated Debentures (Netpubordinated debentures are trust preferred sexsutitat are fully guaranteed by the Company
respect to distributions and amounts payable ujquidation, redemption or repayment. These sdeasriare classified as subordine
debentures in the liability section of the Compamondensed consolidated balance sheet.

Convertible Preferred Debentures (Neffhe Company issued $20.0 million in Series A Cofibker Preferred Stock that matured
December 31, 2010. The outstanding shares weremneed by the Company at the $20.00 per share &tjoid preference plus accrt
dividends on December 31, 2010.

Derivative Financial InstrumentsThe Company has developed risk management progaathprocesses, which include investm
in derivative financial instruments designed to agminterest rate and prepayment risk associatiwitaisecurities investment activities.

Derivative instruments contain an element of riskthe event that the counterparties may be untblmeet the terms of su
agreements. The Company minimizes its risk expolsydéniting the counterparties with which it ergénto contracts to banks and investn
banks who meet established credit and capital ipele Management does not expect any counterpartyefault on its obligations at
therefore, does not expect to incur any loss dwstmterparty default. In addition, all outstandintgerest rate swap agreements haviatgra
margin call capabilities, meaning the Company wéljuire margin for interest rate swaps that aréheén Companys favor, minimizing an
amounts at risk.

The Company invests in To Be Announced securitieBAs”) through its Midway Residential Mortgage Ffotio. TBAs are forward-
settling purchases and sales of Agency RMBS wheraihderlying pools of mortgage loans are “To-Bexdumced.” Pursuant to these TE
transactions, we agree to purchase or sell, fardutlelivery, Agency RMBS with certain principaldamterest terms and certain type:
underlying collateral, but the particular Agency BRBIto be delivered is not identified until shortlgfore the TBA settlement date. For T
contracts that we have entered into, we have resrtesi that physical settlement is probable, tbeeefve have not designated these fon
commitments as hedging instruments. Realized angalined gains and losses associated with thesesTéBé recognized through earning
the condensed consolidated statements of operations

Termination of Hedging Relationship’he Company employs a number of risk managemenitarorg procedures to ensure t
the designated hedging relationships are demoimgjraand are expected to continue to demonstratagla level of effectiveness. Hec
accounting is discontinued on a prospective bésiss determined that the hedging relationshimaslonger highly effective or expected tc
highly effective in offsetting changes in fair valof the hedged item.

Additionally, the Company may elect to un-designatéhedge relationship during an interim period aediesignate upon tl
rebalancing of a hedge profile and the correspantiedge relationship. When hedge accounting isodiswued, the Company continues
carry the derivative instruments at fair value wittanges recorded in current earnings.




Interest Rate RiskThe Company hedges the aggregate risk of inteséstfluctuations with respect to its borrowinggaelless of tt
form of such borrowings, which require paymentsebasn a variable interest rate index. With respgecinterest rate risk, the Comp:
generally intends to hedge the risk related to ghann the benchmark interest rate (London Intéctaffiered Rate (“LIBOR”).The Compan
applies hedge accounting for certain interestmatiges utilizing the cash flow hedge criteria .

In order to reduce such interest rate risk, the @amy enters into swap agreements whereby the Compaeives floating ra
payments in exchange for fixed rate payments, #ffely converting the borrowing to a fixed rate. eTiCompany also enters into
agreements whereby, in exchange for a premiunCtmepany is reimbursed for interest paid in excéssagrtain capped rate.

To qualify for cash flow hedge accounting, interggé swaps and caps must meet certain critechydimg:
e the items to be hedged expose the Companyetesttrate risk; and
e the interest rate swaps or caps are expected iighly effective in reducing the Company's expedo interest rate risk.

The fair values of the Company's interest rate sagapements and interest rate cap agreementssaé ba values provided by dea
who are familiar with the terms of these instrurser@@orrelation and effectiveness are periodicaligeased at least quarterly based ug
comparison of the relative changes in the fair @alar cash flows of the interest rate swaps ansd aag the items being hedged.

For derivative instruments that are designated qualdify as a cash flow hedge (i.e. hedging the eup® to variability in expect
future cash flows that is attributable to a pattcuisk), the effective portion of the gain or dosn the derivative instruments are reported
component of OCI and reclassified into earningghi@ same period or periods during which the hedgadsaction affects earnings. -
remaining gain or loss on the derivative instruregéntexcess of the cumulative change in the presgoe of future cash flows of the hed
item, if any, is recognized in current earningsimiyithe period of change.

In addition to utilizing interest rate swaps angs;ave may purchase or sell short U.S. Treasunyrgies or enter into Eurodollar
other futures contracts or options to help mitigate potential impact of changes in interest ratethe performance of the Midway Residel
Mortgage Portfolio. We may borrow U.S. Treasury wsities to cover short sales of U.S. Treasury dtesrunder reverse repurch
agreements. For instruments that are not desigratedalify as a cash flow hedge, such as our idé®. Treasury securities or Euroda
futures contracts, any realized and unrealized sgaimd losses associated with these instrumentseaognized through earnings in
condensed consolidated statement of operations.

With respect to a Eurodollar futures contract,i@hitnargin deposits are made upon entering intar&st contracts and can be ei
cash or securities. During the period the futui@grmct is open, changes in the value of the contnae recognized as unrealized gains or I
by marking to market on a daily basis to reflee tharket value of the contract at the end of eagfsdrading. Variation margin payments
made or received periodically, depending upon wéretinrealized gains or losses are incurred. Whenctntract is closed, the Comp
records a realized gain or loss equal to the diffee between the proceeds of the closing transaatid the Company’s basis in the contract.

The Company uses TBAs to hedge interest rate nskthe aggregate risk of prepayments associatdd itgitMidway Residenti
Mortgage Portfolio. For example, we may utilize T8# hedge the interest rate or yield spread nblerient in our long Agency RMBS
taking short positions in TBAs that are similarcimaracter. In a TBA transaction, we would agrepurzhase or sell for future delivery, Age
RMBS with certain principal and interest terms aedain types of underlying collateral, but thetigaifar Agency RMBS to be delivered is
identified until shortly before the TBA settlematdte. The Company typically does not take deli@ryBAs, but rather settles with its trad
counterparties on a net basis. TBAs are liquidzande quoted market prices and represent the mstlgdraded class of RMBS.

Prepayment Risk When borrowers repay the principal on their morggdgans before maturity or faster than their sches
amortization, the effect is to shorten the periedrowhich interest is earned, and thereby, redbeeyteld for mortgage assets purchasec
premium to their then current balance. Conversalyitgage assets purchased for less than theirctiveent balance exhibit higher yields du
faster prepayments. Generally, when market intesgsts decline, borrowers have a tendency to medmdheir mortgages, thereby increa
prepayments.

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

We mitigate prepayment risk by constantly evalugiinr mortgage assets relative to prepayment spaestsved for our mortga
assets, including the investments in our MidwayitRadial Mortgage Portfolio. The Midway Residehtiortgage Portfolio is designed
outperform in a rising rate or slower prepaymentiremment, offsetting possible exposures in our other mortgalgeec assets. Furthermc
we stresgest the portfolio as to prepayment speeds andeisteate risk in order to further develop or makedifications to our heds



balances.
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Other Comprehensive Income (Lospther comprehensive income (loss) is comprised gmilgn of income (loss) from changes
value of certain of the Comparsyavailable for sale securities and the impactedéided gains or losses on changes in the fairevaficertail
derivative contracts that hedges future cash flows.

Employee Benefits PlansThe Company sponsors a defined contribution flae “Plan”) for all eligible domestic employees. 1
Plan qualifies as a deferred salary arrangemergrns®@ection 401(k) of the Internal Revenue Code.ddtide Plan, participating employees |
defer up to 15% of their priax earnings, subject to the annual Internal Regeé@ade contribution limit. The Company may matchtdbution:
up to a maximum of 25% of the first 5% of salarymfoyees vest immediately in their contribution aegdt in the Compang’contribution, i
any, at a rate of 25% after two full years and therincremental 25% per full year of service ufutily vested at 100% after five full years
service. The Company made no contributions to the fr the six months ended June 30, 2011 and.2010

Stock Based CompensatiorCempensation expense for equity based awards igméed over the vesting period of such awi
based upon the fair value of the stock at the giats.

Income Taxes The Company operates so as to qualify as a REIEmti@ requirements of the Internal Revenue CodguRement
for qualification as a REIT include various reginns on ownership of the Compasystock, requirements concerning distribution afilde
income and certain restrictions on the nature sétssand sources of income. A REIT must distrilatitieast 90% of its taxable income tc
stockholders of which 85% plus any undistributedbants from the prior year must be distributed wittlie taxable year in order to avoid
imposition of an excise tax. The remaining disttibn balance may extend until the timely filingtbe Companys tax return in the subsequ
taxable year. Qualifying distributions of taxabhedme are deductible by a REIT in computing taxaideme.

HC is a taxable REIT subsidiary and therefore stthije corporate federal income taxes. Accordingbferred tax assets and liabili
are recognized for the fututax consequences attributable to differences betwefinancial statement carrying amounts of exgsassets ar
liabilities and their respective tax base upon¢hange in tax status. Deferred tax assets anditiediare measured using enacted tax
expected to apply to taxable income in the yeanwhith those temporary differences are expectedetoecovered or settled. The effec
deferred tax assets and liabilities of a changexirates is recognized in income in the period itheludes the enactment date.

Accounting Standards Codification Topic 740 Accanmtfor Income Taxes (“ASC 740Drovides guidance for how uncertain
positions should be recognized, measured, preseselddisclosed in the financial statements. ASC rédjuires the evaluation of tax positi
taken or expected to be taken in the course ofgpiegp the Company’s tax returns to determine whrethhe tax positions are “more-likely-than-
not” of being sustained by the applicable tax authofitysituations involving uncertain tax positionsated to income tax matters, we do
recognize benefits unless it is more likely thanh that they will be sustained. ASC 740 was appleedll open taxable years as of its effec
date. Managemerst’determinations regarding ASC 740 may be subfeotview and adjustment at a later date based aorfincluding, bt
not limited to, an ongoing analysis of tax lawgulations and interpretations thereof. The Compaiflyrecognize interest and penalties, if ¢
related to uncertain tax positions as income tgease.

Earnings Per Share Basic earnings per share excludes dilution andoisputed by dividing net income available to com
stockholders by the weightedkerage number of shares of common stock outstgrfdinthe period. Diluted earnings per share réslehe
potential dilution that could occur if securities @her contracts to issue common stock were exegicor converted into common stocl
resulted in the issuance of common stock that ghemed in the earnings of the Company.

Loans Sold to Third Parties Fhe Company sold its discontinued mortgage lendimgjiness in March 2007. In the normal cours
business, the Company is obligated to repurchaseslbased on violations of representations andawties in the loan sale agreements.
Company did not repurchase any loans during thensinths ended June 30, 2011 and 2010.

The Company periodically receives repurchase reguessed on alleged violations of representationsvearranties, each of whi
management reviews to determine, based on managisneeperience, whether such requests may reasobatlidgemed to have merit. As
June 30, 2011, we had a total of $2.0 million ofesolvedrepurchase requests that management concludedeasgmably be deemed to h
merit, against which the Company has a reserveppfaximately $0.3 million. The reserve is basedooe or more of the following facto
historical settlement rates, property value segutfire loan in question and specific settlementuisions with third parties.
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A Summary of Recent Accounting Pronouncementsv/llo

Receivables (ASC 31

In April 2011, the FASB issued ASU No. 2011-6&ceivables (Topic 310): A CrediterDetermination of Whether a Restructurin
a Troubled Debt RestructuringASU 201102 clarifies whether loan modifications constittrubled debt restructuring. In evaluating whe
a restructuring constitutes a troubled debt resirig, a creditor must separately conclude thah lob the following exist: (a) the restructur
constitutes a concession; and (b) the debtor igréxucing financial difficulties. ASU 20102 is effective for the first interim and ann
period beginning on or after June 15, 2011, andilshbe applied retrospectively to the beginninghaf annual period of adoption. We
assessing the impact of ASU 2011-02 on our findmoiadition, results of operations and disclosures.

Transfers and Servicing (ASC 860)

In April 2011, the FASB issued ASU No. 2011-03ansfers and Servicing (Topic 860): Reconsideratid Effective Control fc
Repurchase Agreemer. ASU 2011-03 is intended to improve financial ngjpy of repurchase agreements (“repaiyl other agreements t
both entitle and obligate a transferor to repurehas redeem financial assets before their matuhitya typical repo transaction, an er
transfers financial assets to a counterparty iramge for cash with an agreement for the countgrpareturn the same or equivalent finar
assets for a fixed price in the future. FASB Acdingh Standards Codification (“Codification”) Top&60, Transfers and Servicingprescribe
when an entity may or may not recognize a sale tiperransfer of financial assets subject to regggre@ments. That determination is base
part, on whether the entity has maintained effectiontrol over the transferred financial asset& dimendments to the Codification in this £
are intended to improve the accounting for theamstctions by removing from the assessment ofteféecontrol the criterion requiring t
transferor to have the ability to repurchase oeead the financial assets. The guidance in the ASeffective for the first interim or anni
period beginning on or after December 15, 2011. ghielance should be applied prospectively to tretizas or modifications of existil
transactions that occur on or after the effectiaeedEarly adoption is not permitted. We are agsgsbe impact of ASU 20103 on ou
financial condition, results of operations and ktisares.

Fair Value Measurements (ASC 8.

In May 2011, the FASB issued ASU No. 2011-B4jr Value Measurements (Topic 820): Amendmentsctieve Common Fair Val
Measurement and Disclosure Requirements in US GawPInternational Financial Reporting Standarc'IFRS”). ASU 201104 represen
the converged guidance of the FASB and the IASB (Boards”)on fair value measurements. The collective effoftthe Boards and the
staffs, reflected in ASU 20104, have resulted in common requirements for maagair value and for disclosing information abdait value
measurements, including a consistent meaning otetra “fair value.” The Boards have concluded the common requiremeifitsesult in
greater comparability of fair value measuremen¢s@nted and disclosed in financial statements pedpa accordance with GAAP and IFR
The amendments in this ASU are required to be epggrospectively, and are effective for interim andual periods beginning after Decen
15, 2011. We do not expect that the adoption of 2BW104 will have a significant impact on our financtaindition, results of operations ¢
disclosures.

Comprehensive Income (ASC 220)

In June 2011, the FASB issued ASU No. 2011@&mprehensive Income (Topic 220): Presentationarh@rehensive Incomewhict
amends current comprehensive income guidance. ABW-@5 eliminates the option to present the componeintgher comprehensive inco
as part of the statement of shareholdecglity. Instead, the Company must report comprabhemscome in either a single continuous state!
of comprehensive income which contains two sectioret income and other comprehensive income, owin separate but consecul
statements. ASU 20105 will be effective for public companies duringetimterim and annual periods beginning after Decamis, 2011 wit
early adoption permitted. The adoption of ASU 2@ELwill not have an impact on our financial positioesults of operations and disclos
as it only requires a change in the format of thveent presentation.
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2. Investment Securities Available for Sale

Investment securities available for sale consisheffollowing as of June 30, 2011 (dollar amounthousands):

Amortized Unrealized Unrealized Carrying

Cost Gains Losses Value
Agency RMBS $ 115,051 $ 3434 $ (749) $ 117,73¢
Non-Agency RMBS 7,19¢ — (1,40¢) 5,791
CLOs 9,05€ 17,89¢ — 26,95(
Total $ 131,30¢ $ 21,32¢  $ (2,157 $ 150,47

Securities included in investment securities awdéldor sale held in our Midway Residential Mortgagortfolio that are measurec
fair value through earnings consist of the follogvas of June 30, 2011 (dollar amounts in thousands)

Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Interest only securities included in Agency RMBS:
Fannie Mae $ 26,34¢ $ 903 $ (65) $ 27,18i
Freddie Mac 18,78¢ 609 (279) 19,11¢
Ginnie Mae 17,71C 388 (405) 17,69:
Total $ 62,847 $ 1,90C $ (749) $ 63,99¢

Investment securities available for sale consisheffollowing as of December 31, 2010 (dollar amtsun thousands):

Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Agency RMBS $ 45,865 $ 1,664 $ — $ 47,52¢
Non-Agency RMBS 10,071 80 (1,166€) 8,98t
CLOs 11,28¢ 18,24( — 29,52¢
Total $ 67,222 $ 19,98 $ (1,166) $ 86,04(
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The following table sets forth the stated resetqoksrof our investment securities available foesat! June 30, 2011 (dollar amount

thousands):
More than

Less than 6 Months More than
June 30, 2011 6 Months to 24 Months 24 Months Total

Carrying Carrying Carrying Carrying

Value Value Value Value

Agency RMBS $ 51,087 $ 4169t $ 2495: % 117,73¢
Non-Agency RMBS 5,791 — — 5,791
CLO 26,95( — — 26,95(
Total $ 83,82( $ 4169t $ 2495 $ 150,47

The following table sets forth the stated resefiqusr of our investment securities available foresal December 31, 2010 (do
amounts in thousands):

More than

Less than 6 Months More than
December 31, 2010 6 Months to 24 Months 24 Months Total

Carrying Carrying Carrying Carrying

Value Value Value Value

Agency RMBS $ 25,81t $ 531 $ 16,400 $ 47,52¢
Non-Agency RMBS 8,98t — — 8,98¢
CLO 29,52¢ — — 29,52¢
Total $ 64,327 $ 531 $ 16,400 $ 86,04(

The following tables present the Companiyivestment securities available for sale in aralized loss position reported through
aggregated by investment category and length of timat individual securities have been in a comtirsuunrealized loss position, at June
2011 and December 31, 2010, respectively (dollaruants in thousands):

June 30, 2011 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 $ —  $ —  $ 5791 $ 1,40¢ $ 5791 $ 1,40¢
Total $ —  $ —  $ 5791 $ 1,40¢ $ 5791 $ 1,40¢
December 31, 2010 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 $ — $ — $ 6,43€¢ $ 1,166 $ 6,43¢ $ 1,16€
Total $ —  $ —  $ 6,43¢ $ 1,166 $ 6,43 $ 1,16€

As of June 30, 2011 and December 31, 2010, respdctithe Company did not have unrealized lossesvastment securities tt
were deemed other-than-temporary.

During the three and six months ended June 30,,20&1Company received total proceeds of approxiyai4.3 million and $8
million, respectively, realizing approximately $21&llion and $4.7 million, respectively, of profitefore incentive fee from the sale of cer
CLO investments. During the three and six montided June 30, 2010, the Company received totakpdscof approximately $29.7 milli
and $33.0 million, respectively, realizing approaiely $1.3 million and $2.1 million, respectivedf, profit before incentive fee from the s
of certain Agency RMBS and non-Agency RMBS.
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3. Mortgage Loans Held in Securitization Trusts ad Real Estate Owned

Mortgage loans held in securitization trusts (reasist of the following as of June 30, 2011 anadddeber 31, 2010, respectiv
(dollar amounts in thousands):

June 30, December 31,

2011 2010
Mortgage loans principal amount $ 218,60 $ 229,32:
Deferred origination costs — net 1,377 1,451
Reserve for loan losses (2,897 (2,589
Total $ 217,08t $ 228,18t

Allowance for Loan lossesThe following table presents the activity in then@any's allowance for loan losses on mortgage
held in securitization trusts for the six monthglesh June 30, 2011 and 2010, respectively (dollanuss in thousands):

Six Months Ended June 30,

2011 2010
Balance at beginning of period $ 2,58¢ $ 2,581
Provisions for loan losses 769 493
Transfer to real estate owned (16) (383)
Charge-offs (445) (218)
Balance at the end of period $ 2,897 $ 2,47¢

On an ongoing basis, the Company evaluates theuadg®f its allowance for loan losses. The Compaajlowance for loan loss
at June 30, 2011 was $2.9 million, representing H&ds points of the outstanding principal balaotckans held in securitization trusts a
June 30, 2011, as compared to 113 basis point§ Beaember 31, 2010. As part of the Compangllowance for loan losses adeqt
analysis, management will assess an overall lelvallowances while also assessing credit lossesrértt in each noperforming mortgac
loan held in securitization trusts. These estimateslve the consideration of various credit rethfactors, including but not limited to, curr
housing market conditions, current loan to valu®sa delinquency status, the borrovgecurrent economic and credit status and othevasi
factors.

Real Estate Owned Fhe following table presents the activity in then@many’s real estate owned held in securitization trustgte
six months ended June 30, 2011 and the year endeehiiber 31, 2010 (dollar amounts in thousands):

June 30, December 31,

2011 2010
Balance at beginning of period $ 740 $ 546
Write downs 47) (193)
Transfer from mortgage loans held in securitizatiosts 218 1,39¢
Disposal (175) (1,011
Balance at the end of period $ 736 $ 740

Real estate owned held in securitization trustsirzkided in receivables and other assets on tlenba sheet and write downs
included in provision for loan losses in the statetrof operations for reporting purposes.

All of the Companys mortgage loans and real estate owned held irrigeation trusts are pledged as collateral for todateralize
debt obligations (“CDOs") issued by the Companys &f June 30, 2011 and December 31, 2010, the Quytgpaet investment in tl
securitization trusts, which is the maximum amaafrthe Companys investment that is at risk to loss and represetslifference between 1
carrying amount of the loans and real estate ovineddl in securitization trusts and the amount of GDtstanding, was $8.1 million and 9
million, respectively.
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Delinquency Status of Our Mortgage Loans Held in Smuritization Trusts

As of June 30, 2011, we had 40 delinquent loank wait aggregate principal amount outstanding of @pprately $22.1 millio
categorized as Mortgage Loans Held in Securitipafinusts (net). Of the $22.1 million in delinquéwains, $18.3 million, or 83%, are curre!
under some form of modified payment plan. As tHes@owers are not current, they continue to bentegd as delinquent even though they
working towards a credit resolution. The tableokeshows delinquencies in our portfolio of loansdhi@ securitization trusts, including r
estate owned through foreclosure (REO), as of 30n2011 (dollar amounts in thousands):

Number of Total % of
Delinquent Dollar Loan
Days Late Loans Amount Portfolio
30-60 2 $ 1,274 0.58%
61-90 2 3,25k 1.48%
90+ 36 17,552 7.99%
Real estate owned through foreclosure 4 945 0.43%

As of December 31, 2010, we had 46 delinquent ledtis an aggregate principal amount outstandingpgroximately $25.1 millic
categorized as Mortgage Loans Held in Securitipaficusts (net). Of the $25.1 million in delinqudo&ans as of December 31, 2010, $
million, or 71%, were under some form of modifiegyment plan. Because these borrowers were no¢rduas of December 31, 2010, t
have been reported as delinquent even though tleeg working towards a credit resolution. The tdiddow shows delinquencies in
portfolio of loans held in securitization trustscluding real estate owned through foreclosure (RE® of December 31, 2010 (dollar amo
in thousands):

Number of Total % of
Delinquent Dollar Loan
Days Late Loans Amount Portfolio
3C-60 7 $ 2,51¢ 1.09%
61-90 4 4,362 1.89%
90+ 35 18,191 7.90%
Real estate owned through foreclosure 3 894 0.39%
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4. Investment in Limited Partnership and Limited Liability Company

The Company has a naontrolling, unconsolidated limited partnershipeirgst in an entity that is accounted for using ehaity
method of accounting. Capital contributions, dlisttions, and profits and losses of the entityalecated in accordance with the terms of
limited partnership agreement. The Company ownectffely 100% of the equity of the limited partr@ps but has no decisiomaking
powers, and therefore does not consolidate theéddrpartnership. Our maximum exposure to lossigariable interest entity is $14.8 milli
at June 30, 2011. During the third and fourth aqerarbf 2010, HC invested, in exchange for limitedtipership interests, $19.4 million in 1
limited partnership that was formed for the purpo$ecquiring, servicing, selling or otherwise disjg of firstlien residential mortgay
loans. The pool of mortgage loans was acquirethéyartnership at a significant discount to trenk unpaid principal balance.

At June 30, 2011, the Company had an investmethigriimited partnership of $15.0 million. For thieee and six months ended J
30, 2011, the Company recognized income from thiestment in limited partnership of $0.4 million abtl2 million, respectively.

The condensed balance sheet of the investmenmited partnership at June 30, 2011 and DecembePR@0, respectively, is
follows (dollar amounts in thousands):

June 30, December 31,

Assets 2011 2010
Cash $ 146 $ 152
Mortgage loans held for sale (net) 13,05 18,07:
Other assets 46t 47¢

Total Assets $ 1498. $ 18,70:
Liabilities & Partners’ Equity
Other liabilities $ 16z $ 37
Partners’ equity 14,81¢ 18,66

Total Liabilities and Partners’ Equity $ 14,98. $ 18,70z

The condensed statement of operations of the imesdtin limited partnership for the three and signths ended June 30, 2C
respectively, is as follows (dollar amounts in thands):

Three Months Six Months
Ended Ended
June 30, June 30,

Statement of Operations 2011 2011
Interest income $ 35 % 761
Realized gain 17¢ 78E
Total Income 532 1,54¢
Other expenses (85) (315)
Net Income $ 447 $ 1,231

During the second quarter of 2011, RBCM invested $Aillion in a limited liability company that wasrmed for the purpose
investing in two tranches of securities. For thersbnths ended June 30, 2011, the Company recafjirizeme from the investment in limit
liability company of $33,000.
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5. Derivatives and Other Hedging Instruments

The following table presents the fair value of dative instruments designated as hedging instrusnantl their location in tl
Company’s condensed consolidated balance sheéisi@t30, 2011 and December 31, 2010, respectigelia amounts in thousands):

June 30, December 31,
Derivatives Designated as Hedging Instruments Balance Sheet Location 2011 2010

Interest Rate Swaps Derivative Liabilities $ 678 $ 1,087

The following table presents the impact of the Camps derivative instruments on the Compangtcumulated other comprehen
income (loss) for the six months ended June 30120 2010, respectively (dollar amounts in thodsgn

Six Months Ended June 30,

Derivatives Designated as Hedging Instruments 2011 2010
Accumulated other comprehensive income (loss) évivdtive instruments:

Balance at beginning of the period $ (1,087 $ (2,90%)
Unrealized gain on interest rate caps — 306
Unrealized gain on interest rate swaps 409 555
Reclassification adjustment for net gains (losseduded in net income for hedges — —
Balance at the end of the period $ (678) $ (2,044)

The Company estimates that over the next 12 moatioximately $0.5 million of the net unrealizeddes on the interest rate sw
will be reclassified from accumulated other compredive income (loss) into earnings.

The following table presents the fair value of dative instruments held in our Midway Residentiabfigage Portfolio that were r
designated as hedging instruments and their latétidthe Company condensed consolidated balance sheets at Ju28BDand Decemkt
31, 2010, respectively (dollar amounts in thous@nds

June 30, December 31,
Derivative Not Designated as Hedging Instruments Balance Sheet Location 2011 2010
TBA security Derivative Asset $ 14,361 $ —
U.S. Treasury futures Derivative Asset 86 —
Eurodollar futures Derivative Liabilities 1,76€ —
Call options Derivative Asset 224 —

The use of TBAs exposes the Company to market viadlke as the market value of the securities that Company is required
purchase pursuant to a TBA transaction may detlélew the agreedpon purchase price. Conversely, the market valubeosecurities th
the Company is required to sell pursuant to a TB#igaction may increase above the agreed upopsede
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The Eurodollar futures swap equivalents in our MagvwResidential Mortgage Portfolio are accounted dbfair value with bot
realized and unrealized gains and losses includesthier income (expense) in our condensed consetidstatements of operations. For
three and six months ended June 30, 2011, respbgtive recorded net realized losses of $0.2 mildad net unrealized losses of $1.8 mil
in our Eurodollar futures contracts. The Eurodoligures consist of 2,746 contracts with expiratiates ranging between September 201:
June 2014 and have a fair market value derivata@lity of $1.8 million.

The following table details the impact of the Comya interest rate swaps and interest rate caps iedlidinterest expense for
three and six months ended June 30, 2011 and 2&dkectively (dollar amounts in thousands):

Three Months Ended June 30, Six Months Ended June 30,
2011 2010 2011 2010

Interest Rate Caps:
Interest expense-investment securities
and loans held in securitization trusts $ —  $ 94 3 — % 217
Interest expense-subordinated debentures — — — 92
Interest Rate Swaps:
Interest expense-investment securities
and loans held in securitization trusts 22t 662 50z 1,38

Interest Rate Swaps and Eurodollar Futures ConsacfThe Company is required to pledge assets under-latdsal margi
arrangement, including either cash or Agency RM&Scollateral for its interest rate swaps and Eoitadfutures contracts (“Swapsihose
collateral requirements vary by counterparty andngie over time based on the market value, notiamadunt, and remaining term of
Swap. In the event the Company is unable to mewatgin call under one of its Swap agreementsgetherausing an event of defaul
triggering an early termination event under onéoBwap agreements, the counterparty to such agetemay have the option to terminate
of such counterparty’s outstanding Swap transastieith the Company. In addition, under this scemaainy closesut amount due to tl
counterparty upon termination of the counterpartyansactions would be immediately payable byGenpany pursuant to the applice
agreement. The Company believes it was in comgdiamith all margin requirements under its Swap agrents as of June 30, 2011
December 31, 2010. The Company had $3.6 milliah$h?2 million of restricted cash related to mamasted for Swaps as of June 30, Z
and December 31, 2010, respectively. The restrictsh held by third parties is included in reckiga and other assets in the accompar
condensed consolidated balance sheets.

The use of Swaps exposes the Company to countemadit risks in the event of a default by a Swapnterparty. If a counterpa
defaults under the applicable Swap agreement, tmap@ny may be unable to collect payments to whicls ientitled under its Sw.
agreements, and may have difficulty collecting dlssets it pledged as collateral against such SwHps.Company currently has in place \
all outstanding Swap counterpartiesldtieral margin agreements thereby requiring a partyost collateral to the Company for any valua
deficit. This arrangement is intended to limit tbempany’s exposure to losses in the event of ateoparty default.
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The following table presents information about thempanys interest rate swaps as of June 30, 2011 and DereBi, 201(
respectively (dollar amounts in thousands):

June 30, 2011 December 31, 2010
Weighted Weighted
Average Average
Notional Fixed Pay Notional Fixed Pay
Maturity (1) Amount Interest Rate Amount Interest Rate
Within 30 Days $ 740 3.03% $ 24,08( 2.99%
Over 30 days to 3 months 1,72C 3.03 2,11C 3.03
Over 3 months to 6 months 3,14C 3.02 2,28C 3.03
Over 6 months to 12 months 15,57(C 3.02 5,60C 3.03
Over 12 months to 24 months 9,19C 2.93 16,38( 3.01
Over 24 months to 36 months — — 8,38C 2.93
Over 36 months to 48 months — — — —
Total $ 30,36( 299% $ 58,83( 3.00%

(1) The Company enters into scheduled amortizing isterate swap transactions whereby the Company pdysed rate of interest ai
receives one month LIBOR.

Interest Rate Caps Interest rate caps are designated by the Compaogsisflow hedges against interest rate risk agtatiwith th
Companys CDOs and the subordinated debentures. The ihteatss caps associated with the CDOs are amortizorgractual schedul
determined at origination. The Company had $0 af@l®million of notional interest rate caps outsliag as of June 30, 2011 and Decer
31, 2010, respectively. These interest rate cepsitiized to cap the interest rate on the CDOs fitedrate when one month LIBOR exce
a predetermined rate. The interest rate capsezkpin April 25, 2011

6. Financing Arrangements, Portfolio Investments

The Company has entered into repurchase agreeméhtshird party financial institutions to finandes investment portfolio. Tt
repurchase agreements are shema borrowings that bear interest rates typichliged on a spread to LIBOR, and are secured bsethaitie
which they finance. At June 30, 2011, the Complaag repurchase agreements with an outstanding deatzin$96.4 million and a weight
average interest rate of 0.63%. As of DecembeRB10, the Company had repurchase agreements wishtatanding balance of $35.6 mill
and a weighted average interest rate of 0.39%JuAie 30, 2011 and December 31, 2010, securitielg@teby the Company as collateral
repurchase agreements had estimated fair value$195.6 million and $38.5 million, respectively.|Adutstanding borrowings unc
our repurchase agreements mature within 30 dagsof Aune 30, 2011, the average days to maturnitglfeepurchase agreements are 18 days.
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The following table summarizes outstanding repusehagreement borrowings secured by portfolio imaeats, which are included
financing arrangements, portfolio investments oa tondensed consolidated balance sheets, as of30yriZ011 and December 31, 2(
respectively (dollar amount in thousands):

Repurchase Agreements by Counterparty

June 30, December 31,
2011 2010

Counterparty Name

Cantor Fitzgerald $ 11,928 % 4,99(
Credit Suisse First Boston LLC 11,67¢ 12,08(
Jefferies & Company, Inc. 8,40¢ 9,47¢
JPMorgan Chase & Co. 44,99¢ —
South Street Securities LLC 19,37( 9,08¢
Total Financing Arrangements, Portfolio Investments $ 96,37( $ 35,63

As of June 30, 2011, the outstanding balance uoderepurchase agreements was funded at an advatecef 83% that implies .
average haircut of 17%. The weighted average “b#linelated to our repurchase agreement financing iorAgency 10s, CLOs and ott
Agency RMBS was approximately 25%, 35% and 6%,aetyely, for a total weighted average “haircaf’17%. The amount at risk for Cre
Suisse First Boston, LLC, South Street Securiti¢s;, Jefferies & Company, Inc., Cantor FitzgeralidalPMorgan Chase & Co. are
million, $0.9 million, $0.5 million, $4.3 millionrad $12.7 million, respectively. As of June 30, 20the Company had $6.9 million in cash
$33.6 million in unencumbered investment securit@sneet additional haircut or market valuationuiegments, including $18.8 million
RMBS, of which $13.0 million are Agency RMBS. Th6.$ million of cash and the $18.8 million in RMB®&H(ch, collectively, represer
27.0% of our financing arrangements, portfolio istweents) are liquid and could be monetized to pewrdor collateralize the liabili
immediately.

7. Collateralized Debt Obligations

The Company’s CDOs, which are recorded as liabditon the Company’balance sheet, are secured by ARM loans pledg
collateral, which are recorded as mortgage loaft ihesecuritization trusts in the condensed cadatdd balance sheets. As of June 30,
and December 31, 2010, the Company had CDOs odistaiof $209.7 million and $220.0 million, respeely. As of June 30, 2011 &
December 31, 2010, the current weighted averageeisit rate on these CDOs was 0.57% and 0.65%,ctesge. The CDOs are collateraliz
by ARM loans with a principal balance of $218.6 lrari and $229.3 million at June 30, 2011 and Deceam®1i, 2010, respectively. T
Company retained the owner trust certificatesgesidual interest, for three securitizations andyfaBine 30, 2011 and December 31, 2010
a net investment in the securitization trusts, raften loss reserves and including real estate dwofe$8.1 million and $8.9 millio
respectively.

8. Discontinued Operation

In connection with the sale of our mortgage origoa platform assets during the quarter ended M&th2007, we classified ¢
mortgage lending segment as a discontinued oparafis a result, we have reported revenues andneggerelated to the segment i
discontinued operation for all periods presenteth@naccompanying condensed consolidated finastééments. Certain assets, such a
deferred tax asset, and certain liabilities, sughih@ subordinated debentures and liabilities edlad lease facilities not sold, are part of
ongoing operations and accordingly, we have nduied these items as part of the discontinued tiparaAssets and liabilities related to
discontinued operation are $4.0 million and $0.68iom, respectively, at June 30, 2011 and Decer8e2010, and are included in receiva
and other assets and accrued expenses and otiiéidimin the condensed consolidated balancetshee
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Statements of Operations Data

The statements of operations of the discontinuestatipn for the three and six months ended Jun@@01 and 2010, respectively,
as follows (dollar amounts in thousands):

Three Months Six Months
Ended June 30, Ended June 30,
2011 2010 2011 2010
Revenues $ 57 $ 38t $ 101 $ 747
Expenses 48 12C 97 16€
Income from discontinued operation-net of tax $ 9 $ 26€ $ 4 % 57¢

9. Commitments and Contingencies

Loans Sold to Third PartiesFhe Company sold its discontinued mortgage lenthingjiness in March 2007. In the normal cours
business, the Company is obligated to repurchaseslbased on violations of representations andawties in the loan sale agreements.
Company did not repurchase any loans during thensimths ended June 30, 2011.

The Company periodically receives repurchase reguessed on alleged violations of representationsvearranties, each of whi
management reviews to determine, based on managisneeperience, whether such requests may reasobatligemed to have merit. As
June 30, 2011, we had a total of $2.0 million ofesolved repurchase requests that management dedcfay reasonably be deemed to
merit and against which the Company has a resdrapgyoximately $0.3 million. The reserve is basadne or more of the following factc
historical settlement rates, property value segutfire loan in question and specific settlementuisions with third parties.

Outstanding Litigation The Company is at times subject to various legat@edings arising in the ordinary course of bussnés o

June 30, 2011 the Company does not believe that any of itsemdrtegal proceedings, individually or in the agge, will have a mater
adverse effect on its operations, financial coonditr cash flows.
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10. Concentrations of Credit Risk

At June 30, 2011 and December 31, 2010, respegtitredre were geographic concentrations of craskt exceeding 5% of the to
loan balances within the mortgage loans held irstwuritization trusts and the real estate ownddlimsvs:

June 30, December 31,
2011 2010
New York 37.8% 37.9%
Massachusetts 25.5% 25.0%
New Jerse 8.9% 8.7%
Florida 5.7% 5.6%

11. Fair Value of Financial Instruments

The Company has established and documented procegsdstésmining fair values. Fair value is basedrugaoted market price
where available. If listed prices or quotes areawailable, then fair value is based upon intéyndéveloped models that primarily use inj
that are market-based or independently-sourcedehpecameters, including interest rate yield curves

A financial instrumens categorization within the valuation hierarchyp@&sed upon the lowest level of input that is sigaiit to th
fair value measurement. The three levels of vaudtierarchy are defined as follows:

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

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

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

The following describes the valuation methodologissed for the Company’financial instruments measured at fair valueyvel as
the general classification of such instruments ypamg to the valuation hierarchy.

a. Investment Securities Available for Sale (RM- Fair value for the RMBS in our portfolio is basen quoted prices provided
dealers who make markets in similar financial imstents. The dealers will incorporate common mapkieing methods, includir
a spread measurement to the Treasury curve oesitete swap curve as well as underlying chaiiatiter of the particular secur
including coupon, periodic and life caps, collatéype, rate reset period and seasoning or agkeo$écurity. If quoted prices fo
security are not reasonably available from a dedtles security will be relassified as a Level 3 security and, as a r
management will determine the fair value based lwaracteristics of the security that the Compangites from the issuer a
based on available market information. Managem&riews all prices used in determining valuatioensure they represent curt
market conditions. This review includes surveyimikr market transactions, comparisons to intepgting models as well
offerings of like securities by dealers. The Comparinvestment securities that are comprised of BMiBe valued based ug
readily observable market parameters and are fitabsis Level 2 fair values.

b. Investment Securities Available for Sale (CL- The fair value of the CLO notes, prior to DecemBé&r 2010, was based
managemeng' valuation determined using a discounted futush ¢lws model that management believes would ke by marke
participants to value similar financial instrumenis each of June 30, 2011 and December 31, 20&0fair value of the CLO not
was based on quoted prices provided by dealersmdi@ markets in similar financial instruments. TeD notes were previous
classified as Level 3 fair values and were re-dia@skas Level 2 fair values in the fourth quaé2010.

c. Investment Securities Available for Sale (Midw- The fair value of other investment securities ald@ for sale, such as 10s
U.S. Treasury securities, is based on quoted ppcegided by dealers who make markets in similaaricial instruments. T

Company’s 10s and U.S. Treasury securities aresified as Level 2 fair values.

d. Derivative Instruments- The fair value of interest rate swaps, caps,onmgti futures and TBAs are based on dealer quoteBhe
Company'’s derivatives are classified as Level 1 2fair values.
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The following table presents the Companfihancial instruments measured at fair value @acarring basis as of June 30, 2011
December 31, 2010, respectively, on the Compargrisiensed consolidated balance sheets (dollar asoutitousands):

Measured at Fair Value on a Recurring Basis
at June 30, 2011

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale:
Agency RMBS $ — 117,73¢  $ $ 117,73¢
Non-Agency RMBS — 5,791 5,791
CLO — 26,95( 26,95(
Derivative Asset — 14,671 14,671
Total $ — 165,14¢ $ $ 165,14¢
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps and
Eurodollar futures) $ 1,76€ $ 67¢ $ $ 2,444
Total $ 1,766 $ 678 $ $ 2,444
Measured at Fair Value on a Recurring Basit
at December 31, 2010
Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale:
Agency RMBS $ — $ 47,52¢ $ $ 47,52¢
Non-Agency RMBS — 8,98t 8,98¢
CLO — 29,52¢ 29,52¢
Total $ — % 86,04( $ $ 86,04(
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps) $ — % 1,087 $ $ 1,087
Total $ — % 1,087 $ $ 1,08

The following table details changes in valuationtfte Level 3 assets for the six months ended 30n2011 and 2010, respectiv

(amounts in thousands):

Investment securities available for sale: CLO

Balance at beginning of period
Total gains (realized/unrealized)
Included in earnings (1)

Included in other comprehensive income/(loss)

Balance at the end of period (2)

(1)- Amounts included in interest income.

Six Months Ended

June 30,
2011 2010
$ $ 17,59¢
954
3,071
$ $ 21,62¢

(2)- The CLOs were relassified from Level 3 to Level 2 fair values digithe fourth quarter of 2010 due to managemerrahing tha
there is a reliable market for these assets bgsea guoted prices provided by dealers who make etsiik similar investments.
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Any changes to the valuation methodology are regttwy management to ensure the changes are agteopfis markets a
products develop and the pricing for certain préslubecomes more transparent, the Company contitoesefine its valuatio
methodologies. The methods described above magupeoa fair value calculation that may not be iathe of net realizable value
reflective of future fair values. Furthermore, lghthe Company believes its valuation methods ppeapriate and consistent with other ma
participants, the use of different methodologieasassumptions, to determine the fair value of derfmancial instruments could result il
different estimate of fair value at the reportirged The Company uses inputs that are currenteach reporting date, which may in the fu
include periods of market dislocation, during whittime price transparency may be reduced. This iiondcould cause the Compasy’
financial instruments to be reclassified from LeReb Level 3 in future periods.

The following table presents assets measured atvédile on a nomecurring basis as of June 30, 2011 and DecembeR(BIl0
respectively, on the Company’s condensed conselidbalance sheets (dollar amounts in thousands):
Assets Measured at Fair Value on a Non-Recurring Bas
at June 30, 2011

Level 1 Level 2 Level 3 Total
Mortgage loans held for investment $ — 3 — 3 511 % 5,11z
Mortgage loans held for sale — included in
discontinued operations (net) — — 3,79¢ 3,79¢€
Mortgage loans held in securitization trusts —
impaired loans (net) — — 7,088 7,088
Real estate owned held in securitization trusts — — 736 736
Assets Measured at Fair Value on a Non-Recurring Bas
at December 31, 2010
Level 1 Level 2 Level 3 Total
Mortgage loans held for investment $ — 3 — 3 7,46C $ 7,46(
Mortgage loans held for sale — included in
discontinued operations (net) — — 3,80¢ 3,80¢
Mortgage loans held in securitization trusts —
impaired loans (net) — — 6,57€ 6,57¢
Real estate owned held in securitization trusts — — 740 740

The following table presents losses incurred faretss measured at fair value on a meedrring basis for the three and six mo
ended June 30, 2011 and 2010, respectively, oGdngpany’s condensed consolidated statements odtipes (dollar amounts in thousands):

Three Months Ended Six Months Ended
June 30, 2011 June 30, 2010 June 30, 2011 June 30, 2010

Mortgage loans held in securitization trusts —
impaired loans (net) $ 39: $ 491 $ 79¢ % 49z
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The following table presents the carrying value astimated fair value of the Compasyinancial instruments at June 30, 2011
December 31, 2010, respectively (dollar amounthausands):

June 30, 2011 December 31, 2010
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
Financial assets:
Cash and cash equivalents $ 6,888 $ 6,888 $ 19,378 $ 19,37¢
Investment securities available for sale 150,47 150,47 86,04( 86,04(
Mortgage loans held in securitization trusts (net) 217,08 195,10t 228,18! 206,56(
Derivative assets 14,67: 14,67 — —
Assets related to discontinued operation-mortgage
loans held for sale (net) 3,79¢ 3,79¢ 3,80¢ 3,80¢
Mortgage loans held for investment 5,11 5,11z 7,46( 7,46(
Reverse repurchase agreements 18,00( 18,00( — —
Receivable for securities sold — — 5,65: 5,65
Financial liabilities:
Financing arrangements, portfolio investments $ 96,37C $ 96,37C $ 35,632 $ 35,63z
Collateralized debt obligations 209,67« 176,73: 219,99: 185,60¢
Derivative liabilities 2,444 2,444 1,087 1,087
Payable for securities purchased 15,67¢ 15,67¢ — —
Subordinated debentures (net) 45,00( 37,79¢ 45,00( 36,39¢

12. Capital Stock and Earnings per Share

The Company had 400,000,000 shares of common spackyalue $0.01 per share, authorized, with 958 and 9,425,442 sha
issued and outstanding as of June 30, 2011 andnidexre31, 2010, respectively.

The following table presents cash dividends dedlémethe Company on its common stock with respeetaich of the quarterly peric
commencing January 1, 2010 and ended June 30, 2011:

Cash
Dividend
Period Declaration Date Record Date Payment Date Per Share

Second Quarter 2011 May 31, 2011 June 10, 2011 June 27, 2011 $ 0.22
First Quarter 2011 March 18, 2011 March 31, 2011 April 26, 2011 0.18
Fourth Quarter 2010 December 20, 2010 December 30, 2010 January 25, 2011 0.18
Third Quarter 2010 October 4, 2010 October 14, 2010 October 25, 2010 0.18
Second Quarter 2010 June 16, 2010 July 6, 2010 July 26, 2010 0.18
First Quarter 2010 March 16, 2010 April 1, 2010 April 26, 2010 0.25

On June 28, 2011, we entered into an underwritgrgement relating to the offer and sale of 1,500 £ltares of our common stocl
a public offering price of $7.50 per share, whittares were issued and proceeds received on J@§11, On July 14, 2011, we issuec
additional 225,000 shares of common stock to thdeomriter pursuant to their exercise of an oakotment option. These proceeds v
received on July 14, 2011. We received total net@eds of $11.9 million from the issuance of th#2%,000 shares.
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The Company calculates basic net income per shadévtiing net income for the period by weightaderage shares of common si
outstanding for that period. Diluted net income pbare takes into account the effect of dilutivetimments, such as convertible prefe
stock, stock options and unvested restricted diopeance stock, but uses the average share pridddgeriod in determining the numbe
incremental shares that are to be added to thehesigaverage number of shares outstanding.

The following table presents the computation ofibasd diluted net income per share for the perimdicated (in thousanc
except per share amounts):

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2011 2010 2011 2010

Numerator:

Net income— Basic $ 4,16¢ $ 154z $ 6,68 $ 4,21(
Net income from continuing operations 4,16( 1,27¢ 6,67¢ 3,631
Net income from discontinued operations (net oj t 9 26€ 4 57¢

Effect of dilutive instruments:

Convertible preferred debentures — 53¢ — 1,20(
Net income— Dilutive 4,16¢ 2,08( 6,68: 5,41(

Net income from continuing operations 4,16( 1,812 6,67¢ 4,831

Net income from discontinued operations (net ojt $ 9 $ 268 $ 4 % 57¢
Denominator:

Weighted average basis shares outstanding 9,447 9,41¢ 9,44( 9,41¢

Effect of dilutive instruments:

Convertible preferred debentures —_ 2,50( — 2,50(
Weighted average dilutive shares outstanding 9,44 11,91¢ 9,44( 11,91¢
EPS:

Basic EPS $ 04/ $ 0.1¢ $ 071 $ 0.4t
Basic EPS from continuing operations 0.44 0.1¢ 0.71 0.3¢
Basic EPS from discontinued operations (net of te — 0.02 — 0.0¢

Dilutive EPS $ 04, % 0.1¢ $ 071 % 0.4t
Dilutive EPS from continuing operations 0.44 0.1¢ 0.71 0.3¢
Basic EPS from discontinued operations (net of te — 0.02 — 0.0¢
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13. Related Party Transactions
Advisory Agreements

On January 18, 2008, the Company entered into ars@g agreement (the “Prior Advisory Agreementi)th Harvest Capit:
Strategies LLC (“HCS”) formerly known as JMP Asset Management LLC), punsia which HCS was responsible for implementingl
managing the Company’s investments in certain esgaterelated and financial assets. The Company entared the Prior Advisor
Agreement concurrent and in connection with itygme placement of Series A Preferred Stock to JMBU Inc. and certain of its affiliat
HCS is a whollyewned subsidiary of JMP Group Inc. Pursuant to $ilGs as of March 16, 2011, HCS and JMP Groug. keollectively
beneficially owned approximately 15.2% of the Compa common stock. In addition, until its redemption on December 3@1@, HCS an
JMP Group Inc. collectively beneficially owned 10@%f%the Company’s Series A Preferred Stock. Thenfanys Series A Preferred Stc
matured on December 31, 2010, at which time iteetk all the outstanding shares at the $20.00haee diquidation preference plus accr
dividends of $0.5 million.

Pursuant to the Prior Advisory Agreement, HCS madagvestments made by HC and NYMF (other tharageRMBS that are he
in these entities for regulatory compliance purgdses well as any additional subsidiaries that veerguired or formed to hold investme
made on the Comparg/behalf by HCS. The Company sometimes refersasetisubsidiaries in its periodic reports filed wite Securities ai
Exchange Commission as the “Managed Subsidiari€se Prior Advisory Agreement provided for the payin® HCS of a base advisory
that was equal to 1.50% per annum of the “equipitall (as defined in the advisory agreement) of the Mat&)ésidiaries; and an incent
fee upon the Managed Subsidiaries achieving ceitaiestment hurdles. HCS was also eligible to eamnincentive fee on the mana
assets. The Prior Advisory Agreement incentiveviies equal t@5% of the GAAP net income of the Managed Subsisaattributable to tt
investments that are managed by HCS that exceeddéetrate equal to the greater of (a) 8.00% ap@.@0% plus the ten year treasury ratt
such fiscal year payable by us to HCS in cash,tgtgrin arrearsprovided, howevethat a portion of the incentive compensation maydie
in shares of our common stocklhe Prior Advisory Agreement was terminated effeetiuly 26, 2010 upon execution and effectivenéss
amended and restated advisory agreement amongthpaly, HC, NYMF and HCS (the “HCS Advisory Agreentig

Pursuant to the HCS Advisory Agreement, HCS pravidgestment advisory services to the Company aakhiges on the Company’
behalf “new program assetsicquired after the date of the HCS Advisory Agreeindhe terms for new program assets, including
compensation payable thereunder to HCS by the Coynpeill be negotiated on a transaction-by-transacbasis. For those new progre
assets identified as “Managed AssetsCS will be (A) entitled to receive a quarterly bagdvisory fee (payable in arrears) in an amounél
to the product of (i) ¥ of the amortized cost af tflanaged Assets as of the end of the quarter(igr¥, and (B) eligible to earn incenti
compensation on the Managed Assets for each figaalduring the term of the Agreement in an amduot less than zero) equal to 35% of
GAA P net income attributable to the Managed Assetthofull fiscal year (including paid interest argdlized gains), after giving effect to
direct expenses related to the Managed Assetsidimg but not limited to, the annual consulting {described below) and base advisory f
that exceeds a hurdle rate of 13% based on thageequity of the Company invested in Managed Agdeting that particular year. For th
new program assets identified as Scheduled AsBEES will receive the compensation, which may inelushse advisory and incent
compensation, agreed upon between the Company @fdard set forth in a term sheet or other docurtienteelated to the transaction. H
will continue to be eligible to earn incentive caamgation on those assets held by the Company the @ffective date of the HCS Advis:
Agreement that are deemed to be managed assetsthaderior Advisory Agreement. Incentive compeiwsafor these “legacy asseta/ill be
calculated in the manner prescribed in the Priovigary Agreement. Lastly, during the term of the $18dvisory Agreement, the Comps
will pay HCS an annual consulting fee equal to $illion, subject to reduction under certain circuarstes, payable on a quarterly bas
arrears, for consulting and support services.

For the three and six months ended June 30, 20CK BEarned aggregate base advisory and consultesy d& approximate
$0.3 million and $0.5 million, respectively, and iacentive fee of approximately $0.7 million and.%million, respectively. For the three «
six months ended June 30, 2010, HCS earned aggrbgat advisory and consulting fees of approximakél2 million and $0.4 milliol
respectively, and an incentive fee of approxima®ly6 million and $0.8 million, respectively. As dtine 30, 2011, HCS was manay
approximately $44.5 million of assets on the Comypsubehalf. As of June 30, 2011 and December 31,,20&@0Company had a managen
fee payable totaling $1.0 million and $0.7 milliwaspectively, included in accrued expenses aner diibilities.

The HCS Advisory Agreement has an initial term teapires on June 30, 2012, subject to automatiai@naneyear renewa
thereafter. The Company may terminate the Agreemealect not to renew the Agreement, subject ttageconditions and subject to payir
termination fee equal to the product of (A) 1.5 #BYithe sum of (i) the average annual base adyits earned by HCS during the evbntt
period preceding the effective termination date @i the annual consulting fee.

On April 5, 2011, RBCM entered into a managememeagent with RiverBanc LLC (“RiverBanc”pursuant to which RiverBa
provides investment management services to RBCMS ld®ns a 28% equity interest in RiverBanc and, atiogly, may receive a portion
the fees paid to RiverBanc by RBCM. For the thremths ended June 30, 2011, RBCM paid approxim&ely000 in fees to RiverBanc.



JMP and its affiliates have, at times,iogested with the Company and/or made debt or gdiestments in investees they introdu
to the Company. James J. Fowler, the Commagyiairman and the Chief Investment Officer of Hid &IlYMF, is a portfolio manager for H¢
and a managing director of JMP Group Inc.
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14. Income Taxes

At December 31, 2010, the Company had approxima&B8 million of net operating loss carryforwardsigthmay be available
offset future taxable income. The carryforwardd @ipire in 2024 through 2029. The Internal Reve@ogle places certain limitations on
annual amount of net operating loss carryforwaldd tan be utilized if certain changes in the Camfmownership occur. The Comp:
believes that it has undergone an ownership chathen the meaning of IRC section 382 that woulgose such a limitation. The Compan
assessing the amount of such limitation; howeuethia time, management believes that the limitatiould cause a significant amount of
Company’s net operating loss to expire unused.

During the six months ended June 30, 2011, the @opip taxable REIT subsidiary recorded approximately} $0illion of income
tax expense for income attributable to the subgidiBhe Companys estimated taxable income differs from the fedstatutory rate as a res
of state and local taxes, non-taxable REIT inconteavaluation allowance.

15. Stock Incentive Plan

In May 2010, the Company’s stockholders approves @ompany’'s 2010 Stock Incentive Plan (the “2018nP| with suct
stockholder action resulting in the terminationtltd Company’s 2005 Stock Incentive Plan (the “280#”). The terms of the 2010 Plan
substantially the same as the 2005 Plan. Howewsrputstanding awards under the 2005 Plan wiltioae in accordance with the terms of
2005 Plan and any award agreement executed in ctomewnith such outstanding awards. At June 30,12Ghere are 43,083 shares
restricted stock outstanding under the 2010 ané Zoan.

Pursuant to the 2010 Plan, eligible employeescef§ and directors of the Company are offered thgoxunity to acquire tt
Company's common stock through the award of reésttistock and other equity awards under the 2046. Alhe maximum number of she
that may be issued under the 2010 Plan is 1,1903i80e the 2010 Plan’s adoption in May 2010, tleen@anys directors have been issi
18,250 shares under the 2010 Plan in lieu of castpensation as of June 30, 2011.

During the three and six months ended June 30, ,2B0E1Company recognized noash compensation expense of approxim
$52,000 and $99,000, respectively. Dividends aid pn all restricted stock issued, whether thésees have vested or not. Notwithstan
certain exceptions, non-vested restricted stoétrfgited upon the recipient's termination of enyphent.

A summary of the activity of the Company's naested restricted stock for the six months endew B0, 2011 and June 30, 2(
respectively, is presented below:

2011 2010
Weighted Weighted
Number of Average Per Number of Average Per
Non-vested Share Non-vested Share
Restricted Grant Date Restricted Grant Date
Shares Fair Value Shares Fair Value @
Non-vested shares at January 1 28,99¢ $ 5.43 60,665 $ 5.28
Granted 14,08¢ 7.1C 4,00 7.5C
Forfeited — — — —
Vested — — — —
Non-vested shares as of June 30 43,08: $ 5.98 64,665 $ 5.42
Weighted-average fair value of
restricted stock granted during
the period 14,082 $ 7.1C 4,00C $ 7.5C

(1) The grant date fair value of restricted stock awasdbased on the closing market price of the Cayigacommon stock at the gr.
date.

At June 30, 2011 and 2010, the Company had unrémegyrcompensation expense of $0.1 million and $6illon, respectively
related to the nowested shares of restricted common stock. Thecogrézed compensation expense at June 30, 201pected to b
recognized over a weighted average period of 2afsyeThe total fair value of restricted sharegadsluring the six months ended June
2011 and 2010 was $0.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

Some of the statements included or implied in Qisarterly Report on Form 10-Q constitute forwardkiog statements. Forward-
looking statements relate to expectations, beligfsjections, future plans and strategies, antiegha@vents or trends and similar expres:
concerning matters that are not historical faaissbme cases, you can identify forward-lookingestants by terms such as “anticipate,”
“believe,” “could,” “estimate,” “expect,” “intend,”may,” “plan,” “goal,” “objective,” “potential,” ‘project,” “should,” “will” and “would” or
the negative of these terms or other comparabheinetogy.

" ou "o ”ou " ou " ou " ou ” o " ” o«

The forwardlooking statements are based on our beliefs, assumspand expectations of our future performanaking into accoul
information currently in our possession. Thesedfgliassumptions and expectations may changeessib of many possible events or fact
not all of which are known to us or are within aantrol. If a change occurs, the performance of mantfolio and our business, financ
condition, liquidity and results of operations megry materially from those expressed, anticipated¢antemplated in our forwarddoking
statements. You should carefully consider thedes rialong with the following factors that could sawactual results to vary from our forward-
looking statements:

« changes in our business and strategies;

« our ability to successfully diversify our investnigortfolio and identify suitable assets to inviest

« the effect of the Federal Reserve’s and the U.8agurys actions and programs, including future purchasesales of Agenc
RMBS by the Federal Reserve or Treasury, on thadity of the capital markets and the impact amding of any furthe
programs or regulations implemented by the U.S.eBawent or its agencies;

« any changes in laws and regulations affecting eéhationship between Fannie Mae, Freddie Mac or Bifviae and the U.
Government;

« increased prepayments of the mortgages and otaes landerlying our investment securities;
« the volatility of the markets for our targeted dsse

« increased rates of default and/or decreased regoats on our assets;

« mortgage loan modification programs and futurediegive action;

« the degree to which our hedging strategies may ay not protect us from, or expose us to, crediéppyment or interest r:
risk;

» changes in the availability, terms and deploymémiapital;

« changes in interest rates and interest rate misreatoetween our assets and related borrowings;

« our ability to maintain existing financing agreertgrobtain future financing arrangements and thegef such arrangements;

« changes in economic conditions generally and thegage, real estate and debt securities marketsfispdly;

« legislative or regulatory changes;

» changes to GAAP; and

« the other important factors identified, or incorpied by reference into this report, including, bat limited to those under t
captions “Management’s Discussion and Analysis ofafcial Condition and Results of OperationsQuantitative an
Qualitative Disclosures about Market Risk” and ‘Rizactors,” and those described under the captrisk’Factors’in each ¢
our Annual Report on Form 10-K for the year endezt&nber 31, 2010 and Quarterly Report on Forn@Q1for the quarte

ended March 31, 2011 and any other documents wevfth the SEC.

We cannot guarantee future results, levels of ggtiperformance or achievements. You should natglundue reliance on forward-
looking statements, which apply only as of the aatevhich they are made. Except as obligated by ¥esvdo not intend and disclaim any ¢



or obligation to update or revise any industry infation or forwardeoking statements set forth in this report to eefl nev
information, future events or otherwise.
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In this Quarterly Report on Form 1Q-we refer to New York Mortgage Trust, Inc., togetWith its consolidated subsidiaries,
we,” “us,” “Company,” or “our,” unless we specifically state otherwise or the cdnitedicates otherwise. We refer to Hypotheca Gdy
LLC, our wholh-owned taxable REIT subsidiary (“TRS”) as “HC,” NeWork Mortgage Funding, LLC, our wholywned qualified REI
subsidiary (“QRS”) as “NYMF,"and RB Commercial Mgrdge LLC, our wholly-owned subsidiary as “RBCMt’ addition, the followin
defines certain of the commonly used terms in port: “RMBS” refers to residential adjustable-mt hybrid adjustable-rate, fixedhte
mortgage-backed securities and interest only andrige interest only securities; “Agency RMB&fers to RMBS that are issued or guaran
by a federally chartered corporation (“GSE”), suels the Federal National Mortgage Association (“Fé&Mae”) or the Federal Home Lo
Mortgage Corporation “Freddie Mac”), or an agency of the U.S. government, such as thee@ment National Mortgage Associal
(“Ginnie Mae”); “non-Agency RMBS” refers to RMBS tleed by prime jumbo and Alternative A-paper (“Alf#nortgage loans; “CMOs”
refers to collateralized mortgage obligations, “REB4” refers to real estate mortgage investment aotsg “IOs” refers to interest on
securities, including inverse interest only sedesit “POs” refers to principal-only securities, “ARs” refers to adjustableate residentic
mortgage loans; “prime ARM loans” refers to primeedit quality residential ARM loans (“prime ARM log) held in securitization trust
and “CMBS” refers to commercial mortgage-backedwséies.

General

We are a real estate investment trust, or REIThénbusiness of acquiring, investing in, financamgl managing primarily mortgage-
related assets. Our principal business objectite generate net income for distribution to ourcklwlders resulting from the spread betw
the interest and other income we earn on our iste@ning assets and the interest expense we pdedotrowings that we use to finance
leveraged assets and our operating costs. Ourteéargssets currently include Agency RMBS consistihgassthrough certificates, CMC
REMICs, I0s and POs, non-Agency RMBS, which mayude nonAgency I0s and POs, prime ARM loans held in sewation trusts
CMBS, commercial mortgage loans and other commilere estateelated debt investments. We also may opportuaifiacquire an
manage various other types of financial assetsibdielieve will compensate us appropriately fer isks associated with them.

Since 2009, we have repositioned our investmerifgiar away from one primarily focused on leveragkglency RMBS and prin
ARM loans held in securitization trusts, to a mdieersified portfolio that includes elements ofditeisk with reduced leverage, as evider
by our investments in residential mortgage loan®0fh0 and our establishment and initial fundingaéh of our Midway Residential Mortgge
Portfolio and commercial mortgage strategy in 204/k anticipate continuing to contribute capitalbth our residential mortgage strate
particularly the Midway Residential Mortgage Politipand our commercial mortgage strategy, in thteire, such that these investments
become significant contributors to our revenues @ahings and will represent a significant portadrour total assets in the future. For v
information regarding our Midway Residential Morga Portfolio strategy and our commercial mortgatrategy, see “-Recent an
Subsequent Events” below.

We have elected to be taxed as a REIT and have lemmand intend to continue to comply, with theyisions of the Intern
Revenue Code of 1986, as amended (the “Internaéie Code”)with respect thereto. Accordingly, we do not exgedbe subject to fede
income tax on our REIT taxable income that we autyedistribute to our stockholders if certain @ssacome and ownership tests
recordkeeping requirements are fulfilled. Even & maintain our qualification as a REIT, we may hbjact to some federal, state and |
taxes on our income generated in our taxable REbEBidiary.
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Recent and Subsequent Events
Public Offering of Common Stock

On June 28, 2011, we entered into an underwritgrgement relating to the offer and sale of 1,500 8itares of our common stocl
a public offering price of $7.50 per share, whittares were issued and proceeds received on J@§11, On July 14, 2011, we issuec
additional 225,000 shares of common stock to thdeomriter pursuant to their exercise of an oakotment option. These proceeds v
received on July 14, 2011. We received total neteeds of $11.9 million from the issuance of th&2%,000 shares. W invested $5
million of the proceeds in our Midway Residentiabijage Portfolio and expect to invest the balancdgency RMBS and our commerc
mortgage portfolio.

Initial Funding of our Commercial Mortgage Portfoli

On April 11, 2011, we announced that one of our lyhmwned subsidiaries, RB Commercial Mortgage LL®BCM”), had entere
into a multi-year investment management agreentbat‘RiverBanc Management Agreement”) with RiverBahC (“RiverBanc”).Under thi
investment management agreement, RiverBanc wiltcggistructure and manage investments secured royneccial real estate that will
funded by RBCM on a flow basis. Through our fundofgRBCM, we expect to invest in both mezzaninenkand preferred equity for
commercial property types on a nationwide basisemanc will focus on middle market opportunitiesdapursue on behalf of RBC
transactions in amounts as low as $2 million satime properties valued at $10 million or greateBAM will also participate in structur
investments such as the acquisition of seasonéistessed loan portfolios, net leased propertiesubordinate commercial mortgabaeket
securities. We sometimes refer to this strategguascommercial mortgage strategy. During May 204&,provided an initial $6.9 million
funding to RBCM.

Additional Investments in Midway Residential Mogga&ortfolio

As previously disclosed, on February 11, 2011, wetered into an investment management agreement‘klidway Manageme!
Agreement”) with The Midway Group, L.P. (“Midway”pursuant to which Midway serves as investment manafj a separate acco
established and owned by us. We refer to this s¢épaccount as the Midway Residential Mortgagefélart

During the quarter ended March 31, 2011, we pravié24.5 million of initial funding to the Midway R&lential Mortgage Portfoli
As of the date of this report, we have providedadditional $15.0 million of funding to the MidwayeBidential Mortgage Portfolio, bringi
our total investment in this portfolio to $39.5 hoih. We expect to contribute additional capitathe Midway Residential Mortgage Portfolic
the future, subject to various conditions. For mimfermation regarding our Midway Residential Matge Portfolio strategy, including ¢
investment, financing and hedging strategies fixr plortfolio, see “ltem 1 — Business” in our AnniRéport on Form 1@ for the year ende
December 31, 2010. For additional information regay the performance and balance sheet charaatsrigtthe Midway Residential Mortga
Portfolio, see “ — Midway Residential Mortgage Falib” below.
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Current Market Conditions and Commentary

General.Despite some positive momentum and optimism inye2BlL1 with respect to an acceleration of the @&nomic recover
many economists and financial analysts are now aipe continued lackluster economic growth in theS Wue to (i) state and munici
governmentstontinued trimming of payrolls and the potentialtoé federal government implementing deficit redurcimeasures and (i) t
lack of job growth as marked by recent labor reptmam the U.S. Department of Labor. Additionallyflation and wage pressure expectat
remain low. Based on the current economic envirartimee believe that the Federal Reserve will cargito hold rates at or near current le
into 2012. This environment has fostered continsiedng demand for Agency RMBS while also helpingéep the costs of financing ¢
hedging at or near historical lows.

Meanwhile, the current U.S. debt ceiling and buddeficit concerns have increased the possibilityttef creditrating agencie
downgrading the U.Ss’credit rating below its long sustained AAA ratiBgcause the guarantees provided by Fannie Ma€rudie Mac al
perceived by investors to be guaranteed by the gbBrnment, if the U.S’credit rating was downgraded it would likely impthe credit ris
associated with Agency RMBS and, therefore, deeréfas value of the Agency RMBS in our portfolio. Mover, any downgrade of the US.’
credit rating would create broader financial turhasid uncertainty, which could have significant sequences for the global banking sys
and credit markets generally.

Recent Government Actiordince 2008, the U.S. Government and the FederarRResand other governmental regulatory bodies
taken numerous actions to stabilize or improve miagnd economic conditions in the U.S. and mayhenfuture take additional signific:
actions that may impact our portfolio and our basg A description of recent government actions We believe are most relevant to
operations and business is included below:

« In July 2010, the Dodé&rank Wall Street Reform and Consumer Protectionwes passed by the U.S. Congress. This legislafioe
to restore responsibility and accountability to fireancial system. It is unclear how this legigtatimay impact the borrowi
environment, investing environment for RMBS andeottargeted assets, interest rate swaps and o#ineatives as much of t
legislation’s implementation remains to be defibgdegulators.

« In November 2010, the U.S. Federal Reserve anndua@zogram to purchase an additional $600 bikiblongerterm U.S. Treasu
securities, which concluded at the end of the ssaprarter of 2011. We believe this program creautinued strong demand
Agency RMBS and likely helped to keep Agency RMBSpeemium prices. We expect the prograntérmination will cause
decrease in demand for these securities, whiclylikeuld reduce their market price, although weéget to observe any significi
decline in demand for these securities.

« As part of its plan to sell off a $142 billion pfafio of mortgagebacked securities it purchased during the finaniiais, in Marcl
2011, the U.S. Treasury Department announced ptabegin selling those securities. The U.S. Tredsunvestments are primar
30-year, fixedrate mortgage securities guaranteed by either Eavlaie or Freddie Mac that were purchased in la@8 2hd 200!
The U.S. Treasury is aiming to sell off about $1l0dm each month (in addition to principal paypwns) and made the decisior
begin selling these securities in light of the gahanprovement in the U.S. economy.

Developments at Fannie Mae and Freddie MaPayments on the Agency RMBS in which we investqararanteed by Fannie NV
and Freddie Mac. As broadly publicized, Fannie Maed Freddie Mac have experienced significant logsescent years, causing the (
Government to place Fannie Mae and Freddie Macruiederal conservatorship. In February 2011, the. Department of the Treasury al
with the U.S. Department Housing and Urban Develppimreleased a much-awaited report titled “Refogmimericas Housing Financ
Market”, which outlines recommendations for reforming th&.Unousing system, specifically the roles of FarMae and Freddie Mac a
transforming the governmestinvolvement in the housing market. The scoperatdre of the actions that the U.S. Governmentuiiimately
undertake with respect to the future of Fannie Miaé Freddie Mac are unknown and will continue tole. New regulations and progra
related to Fannie Mae and Freddie Mac may adveedédgt the pricing, supply, liquidity and value RMBS and otherwise materially ha
our business and operations.

Mortgage and Other Asset Value®uring the second quarter of 2011, we continwedliserve strong demand and high price
Agency RMBS with market prices on a 15-year FaMae 4.5% Agency RMBS paskrough certificate increasing to $106.047 at Ja0.
2011. Recent sales by the Federal Reserve of disag portion of the norkgency RMBS portfolio it acquired from American émbatione
Group, together with the possibility that severalrdpean banks may resort to liquidating their Agency RMBS portfolios, has hac
significant negative impact on the non-Agency RMB&rket and values generally for non-Agency RMBS.oAslune 30, 2011, our non-
Agency RMBS position represented a small portiomwf total assets. We expect market values foacedf our other target assets, suc
CMBS, CLOs, and residential and commercial who#nto continue to improve as the economic outlndke U.S. and abroad improves.
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Credit Quality. U.S. residential mortgage delinquency rates haveirnged to remain at high levels for various typésmortgag
loans during 2011. While RMBS backed by subprimetgages and option ARMs are experiencing the higtielinquency and loss rates,
portfolio of prime ARM loans held in securitizatidrusts continue to experience high delinquencgs;atvith approximately 10.2% of the lo
in the portfolio in a delinquent position (basedagyregate principal amount outstanding). Morentggeit appears that the increasing su
of unsold homes as a result of foreclosure delagsput renewed downward pressure on home pricimig.rmay lead to further delinquency
loss rates on various RMBS.

Financing markets and liquidy. The availability of repurchase agreement finagds stable with interest rates between 0.27%
0.30% for 30-90 day repurchase agreements. Theagd-dndon Interbank Offered Rate (“LIBOR'\hich was 0.19% at June 30, 2011,
remained relatively unchanged since December 310.20/hile we expect interest rates to rise overltimger term, we believe that inter
rates, and thus our financing costs, are likelyetoain at these historically low levels until suzhe as the economic data begin to confirr
acceleration of overall economic recovery.

As of June 30, 2011, the weighted average “haineltited to our repurchase agreement financingdogency I10s, CLOs and ott
Agency RMBS was approximately 25%, 35% and 6%, getsygely, for a total weighted average “haircof’ 17%. As of June 30, 2011, -
Company had available cash of $6.9 million to nseirt term liquidity requirements.

Prepayment ratesAs a result of various government initiatives éimel reduction in intermediate and longerm treasury yields, ral
on conforming mortgages continue to be historichily. While these trends have historically resultedigher rates of refinancing and t
higher prepayment speeds, we have observed fittiact from refinancing on the CPR for our portfolde continued to operate in a favor:
prepayment rate environment during the second guaft2011, with the CPR on our overall portfoladlihg to 8.8%, as compared to 20.5%
the second quarter of 2010. Notwithstanding an lacation of the economic recovery or governmenervention due to high levels
unemployment, tighter lendirgtandards and currently depressed housing pricefelieve overall prepayment rates will remainoat levels
for the near future. See “— Summary of OperatioRsepayment Experience” below.
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Significance of Estimates and Critical Accounting Blicies

A summary of our critical accounting policies i€linded in Item 8 of our Annual Report on FormK@er the year ended Decem
31, 2010 and “Note 1 — Summary of Significant Aatting Policies”to the condensed consolidated financial statemantsded therein. |
2011, the Company elected the fair value optionitloinvestments in the Midway Residential Mortg&@tfolio, which measures unreali
gains and losses through earnings in the condarseblidated statements of operations.

Summary of Operations

Net Interest SpreadFor the three and six months ended June 30, 20t et income was dependent upon the net interestne (th
interest income on portfolio assets net of theregeexpense and hedging costs associated withaaseis) generated from our portfolic
RMBS (including 10s), CLO, mortgage loans held etuwritization trusts, mortgage loans held for itwet and mortgage loans held
sale. The net interest spread on our investmerifotiorwas 644 basis points for the quarter endedeJ30, 2011, as compared to 368 |
points for the quarter ended March 31, 2011, arii Isis points for the quarter ended December @10.2The increase in our net inte
spread is due primarily to earnings derived fromn Blidway Residential Mortgage Portfolio. Our Midwdesidential Mortgage Portfo
outperformed our expectations during the secondteuaf 2011 due to a low prepayment environment.

Other Income (Expense) Other income (expense) increased by $2.0 millianttie three months ended June 30, 2011 to
million from $0.7 million for the three months emtl@éune 30, 2010 and increased by $3.5 millionHerdix months ended June 30, 2011 to
million from $1.5 million for the six months endddne 30, 2010. The increases were primarily dubécCompany realizing approximat
$2.5 million and $4.7 million of net profit befonecentive fee from the sale of certain CLO invesitseduring the three and six months er
June 30, 2011, respectively. addition, for the three and six months endece Gy 2011, the Company recognized income froniniestmer
in limited partnership and limited liability compamf $0.5 million and $1.3 million, respectivelyh@re was no income from investmen
limited partnership and limited liability compangrfthe same periods in 2010. The Company also hadspon for loan losses of $0.4 milli
and $1.0 million for the three and six months endede 30, 2011, respectively, compared to $0.Ganillor both the three and six mon
ended June 30, 2010. For the three and six monitthsdeJune 30, 2011, the unrealized losses recabtiireugh earnings from the Company"
Midway Residential Mortgage Portfolio investmentsres both $0.7 million. There were no unrealizedhgair losses recognized thro
earnings for the same periods in 2010.

Financing. During the quarter ended June 30, 2011, we cordintoeemploy a balanced and diverse funding mixitarfce oL
assets. At June 30, 2011, our Agency RMBS portfatis funded with approximately $96.4 million of veghase agreement borrowing, wt
represents approximately 25.8% of our total lisiesi, at a weighted average interest rate of 0.@8/gompared to 0.48% for the three mc
ended March 31, 2011. The increase in the borrowatgywas primarily due to higher borrowing rateguired for the financing of our Ager
IO0s, which we began investing in during the endtlg quarter ended March 31, 2011. The borrowing fat the Agency 10s w.
approximately 79 basis points as compared to 28 lpménts for the other Agency RMBS and 175 basistg for the CLOs. The weight
average haircut on our repurchase borrowings wasajmately 17% at June 30, 2011. As of June 3@.120ur wholly owned subsidiary, F
had trust preferred securities outstanding of $45illon, which represents approximately 12.1% af ¢otal liabilities, at a weighted aver:
interest rate of 4.1%. As of June 30, 2011, theddzeld in securitization trusts were permanentigrfced with approximately $209.7 million
CDOs, which represents approximately 56.2% of ataltliabilities, at an average interest rate d706. The Company has a net eq
investment of $8.1 million in the securitizationdts as of June 30, 2011.

At June 30, 2011, the leverage ratio for our RMB8estment portfolio, which we define as our outdiag indebtedness unc
repurchase agreements divided by stockhold=sity, was 1.2 to 1. We have continued to utiimmificantly less leverage than our previol
targeted leverage due to the ongoing repositioningur investment portfolio from one primarily fosed on leveraged Agency RMBS .
prime ARM loans held in securitization trusts tmare diversified portfolio with reduced leverage.

Prepayment Experienc&he CPR on our overall mortgage portfolio averagpproximately 8.8% during the three months ended
30, 2011, as compared to 9.6% for the three moatided March 31, 2011. CPRs on our purchased portdlRMBS for the three mont
ended June 30, 2011 were 9.0%, as compared to 1fethe three months ended March 31, 2011. The<Cé&tRour mortgage loans helc
securitization trusts averaged approximately 8.4#tnd the three months ended June 30, 2011, asareapo 7.0% for the three months er
March 31, 2011. When prepayment expectations dwerémaining life of assets increase, we amortizenpums over a shorter time peri
which results in a reduced yield to maturity on @owestment assets. Conversely, if prepayment éapens decrease, the premiun
amortized over a longer period resulting in a highield to maturity. We monitor our prepayment esigece on a monthly basis and adjus
amortization of our net premiums accordingly. Argrgase in prepayment speeds would have a sigrifitegative impact on our earnit
derived from our Midway Residential Mortgage Pditfo
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Financial Condition

As of June 30, 2011, we had approximately $455l6amiof total assets, as compared to approxima$&y4.3 million of total asse
as of December 31, 2010.

Balance Sheet Analysis

Investment Securities Available for Sal€he following tables set forth the balances of imwestment securities as of June 30, :
(dollar amounts in thousands):

Par Carrying % of
June 30, 2011 Value Value Portfolio
Agency RMBS $ 542,567 $ 117,73t 78.2%
Non-Agency RMBS 8,01( 5,791 3.&%
CLO 35,55( 26,95( 17.%%
Total $ 586,12° $ 150,47 100.(%

Securities included in investment securities atéldor sale held in our Midway Residential Mortgagortfolio that are measurec
fair value through earnings as of June 30, 201hsaffellows (dollar amounts in thousands):

Par Carrying % of
June 30, 2011 Value Value Portfolio
Interest only securities included in Agency RME
Fannie Mae $ 173,96t $ 27,18 42.5%
Freddie Mac 133,57: 19,11¢ 29.€%
Ginnie Mae 184,14¢ 17,69: 27.€%
Total $ 491,68¢ $ 63,99¢ 100.(%

The following table sets forth the balances ofiomestment securities as of December 31, 20104dathounts in thousands):

Par Carrying % of
December 31, 2010 Value Value Portfolio
Agency RMBS $ 45,04: % 47,52¢ 55.2%
Non-Agency RMBS 11,10¢ 8,98t 10.4%
CLO 45,95( 29,52¢ 34.5%
Total $ 102,09¢ $ 86,04( 100.(%
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Detailed Composition of Loans Securitizing Our Cl

The following tables summarize the loans secunigzour CLOs grouped by range of outstanding balameckindustry as of June !

2011 and December 31, 2010, respectively (dollasuants in thousands):

As of June 30, 2011

As of December 31, 2010

Range of Number Maturity Total Number Maturity Total
Outstanding Balance of Loans Date Principal of Loans Date Principal
$0 - $%00 23 11/2014 — 6/201¢ $ 10,22¢ 11 11/2014 -11/2017 $ 5,404
12/2013 -

$500 - £,00C 91 11/2018 124,04: 72 5/2013 - 12/201" 95,70¢
$2,000 - $,00C 89 10/2012 — 9/201! 268,07¢ 88 8/2012 - 11/201" 276,26¢
$5,000 - $0,00( 8 6/2012 — 3/2016 47,06t 11 11/2011 - 3/201¢ 77,36t
+$10,00( — — — — — —
Total 211 $ 449,40¢ 182 $ 454,73¢
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June 30, 2011

% of
Number Outstanding Outstanding

Industry of Loans Balance Balance
Healthcare, Education and Childcare 22 $ 57,67t 12.83%
Retail Store 14 33,48¢ 7.45%
Telecommunications 16 29,93¢ 6.66%
Electronics 14 29,80¢ 6.63%
Chemicals, Plastics and Rubber 12 23,71¢ 5.28%
Personal, Food & Misc. Services 13 22,16( 4.93%
Leisure, Amusement, Motion Pictures & Entertainment 10 21,38¢ 4.76%
Diversified Conglomerate Service 13 20,96¢ 4.67%
Hotels, Motels, Inns and Gaming 5 17,19( 3.83%
Aerospace & Defense 9 16,981 3.78%
Utilities 5 16,78¢ 3.73%
Beverage, Food & Tobacco 7 16,73: 3.72%
Personal & Non-Durable Consumer Products 6 15,07 3.35%
Diversified/Conglomerate Mfg 6 14,71¢ 3.27%
Printing & Publishing 5 14,57: 3.24%
Containers, Packaging and Glass 6 13,22¢ 2.94%
Finance 6 9,091 2.02%
Mining, Steel, Iron and Non-Precious Metals 4 8,79( 1.96%
Banking 3 8,42: 1.87%
Automobile 6 8,32¢ 1.85%
Machinery (Non-Agriculture, Non-Construction & Ndtlectric) 4 7,39¢ 1.65%
Cargo Transport 2 6,11¢€ 1.36%
Farming & Agriculture 3 5,36¢ 1.19%
Textiles & Leather 5 5,31 1.18%
Ecological 3 4,81« 1.11%
Insurance 2 4,49¢ 1.00%
Grocery 3 4,471 0.99%
Buildings and Real Estate 2 4,21¢ 0.94%
Personal Transportation 1 2,49¢ 0.55%
Broadcasting & Entertainment 2 2,26: 0.50%
Diversified Natural Resources, Precious Metals Miterals 1 2,24¢ 0.50%
Oils & Gas 1 1,15¢ 0.26%
211 $ 449,40¢ 100.00¥
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December 31, 2010

Industry

Healthcare, Education and Childcare
Retail Store

Electronics

Telecommunications

Leisure, Amusement, Motion Pictures & Entertainment
Personal, Food & Misc. Services
Chemicals, Plastics and Rubber
Beverage, Food & Tobacco

Utilities

Aerospace & Defense

Insurance

Hotels, Motels, Inns and Gaming
Farming & Agriculture

Cargo Transport
Diversified/Conglomerate Mfg
Personal & Non-Durable Consumer Products
Printing & Publishing
Diversified/Conglomerate Service
Broadcasting & Entertainment
Ecological

Finance

Containers, Packaging and Glass

Machinery (Non-Agriculture, Non-Construction & Ndtlectronic)

Personal Transportation

Buildings and Real Estate

Banking

Automobile

Mining, Steel, Iron and Non-Precious Metals

Textiles & Leather

Grocery

Oil & Gas

Diversified Natural Resources, Precious Metals ldintkerals

% of
Number Outstanding Outstanding
of Loans Balance Balance
$
19 52,531 11.55%
10 29,38¢ 6.46%
10 29,14¢ 6.41%
13 26,41( 5.81%
10 22,31¢ 4.91%
10 21,17¢ 4.66%
9 20,96: 4.61%
9 18,66¢ 4.10%
5 17,03¢ 3.75%
7 16,46¢ 3.62%
3 16,24 3.57%
5 15,38¢ 3.38Y%
5 14,98: 3.29%
3 14,37: 3.16%
6 13,91 3.06%
5 13,77 3.03%
4 11,94« 2.63%
5 10,84 2.38%
4 10,03} 2.21%
4 8,76: 1.93%
3 7,80: 1.72%
4 7,63¢ 1.68%
4 7,482 1.65%
3 7,30¢ 1.61%
3 6,97( 1.53%
2 6,75( 1.48%
5 6,54 1.44%
3 5,46¢ 1.20%
3 4,35¢ 0.96%
2 3,99/ 0.88%
3 3,80¢ 0.84%
1 2,251 0.49%
$
182 454,73¢ 100.00Y
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Mortgage Loans Held in Securitization Trusts (neldcluded in our portfolio are ARM loans that wegimated or purchased in bl
from third parties that met our investment critexial portfolio requirements and that we subsequeetturitized. Since our formation, we h
completed four securitizations; three of which welassified as financings and one of which, Newkvigiortgage Trust 2008, qualified as
sale and resulted in the recording of residualtass®d mortgage servicing rights.

The following table details mortgage loans heldséturitization trusts at June 30, 2011 and Decer@be010, respectively (dol
amounts in thousands):

# of Loans Par Value Coupon Carrying Value
June 30, 2011 535 $ 218,60¢ 293% $ 217,08t
December 31, 2010 559 $ 229,32 3.16% $ 228,18t

At June 30, 2011, mortgage loans held in secutitimarusts totaled approximately $217.1 million,4Y.7% of our total assets. Of 1
mortgage loan investment portfolio, 100% are tiaddal ARMs or hybrid ARMs, 81.4% of which are ARMans that are interest only fc
period of typically 10 years. None of the mortgdgans held in securitization trusts are paymenioopARMs or ARMs with negativ
amortization.

The following tables set forth the characterisésour portfolio of mortgage loans held in secuasdtion trusts as of June 30, 2
(dollar amounts in thousands):

Average High Low
General Loan Characteristics:
Original Loan Balance (dollar amounts in thousands) $ 443 3 295C $ 48
Current Coupon Rate 2.93% 7.25% 1.38%
Gross Margin 2.37% 4.13% 1.13%
Lifetime Cap 11.28% 13.25% 9.13%
Original Term (Months) 360 360 360
Remaining Term (Months) 286 294 253
Average Months to Reset 3 12 1
Original Average FICO Score 729 818 593
Original Average LTV 70.4€% 95.0C(% 13.94%
% of Weighted
Outstanding Average Gross
Loan Balance Margin (%)
Index Type/Gross Margin:
One Month LIBOR 3% 1.69%
Six Month LIBOR 73% 2.40%
One Year LIBOR 16% 2.26%
One Year Constant Maturity Treasury 8% 2.65%
Total 100%
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The following table details loan summary informatfor loans held in securitization trusts at JuBeZd11 (dollar amounts in

thousands):
Description Interest Rate % Final Maturity
Principal
Amount of
Loans
Periodic Subject to
Payment Original Current Delinquent
Property Loan Terms  Prior Amount of Amount of  Principal or
Type Balance Count Max Min Avg Min Max (months) Liens Principal Principal Interest
Single <= $10C 14 3.88 2.50 3.04 12/01/3: 11/01/3¢ 360 NA  $ 1,77C $ 1,02¢ $ =
Family <=$25( 69 4.63 2.50 3.17 09/01/3: 12/01/3¢ 360 N/A 14,95¢ 12,721 713
<=$50C 94 4.13 2.50 3.00 07/01/3¢ 01/01/3¢ 360 N/A 36,01¢ 32,66( 6,42¢
<=$1,00( 36 3.63 1.50 2.83 08/01/3: 12/01/3t 360 N/A 28,997 26,861 2,655
>$1,00( 21 3.25 2.75 2.88 01/01/3t 11/01/3¢ 360 N/A 37,351 36,82¢ 10,162
Summary 234 4.63 1.50 3.02 09/01/3: 01/01/3¢ 360 N/A 119,097 110,10( 19,95¢
2-4 <=$10C 1 3.75 3.75 3.75 02/01/3¢ 02/01/3t 360 N/A 80 72 75
FAMILY <=$25( 7 3.75 2.75 3.16 12/01/3¢ 07/01/3% 360 N/A 1,41F 1,20¢€ -
<=$50C 15 7.25 2.13 3.18 09/01/3¢ 01/01/3¢ 360 N/A 5,554 5,19E 254
<=$1,00( - - - - 01/00/0C 01/00/0C 360 N/A - - -
>$1,00( - - - - 01/00/0C 01/00/0C 360 N/A - - -
Summary 23 7.25 2.13 3.20 09/01/3¢ 01/01/3¢ 360 N/A 7,04¢ 6,472 329
Condo <= $10C 13 3.38 2.75 2.91 01/01/3¢ 12/01/3¢ 360 N/A 1,64C 855 -
<=$25( 72 3.88 2.50 3.10 02/01/3¢ 01/01/3¢ 360 N/A 14,09 12,39z 266
<=$50C 64 3.88 1.50 2.99 09/01/3:Z 12/01/3¢ 360 N/A 22,861 20,757 272
<=$1,00( 18 3.88 1.63 2.88 08/01/3: 10/01/3¢ 360 N/A 12,69¢ 12,32¢ -
>$1,00(C 10 3.00 2.75 2.83 01/01/3¢ 09/01/3% 360 N/A 14,91¢ 14,60¢ -
CO-0OP Summary 177 3.88 1.50 3.01 09/01/3Z 01/01/3¢€ 360 N/A 66,207 60,93: 538
<= $10C 4 3.00 2.50 2.75 10/01/3¢ 08/01/3¢ 360 N/A 443 319 -
<=$25( 18 3.38 2.25 2.88 10/01/3¢ 12/01/3t 360 N/A 4,011 3,16€ 212
<=$50C 26 4.00 1.38 2.88 08/01/3¢ 12/01/3t 360 N/A 10,72¢ 9,46€ -
<=$1,00( 12 3.00 2.75 2.77 12/01/3¢ 10/01/3¢ 360 N/A 9,08¢ 8,867 -
>$1,00( 4 2.75 2.25 2.63 11/01/3¢ 12/01/3¢ 360 N/A 5,65¢ 5,29C -
Summary 64 4.00 1.38 2.82 08/01/3¢ 12/01/3¢ 360 N/A 29,92¢ 27,10¢ 212
PUD <= $10C 1 2.75 2.75 2.75 07/01/3¢ 07/01/3t 360 N/A 100 90 -
<=$25( 18 3.50 2.50 2.94 01/01/3¢ 12/01/3¢ 360 N/A 3,797 3,65¢ 273
<=$50C 11 3.50 2.75 3.08 08/01/3: 12/01/3¢ 360 N/A 3,94¢ 3,702 770
<=$1,00( 4 3.50 2.75 3.13 05/01/3i 10/01/3t 360 N/A 2,832 2,611 -
>$1,00( 3 3.04 2.75 2.93 04/01/3¢ 12/01/3¢ 360 N/A 4,14¢ 4,03C -
Summary 37 3.50 2.50 2.99 08/01/3: 12/01/3¢ 360 N/A 14,82¢ 13,991 1,042
Summary <=$10C 33 3.88 2.50 2.97 10/01/3¢ 12/01/3t 360 N/A 4,032 2,36E 75
<=$25( 184 4.63 2.25 3.09 09/01/3: 01/01/3¢ 360 N/A 38,272 33,041 1,464
<=$50C 210 7.25 1.38 3.00 08/01/3: 01/01/3¢ 360 N/A 79,10¢€ 71,78C 7,725
<=$1,00( 70 3.88 1.50 2.85 08/01/3: 12/01/3¢ 360 N/A 53,61€ 50,66: 2,655
>$1,00( 38 3.25 2.25 2.84 04/01/3¢ 12/01/3¢ 360 N/A 62,07¢ 60,754 10,162
Grand
Total 535 7.25 1.38 2.93 08/01/32 01/01/3¢ 360 NA  $ 237,10t $ 218,60 $ 22,081
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The following table details activity for loans hdhl securitization trusts for the six months endede 30, 2011 (dollar amounts

thousands):
Current Net Carrying
Principal Premium Loan Reserve Value
Balance, January 1, 2011 $ 229,32: % 1,451 $ (2,589 $ 228,18¢
Principal repayments (10,659 — — (10,659
Provision for loan losses — — (769) (769)
Transfer to real estate owned (234) — 16 (218)
Charge-offs 175 — 445 620
Amortization for premium — (74) — (74)
Balance, June 30, 2011 $ 218,60f $ 1,377 $ (2,897 $ 217,08t

Investment in Limited PartnershipThe following table details loan summary inforneatifor the mortgage loans held in the lim
partnership in which our interest in the limitedtparship is accounted for under the equity metmadf June 30, 2011 and December 31, ©

respectively (dollar amounts in thousands):

June 30,

Loan Summary 2011
Number of Loan: 112
Aggregate Current Loan Balance $ 18,61«
Average Current Loan Balance $ 16¢€
Weighted Average Original Term (Months) 374
Weighted Average Remaining Term (Months) 31¢
Weighted Average Gross Coupon (%) 6.7¢%
Weighted Average Original Loan-to-Value of Loan (%) 86.11%
Average Cost-to-Principal of Asset at Funding (%) 70.4%
Fixed Rate Mortgages (%) 66.2(%
Adjustable Rate Mortgages (%) 33.8(%
First Lien Mortgages (%) 100.0(%

December 31,

Loan Summary 2010
Number of Loan: 15¢
Aggregate Current Loan Balance $ 26,95!
Average Current Loan Balance $ 17C
Weighted Average Original Term (Months) 377
Weighted Average Remaining Term (Months) 32¢
Weighted Average Gross Coupon (%) 6.8(%
Weighted Average Original Loan-to-Value of Loan (%) 86.6(%
Average Cost-to-Principal of Asset at Funding (%) 66.9%
Fixed Rate Mortgages (%) 69.6:%
Adjustable Rate Mortgages (%) 30.31%
First Lien Mortgages (%) 100.0(%

Cash and cash equivalentsNe had unrestricted cash and cash equivale®#8.8fmillion at June 30, 2011.

Receivables and other assetfReceivables and other assets totaled $12.4 mifi®nf June 30, 2011, and consist primarily of
million of restricted cash held by third parties}.® million of assets related to discontinued opens, $1.3 million of accrued inter
receivable, $0.8 million related to escrow advan®@s7 million of real estate owned (“REGH securitization trusts, $0.6 million of prep
expenses, $0.5 million of capitalized expensedeelto equity and bond issuance cost, $0.1 milibdeferred tax asset and $0.1 millior
other assets. The restricted cash held by thirdegaof $4.3 million includes $4.1 million held mpunterparties as collateral for hedc
instruments and $0.2 million as collateral for ieleof credit related to the lease of the Compawgrporate headquarters.

Financing Arrangements, Portfolio InvestmentsAs of June 30, 2011, there were approximately $9illion of repurchas
borrowings outstanding. Our repurchase agreentgpically have terms of 30 days or less. As ofel@0, 2011, the current weighted ave
borrowing rate on these financing facilities wa839%. For the three months ended June 30, 201%rttimg balance, quarterly average



maximum balance at any mongind of the repurchase agreements, which are indlidnancing arrangements, portfolio investm
on the condensed consolidated balance sheet, ®6ré fillion, $82.5 million and $96.4 million, resgtively.

Collateralized Debt Obligations As of June 30, 2011, we had $209.7 million of dellalized debt obligations, or CDOs, outstan
with a weighted average interest rate of 0.57%. TB©s permanently finance our loans held in sdezatibn trusts.

Subordinated DebenturesAs of June 30, 2011, we have trust preferred séesiroutstanding of $45.0 million that bear an age
interest rate of 4.10%. These securities have ghted average interest rate equal to three monBOR! plus 3.84%. The Company |
previously paid interest at a fixed rate of 8.3586$%20 million of these securities through July 2010. The securities are fully guarantee
the Company with respect to distributions and an®payable upon liquidation, redemption or repaytnamd mature in 2035. These secur
are classified as subordinated debentures inabdity section of our condensed consolidated bzdasheets.
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Derivative Assets and LiabilitiesWe generally hedge the risk related to changekarbenchmark interest rates used in the val
rate index, usually LIBOR, as well as prepaymesk associated with our Midway Residential Mortg&getfolio.

In order to reduce our interest rate risk, we m@ijza various hedging instruments, such as inter@® swap agreements whereby
receive floating rate payments in exchange fordixate payments, effectively converting our shertrt repurchase agreement borrowin
CDOs to a fixed rate. At June 30, 2011, the Compgwad/$30.4 million of notional amount of interester swaps outstanding with a fair ma
liability value of $0.7 million. The interest rasavaps qualify as cash flow hedges for financiabrépg purposes.

In addition to utilizing interest rate swaps, weymrchase or sell short U.S. Treasury securitieenter into Eurodollar or otk
futures contracts or options to help mitigate tiéeptial impact of changes in interest rates onpladormance of our Midway Residen
Mortgage Portfolio. We may borrow securities to @oshort sales of U.S. Treasury securities underse repurchase agreements. We ac
for the securities borrowing transactions as reveepurchase agreements on our condensed conedlidatance sheet. Short sales of
Treasury securities are accounted for as secustigbshort, at fair value. Realized and unrealigaihs and losses associated with purct
and short sales of U.S. Treasury securities anadellar or other futures are recognized throughmiegs in the condensed consolidi
statements of operations.

The Company uses TBAs to hedge interest rateamskthe aggregate risk of prepayments associatéditsi Midway Residenti
Mortgage Portfolio. For example, we may utilize T8# hedge the interest rate or yield spread nblerient in our long Agency RMBS
taking short positions in TBAs that are similardharacter. In a TBA transaction, we would agreguechase or sell, for future delive
Agency RMBS with certain principal and interestnigrand certain types of underlying collateral, the particular Agency RMBS to
delivered is not identified until shortly beforeetiBA settlement date. The Company typically doatstake delivery of TBAs, but rather set
with its trading counterparties on a net basis. $B#e liquid and have quoted market prices andesemit the most actively traded clas
RMBS. For TBA contracts that we have entered into, weehast asserted that physical settlement is prob&8aleause we have not design:
these forward commitments as hedging instrumeetdized and unrealized gains and losses assoeidttethese TBAs are recognized thro
earnings in the condensed consolidated stateméonfseaations.

Derivative financial instruments may contain craik to the extent that the institutional coungetjes may be unable to meet
terms of the agreements. We minimize this riskitmjting our counterparties to major financial itstions with good credit ratings. In additi
we regularly monitor the potential risk of loss lwiiny one party resulting from this type of craitk. Accordingly, we do not expect ¢
material losses as a result of default by othetigggrbut cannot guarantee we do not have countgrizalures.

The use of TBAs exposes the Company to market viadke as the market value of the securities that Company is required
purchase pursuant to a TBA transaction may detlélew the agreedpon purchase price. Conversely, the market valubeosecurities th
the Company is required to sell pursuant to a TB#vgaction may increase above the agreed upopsede

We enter into derivative transactions for risk ngeraent purposes. The decision of whether or navengransaction, or a porti
thereof, is hedged is made on a casedge basis, based on the risks involved and o#tttork as determined by senior management ar
third party advisors, including the financial impao income and asset valuation and the restrigtimposed on REIT hedging activities by
Internal Revenue Code, among others. In determinvhgther to hedge a risk, we may consider whetliberoassets, liabilities, fir
commitments and anticipated transactions alreafhedr reduce the risk. All transactions undenaie a hedge are entered into with a-
towards minimizing the potential for economic los#ieat could be incurred by us.

Balance Sheet Analysis - Stockholders’ Equity
Stockholders'equity at June 30, 2011 was $81.5 million and idetli$10.6 million of common stock subscribed relateour publi
offering that closed on July 1, 2011 and $17.3iamllof accumulated other comprehensive income. d¢temulated other comprehen:

income consisted of $0.7 million in unrealized dative losses related to cash flow hedges and $t@l®n in unrealized gains primar
related to our CLOs.
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Midway Residential Mortgage Portfolio

The Company has investments managed by Midway regfeto as the Midway Residential Mortgage Portfolidie Midway
Residential Mortgage Portfolio investments inclédgency 10s, TBA securities, call options and futurehich are included in the Compasay’
condensed consolidated balance sheet. The Compangldcted the fair value option for these investrsecurities which measures unreal
gains and losses through earnings in the condarseblidated statements of operations.

The condensed balance sheet of the Midway ResaleMtortgage Portfolio included in the Compasytondensed consolida

balance sheet at June 30, 2011 is as follows fdatfeounts in thousands):

Assets
Investment securities available for sale, at falue (including pledged securities of $57,644) $ 63,99¢
Reverse repurchase agreements 18,00(
Derivative asset 14,67:
Receivables and other assets 4,11(
Total Assets $ 100,77¢
Liabilities & Equity
Liabilities:
Financing arrangements, portfolio investments $ 44,99t
Derivative liabilities 1,76¢
Payable for securities purchased 15,67+
Accrued expenses and other liabilities 1,057
Total Liabilities 63,49:
Equity 37,28
Total Equity 37,28
Total Liabilities and Equity $ 100,77¢

The condensed statement of operations of the MidRagidential Mortgage Portfolio included in the Gmmy’s condense

consolidated statement of operations for the threksix months ended June 30, 2011, respectiveas follows (dollar amounts in thousands):

Three Months Six Months
Ended Ended
Statement of Operations June 30, 2011 June 30, 2011
Interest income $ 3,651 $ 3,93¢
Interest expense 93 122
Net Interest Income 3,56¢ 3,81¢
Other income (expense)
Realized gain on investment securities and reélagziges 72t 765
Unrealized loss on investment securities andedlbhedges (695) (73%)
General, administrative and other expenses (1,102) (1,157)
Net Income $ 249: $ 2,69¢
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Results of Operations
Overview of Performance

For the three and six months ended June 30, 204 teported net income of $4.2 million and $6.7 ionil] respectively, as compa
to net income of $1.5 million and $4.2 million, pestively, for the same periods in 2010. The maimgonents of the change in net income
the three and six months ended June 30, 2011 apacerthto the same periods for the prior year ataildd in the following table (doll
amounts in thousands, except per share data):

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2011 2010 Difference 2011 2010 Difference
Net interest incom $ 5301 $ 2,690 $ 2,611 $ 7811 $ 6,09¢ $ 1,71:
Total other income 2,69¢ 691 2,00¢ 4,99¢ 1,49¢ 3,50z
General, administrative and
other expenses 3,45¢ 2,10 1,347 5,743 3,96: 1,78¢
Income from continuing
operations before income tax 4,54: 1,27¢ 3,26¢ 7,062 3,631 3,431
Income tax expense 362 — 362 362 — 368
Income from continuing
operations 4,18( 1,27¢ 2,90¢ 6,69¢ 3,631 3,06¢
Income from discontinued
operation - net of tax 9 26¢ (259) 4 57¢ (57%)
Net income $ 4,18¢ $ 154: $ 2,647 $ 6,70 $ 421C $ 2,49:
Net income attributable 1
noncontrolling interest 20 — 20 20 — 20
Net income attributable 1
common stockholders $ 4,16¢ $ 1542 $ 2627 $ 6,68: $ 421C $ 2,47:
Basic income per common
share $ 044 $ 0.1¢ $ 0.2¢ $ 071 $ 04t $ 0.2¢
Diluted income per common
share $ 044 $ 0.1¢ $ 0.2t $ 071 $ 0.4t $ 0.2¢

The increase in net income of $2.6 million for thearter ended June 30, 2011, as compared to the gariod in the previous ye
was due primarily to a $2.6 million increase in meérest income on the investment portfolio arehkheld in securitization trusts, an incr
of $2.0 million in net realized gain on securities, increase of $0.5 million in income from investihin limited partnership and limit
liability company and a $0.2 million decrease invision for loan loss for the loans held in sedzaition trusts, partially offset by an incre
of $0.7 million in unrealized loss on investmentigéies, a $1.3 million increase in general, adstiative and other expenses, a $0.4 mi
increase in income tax expense and a $0.3 milleerehse in income from discontinued operatiomet-of tax. The increase in income
expense resulted primarily from the previously dasale of certain CLO notes. The Company expedisitimay incur income tax expenss
the extent it opportunistically sells the CLO noieshe future. Théncrease in net interest income during the quameled June 30, 2011,
compared to the quarter ended June 30, 2010, viraanly driven by a 274 basis point increase ininggrest income spread, which was me
due to the performance of our Midway Residentialigage Portfolio. The Midway Residential Mortgagertfolio targets Agency securiti
with interest only type characteristics that tyflicautperform in low prepayment environments whitte company experienced during
second quarter of 2011. In addition, a realizeoh g $2.5 million from the sale of CLO investment&s a significant contributor to |
increase in net income during the second quart20df.
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Comparative Expenses (dollar amounts in thousands)

For the Three Months Ended

For the Six Months Ended

June 30, June 30,
General, Administrative
and Other Expenses: 2011 2010 % Change 2011 2010 % Change
Salaries and benefits $ 454 $ 284 59.% $ 91z % 817 11.€%
Professional fees 42¢ 303 41.6% 76E 58t 30.6%
Management fees 2,09t 74C 183.1% 3,13¢ 1,204 160.4%
Other 47¢€ 78C (39.0) % 93t 1,357 (31.1) %
Total $ 3,45¢ $ 2,107 63.% $ 5747 $ 3,96: 45.(%

The general, administrative and other expensegaser of $1.3 million for the quarter ended June2BQ,1 as compared to the s:
period in 2010 was due primarily to a $1.4 milliocrease in management fees to HCS, Midway and RB&IM. million of which represent
management fees payable under the Midway Managesgmement, which is directly related to the perfance of assets managec
Midway, and partially offset by a $0.1 million deese in salaries and benefits, professional fegoter expenses.
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Comparative Net | nterest Income

Our results of operations for our investment pdidfduring a given period typically reflects thetrieterest income earned on
investment portfolio of Agency RMBS and négency RBMS, prime ARM loans held in securitizatioasts, loans held for investment, lo
held for sale, CLOs, and U.S. Treasury securities {Interest Earning Assets”)The net interest spread is impacted by factors asabur co:
of financing, the interest rate that our investrsdrgar and our interest rate hedging strategiaghérmore, the amount of premium or disci
paid on purchased portfolio investments and thpgmment rates on portfolio investments will imptiet net interest spread as such factors
be amortized over the expected term of such invexstsn Realized and unrealized gains and lossesuiwd&llar and other derivative futures
our Midway Residential Mortgage Portfolio, which dot utilize hedge accounting for financial repagtpurposes, are included in other inc
(expense) in our statement of operations. Thewviolig tables set forth the changes in net intérestme, yields earned on our Interest Ear
Assets and rates on financing arrangements for efbttte three and six months ended June 30, 204 2@h0, respectively (dollar amount:

thousands, except as noted):

For the Three Months Ended June 30,

2011 2010
Average Yield/ Average Yield/

Balance(1) Amount Rate (2) Balance(1) Amount Rate (2)

($ Millions) ($ Millions)
Interest income:
Interest income $ 3417 $ 6,482 7.59% $ 393¢ $ 5,18t 5.28%
Interest expense:
Investment securities and loans $ 248.C $ 711 1.15% $ 3174 $ 1,284 1.58%
Subordinated debentures 45.0 470 4.18% 45.C 673 5.85%
Convertible preferred debenture — — —% 20.C 538 10.5%3%
Interest expense $ 293.C 1,181 1.61% $ 382.4 2,49t 2.55%
Net interest incom $ 5,301 5.98% $ 2,69C 2.73%

For the Six Months Ended June 30,
2011 2010
Average Yield/ Average Yield/
Balance(1) Amount Rate (2) Balance(1) Amount Rate (2)
($ Millions) ($ Millions)

Interest income:
Interest income $ 325¢ % 10,17¢ 6.2% $ 409.F % 11,40¢ 5.57%
Interest expense:
Investment securities and loans $ 257.1 % 1,42¢ 1.11% $ 330.8 $ 2,67¢ 1.6(%
Subordinated debentures 45.C 93¢ 4.1¢% 45.C 1,43 6.2¢%
Convertible preferred debenture — — —% 20.C 1,20( 11.8%
Interest expense $ 302.1 2,36¢ 1.57% $ 395.¢ 5,30¢ 2.65%
Net interest incom $ 7,811 4.61% $ 6,09¢ 2.92%

(1) Our average balance of Interest Earning Assetal@ilated each period as the daily average baliamdbe period of our Interest Earn
Assets, excluding unrealized gains and losses. aWerage balance of interest bearing liabilitiesatculated each period as the d
average balance for the period of our financingragements (portfolio investments), CDOs, subordithatebentures and convert

preferred debentures.

(2) Our net yield on Interest Earning Assets is caleay dividing our interest income from our Inwr&arning Assets for the period
our average Interest Earning Assets during the garied. Our interest expense rate is calculateditiding our interest expense fri
our interest bearing liabilities for the period byr average interest bearing liabilities. The ries¢ expense includes interest incurre

interest rate swaps.
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Comparative Net I nterest Income — | nterest Earning Assets

eight most recently completed quarters, excludiregaosts of our subordinated debentures and cadllespreferred debentures:

The following table sets forth, among other thing®, net interest spread for our portfolio of lesrEarning Assets by quarter for

Weighted
Average Average
Interest Cash Yield Constant
Earning Weighted on Interest Net Prepayment
Assets (1) Average Earning Cost of Interest Rate
Quarter Ended ($ millions) Coupon (2)  Assets (3) Funds (4) Spread (5) (CPR) (6)
June 30, 2011 $ 341.7 4.28% 7.59% 1.15% 6.44% 8.8%
March 31, 2011 $ 310.2 3.19% 4.76% 1.08% 3.68% 9.6%
December 31, 2010 $ 318.C 3.24% 4.98% 1.45% 3.53% 13.8%
September 30, 2010 $ 343.t 3.76% 5.29% 1.66% 3.63% 21.1%
June 30, 2010 $ 393.€ 4.22% 5.28% 1.58% 3.70% 20.5%
March 31, 2010 $ 425.1 4.50% 5.85% 1.60% 4.25% 18.6%
December 31, 2009 $ 476.¢ 4.75% 5.78% 1.45% 4.33% 18.1%
September 30, 2009 $ 571.C 4.98% 5.60% 1.47% 4.13% 22.5%

(1)
(@)

3)
(4)

(5)
(6)

Our average Interest Earning Assets is calculadett guarter as the daily average balance of oerdst Earning Assets for the qual

excluding unrealized gains and losses.

The Weighted Average Coupon reflects the weightedage rate of interest paid on our Interest EgrAissets for the quarter, net of f
paid. The percentages indicated in this columntheeinterest rates that will be effective througe tinterest rate reset date, wi
applicable, and have not been adjusted to reffecptirchase price we paid for the face amounteos#turity.
Our Weighted Average Cash Yield on Interest Earrisgets was calculated by dividing our annualizgdrest income from Intere
Earning Assets for the quarter by our average ésteearning Assets.
Our Cost of Funds was calculated by dividing ounwaiized interest expense from our Interest Eardiegets for the quarter by «
average financing arrangements, portfolio investsand CDOs.
Net Interest Spread is the difference between ogigied Average Cash Yield on Interest Earning #ssaed our Cost of Fund

Our Constant Prepayment Rate, or CPR, iptbportion of principal of our pool of loans thagre paid off during each quarter.
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Comparative Net | nterest Spread — Core I nterest Earning Assets, a Non-GAAP Financial Measure

Net Interest SpreadCore Interest Earning Assets is a 8AAP financial measure and is defined as GAAP Métrest Spread pl
unconsolidated investments in interest earningtassech as our investments in a limited partnprsird limited liability company. O
investment in limited partnership represents owitggnvestment in a limited partnership that ovenpool of residential whole mortgage lo
and from which we receive distributions equal téngipal and interest payments and sales net oficeddministrative expenses. (
investment in a limited liability company includieserest income from our share of two tranchesectisitized debt net of certain administra
costs. Because the income we receive from our imads in a limited partnership and limited liatyilcompany include interest from pools
mortgage loans, management considers the investtodrg a functional equivalent to its Interest EagnAssets under GAAP. In order
evaluate the effective Net Interest Income of owestments, management uses Net Interes¢&p—Core Interest Earning Assets to reflect
net interest spread of our investments as adjustedflect the addition of unconsolidated investisen interest earning assets. Manage!
believes that Net Interest Sprea@ore Interest Earning Assefsovides useful information to investors as theome stream from th
unconsolidated investment is similar to the netriest spread for the majority of our assets. Nigtréist Spreadzore Interest Earning Ass
should not be considered a substitute for our GA&Bed calculation of Net Interest Spread.

The following tables reconcile our GAAP Net Intdr&pread for our portfolio of Interest Earning Atsstor the three months enc
June 30, 2011 and December 31, 2010, respectitelgur non-GAAP measure of Net Interest Spreafore Interest Earning Assets.
acquired our unconsolidated investment in a limpadtnership during the third and fourth quarter@10 and our investment in a limit
liability company during the second quarter of 2011

Weighted
Average
Average Cash Yield
Core Interest on Core
Earning Weighted Interest Net
Assets (1) Average Earning Cost of Interest
Quarter Ended June 30, 2011 ($ millions) Coupon (2)  Assets (3) Funds (4) Spread (5)
Net Interest Spree— Interest Earning Assets $ 341.7 4.28% 7.59% 1.15% 6.44%
Investment in Limited Partnership $ 13.8 5.94% 9.03% —% 9.03%
Investment in Limited Liability Company $ 3.1 4.14% 8.90% —% 8.90%
Net Interest Spree— Core Interest Earning Assets $ 358.¢ 4.32% 7.65% 1.15% 6.50%
Weighted
Average
Average Cash Yield
Core Interest on Core
Earning Weighted Interest Net
Assets (1) Average Earning Cost of Interest
Quarter Ended December 31, 2010 ($ millions) Coupon (2)  Assets (3) Funds (4) Spread (5)
Net Interest Spree— Interest Earning Assets $ 318.C 3.24% 4.98% 1.45% 3.53%
Investment in Limited Partnership $ 111 7.06% 12.19% —% 12.19%
Net Interest Spree— Core Interest Earning Assets $ 329.] 3.41% 5.22% 1.45% 3.77%

(1) Our average Core Interest Earning Assets is cailsach quarter as the daily average balancera@ane Interest Earning Assets for
quarter, excluding unrealized gains and losses.

(2) The Weighted Average Coupon reflects the weightetagye rate of interest paid on our Core Inter@shiBg Assets for the quarter,
of fees paid. The percentages indicated in thigroalare the interest rates that will be effectimetigh the interest rate reset date, w
applicable, and have not been adjusted to reffecptirchase price we paid for the face amounte#turity.

(3) Our Weighted Average Cash Yield on Core Intereshifg Assets was calculated by dividing our anragaliinterest income from Cc
Interest Earning Assets for the quarter by ourayerCore Interest Earning Assets.

(4) Our Cost of Funds was calculated by dividing ourusilized interest expense from our Core Interestikg Assets for the quarter by «
average financing arrangements, portfolio investsand CDOs.

(5) NetInterest Spread is the difference between oeigited Average Cash Yield on Core Interest EarAisgets and our Cost of Fun
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Off-Balance Sheet Arrangements

Since inception, we have not maintained any refatigps with unconsolidated entities or financiattperships, such as entities of
referred to as structured finance or special ppadities, established for the purpose of fatiitaoff-balance sheet arrangements or ¢
contractually narrow or limited purposes. Furtheg have not guaranteed any obligations of uncateteld entities nor do we have |
commitment or intent to provide funding to any suttities. Accordingly, we are not materially egpd to any market, credit, liquidity
financing risk that could arise if we had engageduch relationships.

Liquidity and Capital Resources

Liquidity is a measure of our ability to meet pdtahcash requirements, including ongoing committadn repay borrowings, fu
and maintain investments, comply with margin reguients, fund our operations, pay management, iiveesitd consulting fees, pay divide
to our stockholders and other general businesssn&®d recognize the need to have funds availabledo operating businesses and to t
these potential cash requirements. Our investremdsassets generate liquidity on an ongoing basiigh principal and interest payme
prepayments, net earnings retained prior to paymkdividends and distributions from unconsolidabedestments. In addition, depending
market conditions, the sale of investment securitie capital market transactions may provide aoiddti liquidity. We intend to meet ¢
liquidity needs through normal operations with gwal of avoiding unplanned sales of assets or eenesgborrowing of funds. At June .
2011, we had cash balances of $6.9 million. Theiggdn in cash and cash equivalents from $19.4ianilat December 31, 2010 reflects
deployment of capital to our Midway Residential M@ge Portfolio and commercial mortgage stratedreaddition, the Company has $3
million in unencumbered securities, including $1#8lion of RMBS, of which $13.0 million are AgendMBS, borrowings of $96.4 millic
under outstanding repurchase agreements, ancehigded into an overnight RMBS reverse repurchageement in the amount of $1
million. The increase in repurchase agreement bong is primarily due to our increased funding betMidway Residential Mortga
Portfolio and our use of leverage to enhance reftom that portfolio. At June 30, 2011, we also Hadgerterm debt, including CDC
outstanding of $209.7 million and subordinated d#l#$45.0 million. The CDOs are collateralized bg imortgage loans held in securitiza
trusts. Based on our current investment portfaliew investment initiatives, leverage ratio and k¢ borrowing arrangements, we beli
our existing cash balances, funds available undercarrent repurchase agreements and cash floms @qerations will meet our liquidi
requirements for at least the next 12 months.

Our leverage ratio for our RMBS investment portiphivhich we define as our outstanding indebtednesier repurchase agreem:
divided by stockholdersquity, was 1.2 to 1. We have continued to utiignificantly less leverage than our previouslgéded leverage d
to the ongoing repositioning of our investment fwid to a more diversified portfolio that includedements of credit risk with reduc
leverage.

On June 28, 2011, we entered into an underwritgrgement relating to the offer and sale of 1,500 §ltares of our common stocl
a public offering price of $7.50 per share, whittares were issued and proceeds received on J@§11, On July 14, 2011, we issuec
additional 225,000 shares of common stock to th@eomriter pursuant to their exercise of an oakotment option. These proceeds v
received on July 14, 2011. We received total neteeds of $11.9 million from the issuance of th&2%,000 shares. W invested $5
million of the proceeds in our Midway Residentiabiyage Portfolio and expect to invest the balancdgency RMBS and our commerc
mortgage portfolio.

During the quarter ended June 30, 2011, we investeaidditional $10.0 million in our Midway ResidahtMortgage Portfolio. As «
the date of this report, we have provided $39.3ionilto the Midway Residential Mortgage Portfolirciuding $5.0 million of proceeds frc
our recent public offering. We also provided antiai $6.9 million to RBCM during the quarter endddne 30, 2011 marking
commencement of investments under our commercialgage strategy. We anticipate contributing addaiccapital to these strategies in
future, particularly the Midway Residential Mortga@ortfolio strategy, such that the investmenthiesé strategies will become signific
contributors to our revenues and earnings andregifesent a significant portion of our total asgetthe future. The Company intends to f
their investments in the Midway Residential Mortga@ortfolio and RBCM through either working capiliguidity or proceeds from capi
market transactions or a combination thereof.
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We had outstanding repurchase agreements, a forooliafteralized shorterm borrowing, with five different financial ingitions
These agreements are secured by certain of oustmeat securities and bear interest rates that higterically moved in close relationshif
LIBOR. Our borrowings under repurchase agreememdased on the fair value of our investment sgearportfolio. Interest rate chan
can have a negative impact on the valuation ofetteesurities, reducing the amount we can borroveutitese agreements. Moreover,
repurchase agreements allow the counterpartieetierrdine a new market value of the collateral titeceé current market conditions &
because these lines of financing are not committedicounterparty can call the loan at any time ¢ounterparty determines that the valt
the collateral has decreased, the counterpartyinitégte a margin call and require us to eithertgaaiditional collateral to cover such decre
or repay a portion of the outstanding borrowing,meimimal notice. Moreover, in the event an existoaunterparty elected to not renew
outstanding balance at its maturity into a new repase agreement, we would be required to repaytitetanding balance with cast
proceeds received from a new counterparty or teeader the mortgageacked securities that serve as collateral footitetanding balance,
any combination thereof. If we are unable to sedimancing from a new counterparty and had to swtee the collateral, we would expec
incur a significant loss.

We enter into interest rate swap agreements aschanesm to reduce the interest rate risk of the BMBrtfolio. At June 30, 201
we had $30.4 million in notional interest rate swapitstanding. Should market rates for similamtérterest rate swaps drop below the f
rates we have agreed to on our interest rate swapsyill be required to post additional margin ke tswap counterparty, reducing availi
liquidity. At June 30, 2011, the Company pled@dd0 million in cash margin to cover decreased atadms for our interest rate swaps.
weighted average maturity of the swaps was 1.1syaajune 30, 2011.

Similarly, we use Eurodollar or other futures cants to hedge interest rate risk associated withMidway Residential Mortgag
Portfolio. With respect to a Eurodollar futures trant, initial margin deposits will be made uportezimg into futures contracts and car
either cash or securities. During the period tharks contract is open, changes in the value oftinéract are recognized as unrealized gai
losses by marking to market on a daily basis tlecethe market value of the contract at the endawh days trading. We may be requirec
satisfy variation margin payments periodically, éeging upon whether unrealized gains or lossesnatered. For the three and six mor
ended June 30, 2011, respectively, we recordedeadized losses of $0.2 million and net unrealilesses of $1.8 million in our Eurodol
futures contracts. The Eurodollar futures consis?,846 contracts with expiration dates rangingueein September 2011 and June 201¢
have a fair market value derivative liability of .81million. The Eurodollar futures swap equivaleitsour Midway Residential Mortga
Portfolio are accounted for at fair value with bo#falized and unrealized gains and losses inclirdether income (expense) in our condel
consolidated statements of operations.

We also use TBAs to hedge interest rate risk aacatigregate risk of prepayments associated witiMidway Residential Mortgag
Portfolio. Since delivery for these securities exite beyond the typical settlement dates for mostdesivative investments, these transaci
are more prone to market fluctuations betweenrtidetdate and the ultimate settlement date, amdlirere more vulnerable, especially in
absence of margining arrangements with respettetgettransactions, to increasing amounts at rigktiwé applicable counterparties.

We also own approximately $3.8 million of loanschébr sale, which are included in discontinued agiens. Our inability to s¢

these loans at all or on favorable terms could e affect our profitability as any sale for lékan the current reserved balance would r
in a loss. Currently, these loans are not finarargquledged.
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As it relates to loans sold previously under certaan sale agreements by our discontinued mortggging business, we may
required to repurchase some of those loans or inderthe loan purchaser for damages caused by achref the loan sale agreement. N
recently, we have addressed these requests byiataypta net cash settlement based on the actuaksumed loss on the loan in liet
repurchasing the loans. The Company periodicaltgives repurchase requests, each of which managemgews to determine, based
managemens experience, whether such request may reasonatldgdmed to have merit. As of June 30, 2011, weatathl of $2.0 million ¢
unresolved repurchase requests that managemeniudedcmay reasonably be deemed to have merit, stgaihich we had a reserve
approximately $0.3 million.

On May 31, 2011, we declared a 2011 second queatsr dividend of $0.22 per common share, a $0.04Mere increase over-
dividend we declared and paid for the 2011 firsarter. The dividend was paid on June 27, 2011 tongon stockholders of record as of J
10, 2011. These dividends were paid out of the Gomis working capital. We expect to continue to payrtpry cash dividends on ¢
common stock during the near term. However, ourr@aé Directors will continue to evaluate our digitt policy each quarter and will mi
adjustments as necessary, based on a variety wirdaéncluding, among other things, the need tontaa our REIT status, our financ
condition, liquidity, earnings projections and mesis prospects. Our dividend policy does not ciutstan obligation to pay dividends, wr
only occurs when our Board of Directors declares/alend.

We intend to make distributions to our stockholderscomply with the various requirements to maimtaur REIT status and
minimize or avoid corporate income tax and the moluttible excise tax. However, differences in tignlmetween the recognition of RE
taxable income and the actual receipt of cash coedpiire us to sell assets or to borrow funds ashaertierm basis to meet the RE
distribution requirements and to minimize or avoiiporate income tax and the nondeductible exeaise t

I nvestment Management and Advisory Agreements

We currently are a party to two investment manageragreements and one advisory agreement with gairtles, pursuant to whi
we have agreed to pay these third parties a cortidiinaf base management, consulting or incenties fa exchange for certain managen
advisory or consulting and support services. We idhe future enter into joint ventures or addiabexternal management agreements
third parties that have special expertise or inmestt sourcing capabilities to the extent we belisueh relationships will contribute to «
achievement of our investment objectives.

HCS Advisory Agreement

We have certain contractual obligations under theigory Agreement between HCS, HC, NYMF and us.f8etote 13 to the
condensed consolidated financial statements indludeer Item 1 of this Form 10-Q for more informatregarding the terms of the HCS
Advisory Agreement.

For the three and six months ended June 30, 20T 8§, ¢arned aggregate base advisory and consulgsgfeapproximately
$0.3 million and $0.5 million, respectively, anad@mntive fees of approximately $0.7 million and $h#lion, respectively. As of June 30, 20:
HCS was managing approximately $44.5 million okets®n the Company’s behalf. As of June 30, 20H1acember 31, 2010, the Company
had a management fee payable to HCS totaling $illiomand $0.7 million, respectively, included aecrued expenses and other liabilities.

Midway Management Agreement

We pay Midway a base management fee monthly inaesrin a cash amount equal to the product of % per annum of o
invested capital in the Midway Residential Mortgd@ertfolio as of the last business day of the mesimonth, multiplied by (ii) 1/12th.
addition, pursuant to the terms of the Midway Maragnt Agreement, Midway is entitled to a quartémgentive fee (the Midway Incentive
Fee”)that is calculated monthly and paid in cash inaseThe Midway Incentive Fee is based upon the totirket value of the net inves
capital in the Midway Residential Mortgage Portiolin the last business day of the quarter, subjegthigh water mark equal to a 10% re
on invested capital (the “High Water Markdnd shall be payable in an amount equal to 40%etibllar amount by which adjusted net inc
(as defined below) attributable to the Midway Restihl Mortgage Portfolio, on a calendar d@nth basis and before accounting for
Midway Incentive Fee, exceeds an annual 15% ratetofn on invested capital (the “Hurdle Rate”).

The return rate for each calendar 12-month pettioel ‘(Calculation Period”)s determined by dividing (i) the adjusted net imgofol
the Calculation Period by (ii) the weighted averafghe invested capital paid into the Midway Resitilal Mortgage Portfolio during t
Calculation Period. For the initial 12 months, atgad net income will be calculated on the basisawh of the previously completed month:
an annualized basis. Like the Hurdle Rate, whiatalsulated on a calendar 12 month basis, the Migter Mark is calculated on a calenda
month basis, and will reset every 24 months. ThghHater Mark will be a static dollar figure thaidway will be required to recoup, to 1
extent there was a deficit in the prior High Wattark calculation period before it can receive a Wiy Incentive Fee.
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Although the Midway Residential Mortgage Portfoisowholly owned by our company, we may only redeemested capital in ¢
amount equal to the lesser of 10% of the investgital in the Midway Residential Mortgage Portfatin$10 million as of the last calendar
of the month upon not less than 75 days writteficepsubject to our authority to direct Midway tadify its investment strategy for purpo
of maintaining our qualification as a REIT and exygion from the Investment Company Act. Pursuartheoterms of the Midway Managem
Agreement, we are only permitted to make one sedbmption request in any 75-day period.

For the three months ended June 30, 2011, Midwayedabase management and incentive fees of appatedyn$117,000 ar
$966,000, respectively. For the six months endete J80, 2011, Midway earned base management andtiveefees of approximate
$132,000 and $1,001,000, respectively.

RiverBanc Management Agreement

The RiverBanc Management Agreement has a termwillagxpire on April 5, 2013, subject to automationual onerear renewa
thereafter. Pursuant to the terms of the RiverBdanagement Agreement, RiverBanc will receive a tigritase management fee in arrea
a cash amount equal to the product of (i) 1.50%apeum of our invested capital in RBCM as of th&t lausiness day of the previous mao
multiplied by (ii) 1/12t . In addition, RiverBanc will be entitled to an éntive fee that is calculated quarterly and paidash in arrears. T
incentive fee is based upon the average investgithtin RBCM during the fiscal quarter, subjectattigh water mark equal to a 9% retun
invested capital, and shall be payable in an amegué&l to 35% of the dollar amount by which adjdstet income (as defined in the RiverB
Management Agreement) attributable to the investggital in RBCM, on a calendar T2enth basis and before accounting for any ince
fees payable to RiverBanc, exceeds an annual 18ofaeturn on invested capital. The RiverBanc Bgagment Agreement has a term
will expire on April 5, 2013, subject to automatmnual onerear renewals thereafter. We may terminate the rBagc Manageme
Agreement or elect not to renew the agreementgstily certain conditions and subject, in certaises, to paying a termination fee equal t
product of (A) 24 and (B) the monthly base managerearned by RiverBanc during the month immediapegceding the month in which 1
termination occurs.

As part of this transaction, subject to our fundofgRBCM at various thresholds, we are eligibleptigh our TRS, to receive
ownership interest in RiverBanc of up to 17.5%.

For the three months ended June 30, 2011, Rivertamed management fees of approximately $11,000.
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Inflation

For the periods presented herein, inflation haslyetatively low and we believe that inflation hast had a material effect on «
results of operations. The impact of inflatiorpigmarily reflected in the increased costs of opemtions. Virtually all our assets and liabili
are financial in nature. Our consolidated finansi@tements and corresponding notes thereto hae firepared in accordance with GA
which require the measurement of financial positiol operating results in terms of historical dslleithout considering the changes in
relative purchasing power of money over time duanffation. As a result, interest rates and ottaatdrs influence our performance far v
than inflation. Inflation affects our operationsrparily through its effect on interest rates, sifmterest rates typically increase during periof
high inflation and decrease during periods of lofation. During periods of increasing interesiesatdemand for mortgages and a borrosver’
ability to qualify for mortgage financing in a phese transaction may be adversely affected. Dypengpds of decreasing interest ra
borrowers may prepay their mortgages, which in may adversely affect our yield and subsequentyviélue of our portfolio of mortga
assets.

ltem 3. Quantitative and Qualitative Disclosures bout Market Risk
Market risk is the exposure to loss resulting framanges in interest rates, credit spreads, forgigrency exchange rates, commo

prices and equity prices. All of our market risknséive assets, liabilities and related derivatpasitions are for notrading purposes on
Management recognizes the following primary risksogiated with our business and the industry irctviaie conduct business:

. Interest rate risk
. Liquidity risk

. Prepayment risk
. Credit risk

. Fair value risk

I nterest Rate Risk

Interest rates are sensitive to many factors, @oly governmental, monetary, tax policies, domeatid international econon
conditions, and political or regulatory matters @eg our control. Changes in interest rates affieetvalue of the financial assets we mai
and hold in our investment portfolio, the variabd¢ée borrowings we use to finance our portfoliod ahe interest rate swaps and ¢
Eurodollar futures, TBAs and other securities @timments we use to hedge our portfolio. As a tesulr net interest income is particule
affected by changes in interest rates.

Interest rate risk is measured by the sensitivityoar current and future earnings to interest natatility, variability of sprea
relationships, the difference in pgicing intervals between our assets and liabflifed the effect that interest rates may have orcash flows
especially the speed at which prepayments occuaruomesidential mortgage related assets. For exam@ hold hybrid ARM assets that re
on various dates that are not matched to the deges on our repurchase agreements. In generalephieing of our repurchase agreem
occurs more quickly than the repricing of our ass&hus, it is likely that our floating rate borrmgs may react to changes in interest |
before our adjustable rate assets because the tegigherage next ngricing dates on the related borrowings may hawetshtime perioc
than that of the adjustable rate assets. In addlitiee interest rates on our hybrid ARM assets b®alimited to a “periodic capdr an increas
of typically 1% or 2% per adjustment period, whiler borrowings do not have comparable limitatidnsaddition, changes in interest rates
directly impact prepayment speeds, thereby affgatinr net return on hybrid ARM assets. During alide® interest rate environment, -
prepayment of hybrid ARMs may accelerate (as boerswnay opt to refinance at a lower rate) caudiegamount of liabilities that have bt
extended by the use of interest rate swaps toasereelative to the amount of hybrid ARMs, possilelsulting in a decline in our net return
hybrid ARMs as replacement hybrid ARMs may haveaer yield than those being prepaid. Converselyinduan increasing interest r
environment, hybrid ARMs may prepay slower thanested, requiring us to finance a higher amountytfriid ARMs than originally foreca
and at a time when interest rates may be highsujtreg in a decline in our net return on hybrid M&
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We seek to manage interest rate risk in the paotfo} utilizing interest rate swaps, caps, Eurcalofind other futures, options and |
Treasury securities with the goal of optimizing ganings potential while seeking to maintain Itexgn stable portfolio values. We continu
monitor the duration of our mortgage assets ane lagpolicy to hedge the financing such that thedneation of the assets, our borrowed fu
related to such assets, and related hedging institamare less than one year. In addition, wezatiliBAs to mitigate the risks associated
changes in prepayment speeds on our long Agency &ptiBitions in our Midway Residential Mortgage Ruid, particularly our 10s.

We utilize a model based risk analysis system sisaf projecting portfolio performances over arsario of different interest rat
The model incorporates shifts in interest rateanges in prepayments and other factors impactieagdfuations of our financial securities
instruments, including mortgadecked securities, repurchase agreements, intetestswaps and interest rate caps, TBAs and Elan
futures.

Based on the results of the model, instantaneoaisgds in interest rates would have the followirfgatfon net interest income for-
six months ended June 30, 2011 (dollar amountsandands):

Changes in Net Interest Income
Changes in Net Interest

Changes in Interest Rates Income
+200 $ (176)
+100 $ (807)
-100 $ (5,670;

Interest rate changes may also impact our net lvabke as our mortgage assets and related hedgatilees are marked-toarke
each quarter. Generally, as interest rates incré¢lasevalue of our mortgage assets, other than d@seases, and conversely, as interest
decrease, the value of such investments will ireredhe value of an 10 will likely be negativelyfeafted in a declining interest r.
environment due to the risk of increasing prepaymates because the 10s value is wholly contingenthe underlying mortgage loans hay
an outstanding balance. In general, we would expeuatever that, over time, decreases in value ofpautfolio attributable to interest r:
changes will be offset, to the degree we are hedggdncreases in value of our interest rate swapsther financial instruments used
hedging purposes, and vice versa. However, théioethip between spreads on securities and sp@adairr hedging instruments may v
from time to time, resulting in a net aggregatelbealue increase or decline. That said, unlesstlsea material impairment in value that wc
result in a payment not being received on a secoritioan, changes in the book value of our padfelill not directly affect our recurrir
earnings or our ability to make a distribution to stockholders.

55




Liquidity Risk

Liquidity is a measure of our ability to meet pdtahcash requirements, including ongoing committaen repay borrowings, fu
and maintain investments, pay dividends to ourldtoltlers and other general business needs. Wenizeothe need to have funds availabl
operate our business. It is our policy to have adegliquidity at all times. We plan to meet ligitycthrough normal operations with the goa
avoiding unplanned sales of assets or emergencgwinig of funds.

Our principal sources of liquidity are the repursdagreements on our RMBS, the CDOs we have igsufathnce our loans held
securitization trusts, the principal and intereayments from mortgage assets and cash proceedstlinssuance of equity securities
market and other conditions permit). We believe existing cash balances and cash flows from omeratwill be sufficient for our liquidit
requirements for at least the next 12 months.

As it relates to our investment portfolio, derivatifinancial instruments we use to hedge inter&st risk subject us to “margin call”
risk. If the value of our pledged assets decread@s,to a change in interest rates, credit chaiatits, or other pricing factors, we may
required to post additional cash or asset collgteraeduce the amount we are able to “borrai'sus the collateral. For example, undel
interest rate swaps typically we pay a fixed ratéhe counterparties while they pay us a floateug.rif interest rates drop below the fixed
we are paying on an interest rate swap, we magdpgined to post cash margin.

Prepayment Risk

When borrowers repay the principal on their morgbigins before maturity or faster than their schestiamortization, the effect is
shorten the period over which interest is earnaed,therefore, reduce the yield for mortgage agaetshased at a premium to their then cu
balance, as with the majority of our assets. Caalgr mortgage assets purchased for less thanttiegircurrent balance exhibit higher yie
due to faster prepayments. Furthermore, prepaysp@ds exceeding or lower than our modeled prepatyspeeds impact the effectivenes
any hedges we have in place to mitigate financind/a fair value risk. Generally, when market ietgrrates decline, borrowers ha\
tendency to refinance their mortgages, therebyesming prepayments. The impact of increasing prapay rates, whether as a resul
declining interest rates, government interventiorthie mortgage markets or otherwise, is particpladute with respect to the 10s we hol
our Midway Residential Mortgage Portfolio. Becauke value of an IO is wholly contingent on the umylag mortgage loans having
outstanding principal balance, an unexpected iseréaprepayment rates could significantly negétiiapact the performance of our Midw
Residential Mortgage Portfolio.

Our prepayment model will help determine the amairtedging we use to offet changes in interest rates. If actual prepaymate:
are higher than modeled, the yield will be lessitheodeled in cases where we paid a premium fop#ngcular mortgage asset. Convers
when we have paid a premium, if actual prepaymatesrexperienced are slower than modeled, we waulattize the premium over a lon
time period, resulting in a higher yield to matyrit

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

We mitigate prepayment risk by constantly evalypiinir mortgage assets relative to prepayment spaestrved for assets witl
similar structure, quality and characteristics.tRermore, we stregest the portfolio as to prepayment speeds andesiteate risk in order
further develop or make modifications to our hetigéances. Historically, we have not hedged 100%uofliability costs due to prepaym:
risk.

Credit Risk

Credit risk is the risk that we will not fully celtt the principal we have invested in mortgage doan other assets due to ei
borrower defaults, or a counterparty failure. Oartfplio of loans held in securitization trusts @fsJune 30, 2011 consisted of approxime
$218.6 million of securitized first liens origindtén 2005 and earlier. The securitized first lievexe principally originated by our subsidie
HC, prior to our exit from the mortgage lending iness. These are predominately high-quality loaitk @an original average loan-t@lue
(“LTV") ratio at origination of approximately 70.5%, and amginal average borrower FICO score of approxghat729. In additior
approximately 64.9% of these loans were originatét full income and asset verification. While weef that our origination and underwrit
of these loans will help to mitigate the risk ajrsificant borrower default on these loans, we cam@mssure you that all borrowers will contil
to satisfy their payment obligations under thesm$oand thereby avoid default.
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As of June 30, 2011, we owned approximately $5.ianion non-Agency RMBS senior securities. The #A@ency RMBS has
weighted average amortized purchase price of appedrly 89.9% of current par value as of June 80,12 Management believes the purcl
price discount coupled with the credit support witthe bond structure protects us from principaklander most stress scenarios for these nor
Agency RMBS. In addition, as of June 30, 2011 w @pproximately $27.0 million of notes issued bglzO at a discounted purchase p
equal to 25.5% of par. The securities are backedal fortfolio of middle market corporate loans.

Fair Value Risk

Changes in interest rates also expose us to maskehat the market value (fair value) on our éseeay decline. While the fair val
of all of our current assets that are measured @t@ring basis are determined using Level 2vfalues, we have owned in the past and
own in the future certain financial instruments ¥anich fair values may not be readily availabl¢hiére are no active trading markets for
instruments. In such cases, fair values would d@yderived or estimated for these investments ugangpus valuation techniques, suct
computing the present value of estimated futuren chews using discount rates commensurate with risks involved. However, tl
determination of estimated future cash flows isnamtly subjective and imprecise. Minor changeassumptions or estimation methodolo
can have a material effect on these derived omeastid fair values. Our fair value estimates andrapsions are indicative of the interest
environments as of June 30, 2011, and do not tdkeconsideration the effects of subsequent inteags fluctuations.

We note that the values of our investments in nagédpacked securities and in derivative instrumentsngrily interest rate hedg
on our debt, will be sensitive to changes in maikigrest rates, interest rate spreads, creditggrand other market factors. The value of 1
investments can vary and has varied materially fpemiod to period. Historically, the values of eonortgage loan portfolio have tended to \
inversely with those of its derivative instruments.

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

Fair value estimates are made as of a specifid poitime based on estimates using present valuwther valuation techniques. Th
techniques involve uncertainties and are signitigaaiffected by the assumptions used and the judésrn@ade regarding risk characteristic
various financial instruments, discount rates neste of future cash flows, future expected lossdrpce and other factors.

Changes in assumptions could significantly affeetse estimates and the resulting fair values. Bérfair value estimates cannot
substantiated by comparison to independent magds in many cases, could not be realized in aneidiate sale of the instrument. Al
because of differences in methodologies and assonspised to estimate fair values, the fair valusesi by us should not be compared to t
of other companies.

The fair values of the Company's RMBS are genetadlyed on market prices provided by dealers wheemadrkets in these financ
instruments. If the fair value of a security is neéaisonably available from a dealer, managemeimasts the fair value based on characteri
of the security that the Company receives fromigkaer and on available market information.

The fair value of mortgage loans held in securitiwa trusts is estimated using pricing models asking into consideration t
aggregated characteristics of groups of loans as¢lbut not limited to, collateral type, index.eirgst rate, margin, length of fixedte perioc
life cap, periodic cap, underwriting standards, agd credit estimated using the estimated markieegirfor similar types of loans. Due
significant market dislocation over the past fevange secondary market prices were given minimagkteig in determining the fair value
these loans at June 30, 2011 and December 31, 2010.

The fair value of our CDOs is based on market pgaon comparable CDOs.
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The market risk management discussion and the amm@stimated from the analysis that follows arevéordiooking statements tr
assume that certain market conditions occur. Aatesiilts may differ materially from these projectedults due to changes in our portf
assets and borrowings mix and due to developmarttsei domestic and global financial and real estaekets. Developments in the finan
markets include the likelihood of changing intemegés and the relationship of various interegsraind their impact on our portfolio yield, ¢
of funds and cash flows. The analytical methods W& use to assess and mitigate these marketsiekdd not be considered projection
future events or operating performance.

The table below presents the sensitivity of thekatwalue and net duration changes of our portfatieof June 30, 2011, usin
discounted cash flow simulation model assumingratantaneous interest rate shift. Application @ thethod results in an estimation of
fair market value change of our assets, liabiliisd hedging instruments per 100 basis point (“Bpfft in interest rates.

The use of hedging instruments is a critical pdrbuar interest rate risk management strategies, thadeffects of these hedg
instruments on the market value of the portfolie egflected in the model's output. This analyss dbkes into consideration the valu
options embedded in our mortgage assets includingtraints on the rpricing of the interest rate of assets resultirgrfiperiodic and lifetim
cap features, as well as prepayment options. Assetdiabilities that are not interest raensitive such as cash, payment receivables, g
expenses, payables and accrued expenses are @kclude

Changes in assumptions including, but not limitgdvblatility, mortgage and financing spreads, psgpent behavior, defaults, as v
as the timing and level of interest rate changdkaffiect the results of the model. Therefore, attesults are likely to vary from mode
results.

Market Value Changes

Changes in Changes in Net
Interest Rates Market Value Duration
(Amount in thousands)
+200 $ (9,763 4.25 years
+100 $ (4,220 2.76 years
Base — 0.89 years
-100 $ (1,711 (1.29) years

It should be noted that the model is used as attoinlentify potential risk in a changing intereste environment but does not incl
any changes in portfolio composition, financingastgies, market spreads or changes in overall mbakélity.

Although market value sensitivity analysis is widatcepted in identifying interest rate risk, iedanot take into consideration char

that may occur such as, but not limited to, charigesvestment and financing strategies, changasarket spreads and changes in bus
volumes. Accordingly, we make extensive use ofamiags simulation model to further analyze ouelef interest rate risk.
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There are a number of key assumptions in our egsrsimulation model. These key assumptions inctddages in market conditic
that affect interest rates, the pricing of ARM puoth, the availability of investment assets andatheailability and the cost of financing
portfolio assets. Other key assumptions made imguisie simulation model include prepayment speadsi@anagement's investment, finan
and hedging strategies, and the issuance of neityede typically run the simulation model undevariety of hypothetical business scene
that may include different interest rate scenardifferent investment strategies, different prepapmpossibilities and other scenarios
provide us with a range of possible earnings outom order to assess potential interest rate Tisk.assumptions used represent our est
of the likely effect of changes in interest ratesl @o not necessarily reflect actual results. Témiags simulation model takes into acce
periodic and lifetime caps embedded in our asseteiermining the earnings at risk.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Proceduréd/e maintain disclosure controls and proceduresahadesigned to ensure 1
information required to be disclosed in the repdtintt we file or submit under the Securities ExgeAct of 1934, as amended, is recor
processed, summarized and reported within the fexods specified in the rules and forms of the SB@d that such information
accumulated and communicated to our managemermgpasmiate to allow timely decisions regarding riegd disclosures. An evaluation v
performed under the supervision and with the padiion of our management, including our Chief Bxae Officer and Chief Financi
Officer, of the effectiveness of our disclosure ttols and procedures (as defined in Rules 13a-1a&e) 15di5(e) under the Securit
Exchange Act of 1934, as amended) as of June 3Q,. Based upon that evaluation, our Chief Execuiifécer and Chief Financial Offic
concluded that our disclosure controls and proesiwere effective as of June 30, 2011.

Changes in Internal Control over Financial RepoginThere has been no change in our internal contred financial reporting durir

the quarter ended June 30, 2011 that has mate&eibgted, or is reasonably likely to materiallfeat, our internal control over financ
reporting.
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PART Il. OTHER INFORMATION
Iltem 1A. Risk Factors

We previously disclosed risk factors under "ltem Rk Factors” in our Annual Report on Form K(fer the year ended Decem
31, 2010 and in our Quarterly Report on Form QOfor the quarter ended March 31, 2011. In additionthose risk factors and the ot
information included elsewhere in this report, y&hould also carefully consider the risk factorscdissed below. The risks described below
in our Annual Report on Form 10-K for the year ethd@cember 31, 2010 and in our Quarterly ReporfFonm 10Q for the quarter ende
March 31, 2011 are not the only risks facing oumpany. Additional risks and uncertainties not cuathg known to us or that we deem tc
immaterial also may materially adversely affect business, financial condition and/or results oérgiions.

Our target assets include structured Agency RMBS, including CMOs, |10s (including Inverse 10s) and POs. Although structured Agency
RMBS are generally subject to the same risks as the Agency RMBS whole pool pass-through certificates, certain types of risks may be
enhanced depending on the type of structured Agency RMBS in which we invest.

Our target assets include certain types of stradtéigency RMBS, including CMOs, I0s and POs, wtdoh securitizations (i) issu
by Fannie Mae, Freddie Mac or Ginnie Mae, (ii) theg collateralized by Agency RMBS and (iii) tha¢ alivided into various tranches t
have different characteristics (such as differerturties or different coupon payments). These sées may carry greater risk than
investment in Agency RMBS whole pool paksaugh certificates. For example, certain typestafictured Agency RMBS, such as 10s
POs, are more sensitive to prepayment risks thané&gRMBS whole pool pagkrough certificates. If we were to invest in staured Agenc
RMBS that were more sensitive to prepayment rigkative to other types of Agency RMBS, we may iase our portfolionvide prepaymel
risk.

Increased levels of prepayments on the mortgages underlying our structured Agency RMBS, particularly | Os, might decrease net interest
income or result in a net loss, which could materially adversely affect our business, financial condition and results of operations and our
ability to pay distributions to our stockholders.

When we acquire structured Agency RMBS, such as Wesanticipate that the underlying mortgages pi#pay at a projected re
generating an expected yield. When the prepaynaes ron the mortgages underlying our structurech8g®MBS are higher than expec
our returns on those securities may be materialyeesely affected. For example, the value of ows &Be extremely sensitive to prepaym
because holders of these securities do not haveighe to receive any principal payments on the arlying mortgages. Therefore, if 1
mortgage loans underlying our 10s are prepaid, Sechurities would cease to have any value, whictlurn, could materially adversely aff
our business, financial condition and results adrafions and our ability to pay distributions ta stockholders.

Item 6. Exhibits

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

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causedréport to be signed on
behalf by the undersigned thereunto duly authorized

NEW YORK MORTGAGE TRUST, INC.

Date: August 4, 201 By: /s/ Steven R. Mumm
Steven R. Mumma
Chief Executive Officer and President
(Principal Executive Officer)

Date: August 4, 201 By: /s/ Fredric S. Starker

Fredric S. Starker
Chief Financial Officer
(Principal Financial and Accounting Officer)
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3.1(d)
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4.2(b)

4.3(a)

4.3(b)

10.1
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Exhibit 101.INS

XBRL

Exhibit 101.SCH
XBRL

Exhibit 101.CAL
XBRL

Exhibit 101.DEF
XBRL

Exhibit 101.LAB
XBRL

Exhibit 101.PRE
XBRL

EXHIBIT INDEX

Description

Articles of Amendment and Restatement of New Yortrtgage Trust, Inc. (Incorporated by referencesthilt 3.1 tc
the Company’'s Registration Statement on FormilSas filed with the Securities and Exchange Corsioi
(Registration No. 333-111668), effective June ZB4.

Articles of Amendment of the Registrant (Incorperhby reference to Exhibit 3.1 to the Compan@urrent Report ¢
Form 8-K filed on October 4, 2007).

Articles of Amendment of the Registrant (Incorperhby reference to Exhibit 3.2 to the Compan@urrent Report ¢
Form 8-K filed on October 4, 2007).

Articles of Amendment of the Registrant (Incorpechby reference to Exhibit 3.1(d) to the Compan@urrent Repc
on Form 8-K filed on May 16, 2008).

Articles of Amendment of the Registrant (Incorperdaby reference to Exhibit 3.1(e) to the Compargurrent Repc
on Form 8-K filed on May 16, 2008).

Articles of Amendment of the Registrant (Incorperhby reference to Exhibit 3.1(f) to the Compan@€urrent Repc
on Form 8-K filed on June 15, 2009).

Bylaws of New York Mortgage Trust, Inc., as amendeatorporated by reference to Exhibit 3.2 to thempanyt
Annual Report on Form 10-K filed on March 4, 2011).

Form of Common Stock Certificate. (Incorporatedréference to Exhibit 4.1 to the CompasyRegistration Stateme
on Form S-11 as filed with the Securities and ErgeaCommission (Registration No. 3331668), effective June :
2004).

Junior Subordinated Indenture between The New Yoktgage Company, LLC and JPMorgan Chase BankoNa
Association, as trustee, dated September 1, 200&rporated by reference to Exhibit 4.1 to the @any’s Currer
Report on Form 8-K as filed with the Securities &xthange Commission on September 6, 2005).

Amended and Restated Trust Agreement among The Y&k Mortgage Company, LLC, JPMorgan Chase B
National Association, Chase Bank USA, National Asstion and the Administrative Trustees named therate:
September 1, 2005. (Incorporated by reference tutitx4.2 to the Company’s Current Report on Forl{ &8s filec
with the Securities and Exchange Commission oneBeiper 6, 2005).

Articles Supplementary Establishing and Fixing tRights and Preferences of Series A Cumulative Redbk
Convertible Preferred Stock of the Company (Incoafed by reference to Exhibit 4.1 to the Compar§urrent Repc
on Form 8-K filed on January 25, 2008).

Form of Series A Cumulative Redeemable Convertskferred Stock Certificate (Incorporated by rafiessto Exhibi
4.2 to the Compar's Current Report on Forn-K filed on January 25, 200¢€

Management Agreement, by and between RB Commeitnaigage LLC and RiverBanc LLC dated as of Apri
2011. (Incorporated by reference to Exhibit 10.2hte Company’s Quarterly Report on Form Q(filed on May &
2011).

Sectiz)n 302 Certification of Chief Executive Office

Section 302 Certification of Chief Financial Office

Section 906 Certification of Chief Executive Offiand Chief Financial Officer.*
Instance Document **

Taxonomy Extension Schema Document

Taxonomy Extension Calculation Linkbase Documerit
Taxonomy Extension Definition Linkbase Document
Taxonomy Extension Label Linkbase Document ***

Taxonomy Extension Presentation Linkbase Docurttént

* Filed herewith.

** Furnished herewith. Such certification shalltrie deemed “filed’for the purposes of Section 18 of the SecuritieshBrge Act ¢
1934, as amended.

*kk Submitted electronically herewith. Attached as B#h101 to this report are the following documefasmnatted in XBRL (Extensib
Business Reporting Language): (i) Condensed Cateteldl Balance Sheets at June 30, 2011 ( Unauditeti)December 31, 20
(Derived from the audited balance sheet at Dece®be?010); (i) Condensed Consolidated Statemeih@®perations (Unaudited) 1



the three and six months ended June 30, 2011 at@} 2il) Condensed Consolidated Statement of Stotders’Equity (Unauditec
for the six months ended June 30, 2011, (iv) CoadérConsolidated Statements of Cash Flows (Unal)dite the six months end
June 30, 2011 and 2010; and (v) Unaudited NoteSaimdensed Consolidated Financial Statements. Udetlsis data are advis
pursuant to Rule 406T of RegulationTSthat this interactive data file is deemed nogdilor part of a registration statemen
prospectus for purposes of Sections 11 or 12 ofStbeurities Act of 1933, is deemed not filed forgmses of Section 18 of t
Securities and Exchange Act of 1934, and otherigis®t subject to liability under these sections.



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 quarterly report on FormQ@r the quarter ended June 30, 2011 of New “oktgage Trust, Inc.;

2. Based on my knowledge, this report does notatorany untrue statement of a material fact or amndtate a material fact necessary to r
the statements made, in light of the circumstanoeer which such statements were made, not misigadith respect to the period coverec
this report;

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

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as define:
Exchange Act Rules 13a-15(e) and 15d-15(e)) arefriat control over financial reporting (as defineadExchange Act Rules 13E5(f) anc
15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedures tesigned under our supervis
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others wi
those entities, particularly during the period ihieh this report is being prepared;

(b) Designed such internal control over financial réipgr or caused such internal control over finah@orting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial statements
external purposes in accordance with generallygedeaccounting principles;

(c) Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsrraport our conclusions about
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in the regigsanternal control over financial reporting thatcurred during the registrant's
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably lik
to materially affect, the registrant's internal wohover financial reporting; and

5. The registrans other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrver financial reportini
to the registrant's auditors and the audit committethe registrant's (or persons performing théwadent functions):

(&) All significant deficiencies and material weaknesée the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regidtgability to record, process, summarize and refizaincial  information; and

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

Date: August 4, 2011
/sl Steven R. Mumma
Steven R. Mumma
Chief Executive Officer and President
(Principal Executive Officer)




Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Fredric S. Starker, certify that:
1. I have reviewed this quarterly report on FormQ@r the quarter ended June 30, 2011 of New “oktgage Trust, Inc.;

2. Based on my knowledge, this report does notatorany untrue statement of a material fact or amndtate a material fact necessary to r
the statements made, in light of the circumstanoeer which such statements were made, not misigadith respect to the period coverec
this report;

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

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as define:
Exchange Act Rules 13a-15(e) and 15d-15(e)) arefriat control over financial reporting (as defineadExchange Act Rules 13E5(f) anc
15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedures tesigned under our supervis
to ensure that material information relating to tegistrant, including its consolidated subsidisiris made known to us by others wit
those entities, particularly during the period ihieh this report is being prepared;

(b) Designed such internal control over financial réipgr or caused such internal control over finah@orting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial statements
external purposes in accordance with generallygedeaccounting principles;

(c) Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsrraport our conclusions about
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in the regigsanternal control over financial reporting thatcurred during the registrant's
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably lik
to materially affect, the registrant's internal wohover financial reporting; and

5. The registrans other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrver financial reportini
to the registrant's auditors and the audit committethe registrant's (or persons performing théwadent functions):

(&) All significant deficiencies and material weaknesée the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regidtgability to record, process, summarize and refizaincial  information; and

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

Date: August 4, 2011
/sl Fredric S. Starker
Fredric S. Starker
Chief Financial Officer
(Principal Financial and Accounting Officer)




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 Quarterly Report of New YdvWlortgage Trust, Inc, (the “Company”) on Form QOfor the quarter end
June 30, 2011, as filed with the Securities anchBrge Commission on the date hereof (the “Repdh® undersigned hereby certify, pursi
to 18 U.S.C. § 1350, as adopted pursuant to se@f6rof the Sarbanes-Oxley Act of 2002, that:

() The Report fully complies with thegterements of Section 13(a) or 15(d) of the SemsiExchange Act of 1934,
amended; and

(2) The information contained in the Repfirly presents, in all material respects, tiamcial condition and results
operations of the Company.

Date: August 4, 2011 /sl Steven R. Mumma
Steven R. Mumma
Chief Executive Officer and President
(Principal Executive Officer)

Date: August 4, 2011 /sl Fredric S. Starker
Fredric S. Starker
Chief Financial Officer
(Principal Financial and Accounting Officer)




