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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)

September 30, December 31,

2011 2010
ASSETS (unaudited)

Investment securities available for sale, at falue (including pledged

securities of $133,008 and $38,475, respectively) $ 170,39 $ 86,04(
Mortgage loans held in securitization trusts (net) 210,42: 228,18!
Mortgage loans held for investment 5,11 7,46(
Investments in limited partnership and limited liiyp company 16,88’ 18,66¢
Cash and cash equivalents 11,67¢ 19,37¢
Receivable for securities sold 5,40( 5,65%
Derivative assets 75,05! =
Receivables and other assets 29,58 8,91¢
Total Assets $ 524,53¢ $ 374,29:

LIABILITIES AND EQUITY

Liabilities:
Financing arrangements, portfolio investments $ 111,500 $ 35,63:
Collateralized debt obligations 203,05 219,99
Derivative liabilities 3,61¢ 1,08
Payable for securities purchased 79,58¢ -
Accrued expenses and other liabilities 5,36( 4,09t
Subordinated debentures (net) 45,00( 45,00(
Total liabilities 448,11¢ 305,80°
Commitments and Contingencies
Equity:
Stockholders' equity
Common stock, $0.01 par value, 400,000,000 autbdyiz1,178,273 and 9,425,442,

shares issued and outstanding, respectively $ 11z % 94
Additional paid-in capital 140,84 135,30(
Accumulated other comprehensive income 12,45 17,73:
Accumulated deficit (77,977) (84,639
Total stockholders' equity 75,431 68,48’
Noncontrolling interes 984 -
Total equity 76,42: 68,48’
Total Liabilities and Equity $ 524,53¢ $ 374,29:

See notes to condensed consolidated financialre&tes.




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

(unaudited)
For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2011 2010 2011 2010
INTEREST INCOME $ 7431 $ 4536 $ 17,600 $ 15,94
INTEREST EXPENSE:
Investment securities and loans held in seeatitn trusts 732 1,211 2,161 3,88
Subordinated debentures 471 563 1,407 1,99
Convertible preferred debentures - 537 - 1,737
Total interest expense 1,20: 2,311 3,56¢ 7,61¢
NET INTEREST INCOME 6,22¢ 2,22¢ 14,03¢ 8,32¢
OTHER (EXPENSE) INCOME:
Provision for loan losses (435) (734 (1,459 (1,336
Income from investment in limited partnership
and limited liability company 47¢ 15C 1,762 15C
Realized gain on investment securities
and related hedges 2,52¢ 1,86( 8,00( 3,95¢
Unrealized loss on investment securities
and related hedges (8,027 - (8,767) -
Total other (expense) income (5,457) 1,27¢ (459) 2,772
General, administrative and other expenses 717 2,22 6,464 6,18¢
INCOME FROM CONTINUING OPERATIONS BEFORE INCOME
TAXES 54 1,27¢ 7,11¢€ 4,91(
Income tax expense 56 - 41¢€ -
(LOSS) INCOME FROM CONTINUING OPERATIONS 2 1,27¢ 6,697 4,91(
Income from discontinued operation - net of tax 19 29€ 23 871
NET INCOME 17 1,577 6,72( 5,78i
Net income attributable to noncontrolling inter 32 - 52 -
NET (LOSS) INCOME ATTRIBUTABLE TO COMMON
STOCKHOLDERS $ (15 $ 1577 $ 6,66¢ $ 5,78
Basic income per common share $ - $ 0.17 $ 0.67 $ 0.61
Diluted income per common share $ - $ 0.17 $ 0.67 $ 0.61
Dividends declared per common share $ 0.28 $ - $ 0.6t $ 0.43%
Weighted average shares outstanding-basic 11,14¢ 9,42°¢ 10,01°¢ 9,421
Weighted average shares outstanding-diluted 11,14¢ 9,42¢ 10,01¢ 9,421

See notes to condensed consolidated financialms&tes.




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

(unaudited)
Accumulated
Additional Other Non-
Common Paid-In  Accumulated Comprehensive controlling Comprehensive
Stock Capital Deficit Income/(Loss) Interest Income Total
Balance, December 31, 2010 $ 94 $ 135300 $ (84,639 $ 17,73 $ - $ - $ 68,48
Net income - - 6,66¢ - 52 6,66¢ 6,72(
Stock issuance 18 12,47¢ - - - . 12,49:
Costs associated with issuan
of
common stock - (359 - - - - (359
Dividends declared - (6,57%) - - - = (6,57%)
Increase in non-controlling
interests
related to consolidation of
interest
in a mortgage loan held fc
investment - - - - 932 - 932
Reclassification adjustment f
net gain included in net
income - - - (3,886 - (3,88¢) (3,88¢)
Decrease in net unrealized g
on
available for sale securitie: - - - (1,996 - (1,996 (1,996
Increase in fair value of
derivative instruments
utilized for
cash flow hedges - - - 602 - 602 603
Comprehensive income - - - - - 3 1,38¢ -
Balance, September 30, 2011 $ 112 $ 140,84 $ (77,97) $ 12,45: $ 984 $ 76,42

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 Nine Months Ended
September 30,
2011 2010
Cash Flows from Operating Activities:
Net income $ 6,72 $ 5,78
Adjustments to reconcile net income to net cashigesl by operating activities:
Depreciation and amortization 102 627
Net accretion on investment securities and gaqye
loans held in securitization trusts 2,46 (2,229
Realized gain on securities and related hedges (8,000 (3,95¢)
Unrealized loss on securities and related hedge 8,76 -
Net decrease in loans held for sale 24 24
Provision for loan losses 1,45¢ 1,33¢
Income from investment in limited partnershiygldimited liability company (1,762) (150
Interest distributions from investment in liedtpartnership and limited liability company 91C -
Stock issuance 20z 13¢
Changes in operating assets and liabilities:
Receivables and other assets (3,579 76
Accrued expenses and other liabilities 167 (52¢€)
Net cash provided by operating activit 7,47: 1,132
Cash Flows from Investing Activities:
Restricted cash (17,349 69(C
Proceeds from sales of investment securities 168,05! 33,11
Purchases of investment securities (267,81 -
Issuance of mortgage loans held for investment (2,520 >
Purchase of investment in limited partnerskmg Bmited liability company (5,327 (10,000
Proceeds from investment in limited partnerstnig limited liability company 7,95 -
Proceeds from mortgage loans held for investmen 5,00z -
Principal repayments received on mortgage Itehs in securitization trusts 16,43¢ 38,76:
Principal paydowns on investment securitiegailable for sale 14,13¢ 44,58¢
Net cash (used in) provided by investing activi (81,420 107,15:
Cash Flows from Financing Activities:
Proceeds from (payments of) financing arrangeme 75,86¢ (46,647)
Stock issuance 12,29: -
Dividends paid (5,475 (6,405
Payments made on collateralized debt obligation (17,00¢6) (39,24¢
Capital contributed by noncontrolling interest 932 -
Costs associated with common stock subscribed (359) >
Net cash provided by (used in) financing activi 66,25 (92,297
Net (Decrease) Increase in Cash and Cash Equivalent (7,69¢) 15,99:
Cash and Cash Equivalents - Beginning of Period 19,37¢ 24,52:
Cash and Cash Equivalents - End of Period $ 11,67¢ $ 40,51«
Supplemental Disclosure:
Cash paid for interest $ 3,46¢€ $ 7,26¢
Non-Cash Investment Activities:
Sale of investment securities not yet settled $ 5400 $ 7,745

Purchase of investment securities not yet settled $ 79,58 $ -




Non-Cash Financing Activities:
Dividends declared to be paid in subsequent period

Grant of restricted stock

See notes to condensed consolidated financialms&tes.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
September 30, 2011
(unaudited)

1. Summary of Significant Accounting Policies

Organization- New York Mortgage Trust, Inc., together with dsnsolidated subsidiaries (“NYMT,” the “Companyywe,” “our”
and “us”), is a real estate investment trust, ot TREh the business of acquiring, investing in,dfirting and 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. 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, inclgdspecial purpos
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 QRS, NewKkY®ortgage Funding, LLC (“NYMF”), currently holdsertain mortgageelatec
assets for regulatory compliance purposes. Thepaasnalso may conduct certain other portfolio itwesnt operations through NYMF. T
Company utilizes one of its wholly-owned QRS, RBn@oercial Mortgage LLC (“RBCM”)for its investments secured by commercial
estate and other structured investments such aorss@ or distressed commercial loan portfolios, Ieesed properties or subordir
commercial mortgagbacked securities. The Company consolidates ats gfubsidiaries under generally accepted accogimrinciples in th
United States of America (“GAAP”).

The Company is organized and conducts its opeatimnas 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 PresentationThe condensed consolidated balance sheet as ofribece1, 2010, has been derived from audited fiiad
statements. The condensed consolidated balanee ah®eptember 30, 2011, the condensed consalid&ttements of operations for the tl
and nine months ended September 30, 2011 and ##@8pndensed consolidated statement of stocktgdldguity for the nine months enc
September 30, 2011 and the condensed consolid&ttingents of cash flows for the nine months endepteé®nber 30, 2011 and 2010
unaudited. In our opinion, all adjustments (whialslude only normal recurring adjustments) necesgar present fairly the Compargy’
financial position, results of operations and cflelvs have been made. Certain information andrfo disclosures normally included
financial statements prepared in accordance witiABAave been condensed or omitted in accordand¢eAwticle 10 of Regulation - anc
the instructions to Form 1Q: These condensed consolidated financial statesnséould be read in conjunction with the consaéiddinancie
statements and notes thereto included in our AnReabrt on Form 1@< for the year ended December 31, 2010, as filad thie Securities al
Exchange Commission (“SEC")The results of operations for the three and ninenthro ended September 30, 2011 are not nece:
indicative of the operating results for the fulbye

The accompanying condensed consolidated finan@tdreents have been prepared on the accrual Hasisa@unting 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 statementseofCompany include the accounts of all subsidiasgnificant intercompal
accounts and transactions have been eliminated.




Investment Securities Available for Salethe Company's investment securities, where thevidire option has not been elected
which are reported at fair value with unrealizethgand losses reported in other comprehensivarirgOCI"), include residential mortgage-
backed securities (“RMBS”) that are issued by goxeFnt sponsored enterprises (“GSEVhich, together with RMBS issued or guarantee
other GSEs or government agencies, is referred té\gency RMBS,” non-Agency RMBS and collateraliZzedn obligations (“CLOs").Our
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 ssléhan its amortized cost at the balance sheet thed 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 ofrettientemporary impairments constiti
material estimates that are susceptible to sigmifichange.

The Companys investment securities available for sale alsdudwes its investment in a wholly owned account nrefé to as th
Midway Residential Mortgage Portfolio. The Midwag$®dential Mortgage Portfolio investments primaiitglude interest only and inve
interest only securities (collectively referred & “l0s”). The Midway Residential Mortgage Portfolio investrisennclude derivativ
investments not designated as hedging instrumeiitts unrealized gains and losses recognized thr@aghings in the condensed consolid
statements of operations. The Company has elebtethir value option for these investment secugitidnich also measures unrealized ¢
and losses through earnings in the condensed d¢datsal statements of operations, as the Comparigviesl this accounting treatment
accurately and consistently reflects their resofltsperations.

Cash and Cash Equivalent€ash and cash equivalents include cash on handyrasidue 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 AssefReceivables and other assets totaled $29.6 maloof September 30, 2011, and consist primar
$18.8 million of restricted cash held by third jest $4.0 million of assets related to discontinopdrations, $2.2 million of accrued inte
receivable, $1.7 million related to escrow advan&ds4 million of prepaid expenses, $0.6 millioncapitalized expenses related to equity
bond issuance cost, $0.5 million of real estateedff{REQ”) in securitization trusts, $0.3 million of other essand $0.1 million of deferr
tax asset. The restricted cash held by third @i $18.8 million includes $11.0 million heldiia Midway Residential Mortgage Portfolio
be used for trading purposes, $7.6 million heldbynterparties as collateral for hedging instrurmemtd $0.2 million as collateral for a lette
credit related to the lease of the Compamorporate headquarters. Receivables and otketsastaled $8.9 million as of December 31, 2
and consist of $4.0 million of assets related srdntinued operations, $1.4 million of restrictedtc held by third parties, $1.1 million rele
to escrow advances, $0.7 million of real estateedMiREO”) in securitization trusts, $0.6 million of capita expenses related to equity
bond issuance cost, $0.6 million of accrued intereseivable, $0.4 million of prepaid expenses &AdL million of deferred tax asset. ~
restricted cash held by third parties of $1.4 millincludes $1.2 million held by counterpartiescaateral for hedging instruments and ¢
million as collateral for a letter of credit reldtto the lease of the Company’s corporate headepsart

Mortgage Loans Held in Securitization Trustdortgage loans held in securitization trusts ardade adjustable rate mortge
(“ARM") loans transferred to New York Mortgage Ttux05-1, New York Mortgage Trust 2005-2 and NewRr®lortgage 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 mogtdaans 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 InvestmenMortgage loans held for investment are stated atishprincipal 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&écuritization 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 toacroeconomic 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 propeatye determines the current loan-to-value (“LTVd}io of the loan. General
we estimate that a first lien loan on a propertyt thoes into a foreclosure process and becomeseséate owned (“REO”)esults in th
property being disposed of at approximately 84%hefcurrent appraised value. This estimate is basetianagement's experience as we
realized severity rates since issuance of our g&maiions. During 2008, as a result of the sigrafit deterioration in the housing market,
revised our policy to estimate recovery values ase current home valuations less expected costdigpose. These costs typici
approximate 16% of the current home value. It issdle given continued difficult real estate mart@nditions in many geographic regions
we may realize less than that return in certairesashus, for a first lien loan that is delinquemg will adjust the property value down
approximately 84% of the current property value aondhpare that to the current balance of the lodre @ifference determines the b
provision for the loan loss taken for that loanisThase provision for a particular loan may be sidid if we are aware of specific circumstai
that may affect the outcome of the loss mitigatncess for that loan. Predominately, however, s the base reserve number for
reserve.

The allowance for loan losses will be maintainesbtigh ongoing provisions charged to operating ine@nd will be reduced
loans that are charged off. As of September 3012010 December 31, 2010, the allowance for loasel$eld in securitization trusts tot:
$3.3 million and $2.6 million, respectively.

Investment in Limited Partnership and Limited LlapiCompany— The Company has equity investments in a limitedngashiy
and a limited liability company. In circumstanaglere the Company has a noontrolling interest but either owns a significamterest or i
able to exert influence over the affairs of theegntise, the Company utilizes the equity methodafounting. Under the equity methoc
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 investmentsifopairment based on projected cash flows fromehgty over the holdin
period. When any impairment is identified, thedstments are written down to recoverable amounts.

Financing Arrangements, Portfolio Investmenténvestment securities available for sale are #ipicfinanced with repurcha
agreements, a form of collateralized borrowing Whis secured by the securities on the balance .st&gth financings are recorded at t
outstanding principal balance with any accruedrégedue recorded as an accrued expense.




Revenue Recognitioninterest income on our mortgage loans and moetpagked securities is a combination of the integeshe!
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 payoretes or fluctuations in tl
fair value of, such swaps and caps will be recagphin current earnings.

Collateralized Debt Obligations (“CDOs”) We use CDOs to permanently finance our loans helgecuritization trusts. F
financial reporting purposes, the ARM loans held@tateral are recorded as assets of the Compashyhe CDO is recorded as the Company’
debt. The Company has completed four securitizatgimce inception, the first three were accounted$ a permanent financing and the fc
was accounted for as a sale, and accordingly netided in the Company’s financial statements.

Subordinated Debentures (Netpubordinated debentures are trust preferred sieautiitat 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 (Nefflhe Company issued $20.0 million in Series A Cotibler Preferred Stock that maturec
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 Instruments The Company has developed risk management progeamds processes, which incl
investments in derivative financial instrumentsigesd to manage interest rate and prepayment ssicéated with its securities investn
activities.

Derivative instruments contain an element of iiiskhe event that the counterparties may be unabimeet the terms of su
agreements. The Company minimizes its risk expolsyiéniting the counterparties with which it ergénto contracts to banks and investn
banks who meet established credit and capital tjnpee Management does not expect any countergargefault on its obligations at
therefore, does not expect to incur any loss dwtmterparty default. In addition, all outstandintgrest rate swap agreements haviatgra
margin call capabilities, meaning the Company weljuire margin for interest rate swaps that aréhé Companys favor, minimizing an
amounts at risk.

The Company invests in To-Be-Announced securitf@BAs”) through its Midway Residential Mortgage PortfolibBAs are
forward-settling purchases and sales of Agency RMB@re the underlying pools of mortgage loans dre-Be-Announced.”Pursuant t
these TBA transactions, we agree to purchase brfgelfuture delivery, Agency RMBS with certainipcipal and interest terms and cer
types of underlying collateral, but the particuksgency RMBS to be delivered is not identified urghortly before the TBA settlems
date. For TBA contracts that we have entered wthave not asserted that physical settlementoisgble, therefore we have not design
these forward commitments as hedging instrumengsliRed and unrealized gains and losses assoocithdthese TBAs are recogniz
through earnings in the condensed consolidatedmstaits of operations.

Termination of Hedging Relationship§he Company employs a humber of risk managementtariong procedures to ensure t
the designated hedging relationships are demoimgjraand are expected to continue to demonstratdgla level of effectiveness. Hec
accounting is discontinued on a prospective b&siss 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-designatéedge relationship during an interim period aedesignate 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 witranges recorded in current earnings.




Interest Rate Risk The Company hedges the aggregate risk of inteagstfluctuations with respect to its borrowinggaelless ¢
the form of such borrowings, which require paymdrased on a variable interest rate index. Withaesfp interest rate risk, the Comp
generally intends to hedge the risk related to gharin the benchmark London Interbank Offered Ra8OR”). The Company applies hec
accounting for certain interest rate hedges utifjizhe cash flow hedge criteria.

In order to reduce such interest rate risk, the amy enters into swap agreements whereby the Comearives 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 critedhydimg:

e the items to be hedged expose the Company testteate risk; and
e the interest rate swaps or caps are expectee bighly effective in reducing the Company's expesgo interest rate risk.

The fair values of the Company's indemate swap agreements and interest rate caprnagnée are based on values provide
dealers who are familiar with the terms of thes#rimments. Correlation and effectiveness are pieddigd assessed at least quarterly based
a comparison of the relative changes in the fduwesor cash flows of the interest rate swaps apd and the items being hedged.

For derivative instruments that are designatedcradify as a cash flow hedge (i.e., hedging theoeupe to variability in expect
future cash flows that is attributable to a patticuisk), the effective portion of the gain or $osn the derivative instruments are reported
component of OCI and reclassified into earninggh@ 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 earningsiniyithe period of change.

In addition to utilizing interest rate swaps angssave may purchase or sell short U.S. Treasumyriies or enter into Eurodollar
other futures contracts or options to help mitighte potential impact of changes in interest ratethe performance of the Midway Residel
Mortgage Portfolio. We may borrow U.S. Treasury wsii@s to cover short sales of U.S. Treasury sdearunder 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 futures contracts, initial margiepdsits are made upon entering into futures cotstraicd can be either cast
securities. During the period the futures contiaaipen, changes in the value of the contract ezegnized as unrealized gains or losse
marking to market on a daily basis to reflect tharket value of the contract at the end of eachdagding. 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 ss@cated with its Midway Residential Mortgage Rdid. For example, we mi
utilize TBAs to hedge the interest rate or yieldes risk inherent in our long Agency RMBS by takshort positions in TBAs that are sim
in character. In a TBA transaction, we would age@urchase or sell for future delivery, Agency R®Riith certain principal and inter
terms and certain types of underlying collaterat, the particular Agency RMBS to be delivered is$ ientified until shortly before the TE
settlement date. The Company typically does nat tiiivery of TBAs, but rather settles with itsdirsg counterparties on a net basis. TBA:s
liquid and have quoted market prices and reprebenmost actively traded class of RMBS.

Prepayment Risk When borrowers repay the principal on their mortgdoans 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 inteegss decline, borrowers have a tendency to nefmaheir mortgages, thereby increa
prepayments.

In an increasing prepayment environment, the timdifference 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 evaluatimr mortgage assets relative to prepayment spsestsved for our mortga
assets, including the investments in our MidwayitRegial Mortgage Portfolio. The Midway ResidehtMortgage 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 (Los€pther comprehensive income (loss) is comprised gmilgnof 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 filaa “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 for the nine months ended September 30, 20d 2ahO0.

Stock Based CompensatiolCempensation expense for equity based awards @gméred 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 RElTerutite requirements of the Internal Revenue (
Requirements for qualification as a REIT includerimas restrictions on ownership of the Compangtock, requirements concerr
distribution of taxable income and certain resimits on the nature of assetsd sources of income. A REIT must distribute as1e90% of it
taxable income to its stockholders, of which 85#4spny undistributed amounts from the prior yeastnine distributed within the taxable y
in order to avoid the imposition of an excise t&ke remaining distribution balance may extend uh## timely filing of the Companyg’tay
return in the subsequent taxable year. Qualifyistridutions of taxable income are deductible BRET in computing taxable income.

HC is a TRS and therefore subject to corporateréddecome taxes. Accordingly, deferred tax assets liabilities are recogniz
for the future tax consequences attributable tfedifices between the financial statement carryinguats of existing assets and liabilities
their respective tax base upon the change in txstDeferred tax assets and liabilities are nredsusing enacted tax rates expected to i
to taxable income in the years in which those tamyodifferences are expected to be recoveredttiedeThe effect on deferred tax assets
liabilities of a change in tax rates is recognizethcome in the period that includes the enactnoaie.

Accounting Standards Codification Topic 740 Accanmgtfor Income Taxes (“ASC 740rovides 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 lentinginess in March 2007. In the normal cour:
business, the Company is obligated to repurchaseslbased on violations of representations andawties in the loan sale agreements.
Company did not repurchase any loans during the mianths ended September 30, 2011 and 2010.

The Company periodically receives repurchase regussed on alleged violations of representatioisvearranties, each of whi
management reviews to determine, based on managisneeperience, whether such requests may reasobatlidgemed to have merit. As
September 30, 2011, we had a total of $2.0 milibonresolved repurchase requests that managemeciuded may reasonably be deeme
have merit, against which the Company has a ressinamproximately $0.3 million. The reserve is éon one or more of the followi
factors; historical settlement rates, property gadacuring the loan in question and specific sutlg discussions with third parties.
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A Summary of Recent Accounting Pronouncementsvi/llo

Receivables (ASC 31

In April 2011, the FASB issued ASU Naf)11-02,Receivables (Topic 310): A CrediterDetermination of Whether a Restructu
is a Troubled Debt Restructuring ASU 201102 clarifies whether loan modifications constititeubled debt restructuring. In evaluai
whether a restructuring constitutes a troubled debtructuring, a creditor must separately conclinde both of the following exist: (a) t
restructuring constitutes a concession; and (bY#istor is experiencing financial difficulties. BS01102 is effective for the first interim
annual period beginning on or after June 15, 2@hdl, should be applied retrospectively to the begmof the annual period of adoption. -
adoption of ASU 2011-02 did not have an effect anftancial condition, results of operations afgttbsures.

Transfers and Servicing (ASC 860)

In April 2011, the FASB issued ASU N2011-03,Transfers and Servicing (Topic 860): Reconsideratid Effective Control f
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 GadPInternational Financial Reporting Standar¢’ IFRS”). ASU 2011604 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 measuremenes@nted and disclosed in financial statements pedpa accordance with GAAP and IFI
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 September 30, 2011 (dollar ante in thousands):

Amortized Unrealized Unrealized Carrying

Costs Gains Losses Value
Agency RMBS $ 147,58¢ $ 321z $ (7,980 $ 142,81¢
Non-Agency RMBS 6,35€ — (1,499 4,862
CLOs 9,05€ 13,65¢ — 22,71F
Total $ 162,99¢ $ 16,871 $ (9,479 $ 170,39:

Securities included in investment securities atédéldor sale held in our Midway Residential Mortgdgortfolio that are measurec
fair value through earnings consist of the follogvas of September 30, 2011 (dollar amounts in tods):

Amortized Unrealized Unrealized Carrying
Costs Gains Losses Value
Interest only securities included in Agency R&I1B
Federal National Mortgage AssociatidffFannie Mae”) $ 32,902 $ 854 $ (3,39%) $ 30,36:
Federal Home Loan Mortgage Corporation (“BiedVac”) 20,36¢ 472 (1,970 18,871
Government National Mortgage Association (i@de Mae”) 22,44¢ 308 (2,385) 20,36¢
Total $ 75,717 $ 1634 $ (7,74¢) $ 69,60:

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

Amortized Unrealized Unrealized Carrying
Costs 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 $ 19,982 $ (1,166) $ 86,04(
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The following table sets forth the stated resetqguksr of our investment securities available foesat September 30, 2011 (dc
amounts in thousands):

More than

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

Carrying Carrying Carrying Carrying

Value Value Value Value

Agency RMBS $ 81,04: $ 30,84. $ 30,93: $ 142,81t
Non-Agency RMBS 4,86: — — 4,86:
CLO 22,71¢ — — 22,71t
Total $ 108,62( $ 30,84. $ 30,93: $ 170,39:

The following table sets forth the stated resetqosr of our investment securities available folesal 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 Companyivestment securities available for sale in arealized loss position reported thro
OCI, aggregated by investment category and lenfttinee that individual securities have been in atowous unrealized loss position
September 30, 2011 and December 31, 2010, reselyctdollar amounts in thousands):

September 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
Agency RMBS $ 30,31z $ 232 % — % — $ 30,312 $ 232
Non-Agency RMBS — — 4,862 1,494 4,862 1,494
Total $ 30,312 $ 232 $ 486z $ 1,494 $ 35174 $ 1,72¢
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¢ $ 1,16€ $ 6,43¢ $ 1,16¢€

As of September 30, 2011 and December 31, 2010ectsely, the Company did not have unrealizeddssn investment securit
that were deemed other-than-temporary.

During the three and nine months ended Septemhe&(3Q, the Company received total proceeds ofceqimately $0.2 million an
$20.8 million, respectively, realizing approximat&0 and $5.0 million, respectively, of profit bedancentive fee from the sale of certain C
investments, certain Agency RMBS and U.S. Treasegurities. During the three and nine months erg@kgatember 30, 2010, the Comp
received total proceeds of approximately $7.9 onlland $40.8 million, respectively, realizing appneately $1.9 million and $4.0 millio
respectively, of profit before incentive fee frohetsale 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 (naipsist of the following as of September 30, 20bl ®ecember 31, 201
respectively (dollar amounts in thousands):

September 30, December 31,

2011 2010
Mortgage loans principal amount $ 212,40 $ 229,32
Deferred origination costs — net 1,33¢ 1,451
Reserve for loan losses (3,319 (2,58¢)
Total $ 210,42 $ 228,18t

Allowance for Loan lossesThe following table presents the activity in thengmany's allowance for loan losses on mortgage
held in securitization trusts for the nine monthded September 30, 2011 and 2010, respectivellafdohounts in thousands):

Nine Months Ended September 3!

2011 2010
Balance at beginning of period $ 2,58¢ $ 2,581
Provisions for loan losses 1,191 1,21C
Transfer to real estate owned (16) (449)
Charge-offs (445) (534)
Balance at the end of period $ 3,31¢ $ 2,80¢

On an ongoing basis, the Company evaluates theuadg®f its allowance for loan losses. The Compaajlowance for loan loss
at September 30, 2011 was $3.3 million, represgritb6 basis points of the outstanding principaabeé of loans held in securitization tr
as of September 30, 2011, as compared to 113 pasits as of December 31, 2010. As part of the gamy’'s allowance for loan loss
adequacy analysis, management will assess an bleral of allowances while also assessing cremiisés inherent in each nparforming
mortgage loan held in securitization trusts. Thestgmates involve the consideration of various itnedlated factors, including but not limit
to, current housing market conditions, current lé@avalue ratios, delinquency status, the borrosvetirrent economic and credit status
other relevant factors.

Real Estate Owned Fhe following table presents the activity in thengmanys real estate owned held in securitization trusi
the nine months ended September 30, 2011 and #reepded December 31, 2010 (dollar amounts in drois:

September 30, December 31,

2011 2010
Balance at beginning of period $ 740 $ 546
Write downs (62) (193)
Transfer from mortgage loans held in securitizatiosts 218 1,39¢
Disposal (372) (1,011
Balance at the end of period $ 524 $ 740

Real estate owned held in securitization trustsrarieided in receivables and other assets on tleba 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 inieation trusts are pledged as collateral for @i20s issue
by the Company. As of September 30, 2011 and Dkeel, 2010, the Comparyhet investment in the securitization trusts, Whg the
maximum amount of the Compagyinvestment that is at risk to loss and repregbetslifference between the carrying amount ofitla@s an
real estate owned held in securitization truststarcamount of CDOs outstanding, was $7.9 milliod 8.9 million, respectively.
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Delinquency Status of Our Mortgage Loans Held in Smuritization Trusts

As of September 30, 2011, we had 41 delinquentslogith an aggregate principal amount outstandingpgdroximately $22
million categorized as Mortgage Loans Held in Sii@ation Trusts (net). Of the $22.0 million inlotejuent loans, $18.0 million, or 82%,
currently under some form of modified payment pléds. these borrowers are not current, they contitaube reported as delinquent e
though they are working towards a credit resolutidhe table below shows delinquencies in our pbafof loans held in securitization trus
including real estate owned through foreclosure@REs of September 30, 2011 (dollar amounts ingands):

Number of Total % of
Delinquent Dollar Loan
Days Late Loans Amount Portfolio
30-60 3 $ 1,52¢€ 0.72%
61-90 1 246 0.12%
90+ 37 20,18t 9.48%
Real estate owned through foreclosure 2 570 0.27%

As of December 31, 2010, we had 46 delinquent lomitls an aggregate principal amount outstandingmbroximately $25
million categorized as Mortgage Loans Held in Seization Trusts (net). Of the $25.1 million inlolgjuent loans as of December 31, 2!
$17.8 million, or 71%, were under some form of nfiedi payment plan. Because these borrowers wereurcent as of December 31, 2C
they have been reported as delinquent even thdwghvtere working towards a credit resolution. Tdde below 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
30-60 7 $ 2,51¢ 1.0%%
61-90 4 4,362 1.8%%
90+ 35 18,191 7.9C%
Real estate owned through foreclosure 3 894 0.3%%
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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 $11.3 milli
at September 30, 2011. During the third and fogutarters of 2010, HC invested, in exchange fortéhipartnership interests, $19.4 milliol
this limited partnership that was formed for thegmse of acquiring, servicing, selling or otherwigposing of firstien residential mortgay
loans. The pool of mortgage loans was acquirethéyartnership at a significant discount to trenk unpaid principal balance.

At September 30, 2011, the Company had an investmehis limited partnership of $11.5 million. Fthe three and nine mon
ended September 30, 2011, the Company recognizexi from the investment in limited partnership$6t3 million and $1.6 milliol
respectively. For the three and nine months erkgatember 30, 2011, the Company received distabsitirom the investment in limit
partnership of $3.9 million and $8.8 million, respreely.

The condensed balance sheet of the investmenitetl partnership at September 30, 2011 and Deae®ihe010, respectively,
as follows (dollar amounts in thousands):

September 30, December 31,

Assets 2011 2010
Cash $ 209" $ 152
Mortgage loans held for sale (net) 8,69( 18,07
Other assets 694 47€
Total Assets $ 11,47¢ $ 18,70

Liabilities & Partners’ Equity

Other liabilities $ 18C $ 37
Partners’ equity 11,29¢ 18,66¢
Total Liabilities and Partners’ Equity $ 11,47¢ $ 18,70z

The condensed statement of operations of the imeggtin limited partnership for the three and mmenths ended September 30,
2011, respectively, is as follows (dollar amountghiousands):

Three Months Nine Months
Ended Ended
September 30, September 30,
Statement of Operations 2011 2011
Interest income $ 302 $ 1,06:
Realized gain 20¢€ 99:
Total Income 51C 2,05¢
Other expenses (187) (496)
Net Income $ 32¢ $ 1,56(

During the second quarter of 2011, RBCM invested $8illion in a limited liability company that wadsrmed for the purpose
investing in two tranches of securities. For thee¢hand nine months ended September 30, 2011, dhmgp#&hy recognized income from
investment in limited liability company of $0.2 tidin. For the three and nine months ended SepterBde2011, the Company recei
distributions from the investment in limited liabjl company of $0.1 million.
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5. Derivatives and Other Hedging Instruments

The following table presents the fair value of dative instruments designated as hedging instrusreemd their location in the
Company’s condensed consolidated balance sheSep&mber 30, 2011 and December 31, 2010, resplctdollar amounts in thousands):

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

Interest Rate Swaps Derivative Liabilities $ 484 % 1,087

The following table presents the impact of the Camyis derivative instruments on the Company’s aadated other
comprehensive income (loss) for the nine montheer@kptember 30, 2011 and 2010, respectively (damtfunts in thousands):

Nine Months Ended September 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 — 390
Unrealized gain on interest rate swaps 603 878
Reclassification adjustment for net gains (losseduded in net income for hedges — —
Balance at the end of the period $ (484) $ (1,637)

The Company estimates that over the next 12 moathsioximately $0.4 million of the net unrealizeddes on the interest r
swaps will be reclassified from accumulated otl@nprehensive income (loss) into earnings.

The following table presents the fair value of dative instruments held in our Midway Residentiadfage Portfolio that were r
designated as hedging instruments and their latdtiothe Companyg condensed consolidated balance sheets at Sept@®b2011 an
December 31, 2010, respectively (dollar amounthausands):

Derivatives Not Designated as Hedging September 30, December 31,
Instruments Balance Sheet Location 2011 2010

TBA securities Derivative Asset $ 74,12( $ =

U.S. Treasury futures Derivative Asset 632 —

Eurodollar futures Derivative Liabilities 3,13t —

Options on U.S. Treasury futures Derivative Asset 301 —

The tables below summarize the activity of derwatinstruments not designated as hedges for tkee thnd nine months enc
September 30, 2011, respectively (dollar amounthdusands). There were no derivative instrumeatsdesignated as hedges for the <
periods in 2010.

For the Three Months Ended September 30, 2011

Notional Amount as Settlement, Notional Amount as
Derivatives Not Designated of Expiration of
as Hedging Instruments June 30, 2011 Additions or Exercise September 30, 2011
TBA securities $ 14,00 $ 149,000 $ (92,000 $ 71,00(
U.S. Treasury futures 15,60( 220,00( (231,100 4,50(
Short sales of Eurodollar futures (2,746,000 807,00( (928,000 (2,867,001
Options on U.S. Treasury futures 88,00( 191,40( (170,500 108,90(

For the Nine Months Ended September 30, 2011

Notional Amount as Settlement, Notional Amount as
Derivatives Not Designated of Expiration of
as Hedging Instruments December 31, 2010 Additions or Exercise September 30, 2011
TBA securities $ — 3 193,000 $ (122,000 $ 71,00(
U.S. Treasury futures — 279,70( (275,200 4,50(
Short sales of Eurodollar futures — 1,201,00! (4,068,001 (2,867,000

Options on U.S. Treasury futures — 377,90( (269,000 108,90(
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The use of TBAs exposes the Company to market vadle as the market value of the securities that@ompany 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 TBkgaction may increase above the agreed uporpsete For the three and nine mor
ended September 30, 2011, respectively, we recandedealized gains of $1.1 million. For the therel nine months ended Septembe
2011, respectively, we recorded no net unrealizédsg There were no realized or unrealized gaifesses from TBAs for the same period
2010.

The Eurodollar futures swap equivalents in our MagivResidential Mortgage Portfolio are accounteddofair value with bot
realized and unrealized gains and losses includesthier income (expense) in our condensed consetidstatements of operations. For
three and nine months ended September 30, 201keweeded net realized losses of $0.9 million andL $tillion, respectively, and r
unrealized losses of $1.4 million and $3.1 millisaspectively, in our Eurodollar futures contradtbe Eurodollar futures consist of 2t
contracts with expiration dates ranging betweenebdier 2011 and September 2014 and have a fair tinaakes derivative liability of $3
million. There were no realized or unrealized gaihbsses from Eurodollars for the same periodz0ih0.

The U.S. Treasury futures and options in our MidviRgsidential Mortgage Portfolio are accounted fofa@r value with bot
realized and unrealized gains and losses includemtbier income (expense) in our condensed consetidstatements of operations. For
three and nine months ended September 30, 20katbsely, we recorded net realized gains of $2illan and $2.9 million, respectively, a
net unrealized gains of $0.6 million and $0.5 roilli There were no realized or unrealized gainsossds from U.S. Treasury futures
options for the same periods in 2010.

The following table details the impact of the Comya interest rate swaps and interest rate caps iedlidinterest expense for
three and nine months ended September 30, 2012041 respectively (dollar amounts in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,

2011 2010 2011 2010

Interest Rate Caps:
Interest expense-investment securities and loddsimsecuritization
trusts $ — % 86 $ — % 30z
Interest expense-subordinated debentures — — — 92
Interest Rate Swaps:
Interest expense-investment securities and loddsimsecuritization
trusts 218 59¢€ 71€ 1,98:

Interest Rate Swaps, Futures Contracts and TBABe- use of interest rate swaps “Swapgposes the Company to counterg
credit risks in the event of a default by a Swapnterparty. If a counterparty defaults under thpliapble Swap agreement, the Company
be unable to collect payments to which it is eaditunder its Swap agreements, and may have difficallecting the assets it pledgec
collateral against such Swaps. The Company cuyrdwats in place with all outstanding Swap countgiea bilateral margin agreeme
thereby requiring a party to post collateral to @@mpany for any valuation deficit. This arrangemis intended to limit the Comparsy’
exposure to losses in the event of a counterpafyudt.

The Company is required to pledge assets underlatdsal margin arrangement, including either cashAgency RMBS, &
collateral for its interest rate swaps, futurestm@mis and TBAs, whose collateral requirements wgrgounterparty and change over time b
on the market value, notional amount, and remaitengp of the agreement. In the event the Compsioypable to meet a margin call under
of its agreements, thereby causing an event ofutteda triggering an early termination event undee of its agreements, the counterpar
such agreement may have the option to terminatef alich counterpartg’outstanding transactions with the Company. Iriteag under thi
scenario, any close-out amount due to the countgrppon termination of the counterpagytransactions would be immediately payable b
Company pursuant to the applicable agreement. Cdmapany believes it was in compliance with all niamgquirements under its agreem
as of September 30, 2011 and December 31, 2018.Cbmpany had $7.6 million and $1.2 million of rieséd cash related to margin pos
for its agreements as of September 30, 2011 anérDleer 31, 2010, respectively. The restricted deddd by third parties is included
receivables and other assets in the accompanyimiposed consolidated balance sheets.

19




The following table presents information about @@mpany’s interest rate swaps as of September(8d, &nd December 31, 2010,
respectively (dollar amounts in thousands):

September 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 $ 1,57C 3.03% $ 24,08( 2.99%
Over 30 days to 3 months 1,57C 3.02 2,11C 3.03
Over 3 months to 6 months 15,19 3.02 2,28C 3.03
Over 6 months to 12 months 750 2.93 5,60C 3.03
Over 12 months to 24 months 8,82C 2.93 16,38( 3.01
Over 24 months to 36 months — — 8,38( 2.93
Total $ 27,90 29% $ 58,83( 3.00%

(1) The Company enters into scheduled amortizitgrést rate swap transactions whereby the Compaysy a fixed rate of interest and
receives one month LIBOR.

Interest Rate Caps Interest rate caps were designated by the Compangsh flow hedges against interest rate risk &ssdcwitt
the Companys CDOs and the subordinated debentures. The ihtettescaps associated with the CDOs are amortieimgractual schedul
determined at origination. The Company had $0 ar@l@ million of notional interest rate caps outsliag as of September 30, 2011
December 31, 2010, respectively. These interéstaaps were utilized to cap the interest ratehen@DOs at a fixedate when one mor
LIBOR exceeds a predetermined rate. The inteagstaaps expired on April 25, 2011

6. Financing Arrangements, Portfolio Investments

The Company has entered into repurchase agreeméhtthird 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 September 30, 2011, the Gamy had repurchase agreements with an outstamgilagice of $111.5 million anc
weighted average interest rate of 0.61%. As of Dam 31, 2010, the Company had repurchase agreemitht an outstanding balance
$35.6 million and a weighted average interest aft®.39%. At September 30, 2011 and December 810 2securities pledged by
Company as collateral for repurchase agreementses$@mated fair values of $133.0 million and $3#lion, respectively. All outstandir
borrowings under our repurchase agreements mattme80 days. As of September 30, 2011, the ayedays to maturity for all repurchi
agreements is 18 days.
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The following table summarizes outstanding repusehagreement borrowings secured by portfolio imaests, which are includ
in financing arrangements, portfolio investmentstio® condensed consolidated balance sheets, asptérgber 30, 2011 and December
2010, respectively (dollar amount in thousands):

Repurchase Agreements by Counterparty
September 30, December 31,

2011 2010

Counterparty Name

Cantor Fitzgerald, L.P. $ 9,72( $ 4,99(
Credit Suisse First Boston LLC 11,33: 12,08(
Jefferies & Company, Inc. 18,54 9,47¢
JPMorgan Chase & Co. 45,59¢ —
South Street Securities LLC 26,31: 9,08¢
Total Financing Arrangements, Portfolio Investments $ 111,500 $ 35,63

As of September 30, 2011, the outstanding balamceruour repurchase agreements was funded at ameelvate of 85% tF
implies an average haircut of 15%. The weightedagye “haircut’related to our repurchase agreement financingdo”gency 10s, CLOs ai
other Agency RMBS was approximately 25%, 35% and &4pectively, for a total weighted average “haitof 15%. The amount at risk 1
Credit Suisse First Boston LLC, South Street SéiegriLLC, Jefferies & Company, Inc., Cantor Fitzgdy L.P., and JPMorgan Chase &
are $0.9 million, $1.0 million, $1.0 million, $31@illion and $14.7 million, respectively. As of Sepiber 30, 2011, the Company had $
million in cash and $37.4 million in unencumberaddstment securities to meet additional haircunarket valuation requirements, includ
$25.0 million of RMBS, of which $20.2 million aregincy RMBS. The $11.7 million of cash and the $2%illion in RMBS (which
collectively, represents 33% of our financing agaments, portfolio investments) are liquid and dobke monetized to pay down
collateralize the liability immediately. There is@ an additional $11.0 million held in overnighgpbsits in our Midway Residential Mortg:
Portfolio included in restricted cash that is aablé to meet margin calls as it relates to our relpase agreements.

7. Collateralized Debt Obligations

The Company’s CDOs, which are recorded as liagditon the Company’balance sheet, are secured by ARM loans pledsg
collateral, which are recorded as mortgage loait ihesecuritization trusts in the condensed cddatéd balance sheets. As of Septembe
2011 and December 31, 2010, the Company had CD@saading of $203.1 million and $220.0 million, pestively. As of September !
2011 and December 31, 2010, the current weightedage interest rate on these CDOs was 0.62% aido) .&spectively. The CDOs .
collateralized by ARM loans with a principal balencf $212.4 million and $229.3 million at SeptemB&; 2011 and December 31, 2(
respectively. The Company retained the owner tasificates, or residual interest, for three sii@ations and, as of September 30, 2011
December 31, 2010, had a net investment in therisigation trusts, after loan loss reserves anduiog real estate owned, of $7.9 million .
$8.9 million, respectively.

8. Discontinued Operation

In connection with the sale of our mortgage oritjora platform assets during the quarter ended M&1h2007, we classified ¢
mortgage lending segment as a discontinued oparafAis a result, we have reported revenues andneggerelated to the segment i
discontinued operation for all periods presentethenaccompanying 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 nduded these items as part of the discontinued tipataAssets and liabilities related to
discontinued operation are $4.0 million and $0.8iom, respectively, at September 30, 2011, and $4illion and $0.6 million, respective
and December 31, 2010, and are included in recieisand other assets and accrued expenses andialflgies in the condensed consolide
balance sheets.
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Statements of Operations Data

The statements of operations of the discontinuegtatipn for the three and nine months ended Semerd® 2011 and 201
respectively, are as follows (dollar amounts inuends):

Three Months Nine Months
Ended September 30, Ended September 30,
2011 2010 2011 2010
Revenues $ 59 $ 36 $ 16C $ 1,11¢
Expenses 40 7C 137 23¢
Income from discontinued operation-net of tax $ 18 $ 29¢ $ 23 $ 871

9. Commitments and Contingencies

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

The Company periodically receives repurchase ragussed on alleged violations of representatioisvearranties, each of whi
management reviews to determine, based on managisneeperience, whether such requests may reasobatligemed to have merit. As
September 30, 2011, we had a total of $2.0 millibonresolved repurchase requests that managemeciuded may reasonably be deeme
have merit and against which the Company has avesé approximately $0.3 million. The reservebased on one or more of the follow
factors: historical settlement rates, property gadacuring the loan in question and specific satlg discussions with third parties.

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

of September 30, 2011, the Company does not betleateany of its current legal proceedings, indinllly or in the aggregate, will haw
material adverse effect on its operations, findramadition or cash flows.
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10. Concentrations of Credit Risk

At September 30, 2011 and December 31, 2010, resplctiliere were geographic concentrations of crésktexceeding 5%
the total loan balances within the mortgage loaid n the securitization trusts and the real estatned as follows:

September 30, December 31,

2011 2010
New York 37.6% 37.9%
Massachusetts 25.0% 25.0%
New Jerse 9.1% 8.7%
Florida 5.7% 5.6%
Connecticut 5.0% 4.7%

11. Fair Value of Financial Instruments

The Company has established and documented predessietermining fair values. Fair value is baspdn quoted market pric
where available. If listed prices or quotes areav@ilable, then fair value is based upon intdyndéveloped models that primarily use inj
that are market-based or independently-sourcedehpdcameters, including interest rate yield curves

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

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

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

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

The following describes the valuation methodologised for the Company‘financial instruments measured at fair valueyel as
the general classification of such instruments pams to the valuation hierarchy.

a. Investment Securities Available for Sale (RMI- Fair value for the RMBS in our portfolio is based quoted price
provided by dealers who make markets in similaaritial instruments. The dealers will incorporatenomn market pricin
methods, including a spread measurement to thesilingacurve or interest rate swap curve as well aderying
characteristics of the particular security inclglicoupon, periodic and life caps, collateral typete reset period a
seasoning or age of the security. If quoted prioes security are not reasonably available frodealer, the security will |
reclassified as a Level 3 security and, as a reswdnagement will determine the fair value based laracteristics of tf
security that the Company receives from the issuet based on available market information. Manageémeviews a
prices used in determining valuation to ensure tltegyresent current market conditions. This reviealudes surveyir
similar market transactions, comparisons to intepeteing models as well as offerings of like séties by dealers. Tl
Company's investment securities that are compiéeRIMBS are valued based upon readily observablkehgparamete
and are classified as Level 2 fair values.

b. Investment Securities Available for Sale (CI- The fair value of the CLO notes, prior to Decem®gr 2010, was based
managemens valuation determined using a discounted futush dlows model that management believes would lee bs
market participants to value similar financial nushents. At each of September 30, 2011 and DeceBhe2010, the fa
value of the CLO notes was based on quoted pricedded by dealers who make markets in similarrigial instrument:
The CLO notes were previously classified as Levé&iBvalues and were relassified as Level 2 fair values in the fol
quarter of 2010.

C. Investment Securities Available for Sale (Midw- The fair value of other investment securities ald# for sale, such
IOs and U.S. Treasury securities, is based on duptEes provided by dealers who make markets nmilai financia
instruments. The Company’s 10s and U.S. Treaswyr#ées are classified as Level 2 fair values.

d. Derivative Instruments- The fair value of interest rate swaps, caps, optifutures and TBAs are based on dealer quc
The Company’s derivatives are classified as Levaahd 2 fair values.
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The following table presents the Companfihancial instruments measured at fair value oacarring basis as of September
2011 and December 31, 2010, respectively, on thmpaoy’s condensed consolidated balance sheetar(@datiounts in thousands):

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

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale:
Agency RMBS $ — 142,81¢ $ — $ 142,81¢
Non-Agency RMBS — 4,862 — 4,862
CLO — 22,71¢F — 22,71
Derivative Asset — 75,05¢ — 75,05¢
Total $ — 245,44¢ $ — 245,44¢
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps and &dollar futures) $ 3,13t $ 484 $ — $ 3,61¢
Total $ 3,13t $ 484 % — % 3,61¢
Measured at Fair Value on a Recurring Basis
at December 31, 2010
Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale:
Agency RMBS $ — 3 47,52¢ $ — 3 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 valuation fite Level 3 assets for the nine months endedeBeyr 30, 2011 and 20.
respectively (amounts in thousands):

Investment securities available for sale: CLO
Nine Months Ended

September 30,
2011 2010
Balance at beginning of period $ — 3 17,59¢
Total gains (realized/unrealized)
Included in earnings (1) — 1,49¢
Included in other comprehensive income/(loss) — 4,854
Balance at the end of period (2) $ —  $ 23,94¢

(1) - Amounts included in interest income.
(2) - The CLOs were re-classified from Level d.&vel 2 fair values during the fourth quarter 6fl@ due to management determining that
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 regelWwy management to ensure the changes are agteoplis 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 measuredratdie on a nomecurring basis as of September 30, 2011 and Dezegil 201(
respectively, on the Company’s condensed conselidbalance sheets (dollar amounts in thousands):

Assets Measured at Fair Value on a Non-Recurring Bas
at September 30, 2011

Level 1 Level 2 Level 3 Total
Mortgage loans held for investment $ — % — $ 5117 $ 5,117
Mortgage loans held for sale — included in discuured
operations (net) — — 3,787 3,781
Mortgage loans held in securitization trusts — iimgzhloans
(net) — — 6,82t 6,82t
Real estate owned held in securitization trusts — — 524 524
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 disawuned
operations (net) — — 3,80¢ 3,80¢
Mortgage loans held in securitization trusts — iirgzhloans
(net) — — 6,57€ 6,57¢€
Real estate owned held in securitization trusts — — 740 740

The following table presents losses incurred faetsmeasured at fair value on a mecudrring basis for the three and nine ma
ended September 30, 2011 and 2010, respectivelgh@rCompanys condensed consolidated statements of operatwign amounts i
thousands):

Three Months Ended Nine Months Ended

September 30, 201  September 30, 201 September 30, 2011 September 30, 2010
Mortgage loans held in securitization trust:
impaired loans (net) $ 43t $ 734 $ 1,232 $ 1,33¢
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The following table presents the carrying value astimated fair value of the Compasyfinancial instruments at September
2011 and December 31, 2010, respectively (dollasuants in thousands):

September 30, 2011 December 31, 2010
Carrying Estimated Carrying Estimated

Value Fair Value Value Fair Value
Financial assets:
Cash and cash equivalents $ 11,67¢ $ 11,67¢ $ 19,378 $ 19,37¢
Investment securities available for sale 170,39 170,39 86,04( 86,04(
Mortgage loans held in securitization trusts (net) 210,42: 186,34: 228,18! 206,56(
Derivative assets 75,05 75,05: — —
Assets related to discontinued operation-mortgaged held for sale (ne 3,78 3,78 3,80¢ 3,80¢
Mortgage loans held for investment 5,115 511 7,46( 7,46(
Receivable for securities sold 5,40( 5,40( 5,65: 5,65:
Financial liabilities:
Financing arrangements, portfolio investments $ 111,50 $  111,50C $ 35,632 $ 35,63z
Collateralized debt obligations 203,05¢ 171,185 219,99: 185,60¢
Derivative liabilities 3,61¢ 3,61¢ 1,087 1,087
Payable for securities purchased 79,58t 79,58t — —
Subordinated debentures (net) 45,00( 27,112 45,00( 36,39¢

12. Capital Stock and Earnings per Share

The Company had 400,000,000 authorized sharesnofnom stock, par value $0.01 per share, with 1127/Band 9,425,442 sha
issued and outstanding as of September 30, 201Daceimber 31, 2010, respectively.

The following table presents cash dividends dedldng the Company on its common stock with respeatdch of the quartel
periods commencing January 1, 2010 and ended Sketeda, 2011:

Cash
Dividend
Period Declaration Date Record Date Payment Date Per Share
Third Quarter 2011 September 20, 2011 September 30, 2011 October 25, 2011  $ 0.25
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 &itares of our common st
at a public offering price of $7.50 per share, whéhares were issued and proceeds received ori JaB11. On July 14, 2011, we issuel
additional 225,000 shares of common stock to thegeowriter pursuant to their exercise of an oakotment option. These proceeds v
received on July 14, 2011. We received total netg@eds of $11.9 million from the issuance of th#2%,000 shares.
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The Company calculates basic net income per sharbvirling net income for the period by weightaderage shares of comn
stock outstanding for that period. Diluted net imeoper share takes into account the effect ofiddunhstruments, 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 ofiband diluted net income per share for the periodicated (in thousanc
except per share amounts):

For the Three Months For the Nine Months Ended
Ended September 30, September 30,
2011 2010 2011 2010

Numerator:

Net (loss) incom+ Basic $ (15 $ 1577 $ 6,66¢ $ 5,781
Net (loss) income from continuing operations (34 1,27¢ 6,64¢ 4,91(
Net income from discontinued operations (net of tax 19 29¢ 23 871

Effect of dilutive instruments:

Convertible preferred debentures — 537 — 1,737
Net (loss) incom+ Dilutive (15) 2,11« 6,66¢ 7,52¢

Net (loss) income from continuing operations (39 1,81¢ 6,64~ 6,64

Net income from discontinued operations (net of tax $ 18 $ 29¢ % 23 % 877
Denominator:

Weighted average basis shares outstanding 11,14¢ 9,42t 10,01¢ 9,421

Effect of dilutive instruments:

Convertible preferred debentures —_ 2,50( — 2,50(
Weighted average dilutive shares outstanding 11,14¢ 9,42¢ 10,01 9,421
EPS:

Basic EPS $ — 3 017 $ 067 $ 0.61
Basic EPS from continuing operations — 0.1¢ 0.67 0.52
Basic EPS from discontinued operations (net of tax) — 0.0z — 0.0¢

Dilutive EPS $ — % 017 $ 0.67 $ 0.61
Dilutive EPS from continuing operations — 0.1¢ 0.67 0.52
Basic EPS from discontinued operations (net of tax) — 0.0z — 0.0¢
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13. Related Party Transactions
Advisory Agreements

On January 18, 2008, the Company entered into ais@g agreement (the “Prior Advisory Agreementijth Harvest Capiti
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 JIMP Group Inc. As of Septenf&r2011, HCS and JMP Group Inc. collectively lienadly ownec
approximately 12.8% of the Compasycommon stock. In addition, until its redemptimm December 31, 2010, HCS and JMP Group
collectively beneficially owned 100% of the Companyeries A Preferred Stock. The Compangeries A Preferred Stock mature:
December 31, 2010, at which time it redeemed allathitstanding shares at the $20.00 per share éijoidpreference plus accrued dividenc
$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 vesguired 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 “equipjitall (as defined in the advisory agreement) of the Mat&)ébsidiaries; 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 incentivevias equal to 25% of the GAAP net income of the &pad Subsidiaries attributable to
investments that are managed by HCS that exceeaddéelrate 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 stock. The Prior Advisdgreement was terminated effective July 26, 2016nugxecution and effectiveness o
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 aagages on the Compary’
behalf “new program assetsicquired after the date of the HCS Advisory Agreeindhe terms for new program assets, includirg
compensation payable thereunder to HCS by the Coynpeill be negotiated on a transaction-by-transscbasis. 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) onésurth of the amortized cost of the Managed Assstof the end of the quarter, and (i) 2%, andéB)ible to ear
incentive compensation on the Managed Assets fdr &scal year during the term of the Agreemergimnamount (not less than zero) equ
35% of the GAAP net income attributable to the Managed Assetthfull fiscal year (including paid interest argdlized gains), after givil
effect to all direct expenses related to the Mada§yesets, including but not limited to, the anncahsulting fee (described below) and t
advisory fees, that exceeds a hurdle rate of 138édan the average equity of the Company investéddlainaged Assets during that partic
year. For those new program assets identified hedited Assets, HCS will receive the compensatidrich may include base advisory
incentive compensation, agreed upon between thep@oynand HCS and set forth in a term sheet or adleeumentation related to 1
transaction. HCS will continue to be eligible &re incentive compensation on those assets heldeb€ompany as of the effective date of
HCS Advisory Agreement that are deemed to be mahagsets under the Prior Advisory Agreement. Ineerdompensation for theséegacy
assets'will be calculated in the manner prescribed in Bor Advisory Agreement. Lastly, during the teriintlle HCS Advisory Agreemel
the Company will pay HCS an annual consulting fgea¢to $1 million, subject to reduction under agrtcircumstances, payable on a quar
basis in arrears, for consulting and support sesvic

For the three and nine months ended September03Q, HCS earned aggregate base advisory and dogstdes of approximate
$0.3 million and $0.8 million, respectively, and iacentive fee of approximately $0.1 million and.&million, respectively. For the three :
nine months ended September 30, 2010, HCS earrgrégade base advisory and consulting fees of appedgly $0.3 million and $0
million, respectively, and an incentive fee of appmately $0.7 million and $1.6 million, respectiyeAs of September 30, 2011, HCS\
managing approximately $36.7 million of assetsltmm@ompanys behalf. As of September 30, 2011 and Decembe2@®), the Company h
a management fee payable totaling $0.4 million$hd million, respectively, included in accrued empes and other liabilities.

The HCS Advisory Agreement has an initial term tkapires on June 30, 2012, subject to automaticanoneyear 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 thrad aine months ended September 30, 2011, RBCM g@adoximately $26,000 a



$37,000, respectively, in fees to RiverBanc.
JMP and its affiliates have, at times,io@ested with the Company and/or made debt or gduvestments in investees they introdt

to the Company. James J. Fowler, the Compa@¥iairman and the Chief Investment Officer of H@ AlYMF, 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 approxim&k&B million of net operating loss carryforwardsittiwill expire in 202
through 2029. The Internal Revenue Code placeaindimitations on the annual amount of net opatoss carryforwards that can be utili
if certain changes in the Compasywnership occur. The Company has undergone aerghip change within the meaning of IRC section
that will limit the net loss carryforwards to besdsto offset future taxable income to $660,000year, which will cause a significant amoun
the Companys net operating loss to expire unused. HC is pthsendergoing an IRS examination for the taxabdaryended December
20009.

During the three and nine months ended Septemhe2®@l, the Compang’taxable REIT subsidiary recorded approximatelyl
million and $0.4 million, respectively, of incomaxtexpense for income attributable to the subsiditine Companys estimated taxable inco
differs from the federal statutory rate as a restiitate and local taxes, non-taxable REIT incame a valuation 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. Howewgrpatstanding awards under the 2005 Plan willicoltin accordance with the terms of
2005 Plan and any award agreement executed in cbomevith such outstanding awards. At September28a1, there are 14,084 share
non-vested restricted stock outstanding under @® 2nd 2005 Plan.

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
20,924 shares under the 2010 Plan in lieu of casipensation as of September 30, 2011.

During the three and nine months ended September2G801, the Company recognized nmash compensation expense
approximately $8,000 and $107,000, respectivelividends are paid on all restricted stock issueldetiver those shares have vested ol
Notwithstanding certain exceptions, I-vested restricted stock is forfeited upon thepiecit's termination of employment.

A summary of the activity of the Company's ngested restricted stock for the nine months endgateégnber 30, 2011 and Septen
30, 2010, respectively, is presented below:

2011 2010
Weighted Weighted
Average Average
Number of Per Share Number of Per Share
Non-vested  Grantpate  Non-vested  Grant pate
Restricted Fair Value Restricted Fair Value
Shares 1) Shares (@)
Non-vested shares at January 1 28,99¢ $ 5.4% 60,66 $ 5.2¢
Granted 14,08« 7.1C 4,00( 7.5C
Forfeited — — (829) 5.2¢
Vested (28,999 5.4 (32,837) 5.42
Non-vested shares as of September 30 14,08 $ 7.1C 30,99¢ $ 5.42
Weighted-average fair value of
restricted stock granted during
the period 14,08 $ 7.1C 4,000 $ 7.5C

(1) The grant date fair value of restrictedcktawards is based on the closing market pricév@fQompanys common stock at the gr.
date.

At September 30, 2011 and 2010, the Company hagtagnized compensation expense of $0.1 million&hd million, respectivel
related to the nomested shares of restricted common stock. The ogrézed compensation expense at September 30,i2@&Xkpected to t
recognized over a weighted average period of 2e¢2sy The total fair value of restricted sharesededuring the nine months ended Septe!
30, 2011 and 2010 was $0.2 million, respectively.



16. Subsequent Event

The Company has committed to purchase the majofitiye privately placed first loss security frone threddie Mac Multifamily Loz
Securitization Series 2011-K015 (the “K-015 Serjewiith an anticipated settlement in November 2011 addition, the Company will inve
in an 10 security for which the underlying mortgagee those mortgages that comprise the K-015 sSefiege Companyg’ total investment
these KO15 Series securities will be approximately $15illian. We expect to fund the acquisition of themgsets with a combination
working capital and term financing. The K-015 Sgiiebacked by approximately 91 multi-family prapes totaling $1.2 billion.
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Item 2. Management’s Discussion and Analysis ofifancial 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.

" u " ou "o ”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:

e changes in our business and strategies;

e our ability to successfully diversify our investnt portfolio and identify suitable assets to irves

e the effect of the Federal Reserve’s and the Ur8asurys actions and programs, including future purchasesales of Agenc

RMBS by the Federal Reserve or Treasury, on thaidity of the capital markets and the impact anding of any furthe
programs or regulations implemented by the U.S.eBawent or its agencies;

e any changes in laws and regulations affecting #iationship between Fannie Mae, Freddie Mac or Bihae and the U.
Government;

e increased prepayments of the mortgages and loidves underlying our investment securities;
e the volatility of the markets for our targetedets;
e increased rates of default and/or decreased eegoates on our assets;

e mortgage loan modification programs and futurediegive action, including actions that may leadgteater refinancings a
higher prepayment speeds;

e the degree to which our hedging strategies mayay not protect us from, or expose us to, credépayment or interest rate risk;

e changes in the availability, terms and deploynudrapital;

e changes in interest rates and interest rate nii$ras between our assets and related borrowings;

e our ability to maintain existing financing agresmis, obtain future financing arrangements andeirmas of such arrangements;

e changes in economic conditions generally andrtbegage, real estate and debt securities margetsfically;

e legislative or regulatory changes;

e changes to GAAP; and

e the other important factors identified, or incorpied by reference into this report, including, bat limited to those under t
captions “Management’s Discussion and Analysisin&fcial Condition and Results of OperationgJuantitative and Qualitati
Disclosures about Market Risk” and “Risk Facto@nt those described under the caption “Risk Fdciareach of our Annu
Report on Form 10-K for the year ended December2810, Quarterly Report on Form f@for the quarter ended March

2011, Quarterly Report on Form 10-Q for the quagteted June 30, 2011 and any other documents ewwifth 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., togetiith its consolidated subsidiaries,
we,” “us,” “Company,” or “our,” unless we specifically state otherwise or the odnitelicates 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 Mgidge LLC, our wholly-owned subsidiary as “RBCM’ addition, the followin
defines certain of the commonly used terms in hmrt: “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 Associat
(“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 residentie
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, REMIC
IOs and POs, as well as multi-family CMBS and ott@mmercial real estatelated debt investments. We also may opportuaifi@cquire
and manage various other types of financial asbatsve believe will compensate us appropriatehttie risks associated with them, includ
without limitation, Agency CMOs, non-Agency RMBSt{igh may include non-Agency 10s and POs) and resiglenortgage loans.

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 moieedsified portfolio that includes elements of dtaisk with reduced leverage, as evider
by our investments in residential mortgage loan0fh0 and our establishment and initial fundingaéh of our Midway Residential Mortge
Portfolio and commercial mortgage strategy in 204/&. anticipate continuing to contribute capitathese asset classes in the future sucl
these investments will become significant contabsito our revenues and earnings and will represeignificant portion of our total asset
the future. For more information regarding our M&@wResidential Mortgage Portfolio strategy and @ummercial mortgage strategy, see *
Recent and Subsequent Events” below.

We have elected to be taxed as a REIT and have leamand intend to continue to comply, with theisions of the Intern
Revenue Code of 1986, as amended (the “Internag¢iey Code”)with respect thereto. Accordingly, we do not expgedbe subject to fede
income tax on our REIT taxable income that we ailyedistribute to our stockholders if certain assacome and ownership tests
recordkeeping requirements are fulfilled. Even & maintain our qualification as a REIT, we may bbjact to some federal, state and |
taxes on our income generated in our taxable REbEBidiary.

Recent and Subsequent Events
Investment in Multi-Family Loan Securitization Atlsse

The Company has committed to purchase the majofitige privately placed first loss security frone threddie Mac Multifamily Log
Securitization Series 2011-K015 (the t{5 Series") with an anticipated settlement in Noker 2011. In addition, the Company will inves
an 10 strip off of the K-015 Series. The Companiotal investment will be approximately $15.1 foill, which will be funded through
combination of working capital and term financinthe K-015 Series is backed by approximately 91 infaihily properties totaling $1
billion. The investment in the K-015 Series wilifg the Company’s total investment in the multi-fgnsector to approximately $20.5 million.

Proposed Federal Housing Finance Agency HARP Igprm

In October, the U.S. Government indicated thatduld be implementing a new program to assist bagrewvho are current with th
mortgage payments but are unable to refinance dygrdperty valuation ratios. It appears, basedh@ninformation released by the |
Government, that the revamped Home Affordable Refte Program (“HARP"Will target homeowners who did not participatehie prigina
version of HARP and whose mortgages were originpteat to May 31, 2009. The following table sumimas the investment securities in
Companys portfolio containing mortgages which would begiblie for refinancing and thus prepaid under tlegamped version of HAF
("HARP 11", given the parameters of the progranowm to the Company at this time. The U.S. Governrieeaxpected to disclose final det
of the HARP Il program on November 15, 2011.



(dollar amount in thousands)

Constant Prepayment Rates (CPR

HARP I
9/30/2011 Exposure
Carrying 9/30/2011 (>4%
Value Qtr Avg Monthly Avg  Monthly Avg WAC¥)
Agency RMBS $ 73,218 16.€% 16,353
Midway Residential Portfolio $ 69,60: 10.1% 17,27

* WAC — Weighted Average Coupon
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Current Market Conditions and Commentary

General.Despite some positive momentum and optimism inye20lL1 with respect to an acceleration of the @c®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 repddm the U.S. Department of Labor. In additidmotighout the 2011 third quarter,
financial markets experienced significant volatilgrimarily as a result of concerns regarding Ezwoe sovereign debt and the U.S. fec
deficit and debt ceiling debates. It remains uaicighat impact these events may have had on thalgémonomy during the 2011 third qual
Additionally, inflation and wage pressure expectasi remain low. In August 2011 and again in Novemd@ll, the Federal Rese
announced that it intends to keep the Federal Fiiadget Rate near zero through nid13. This environment has fostered continued g
demand for Agency ARMS and fixed-rate p#ssough RMBS while also helping to keep the co$tnancing and hedging at or near histor
lows.

On August 5, 2011, Standard & Pooiowered its long term sovereign credit ratingtled U.S. from AAA to AA+. While U.¢
lawmakers reached agreement to raise the feddsakdding on August 2, 2011, the downgrade reidc$tandard & Poos’view that the fisc
consolidation plan within that agreement fell shoftwhat would be necessary to stabilize the U.&egiments medium term de
dynamics. Additionally, many economists and firiah@nalysts now believe that Moodyinvestor Service and/or Fitch Ratings are
considering lowering their respective long termesaign credit ratings of the U.S. before the endadéndar year 2011. Because the guara
provided by Fannie Mae and Freddie Mac are perddyeinvestors to be guaranteed by the U.S. govemunif the U.S$ credit rating wel
further downgraded or downgraded by other ratingsnaies, it would likely impact the credit risk asgted with Agency RMBS ar
therefore, decrease the value of the Agency RMB&uinportfolio. Moreover, any further downgradetioé U.S.5 credit rating would cree
broader financial turmoil and uncertainty, whichultb have significant consequences for the globalkivey system and credit mark
generally.

Recent Government ActionEhe U.S. Government and the Federal Reserve aret gthvernmental regulatory bodies have ti
numerous actions to stabilize or improve market @oohomic conditions in the U.S. and may in therttake additional significant actic
that may impact our portfolio and our businessdescription of recent government actions that wiebe are most relevant to our operati
and business is included below:

) As part of its plan to sell off a $142 billion pilio of mortgagebacked securities it purchased during the finanmisis, ir
March 2011, the U.S. Treasury Department annouptats to begin selling those securities. The Ur@a3ury's investmer
are primarily 30-year, fixedate mortgage securities guaranteed by either Edviae or Freddie Mac that were purchased ir
2008 and 2009. The U.S. Treasury is aiming to afélabout $10 billion each month (in addition tdnmipal paydowns) an
made the decision to begin selling these secuiitiéght of the general improvement in the U.Somamy.

° In September 2011, President Obama announced Iésgmgram. The jobs program calls for continuirayrpll tax cuts
increased infrastructure investment and other mreasto be funded by the U.S. government. The jobgram also seeks
implement further deficit reduction measures. Therancertainty as to whether this jobs plan witinnately be approved |
Congress.

° On September 21, 2011, the U.S. Federal Resenaianad the maturity extension program where itidéeto sell $400 billic
of shorter-term U.S. Treasury securities by the ehdune 2012 and use the proceeds to buy loteger-U.S. Treasu
securities. This program is intended to extend ahierage maturity of the securities in the FederadeRves portfolio. By
reducing the supply of longer-term U.S. Treasumusées in the market, this action should put dexard pressure on longer-
term interest rates, including rates on financésleds that investors consider to be close sulestifor longerterm U.S. Treasu
securities, like certain types of Agency RMBS. Tkduction in longeterm interest rates, in turn, may contribute tor@eak
easing in financial market conditions that the FatlReserve hopes will provide additional stimulassupport the econon
recovery.

° OnOctober 24, the FHFA, along with Fannie Mae andfiie Mac, announced several changes to be madé&RPHAmMon(
those changes to be included in HARP Il are (1)xéukiction or elimination in certain cases, of mask based fees chargec
borrowers when refinancing, (2) the expansion ef pinevious 125% loan-tealue ceiling to allow all underwater borrow
(those borrowers who owe more on their mortgagas the value of their homes) to participate inghegram, regardless of 1
size of their loan versus the value of their home ¢B) the removal of certain representation andamties made on behalf
lenders for loans owned or guaranteed by Fannie dddereddie Mac, among other changes. These refingropportunitie
will only be available to borrowers with loans tlzae owned or guaranteed by Fannie Mae or Freddie &nd, aside from t
expansion of HARP as described above, are sulgdbietrestrictions originally put in place for theogram. Although it is n
yet possible to gauge the ultimate success of HARId the expansion announcement, the F’'s actions present t



opportunity for many borrowers, who previously abulot, to take advantage of the ability to refireniceir mortgages in
lower interest rates, possibly resulting in higpeepayment speeds in the future. This could neglgtimpact our Agenc
RMBS, including our Agency I0s; however, it is uiokyn at this time what the ultimate impact will be @ur portfolio .
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° On August 31, 2011, the SEC published a concelpaise (No. IC-29778; File No. SW7-34; Companies Engaged in
Business of Acquiring Mortgages and Mortgd®elated Instruments) pursuant to which it is revigwwhether certa
companies that invest in RMBS and rely on the ex@empfrom registration under Section 3(c)(5)(C) tbe Investmel
Company Act should continue to be allowed to relysach exemption from registration. This releasgyeats that the SEC nr
modify the exemption relied upon by companies simib us that invest in mortgage loans and mortdeegpied securities.

Developments at Fannie Mae and Freddie Ma®ayments on the Agency RMBS in which we investqraranteed by Fannie M
and Freddie Mac. As broadly publicized, Fannie Mad Freddie Mac have experienced significant logsescent years, causing the
Government to place Fannie Mae and Freddie Macruederal conservatorship. In February 2011, the. Department of the Treasury al
with the U.S. Department Housing and Urban Develapinreleased a much-awaited report titled “Refogmmericas Housing Financ
Market”, which outlines recommendations for reforming thé& .Uhousing 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 Maé Freddie Mac are unknown and will continue tole. New regulations and progra
related to Fannie Mae and Freddie Mac may adveedédyt the pricing, supply, liquidity and value RMBS and otherwise materially ha
our business and operations.

Credit Quality. U.S. residential mortgage delinquency rates haveiroeed to remain at high levels for various typésnortgag
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;awith approximately 10.3% of the lo
in the portfolio in a delinquent position (basedagygregate principal amount outstanding). Moremdgeit appears that the increasing su|
of unsold homes as a result of foreclosure delaygimues to place downward pressure on home pridihgs may lead to further delinquer
and loss rates on various RMBS.

Credit Spreads Over the past few years, the credit markets gdilgeexperienced tightening credit spreads (sjeadlf/, spread
between U.S. Treasury securities and other seesyithainly due to the strong demand for lendingoojities. However, during the past tt
months, the credit markets experienced signifisgmmead widening due to a series of factors, inalgidioncerns related to a possible gl
economic slowdown, the European sovereign debtiscrésd continued concern with respect to certairs. Udlomestic econorr
policies. Additionally, the FHFA announced in Sapber 2011 that it would be introducing HARP lltire fourth quarter, which, in turn t
created a perception that prepayment speeds 8éllini the near future, thereby placing additiomakpure on credit spreads. Finally, during
third quarter of 2011 the 10 year U.S treasury meéehed a yield of 1.72%, a historic low. Alltbése factors have contributed to signifi
widening of credit spreads, which, in turn, negalffvimpacted the pricing on our CLO securities anat Midway Residential Mortga
Portfolio assets as of September 30, 2011.

Financing markets and liquidif. The availability of repurchase agreement finandémgtable with interest rates between 0.28%
0.44% for 30-90 day repurchase agreements. TheagQ-dndon Interbank Offered Rate (“LIBORYyhich was 0.24% at September 30, 2
changed to an increase of approximately 6 basistpiom June 30, 2011, but a decrease of 2 bagigspfrom the previous year end/Vhile
we expect interest rates to rise over the longen,teve believe that interest rates, and thus caniting costs, are likely to remain at tf
historically low levels until such time as the eooric data begin to confirm an acceleration of o@@onomic recovery.

As of September 30, 2011, the weighted averagectidirelated to our repurchase agreement financing dorAgency 10s, CLC
and other Agency RMBS was approximately 25%, 35% %%, respectively, for a total weighted averagairéut” of 15%. As of Septemb
30, 2011, the Company had available cash of $1illibmto meet short term liquidity requirements &ddition, there is $11.0 million
restricted cash available to meet additional maegiis as it relates to the repurchase agreements.

Prepayment ratesAs a result of various government initiatives &nel reduction in intermediate and longerm treasury yields, rai
on conforming mortgages reached historical lowsnduthe 2011 third quarter. While these trendsehlaigtorically resulted in higher rates
refinancing and thus higher prepayment speeds, ovitintie to experience relatively low prepaymenesafor the current interest r
environment. During the quarter ended SeptembgeP@01, our overall investment portfolio averag@d8% CPR, as compared to 21.1%
the same period the previous year and 8.8% comparéte second quarter of 2011. The Compamgdrtfolio averaged 13.5% CPR for
month of October 2011 up from 11.8% CPR for the thafi September 2011, but still below historic exgece given the rate environment.
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Significance of Estimates and Critical Accounting Blicies

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

Executive Summary

For the three months ended September 30, 2011Cdhepany had a net loss attributable to common ktdkrs of $15,000
compared to net income attributable to common s$tolders of $1.6 million for the same period in 2@k@ net income attributable to comr
stockholders of $4.2 million for the three monthsied June 30, 2011. The decline in net incoméh®third quarter of 2011 was primarily
to an unrealized loss on investment securitiesrafeded hedges of $8.0 million, as compared toraealized loss of $0.7 million during 1
second quarter of 2011 and no loss during the tpirarter of 2010. The Compasynet income (loss) is substantially dependent upeme
interest income generated from its investment pbotfand loans held in securitization trusts, all agrealized and unrealized gains (losse:
its investment securities and related hedges, pilyn@lated to its Midway Residential Mortgage Holio investment securities and hed
The Midway Residential Mortgage Portfolio is priif\arcomprised of interest-only securities derivedni Agency wholepool certificate
which have historically been particularly sensitieeincreased prepayment and spread widening emmieats. The Company uses TE
futures and options on futures to hedge againks niglated to the Midway Residential Mortgage Rdidf Because of the hedging strat
employed by the Company with respect to its |0sealized gains and losses are not designated figehaccounting treatment, and there
are directly run through the Company’s income stiztet.

Although the unrealized losses contributed to tlem@any’s decline in net income for the 2011 thircader, the Company’
investment portfolio continued to post strong mé¢liest income results, generating $6.2 millionén interest income in the 2011 third qua
which represents a 180% improvement over net igténeome for the same period of 2010 and a 17%e&se over net interest income for
three months ended June 30, 2011. Agency IOs irCirapanys Midway Residential Mortgage Portfolio contributsiginificantly to th:
Company’s improvement in net interest income dutimgy2011 third quarter.

As of September 30, 2011, the Companybok value per common share was $6.75, a decoé&8e52 from $7.27 at December
2010 and a decrease of $0.69 from adjusted boaleyagr common share of $7.44 at June 30, 2011d{asted to give effect to the issua
and sale of 1.5 million common shares in a publfering that closed on July 1, 2011). The decresisee June 30, 2011 is due in part ti
unrealized loss per share of $0.43 on our CLO #Esiidue to widening credit spreads during the12@ird quarter. Unlike 10s, unrealiz
gains and losses on the Company’s CLO securitiesimough the balance sheet and as a result, inspaatholdersequity and book value
share.

The unrealized losses that contributed to lowerinedbme and book value per common share as of andh& quarter end
September 30, 2011, were primarily driven by lowsark to market valuations of our IOs and CLO sdimsj as applicable, which wt
negatively impacted as a result of a confluenceevkral factors, including (i) a historical ralty U.S. treasuries during the quarter leadir
the lowest yield ever on the 10-year treasury natéch contributed to perceived higher future psepant experience for the CompasyOs
(ii) continued uncertainty and concerns of systensk related to the European sovereign debt ¢ramisl (iii) uncertainty resulting from
possible revamping and expanding of the rules uhthRP, with the intent of increasing significantltye number of homeowners eligible
refinance their mortgage under this program and,tfurther elevating fears of higher prepaymenedpeEach of these factors contributed
significant widening of credit spreads during ti®d 2 third quarter, which in turn, negatively impetthe pricing of our 10s and CLO securi
at September 30, 2011. However, while the marketicipated an escalation in prepayment speeds,Cin@panys actual prepayme
experience during the third quarter of 2011 ancbBet 2011 have not indicated a significant increaggepayment speeds on the securiti
its investment portfolio. Management continuebétieve that the underlying characteristics of @mmpanys investment securities, includ
the 10s, remain strong. The Company further beiebat these investments will contribute in a megfuil way to the Compang’net intere:
income in the future, while the unrealized lossesiired during this 2011 third quarter are expetdeloe temporary and should improve in
future as the markets digest the aforementionedtsve

Summary of Operations

Net Interest Spread Our net income is dependent upon the net inténesime (the interest income on portfolio assetsafiehe
interest expense and hedging costs associatedsuith assets) generated from our portfolio of RMB®8I{ding 10s), CLO, mortgage loe
held in securitization trusts, mortgage loans Heldinvestment and mortgage loans held for sale. it interest spread on our investr
portfolio was 715 basis points for the quarter eén8eptember 30, 2011, as compared to 665 basissdointhe quarter ended June 30, 2
368 basis points for the quarter ended March 31128nd 353 basis points for the quarter ended Bbee 31, 2010. The increase in our
interest spread is primarily due to earnings derifrem our Midway Residential Mortgage Portfoliohiwh now represents a larger part of
overall portfolio as compared to prior quarters.
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Other Income (Expense) Other income (expense) decreased by $6.8 milliortife three months ended September 30, 20
$(5.5) million from $1.3 million for the three mdrgt ended September 30, 2010 and decreased by $8dh rfor the nine months end
September 30, 2011 to $(0.5) million from $2.8 ioiil for the nine months ended September 30, 20t68.dEcreases were primarily duete
unrealized losses recognized through earnings frenCompanys Midway Residential Mortgage Portfolio investmenthich amounts to $8
million and $8.8 million for the three and nine ntiom ended September 30, 2011, respectively. There wo unrealized gains or los
recognized through earnings for the same perio@91i®. In addition, the Company realized approxetya$0 and $5.0 million, respectively,
profit before incentive fee from the sale of cert@iLO investments, certain Agency RMBS and U.Sa3uey securities during the three
nine months ended September 30, 2011. The Compaalized approximately $1.9 million and $4.0 milliaespectively, of profit befo
incentive fee from the sale of certain Agency RM&%®| non-Agency RMBS during the three and nine moetided September 30, 2010 .
addition, for the three and nine months ended Samte 30, 2011, the Company recognized income flamrivestment in limited partners
and limited liability company of $0.5 million andl$ million, respectively. During the quarter end@sptember 30, 2010, the Comp
recognized income from the investment in limitedtparship of $0.2 million. There was no income framvestment in limited liabilit
company for the three and nine months ended Septe8th 2010. The Company also had provision fon llmsses of $0.4 million and $:
million for the three and nine months ended SeptmdB, 2011, respectively, compared to $0.7 milkod $1.3 million for the three and n
months ended September 30, 2010, respectively.

Financing.During the quarter ended September 30, 2011, wentead to employ a balanced and diverse funding tmiinance ot
assets. At September 30, 2011, our Agency RMBSgiartvas funded with approximately $111.5 milliohrepurchase agreement borrow
which represents approximately 24.9% of our tatdilities, at a weighted average interest rat@.6f.%, as compared to 0.63% for the t
months ended June 30, 2011 and 0.48% for the thoeghs ended March 31, 2011. The increase in thewmg rate was primarily due
higher borrowing rates required for the financirigpor Agency 10s, which we began investing in dgrthe end of the quarter ended Marct
2011. The borrowing rate for the Agency |0s wasrapimately 83 basis points as compared to 31 hasigs for the other Agency RMBS
our portfolio and 175 basis points for the CLOseTweighted average haircut on our repurchase borgswas approximately 15%
September 30, 2011. As of September 30, 2011, dotlyvowned subsidiary, HC, had trust preferredusiies outstanding of $45.0 millic
which represents approximately 10.0% of our tatdilities, at a weighted average interest ratd.@p6. As of September 30, 2011, the I
held in securitization trusts were permanently fited with approximately $203.1 million of CDOs, whirepresents approximately 45.39%
our total liabilities, at an average interest raft®.62%. The Company has a net equity investmefi#z® million in the securitization trusts
of September 30, 2011.

At September 30, 2011, the leverage ratio for oMBRS investment portfolio, which we define as outstanding indebtedne
under repurchase agreements divided by stockholdgrsty, was 1.5 to 1. We have continued to utiBignificantly less leverage than
previously targeted leverage due to the ongoing@sitipning of our investment portfolio from one parily focused on leveraged Agel
RMBS and prime ARM loans held in securitizationstauto a more diversified portfolio with reduceddeage.

Prepayment Experienc&@he CPR on our overall mortgage portfolio averagpdroximately 10.8% during the three months e
September 30, 2011, as compared to 8.8% for tlee tonths ended June 30, 2011 and 9.6% for the thoaths ended March 31, 2011. C
on our purchased portfolio of RMBS for the threenths ended September 30, 2011 were 10.9%, as cecthpa©.0% for the three mon
ended June 30, 2011 and 16.9% for the three mamtied March 31, 2011. CPRs on our 10s were 10.1ftiglthe three months enc
September 30, 2011, as compared to 8.0% for tlee ttmonths ended June 30, 2011 and 10.4% for tee thonths ended March 31, 2011.
CPRs on our mortgage loans held in securitizatiosts averaged approximately 10.2% during the threeths ended September 30, 201
compared to 8.4% for the three months ended June2@DL and 7.0% for the three months ended March2811. When prepayme
expectations over the remaining life of assetseiase, we amortize premiums over a shorter timegevhich results in a reduced yielc
maturity on our investment assets. Converselyregppyment expectations decrease, the premium igtiaethover a longer period resulting i
higher yield to maturity. We monitor our prepaymexperience on a monthly basis and adjust the d@matdn of our net premiur
accordingly. An actual or perceived increase irppyenent speeds could have a significant negatiy@dainon our earnings derived from
Midway Residential Mortgage Portfolio.
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Financial Condition

As of September 30, 2011, we had approximately $6@4llion of total assets, as compared to apprexaly $374.3 million of tot:
assets as of December 31, 2010.

Balance Sheet Analysis

Investment Securities Available for Saléhe following tables set forth the balances of iowestment securities as of Septembe
2011 (dollar amounts in thousands):

Par Carrying % of
September 30, 2011 Value Value Portfolio
Agency RMBS $ 637,52. $ 142,81¢ 83.£%
Non-Agency RMBS 7,09¢ 4,86: 2.8%
CLO 35,55( 22,71¢ 13.2%
Total $ 680,17( $ 170,39: 100.(%

Securities included in investment securities atédldor sale held in our Midway Residential Mortga@ortfolio that are measurec
fair value through earnings as of September 301 20& as follows (dollar amounts in thousands):

Par Carrying % of
September 30, 2011 Value Value Portfolio
Interest only securities included in Agency R#
Fannie Mae $ 214,23 $ 30,36 43.€%
Freddie Mac 140,34¢ 18,87: 27.1%
Ginnie Mae 213,53( 20,36 29.2%
Tota $ 568,10¢ $ 69,60: 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¢ 8,98¢ 10.4%
CLO 45,95( 29,52¢ 34.2%
Total $ 102,09¢ $ 86,04( 100.(%

Detailed Composition of Loans Securitizing Our CL-O§ he following tables summarize the loans secungjzbur CLOs groupe
by range of outstanding balance and industry &eptember 30, 2011 and December 31, 2010, reselyctdollar amounts in thousands):

As of September 30, 2011 As of December 31, 2010
Range of Maturity Maturity
Outstanding Balance  Number of Loans Date Total Principal Number of Loans Date Total Principal
9/2015 — 11/2014 -
$0 - $500 16 6/2018 $ 7,078 11 11/2017 $ 5,404
4/2014 — 5/2013 -
$500 - £,00C 103 12/2018 146,33! 7z 12/2017 95,704
6/2012 — 8/2012 -
$2,000 - $,00C 91  9/2019 272,35¢ 8¢ 11/2017 276,26¢
2/2013 - 11/2011 -
$5,000 - 40,00 6  3/2016 35,97¢ 1. 3/2016 77,36t
Total 216 $ 461,73¢ 182 $ 454,73¢
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September 30, 2011

% of

Number Outstanding Outstanding

Industry of Loans Balance Balance
Healthcare, Education and Childcare 23 $ 59,65( 12.92%
Retail Store 15 35,42¢ 7.67%
Electronics 13 32,501 7.04%
Telecommunications 14 28,09¢ 6.09%
Chemicals, Plastics and Rubber 13 26,617 5.76%
Diversified Conglomerate Service 15 23,41 5.07%
Personal, Food & Misc. Services 14 21,67¢ 4.70%
Aerospace & Defense 11 20,88¢ 4.52%
Leisure, Amusement, Motion Pictures & Entertainment 9 20,87 4.52%
Personal & Non-Durable Consumer Products 8 18,93! 4.10%
Beverage, Food & Tobacco 8 18,154 3.93%
Utilities 5 16,754 3.63%
Hotels, Motels, Inns and Gaming 5 16,58( 3.59%
Containers, Packaging and Glass 6 14,07¢ 3.05%
Printing & Publishing 4 11,741 2.54%
Finance 7 11,33( 2.45%
Diversified/Conglomerate Mfg 4 8,91¢ 1.93%
Automobile 6 8,891 1.93%
Banking 3 8,29: 1.80%
Mining, Steel, Iron and Non-Precious Metals 3 6,31¢ 1.37%
Machinery (Non-Agriculture, Non-Construction & Ndtlectric) 4 6,24¢ 1.35%
Cargo Transport 2 5,92¢ 1.28%
Broadcasting & Entertainment 3 5,36t 1.16%
Farming & Agriculture 3 5,321 1.15%
Textiles & Leather 5 5,29; 1.15%
Personal Transportation 2 4,981 1.08%
Buildings and Real Estate 2 4,93¢ 1.07%
Grocery 3 4,92¢ 1.07%
Insurance 2 4,431 0.96%
Diversified Natural Resources, Precious Metals Mirterals 1 2,23: 0.48%
Ecological 2 1,98¢ 0.43%
Oils & Gas 1 947 0.21%
21€ $ 461,73t 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 Mirterals

% of

Number of Outstanding Outstanding

Loans Balance Balance
19 $ 52,53} 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¢ 3.38%
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 7,63t 1.68%
4 7,482 1.65%
3 7,30¢ 1.61%
3 6,97C 1.53%
2 6,75( 1.48%
5 6,544 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¢ 100.00%




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 heldgséturitization trusts at September 30, 2011 ance@ber 31, 2010, respectiv
(dollar amounts in thousands):

#of Loans  Par Value Coupon Carrying Value
September 30, 2011 519 $ 212,40« 2.85% $ 210,42:
December 31, 2010 559 $ 229,32 3.16% $ 228,18t

At September 30, 2011, mortgage loans held in #emation trusts totaled approximately $210.4 roiflj or 40.1% of our tot
assets. Of this mortgage loan investment portfdldf)% are traditional ARMs or hybrid ARMs, 81.3%vdfich are ARM loans that are intei
only for a period of typically 10 years. None oftimortgage loans held in securitization trusts agment optioPARMs or ARMs witt
negative amortization.

The following tables set forth the characterist€éour portfolio of mortgage loans held in secastion trusts as of September
2011 (dollar amounts in thousands):

Average High Low
General Loan Characteristics:
Original Loan Balance (dollar amounts in thousands) $ 445 3 295C $ 48
Current Coupon Rate 2.85% 7.25% 1.25%
Gross Margin 2.37% 4.13% 1.13%
Lifetime Cap 11.2&% 13.25% 9.13%
Original Term (Months) 360 360 360
Remaining Term (Months) 283 291 250
Average Months to Reset 3 11 1
Original Average FICO Score 729 818 593
Original Average LTV 70.3%% 95.0(% 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 informatimr loans held in securitization trusts at Seften30, 2011 (dollar amounts
thousands):

Description Interest Rate % Final Maturity
Principal
Amount of
Loans
Periodic Original  Current  Subject to
Payment Amount  Amount Delinquent
Property Loan Terms  Prior of of Principal
Type Balance Count Max Min Avg Min Max (months) Liens Principal Principal or Interest
Single <= $10C 13 3.88 2.5C 2.97 12/01/3« 11/01/3¢ 360 N/A $ 145t% 988 $ =
Family <=$25( 69 4.63 2.50 3.02 09/01/3: 12/01/3¢ 360 N/A 14,95t 12,64t 957
<=$50( 94 4.00 2.5C 2.92 07/01/37 01/01/3¢ 360 N/A 36,01¢ 32,532 6,417
<=$1,00( 35 3.50 1.38 2.78 08/01/3( 12/01/3¢ 360 N/A 28,222 26,13: 3,411
>$1,00( 21 3.25 2.63 2.84 01/01/3* 11/01/3¢ 360 N/A 37,351 36,81: 9,04¢
Summary 232 4.63 1.38 2.92 09/01/3: 01/01/3¢ 360 N/A ¢ 118,01($ 109,111 % 19,83:
2-4 <= $10C 2 3.75 3.0 3.38 02/01/3% 07/01/3¢ 360 N/A % 212 $ 171 $ 75
FAMILY <=$25( 6 3.63 2.63 3.04 12/01/3¢ 07/01/3¢ 360 N/A 1,28¢ 1,09¢ -
<=$50( 15 7.25 2.0C 3.13 09/01/3< 01/01/3¢ 360 N/A 5,554 5,16t 254
<=$1,00( - - - - 01/00/0C 01/00/0( 360 N/A - - -
>$1,00( - - - - 01/00/0C 01/00/0( 360 N/A - - -
Summary 23 7.25 2.0C 3.13 09/01/3¢ 01/01/3¢ 360 N/A ¢ 7,04c$ 643E$ 329
Condo <= $10C 13 3.38 2.63 2.84 01/01/3¢ 12/01/3¢ 360 N/A $ 164C$ 849 $ -
<=$25C 72 3.63 1.38 2.97 02/01/3¢ 01/01/3¢ 360 N/A 14,29i 12,49¢ 266
<=$50( 60 3.88 2.50 2.92 09/01/3Z 12/01/3¢ 360 N/A 21,741 19,65( 272
<=$1,00( 15 3.88 1.50 2.75 08/01/3% 09/01/3¢ 360 N/A 10,91: 10,57¢ -
>$1,00( 10 3.0C 2.63 2.76 01/01/5% 09/01/3¢ 360 N/A 14,91« 14,59( -
Summary 170 3.88 1.38 2.91 09/01/3Z 01/01/3¢ 360 N/A $ 6350t¢ 58,16(% 538
CO-OP <= $10C 4 2.88 2.5C 2.69 10/01/3< 08/01/3¢ 360 N/A $ 443 $ 314 $ -
<=$25( 15 3.38 2.25 2.78 10/01/3¢ 12/01/3¢ 360 N/A 3,42¢ 2,58¢ 212
<=$50( 23 3.5C 1.25 2.78 08/01/3¢« 12/01/3¢ 360 N/A 9,537 8,262 -
<=$1,00( 11 2.88 2.63 2.7C 12/01/3< 10/01/3¢ 360 N/A 8,56% 8,331 -
>$1,00( 4 2.75 2.13 2.56 11/01/3¢< 12/01/3¢ 360 N/A 5,65¢ 5,26% -
Summary 57 3.5C 1.25 2.72 08/01/3¢ 12/01/3¢ 360 N/A $ 27,62t¢$ 24,75¢$ 212
PUD <= $10C 1 2.63 2.63 2.63 07/01/3% 07/01/3¢ 360 N/A % 100 $ 20 % -
<=$25C 19 3.13 2.5C 2.88 08/01/3Z 12/01/3¢ 360 N/A 4,081 3,78¢€ 273
<=$50( 10 3.25 2.63 2.91 08/01/3Z 12/01/3¢ 360 N/A 3,66% 3,437 770
<=$1,00( 4 3.50 2.75 3.1C 05/01/3< 07/01/3¢ 360 N/A 2,832 2,60t -
>$1,00( 3 3.04 2.75 2.89 04/01/3¢ 12/01/3¢ 360 N/A 4,14¢ 4,021 -
Summary 37 3.50 2.50 2.9C 08/01/3Z 12/01/3¢ 360 N/A $ 1482¢$ 13,93¢$ 1,04z
Summary <= $10C 33 3.88 2.50 2.9C 10/01/3¢ 12/01/3¢ 360 N/A $ 385:% 241% 75
<=$25C 181 4.63 1.38 2.96 08/01/3Z 01/01/3¢ 360 N/A 38,03¢ 32,61¢ 1,70¢
<=$50( 202 7.25 1.25 2.92 08/01/3Z 01/01/3¢ 360 N/A 76,51¢ 69,04¢ 7,713
<=$1,00( 65 3.88 1.38 2.78 08/01/3: 12/01/3¢ 360 N/A 50,53( 47,64 3,411
>$1,00( 38 3.25 2.13 2.79 04/01/3¢ 12/01/3¢ 360 N/A 62,07¢ 60,681 9,04¢
Grand Total 519 7.25 1.25 2.85 08/01/3Z 01/01/3¢ 360 N/A $ 231,01t$ 212,40¢ % 21,95¢
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The following table details activity for loans hefdsecuritization trusts for the nine months en8eg@tember 30, 2011 (dollar amot

in thousands):

Balance, January 1, 2011
Principal repayments
Provision for loan losses
Transfer to real estate owned
Charge-offs
Amortization for premium

Balance, September 30, 2011

Net
Carrying
Value

(2,589 $ 228,18t
— (16,860
(1,191, (1,191,
16 (218)

445 620

— (113)

(3319 $ 210,42

Investment in Limited PartnershipThe following table details loan summary informatimr the mortgage loans held in the lim
partnership in which our interest in the limitedtparship is accounted for under the equity meth®df September 30, 2011 and Decembe

2010, respectively (dollar amounts in thousands):

September 30,

Loan Summary 2011

Number of Loan: 78
Aggregate Current Loan Balance $ 12,29:
Average Current Loan Balance $ 15€
Weighted Average Original Term (Months) 37¢
Weighted Average Remaining Term (Months) 31¢
Weighted Average Gross Coupon (%) 6.92%
Weighted Average Original Loan-to-Value of Loan (%) 85.41%
Average Cost-to-Principal of Asset at Funding (%) 70.1&%
Fixed Rate Mortgages (%) 64.9¢%
Adjustable Rate Mortgages (%) 35.02%
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 (%) 30.3%
First Lien Mortgages (%) 100.0(%

Cash and cash equivalentsNe had unrestricted cash and cash equivale®$1o¥ million at September 30, 2011.

Receivables and other assetReceivables and other assets totaled $29.6 méigaf September 30, 2011, and consist primar
$18.8 million of restricted cash held by third pest $4.0 million of assets related to discontinopdrations, $2.2 million of accrued inte
receivable, $1.7 million related to escrow advan§ds4 million of prepaid expenses, $0.6 millioncapitalized expenses related to equity
bond issuance cost, $0.5 million of real estateedffREQ”)in securitization trusts, $0.3 million of other essand $0.1 million of deferr
tax asset.The restricted cash held by third parties of $18ilion includes $11.0 million held in its MidwayeRidential Mortgage Portfolio
be used for trading purposes, $7.6 million heldbynterparties as collateral for hedging instrurmemtd $0.2 million as collateral for a lette

credit related to the lease of the Company’s caigoneadquarters.

Financing Arrangements, Portfolio InvestmentAs of September 30, 2011, there were approximael.5 million of repurcha



borrowings outstanding. Our repurchase agreemgpisally have terms of 30 days or less. As oft€eyber 30, 2011, the curn
weighted average borrowing rate on these finanfaeiities was 0.61%. For the three months endegute®eber 30, 2011, the ending bala
guarterly average and maximum balance at any memthof the repurchase agreements, which are inglimidinancing arrangemen
portfolio investments on the condensed consolidatddnce sheet, were $111.5 million, $117.2 milko $121.9 million, respectively.
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Collateralized Debt Obligations As of September 30, 2011, we had $203.1 milliorcalfateralized debt obligations, or CD!
outstanding with a weighted average interest ra@®62%. The CDOs permanently finance our loand irekecuritization trusts.

Subordinated DebenturesAs of September 30, 2011, we have trust prefereedrities outstanding of $45.0 million that bea
average interest rate of 4.2%. These securities haveighted average interest rate equal to thoeghrLIBOR plus 3.84%. The Company
previously paid interest at a fixed rate of 8.3586$%20 million of these securities through July 3010. The securities are fully guarantee
the Company with respect to distributions and an®payable upon liquidation, redemption or repaytmamd mature in 2035. These secur
are classified as subordinated debentures inahdity section of our condensed consolidated badasheets.

Derivative Assets and LiabilitiesWe generally hedge the risk related to changeldrbenchmark 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 maljza various hedging instruments, such as intera® swap agreements wher
we receive floating rate payments in exchangeifadfrate payments, effectively converting our shem repurchase agreement borrowin
CDOs to a fixed rate. At September 30, 2011, them@any had $27.9 million of notional amount of ierrate swaps outstanding with a
market liability value of $0.5 million. The intetesite swaps qualify as cash flow hedges for firdmeporting purposes.

In addition to utilizing interest rate swaps, weympirchase or sell short U.S. Treasury securitresnter into Eurodollar or oth
futures contracts or options to help mitigate tlo¢eptial impact of changes in interest rates onptadormance 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 aneédéllar or other futures are recognized throughmiegs in the condensed consolid:
statements of operations.

The Company uses TBAs, U.S. Treasury securitiestAB8d Treasury futures and options to hedge inteegs risk and spread ri
associated with its Midway Residential Mortgagetfdtin. For example, we may utilize TBAs to heddme tinterest rate or yield spread
inherent in our long Agency RMBS by taking shorsitions in TBAs that are similar in character. ITBA transaction, we would agree
purchase or sell, for future delivery, Agency RMB&h certain principal and interest terms and dertgpes of underlying collateral, but -
particular Agency RMBS to be delivered is not idiged until shortly before the TBA settlement dalehe Company typically does not t:
delivery of TBAs, but rather settles with its tragicounterparties on a net basis. TBAs are ligoid lzave quoted market prices and repre
the most actively traded class of RMBS. For TBAtcacts that we have entered into, we have not &sk#rat physical settlement is proba
Because we have not designated these forward comemis as hedging instruments, realized and uneghliains and losses associated
these TBAs, U.S. Treasury securities and U.S. Tmyafutures and options are recognized throughiegsnin the condensed consolide
statements of operations.

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

The use of TBAs exposes the Company to market vadle as the market value of the securities that@ompany 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

We enter into derivative transactions for risk ngamaent purposes. The decision of whether or nd¢engransaction, or a porti
thereof, is hedged is made on a casedige 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 alreafhebbr reduce the risk. All transactions undentae a hedge are entered into with a -
towards minimizing the potential for economic Ias#eat could be incurred by us.

Balance Sheet Analysis - Stockholders’ Equity
Stockholders’equity at September 30, 2011 was $75.4 million areduded $12.5 million of accumulated other comeredive

income. The accumulated other comprehensive inamnsisted of $0.5 million in unrealized derivatiesses related to cash flow hedges
$13.0 million in unrealized gains primarily relatedour CLOs.
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Midway Residential Mortgage Portfolio

The Company has investments managed by Midway reefeto as the Midway Residential Mortgage Portfolllhhe Midway
Residential Mortgage Portfolio investments incluligency 10s, TBA securities, options and futures ahhare included in the Company’
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 Resadvitirtgage Portfolio included in the Compasiycondensed consolida
balance sheet at September 30, 2011 is as folldela( amounts in thousands):

Assets

Investment securities available for sale, at falue (including pledged securities of $60,254) $ 69,60

Receivable for securities sold 5,40(

Derivative assets 75,05

Receivables and other assets 20,27
Total Assets $ 170,33:

Liabilities & Equity

Liabilities:
Financing arrangements, portfolio investments $ 45,59¢
Derivative liabilities 3,13¢
Payable for securities purchased 79,58t
Accrued expenses and other liabilities 192
Total Liabilities 128,50¢
Equity 41,827
Total Equity 41,82
Total Liabilities and Equity $ 170,33:

The condensed statement of operations of the MidRagidential Mortgage Portfolio included in the Gmmy’s condense
consolidated statement of operations for the tlares nine months ended September 30, 2011, reselgctis as follows (dollar amounts
thousands):

Three Months Nine Months
Ended Ended
September 30, September 30,
Statement of Operations 2011 2011
Interest income $ 438: $ 8,32%
Interest expense 97 21¢
Net Interest Income 4,28 8,10:
Other income (expense)
Realized gain on investment securities and relagelges 2,52¢ 3,292
Unrealized loss on investment securities andedlhedges (8,027 (8,76%)
General, administrative and other expenses 754 (399)
Net (Loss) Income $ (460) $ 2,23¢
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Results of Operations
Overview of Performance

For the three and nine months ended September(,, 2ve reported net income of $17,000 and $6.Tamjl respectively, ¢
compared to net income of $1.6 million and $5.8ian| respectively, for the same periods in 2018e Thain components of the change ir
income for the three and nine months ended Septe&th011 as compared to the same periods fgoribeyear are detailed in the followi
table (dollar amounts in thousands, except perestiata):

For the Three Months For the Nine Months
Ended September 3Q Ended September 30,
2011 2010 Difference 2011 2010 Difference

Net interest incom $ 6,22¢ $ 2228 $ 4,00 % 14,03¢ $ 8,32: $ 5,71¢
Total other (expense) income (5,45%) 1,27¢ (6,739 (459) 2,772 (3,23))
General, administrative and other
expenses 717 2,22 (1,50%) 6,46¢ 6,18¢ 27¢
Income from continuing operations

before

income taxes 54 1,27¢ (1,225 7,11¢ 4,91( 2,20¢
Income tax expense 56 — 56 41¢ — 41¢
(Loss) income from continuing
operations 2 1,27¢ (1,287) 6,69 4,91( 1,78
Income from discontinued operation -
net of

tax 19 29¢ (279 23 877 (8549
Net income $ 17 $ 1,577 $ (1,560 $ 6,72 $ 5787 $ 93¢
Net income attributable 1
noncontrolling

interest 32 — 32 52 — 52
Net (loss) income attributable
common

stockholders $ (15 $ 1,577 $ (1,592 $ 6,66¢ $ 5787 $ 881
Basic income per common share $ — 3 017 $ 0.17) $ 067 $ 061 $ 0.0¢€
Diluted income per common share  $ — % 017 $ 0.17) $ 067 $ 061 $ 0.0¢

The decrease in net income of $1.6 million for goarter ended September 30, 2011, as compared gathe period in the previc
year, was due primarily to an $8.0 million increaseunrealized loss on investment securities, & $8illion decrease in income frc
discontinued operationsnet of tax, a $0.1 million increase in income tapense, offset by a $4.0 million increase in nériest income on tl
investment portfolio and loans held in securitiaattrusts, a $1.5 million decrease in general, athnative and other expenses, an increa
$0.7 million in net realized gain on securities,iaecrease of $0.3 million in income from investméntimited partnership and limited liabili
company, and a $0.3 million decrease in provisimmléan loss for the loans held in securitizatiamsts. The increase in net interest inc
during the quarter ended September 30, 2011, aparenh to the quarter ended September 30, 2010priraarily driven by a 352 basis pc
increase in net interest income spread, which wamlgndue to the performance of our Midway Residdgn¥iortgage Portfolio. The $8
million increase in unrealized loss results pridyaiiom mark to market adjustments on the investinseicurities and related hedges we ho
our Midway Residential Mortgage Portfolio. The Canpg continues to believe the Midway Residential tgage Portfolio will contribut
significant net interest income in the future ahdttthe unrealized losses on the Midway Residekt@tgage Portfolio assets during the 2
third quarter are temporary in nature and shoulgréve over time as the markets digest the curremkets events.

Compar ative Expenses (dollar amounts in thousands)

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
General, Administrative and Other
Expenses: 2011 2010 % Change 2011 2010 % Change
Salaries and benefits $ 414 $ 51C (18.9 % $ 1,32¢ $ 1,327 (0.1) %
Professional fees 31C 32C B % 1,07t 90= 18.8%

Management fees (46¢€) 97¢ (147.€) % 2,66¢ 2,18 22.%%



Other 45¢ 413 11.1% 1,394 1,77( (21.2) %
Total $ 717 $ 2,222 67.0% $ 6,46/ $ 6,18¢ 4.5%

The general, administrative and other expensesdserof $1.5 million for the quarter ended Septer8be2011 as compared to
same period in 2010 was due primarily to a $1.4ionildecrease in incentive management fees, wiighimarily related to the performance
assets managed by Midway, and a $0.1 million deereasalaries and benefits.
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Comparative Net | nterest Income

Our results of operations for our investment pdidfaluring 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 ehthe three and nine months ended September@d, and 2010, respectively (do
amounts in thousands, except as noted):

For the Three Months Ended September 30,

2011 2010
Average Yield/ Average Yield/
Balance (1) Amount Rate (2) Balance (1) Amount Rate (2)
($ Millions) ($ Millions)
Interest income:
Interest income $ 369.6 $ 7,431 8.0% $ 343 $ 4,53¢ 5.25%
Interest expense:
Investment securities and
loans $ 320.¢ $ 732 0.8% $ 286.2 % 1,211 1.6€%

Subordinated debentures 45.C 471 4.1(% 45.C 563 4.9(%
Convertible preferred

debentures — — —% 20.C 537 10.51%
Interest expense $ 365.¢ 1,20 1.2¢% $ 351.c 2,311 2.51%
Net interest incom $ 6,22¢ 6.75% $ 2,22 2.72%

For the Nine Months Ended September 30,

2011 2010
Average Yield/ Average Yield/
Balance (1) Amount Rate (2) Balance (1) Amount Rate (2)
($ Millions) ($ Millions)
Interest income:
Interest income $ 340.¢ $ 17,607 6.8¢% $ 387t $ 15,94 5.4%%
Interest expense:
Investment securities and
loans $ 295t 3 2,161 0.9¢% $ 316.C $ 3,887 1.62%

Subordinated debentures 45.C 1,407 4.17% 45.C 1,99¢ 5.82%
Convertible preferred

debentures — — —% 20.C 1,73 11.41%
Interest expense $ 340.k 3,56¢ 1.4% $ 381.( 7,61¢ 2.65%
Net interest incom $ 14,03¢ 5.4¢% $ 8,32¢ 2.8€%

(1) Our average balance of Interest Earning Assetal@ulated each period as the daily average balimmabe period of our Interest Earn
Assets, excluding unrealized gains and losses. aDarage balance of interest bearing liabilitiegagulated each period as the d
average balance for the period of our financin@ragements (portfolio investments), CDOs, subordimhatebentures and convert
preferred debentures.

(2) Our net yield on Interest Earning Assets is caledldy dividing our interest income from our Intr&arning Assets for the period by
average Interest Earning Assets during the sanmiedeOur interest expense rate is calculated bidiig our interest expense from
interest bearing liabilities for the period by cawerage interest bearing liabilities. The interegpense includes interest incurrec
interest rate swaps.
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Comparative Net I nterest Income — | nterest Earning Assets

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

the eight most recently completed quarters, exnyittie costs of our subordinated debentures anedilvle preferred debentures:

Weighted
Average
Average Cash Yield Constant
Interest Weighted on Interest Prepayment
Earning Assets Average Earning Cost of Funds  Net Interest Rate
Quarter Ended (1) ($ millions)  Coupon (2) Assets (3) (4) Spread (5) (CPR) (6)
September 30, 2011 $ 369.€ 4.47% 8.04% 0.89% 7.15% 10.8%
June 30, 2011 $ 341.7 4.28% 7.59% 0.94% 6.65% 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 $ 343.5 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%

)
)

®)
(4)

()
(6)

Our average Interest Earning Assets is calculadeth guarter as the daily average balance of oerdst Earning Assets for the qual
excluding unrealized gains and losses.

The Weighted Average Coupon reflects the weightedame rate of interest paid on our Interest Egrifissets for the quarter, net of f
paid. The percentages indicated in this columntheeinterest rates that will be effective throudie interest rate reset date, wi
applicable, and have not been adjusted to reffecptirchase price we paid for the face amounteo§éturity.

Our Weighted Average Cash Yield on Interest Earrisgets was calculated by dividing our annualizgérest income from Intere
Earning Assets for the quarter by our average ésteearning Assets.

Our Cost of Funds was calculated by dividing ounwatized interest expense from our Interest Eardiegets for the quarter by «
average financing arrangements, portfolio investsiand CDOs.

Net Interest Spread is the difference between ogigiWed Average Cash Yield on Interest Earning ssaed our Cost of Func

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

Net Interest SpreagdCore Interest Earning Assets is a MBAAP financial measure and is defined as GAAP Négrest Spre:
plus unconsolidated investments in interest earagggets, such as our investments in a limited @estiip and limited liability company. C
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 Interesté&pre€ore 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 Assets pvides useful information to investors as the ineostream 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&gread for our portfolio of Interest Earning Assfor the three months enc
September 30, 2011 and December 31, 2010, resebctio our non-GAAP measure of Net Interest Sprea@ore 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
Cash Yield
Average Core on Core
Interest Weighted Interest
Earning Assets Average Earning Assets Cost of Funds  Net Interest
Quarter Ended September 30, 2011 (1) ($ millions) Coupon (2) (3) (4) Spread (5)
Net Interest Spree— Interest Earning Assets  $ 369.€ 4.47% 8.04% 0.89% 7.15%
Investment in Limited Partnership $ 11.2 7.59% 11.27% —% 11.27%
Investment in Limited Liability Company $ 5.4 6.12% 13.06% —% 13.06%
Net Interest Spres— Core Interest Earning
Assets $ 386.4 4.53% 8.20% 0.89% 7.31%
Weighted
Average
Cash Yield
Average Core on Core
Interest Weighted Interest
Earning Assets Average Earning Assets Cost of Funds Net Interest
Quarter Ended September 30, 2010 (1) ($ millions) Coupon (2) (3) 4) Spread (5)
Net Interest Spree— Interest Earning Assets  $ 343.5 3.76% 5.29% 1.66% 3.63%
Investment in Limited Partnership $ 4.0 8.06% 14.82% —% 14.82%
Net Interest Spree— Core Interest Earning $ 347.%
Assets 3.83% 5.37% 1.66% 3.71%

(1) Our average Core Interest Earning Assets is cakdileach quarter as the daily average balanceraone Interest Earning Assets for
quarter, excluding unrealized gains and losses.

(2) The Weighted Average Coupon reflects the weightesiame rate of interest paid on our Core Intereshiig Assets for the quarter,
of fees paid. The percentages indicated in thismaolare the interest rates that will be effecttumtigh the interest rate reset date, w
applicable, and have not been adjusted to reftecptirchase price we paid for the face amounteo#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 ouneadized interest expense from our Core InterestiBg Assets for the quarter by
average financing arrangements, portfolio investsand CDOs.

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

Since inception, we have not maintained any ratatiqps with unconsolidated entities or financiattparships, such as entit
often referred to as structured finance or spgmimpose entities, established for the purpose afititing off-balance sheet arrangement
other contractually narrow or limited purposes.rther, we have not guaranteed any obligations agbnsolidated 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 committaen repay borrowing
fund and maintain investments, comply with margquirements, fund our operations, pay managemecgntive and consulting fees, |
dividends to our stockholders and other generahless needs. We recognize the need to have furaislale for our operating businesses
to meet these potential cash requirements. Oursiments and assets generate liquidity on an ondoésis through principal and intel
payments, prepayments, net earnings retained fipayment of dividends and distributions from umsmlidated investments. In additi
depending on market conditions, the sale of investnsecurities or capital market transactions nrayige additional liquidity. We intend
meet our liquidity needs through normal operatiwith the goal of avoiding unplanned sales of aseetsmergency borrowing of funds.
September 30, 2011, we had cash balances of $lllidhmThe reduction in cash and cash equivaldrasn $19.4 million at December
2010 reflects the deployment of capital to our MigwResidential Mortgage Portfolio and commercialrtgiage strategies. In addition,
Company has $37.4 million in unencumbered secarifigcluding $25.0 million of RMBS, of which $20rillion are Agency RMBS, ar
borrowings of $111.5 million under outstanding mnehase agreements. In addition, there is $11.0omiih restricted cash available to
additional margin calls as it relates to the repase agreements. The increase in repurchase agreboreowing is primarily due to o
increased funding of the Midway Residential Mortgdprtfolio and our use of additional leverage migithe quarter. At September 30, 2(
we also had longeerm debt, including CDOs outstanding of $203.1lionl and subordinated debt of $45.0 million. The @D ar
collateralized by the mortgage loans held in s¢ization trusts. Based on our current investmemtfl@, new investment initiatives, levere
ratio and available borrowing arrangements, weebeliour existing cash balances, funds availablemuodr current repurchase agreement:
cash flows from operations will meet our liquidigquirements for at least the next 12 months.

Our leverage ratio for our RMBS investment portiplivhich we define as our outstanding indebtednester repurcha
agreements divided by stockholdeesjuity, was 1.5 to 1. We have continued to utiignificantly less leverage than our previoushgédec
leverage due to the ongoing repositioning of owestiment portfolio to a more diversified portfotiwat includes elements of credit risk v
reduced leverage.

On June 28, 2011, we entered into an underwritgrgement relating to the offer and sale of 1,500,88ares of our comm
stock at a public offering price of $7.50 per shavhich shares were issued and proceeds receivédlpri, 2011. On July 14, 2011, we iss
an additional 225,000 shares of common stock touttderwriter pursuant to their exercise of an al@tment option. These proceeds v
received on July 14, 2011. We received total netg@eds of $11.9 million from the issuance of th#2%,000 shares.

During the quarter ended September 30, 2011, wesied an additional $5.0 million in our Midway Rksitial Mortgag
Portfolio. As of September 30, 2011, we have predi#39.5 million to the Midway Residential Mortgagertfolio including $5.0 million ¢
proceeds from our recent public offering and hage arovided an initial $6.9 million to RBCM, marlj the commencement of investmt
under our commercial mortgage strategy. We plasrdeide an additional $15.1 million of funding t8RBM during November 2011 to acqt
certain K-015 Series’ assets. See “—Recent Devedopsni- Investment in Multi-Family Loan SecuritizatiAssets.'We anticipate contributir
additional capital to these strategies in the fitguch that the investment in these strategiddatlome significant contributors to our rever
and earnings and will represent a significant portdf our total assets in the future. The Compantgnds to fund their investments in
Midway Residential Mortgage Portfolio and RBCM thgh either working capital liquidity or proceedsrfr capital market transactions ¢
combination thereof.
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We have outstanding repurchase agreements, a focalilateralized shorterm borrowing, with five different financial insitions
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 ahanism to reduce the interest rate risk of the BMiBrtfolio. At September &
2011, we had $27.9 million in notional intereseratvaps outstanding. Should market rates for aingirm interest rate swaps drop below
fixed rates we have agreed to on our interest sat@ps, we will be required to post additional marty the swap counterparty, reduc
available liquidity. At September 30, 2011, then@pany pledged $0.6 million in cash margin to calereased valuations for our interest
swaps. The weighted average maturity of the swegss0.9 years at September 30, 2011.

Similarly, we use Eurodollar or other futures cants to hedge interest rate risk associated withiMidway Residential Mortgag
Portfolio. With respect to futures contracts, @litmargin deposits will be made upon entering fiotares contracts and can be either ca:
securities. During the period the futures contiaaipen, changes in the value of the contract ezegnized as unrealized gains or losse
marking to market on a daily basis to reflect tharket value of the contract at the end of eachdagding. We may be required to sai
variation margin payments periodically, dependipgm whether unrealized gains or losses are incuFedthe three and nine months er
September 30, 2011, respectively, we recordedewized losses of $0.9 million and $1.1 millionspectively, and net unrealized losse
$1.4 million and $3.1 million, respectively, in oburodollar futures contracts. The Eurodollar faticonsist of 2,867 contracts with expira
dates ranging between December 2011 and Septerfdrghd have a fair market value derivative ligpiof $3.1 million. There were |
realized or unrealized gains of losses from Eudadelfor the same periods in 2010. The Eurodolliémres swap equivalents in our Midv
Residential Mortgage Portfolio are accounted fofa@t value with both realized and unrealized gaamsl losses included in other incc
(expense) in our condensed consolidated statern&ofgerations.

We also use TBAs to hedge interest rate risk amdasprisk associated with our Midway Residentialrigage Portfolio. Sinc
delivery for these securities extends beyond tpéca} settlement dates for most nderivative investments, these transactions are piames
to market fluctuations between the trade date ameduttimate settlement date, and thereby are moleerable, especially in the absenc
margining arrangements with respect to these tchioss, to increasing amounts at risk with the mjaple counterparties. For the three
nine months ended September 30, 2011, respectiwayecorded net realized gains of $1.1 millionr e three and nine months en
September 30, 2011, respectively, we recorded homealized gains. There were no realized or dizezhgains or losses from TBAs for
same periods in 2010. As of September 30, 201fath@alue of TBAs held in our Midway ResidentMbrtgage Portfolio amounted to $7
million.

We also use U.S. Treasury securities and U.S. Tingdsitures and options to hedge interest rate aisét the aggregate risk
prepayments associated with our Midway Residertlaitgage Portfolio. For the three and nine monthsleel September 30, 20
respectively, we recorded net realized gains fror8. Ureasury securities of approximately $29,008 &867,000, respectively, and
unrealized gains. For the three and nine monthedi®kptember 30, 2011, respectively, we recordedeadized gains from U.S. Treas
futures and options of $2.4 million and $2.9 milliaespectively, and net unrealized gains of $0ilGom and $0.5 million. There were
realized or unrealized gains or losses from U.8a3ury securities, U.S. Treasury futures or optionthe same periods in 2010.

We also own approximately $3.8 million of loansch&r sale, which are included in discontinued atiens. Our inability to se
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.

As it relates to loans sold previously under certagn sale agreements by our discontinued mortfgaging 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 reasonabfiedmed to have merit. As of September 30, 20&lhad a total of $2
million of unresolved repurchase requests that mement concluded may reasonably be deemed to herit against which we had a rese
of approximately $0.3 million.
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On September 20, 2011, we declared a 2011 thirdequsash dividend of $0.25 per common share, @35per share increase o
the dividend we declared and paid for the 2011 seécarter. The dividend was paid on October 28126 common stockholders of recort
of September 30, 2011. These dividends were pdidfahe Companys working capital. We expect to continue to payrtprey cash dividenc
on our common stock during the near term. Howewer,Board of Directors will continue to evaluate dividend policy each quarter and \
make adjustments as necessary, based on a vafritytars, including, among other things, the needhaintain our REIT status, our finan
condition, liquidity, earnings projections and mess prospects. Our dividend policy does not ciutstan obligation to pay dividends, wh
only occurs when our Board of Directors declares/alend.

We intend to make distributions to our stockholdersomply 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 oshaertierm basis to meet the RE
distribution requirements and to minimize or avoigporate income tax and the nondeductible exeiseAt December 31, 2010, the Comp
had approximately $58 million of net operating l@ssryforwards that will expire in 2024 through 20Zhe Internal Revenue Code ple
certain limitations on the annual amount of netrapieg loss carryforwards that can be utilizeddftain changes in the Compasywnershi
occur. The Company has undergone an ownership ehaitgin the meaning of IRC section 382 that withit the net loss carryforwards to
used to offset future taxable income to $660,0Q0ypar, which will cause a significant amount of Bompanys net operating loss to exy
unused.

I nvestment Management and Advisory Agreements

We currently are a party to two investment manageragreements and one advisory agreement with plairtles, 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 maje future enter into joint ventures or addiabexternal management agreements
third parties that have special expertise or irmesit sourcing capabilities to the extent we belisweh relationships will contribute to «
achievement of our investment objectives.

HCS Advisory Agreement

We have certain contractual obligations under tleigory Agreement between HCS, HC, NYMF and us. fdetnote 13 to tt
condensed consolidated financial statements indludgger Item 1 of this Form 1Q-for more information regarding the terms of th€d
Advisory Agreement.

For the three and nine months ended September03Q, 2ICS earned aggregate base advisory and ciogsides of approximate
$0.3 million and $0.8 million, respectively, anaémtive fees of approximately $0.1 million and $tiflion, respectively. As of September
2011, HCS was managing approximately $36.7 milbbassets on the Compasybehalf. As of September 30, 2011 and Decembe?(Bl0
the Company had a management fee payable to H&B p$0.4 million and $0.7 million, respectivelgcluded in accrued expenses and ¢
liabilities.

Midway Management Agreement

We pay Midway a base management fee monthly iraesrim a cash amount equal to the product of 6% per annum of o
invested capital in the Midway Residential Mortgd@rtfolio 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 inameThe Midway Incentive Fee is based upon tred toairket value of the net inves
capital in the Midway Residential Mortgage Porifotin the last business day of the quarter, subjeathigh water mark equal to a 10% re
on invested capital (the “High Water Markdnd shall be payable in an amount equal to 40%eptibllar amount by which adjusted net inc
(as defined below) attributable to the Midway Restihl Mortgage Portfolio, on a calendar t@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 petioel ‘(Calculation Period”)s determined by dividing (i) the adjusted net imgofol
the Calculation Period by (ii) the weighted averafdahe invested capital paid into the MidwBesidential Mortgage Portfolio during -
Calculation Period. For the initial 12 months, at§ad 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 redeewested 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 September 30, 2011, djicharned base management and incentive fees mbamately $140,000 ai
$0, respectively. For the nine months ended Sepgerib, 2011, Midway earned base management andtineefees of approximate
$272,000 and $0, respectively.

RiverBanc Management Agreement

The RiverBanc Management Agreement has a termatitiagxpire on April 5, 2013, subject to automatinnual onefear 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 fundafgRBCM at various thresholds, we are eligibleptigh our TRS, to receive
ownership interest in RiverBanc of up to 17.5%.

For the three and nine months ended September (B, RiverBanc earned management fees of approgiyn&26,000 an
$37,000, respectively.

Inflation

For the periods presented herein, inflation has lvelatively low and we believe that inflation hast had a material effect on «
results of operations. The impact of inflatiorprgmarily 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 haae 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 loWaition. During periods of increasing interestesgtdemand for mortgages and a borrosver’
ability to qualify for mortgage financing in a phese transaction may be adversely affected. Dysamipds of decreasing interest rs
borrowers may prepay their mortgages, which in tmay adversely affect our yield and subsequentyvilue of our portfolio of mortga
assets.
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Iltem 3. Quantitative and Qualitative Disclosures hout Market Risk

Market risk is the exposure to loss resulting frolmnges in interest rates, credit spreads, foreigmency exchange rat
commodity prices and equity prices. All of our metrkisk sensitive assets, liabilities and relatedivéitive positions are for namading
purposes only. Management recognizes the followngary risks associated with our business andrithestry in which we conduct business:

Interest rate risk
Liquidity risk
Prepayment risk
Credit risk

Fair value risk

Interest Rate Risk

Interest rates are sensitive to many factors, @ioly 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 variabdée borrowings we use to finance our portfoliod ahe interest rate swaps and ¢
Eurodollar futures, TBAs and other securities @trimments we use to hedge our portfolio. As a tesur net interest income is particule
affected by changes in interest rates.

Interest rate risk is measured by the sensitivityur current and future earnings to interest radkatility, variability of sprea
relationships, the difference in peicing intervals between our assets and liabflifed the effect that interest rates may have orcash flows
especially the speed at which prepayments occuruomesidential mortgage related assets. For exam@ hold hybrid ARM assets that re
on various dates that are not matched to the oeges 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 bornmgs may react to changes in interest |
before our adjustable rate assets because the teeighierage 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 balimited 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 affgatiar net return on hybrid ARM assets. During alidew interest rate environment,
prepayment of hybrid ARMs may accelerate (as boerswnay opt to refinance at a lower rate) caudiegaimount of liabilities that have bt
extended by the use of interest rate swaps toasereelative to the amount of hybrid ARMs, possielsulting in a decline in our net return
hybrid ARMs as replacement hybrid ARMs may havewer 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 highgultieg in a decline in our net return on hybrid MR

We seek to manage interest rate risk in the pdottoy utilizing interest rate swaps, caps, Eurcatoind other futures, options
U.S. Treasury securities with the goal of optimigithe earnings potential while seeking to maintaimy term stable portfolio values. \
continually monitor the duration of our mortgagesets and have a policy to hedge the financing slhiehthe net duration of the assets,
borrowed funds related to such assets, and retetdding instruments, are less than one year. Iitiaddwe utilize TBAs to mitigate the ris
on our long Agency RMBS positions in our Midway Riesitial Mortgage Portfolio, particularly our 10s.

We utilize a model based risk analysis system sistg1 projecting portfolio performances over arsrio of different interest rat
The model incorporates shifts in interest rateanges in prepayments and other factors impactiegatuations of our financial securities
instruments, including mortgademcked securities, repurchase agreements, interestswaps and interest rate caps, TBAs and Elen
futures.

Based on the results of the model, instantaneoasgds in interest rates would have the followirfgafon net interest income
the nine months ended September 30, 2011 (dollauats in thousands):

Changes in Net Interest Income

Changes in Net Interest

Changes in Interest Rates Income
+200 $ (152)
+100 $ (214)
-100 $ (3,120

Interest rate changes may also impact our net bable as our mortgage assets and related hedgatilegs are marked-torarke



each quarter. Generally, as interest rates increbsevalue of our mortgage assets, other than d@sreases, and conversely
interest rates decrease, the value of such invessnuéll increase. The value of an 10 will likelemegatively affected in a declining inte
rate environment due to the risk of increasing ayepent rates because the 10s value is wholly cgatihon the underlying mortgage lo
having an outstanding balance. In general, we wenftect however that, over time, decreases in vaflir portfolio attributable to intere
rate changes will be offset, to the degree we adgéd, by increases in value of our interest natgps or other financial instruments usec
hedging purposes, and vice versa. However, théioekhip between spreads on securities and sp@adair 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 sacoritioan, changes in the book value of our padfelill not directly affect our recurrir
earnings or our ability to make a distribution ta gtockholders.
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Liquidity Risk

Liquidity is a measure of our ability to meet pdtahcash requirements, including ongoing committaen repay borrowing
fund and maintain investments, pay dividends to stockholders and other general business needste@égnize the need to have fu
available to operate our business. It is our pol@yave adequate liquidity at all times. We plamteet liquidity through normal operatic
with the goal of avoiding unplanned sales of assetmergency borrowing of funds.

Our principal sources of liquidity are the repuredagreements on our RMBS, the CDOs we have ideu@thnce our loans he
in securitization trusts, the principal and inténeayments from mortgage assets and cash procemustlie issuance of equity securities
market and other conditions permit). We believe existing cash balances and cash flows from omersitiill 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 intera®t risk subject us tonfargir
call” risk. If the value of our pledged assets decrealesto a change in interest rates, credit chaiatits, or other pricing factors, we may
required to post additional cash or asset collhteraeduce the amount we are able to “borraxefsus the collateral. For example, undel
interest rate swaps typically we pay a fixed ratéhe counterparties while they pay us a floatatg 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 moregbzans before maturity or faster than their schetiamortization, the effe
is to shorten the period over which interest isvedr and therefore, reduce the yield for mortgaggetas purchased at a premium to their
current balance, as with the majority of our asgetsversely, mortgage assets purchased for lesstlieir then current balance exhibit hig
yields due to faster prepayments. Furthermore, gym@ent speeds exceeding or lower than our modetedapment speeds impact
effectiveness of any hedges we have in place tigatdt financing and/or fair value risk. Generallyhen market interest rates decl
borrowers have a tendency to refinance their mgegathereby increasing prepayments. The impactcodasing prepayment rates, whethe
a result of declining interest rates, governmetgrirention in the mortgage markets or otherwis@aigicularly acute with respect to the 10s
hold in our Midway Residential Mortgage PortfolBecause the value of an 10 is wholly contingenttm underlying mortgage loans hav
an outstanding principal balance, an unexpectere@se in prepayment rates could significantly rieggt impact the performance of ¢
Midway Residential Mortgage Portfolio.

Our prepayment model will help determine the amaidritedging we use to offet changes in interest rates. If actual prepay
rates are higher than modeled, the yield will besléhan modeled in cases where we paid a premiunthéo particular mortgage as:
Conversely, when we have paid a premium, if agiwepayment rates experienced are slower than mohdeke would amortize the premi
over a longer time period, resulting in a highelgito maturity.

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

We mitigate prepayment risk by constantly evaligatinr mortgage assets relative to prepayment spaesdsved for assets wit
similar structure, quality and characteristics.tRermore, we streggst the portfolio as to prepayment speeds andeisiteate risk in order
further develop or make modifications to our hetigéances. Historically, we have not hedged 100%unfliability 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 doanother assets due to ei
borrower defaults, or a counterparty failure. Owrtfplio of loans held in securitization trusts aé September 30, 2011 consistec
approximately $212.4 million of securitized firgtrs originated in 2005 and earlier. The secundtifiest liens were principally originated
our subsidiary, HC, prior to our exit from the ngage lending business. These are predominatelyduglity loans with an original avere
loan-to-value (“LTV”) ratio at origination of approximately 70.4%, and @iginal average borrower FICO score of approxahaf29. It
addition, approximately 64.4% of these loans waigimated with full income and asset verificatiothile we feel that our origination a
underwriting of these loans will help to mitigateetrisk of significant borrower default on thesarls, we cannot assure you that all borro
will continue to satisfy their payment obligatiomsder these loans and thereby avoid default.

As of September 30, 2011, we owned approximatel9 §llion of non-Agency RMBS senior securities.eTiionAgency RMB¢
has a weighted average amortized purchase priapprbximately 89.5% of current par value as of Seyier 30, 2011. Management belie
the purchase price discount coupled with the cragiport within the bond structure protects us fpmncipal loss under most stress scen:
for these norAgency RMBS. In addition, as of September 30, 2@/l own approximately $22.7 million of notes issusda CLO at



discounted purchase price equal to 25.5% of pae Securities are backed by a portfolio of midderket corporate loans.
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Fair Value Risk

Changes in interest rates also expose us to maskethat the market value (fair value) on our &sseay decline. While the fi
value of all of our current assets that are measarea recurring basis are determined using LevalrZ/alues, we have owned in the past
may own in the future certain financial instrumefuiswhich fair values may not be readily availaliléhere are no active trading markets
the instruments. In such cases, fair values wounly be derived or estimated for these investmesisguvarious valuation techniques, suc
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 September 30, 2011, and daketihto consideration the effects of subsequeatast rate fluctuations.

We note that the values of our investments in nagédpacked securities and in derivative instrumentsnguily interest rat
hedges on our debt, will be sensitive to changesdrket interest rates, interest rate spreadsjt@paads and other market factors. The \
of these investments can vary and has varied m#yefrom period to period. Historically, the vaki®f our mortgage loan portfolio he
tended to vary inversely with those of its derivatinstruments.

The following describes the methods and assumptiengse in estimating fair values of our finandmstruments:

Fair value estimates are made as of a specifict joitime based on estimates using present valughar valuation techniqut
These technigues involve uncertainties and areifgigntly affected by the assumptions used and jtidgments made regarding t
characteristics of various financial instrumeniscdunt rates, estimate of future cash flows, fiexpected loss experience and other factors.

Changes in assumptions could significantly affeest estimates and the resulting fair values. Pérfair value estimates can
be substantiated by comparison to independent rsadel, in many cases, could not be realized immamediate sale of the instrument. A
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 whoenmadrkets in the:
financial instruments. If the fair value of a sdtuis not reasonably available from a dealer, ng@maent estimates the fair value base
characteristics of the security that the Compangikes from the issuer and on available marketriméion.

The fair value of mortgage loans held in securitiratrusts is estimated using pricing models aaidng 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 markieeprfor 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 September 30, 2011 and Decemb203Q,

The fair value of our CDOs is based on market pgan comparable CDOs.
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The market risk management discussion and the ame@stimated from the analysis that follows arevéod{ooking statemen
that assume that certain market conditions occotud#i results may differ materially from these paigd results due to changes in our port
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 the ketawvalue and net duration changes of our portfali@f September :
2011, using a discounted cash flow simulation madsuming an instantaneous interest rate shiftlidgipn of this method results in
estimation of the fair market value change of aseds, liabilities and hedging instruments per d#sls point (“bp”) shift in interest rates.

The use of hedging instruments is a critical pardour interest rate risk management strategies,thedffects 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,
well as the timing and level of interest rate chemgill affect the results of the model. Therefaetual results are likely to vary from mode

results.

Market Value Changes

Changes in Changes in Net
Interest Rates Market Value Duration
(Amount in thousands)
+200 $ (10,892 3.17 years
+100 $ (5,024, 1.89 years
Base — 0.25 years
-100 $ (2,267, (1.10) years

It should be noted that the model is used as attoaentify potential risk in a changing intereate environment but does
include any changes in portfolio composition, fioizug strategies, market spreads or changes in lbnesigket liquidity.

Although market value sensitivity analysis is widelccepted in identifying interest rate risk, itedonot take into considerat
changes that may occur such as, but not limiteghanges in investment and financing strategiesngés in market spreads and chang
business volumes. Accordingly, we make extensieeafi@n earnings simulation model to further analyar level of interest rate risk.

There are a number of key assumptions in our egsngimulation model. These key assumptions incltltinges in mark
conditions that affect interest rates, the pricafgARM products, the availability of investment atss and the availability and the cos
financing for portfolio assets. Other key assummionade in using the simulation model include pyepnt speeds and managem
investment, financing and hedging strategies, dmdissuance of new equity. We typically run the dation model under a variety
hypothetical business scenarios that may includéerdnt interest rate scenarios, different investmstrategies, different prepaym
possibilities and other scenarios that provide ith & range of possible earnings outcomes in otal@ssess potential interest rate risk.
assumptions used represent our estimate of thiy Efgect of changes in interest rates and do maoessarily reflect actual results. The earr
simulation model takes into account periodic afetitne caps embedded in our assets in determihimgarnings at risk.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Proceduréd/e maintain disclosure controls and proceduresatedesigned to ensure 1
information required to be disclosed in the repthts we file or submit under the Securities ExdeAct of 1934, as amended, is recor
processed, summarized and reported within the tie@ods specified in the rules and forms of the SBAd that such information
accumulated and communicated to our managemenmpasmiate to allow timely decisions regarding riegd disclosures. An evaluation v
performed under the supervision and with the padion 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-1&fe) 15di5(e) under the Securit
Exchange Act of 1934, as amended) as of Septenthe2(® 1. Based upon that evaluation, our Chief Etree Officer and Chief Financi
Officer concluded that our disclosure controls pratedures were effective as of September 30, 2011.

Changes in Internal Control over Financial Repogin There has been no change in our internal contret &nancial reportin

during the quarter ended September 30, 2011 tlatrtaderially affected, or is reasonably likely taterially affect, our internal control o
financial reporting.
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PART Il. OTHER INFORMATION
ltem 1. Legal Proceedings

We are at times subject to various legal proceedarising in the ordinary course of our businessofthe date of this report, we
not believe that any of our current legal procegsijrindividually or in the aggregate, will have aterial adverse effect on our operati
financial condition or cash flows.

Iltem 1A. Risk Factors

We previously disclosed risk factors under "ltem R&k Factors" in our Annual Report on Form KGer the year ended Decem
31, 2010, in our Quarterly Report on Form 10-Q fbe quarter ended March 31, 2011 and in our Qudyt&eport on Form 1@ for the
qguarter ended June 30, 2011. In addition to thask factors and the other information included ®llere in this report, you should a
carefully consider the risk factors discussed beldWwe risks described below and in our Annual Repor Form 10K for the year ende
December 31, 2010, in our Quarterly Report on FA€-Q for the quarter ended March 31, 2011 and in Qurarterly Report on Form 1@
for the quarter ended June 30, 2011 are not thg osks facing our company. Additional risks andemainties not currently known to us
that we deem to be immaterial also may materiadlyeasely affect our business, financial conditiowl/ar results of operations.

Concerns regarding downgrade of the U.S. credit rating and the sovereign debt crisis in Europe could have a material adverse effect on our
business, financial condition and liquidity.

On August 5, 2011, Standard & Paotbwered its long term sovereign credit ratingtioe United States of America from AAA
AA+. While U.S. lawmakers reached agreement tcerttie federal debt ceiling on August 2, 2011, tberthrade reflected Standard & Paor’
view that the fiscal consolidation plan within tlegreement fell short of what would be necessastdbilize the U.S. Governmesatmediun
term debt dynamics. This downgrade could have rnedtdverse impacts on financial markets and ecénoonditions in the United States
throughout the world and, in turn, the marketinticipation of these impacts could have a neltadverse effect on our business, finai
condition and liquidity. In particular, it couldstupt payment systems, money markets, long-tershortterm fixed income markets, forei
exchange markets, commodities markets and equitietsaand adversely affect the cost and availgiilitftunding and certain impacts, sucl
increased spreads in money market and other drontrates, have been experienced already. Becéule onprecedented nature of nege
credit rating actions with respect to U.S. Governtr@bligations, the ultimate impacts on global negskand our business, financial condi
and liquidity are unpredictable and may not be idizaely apparent.

In addition, global markets and economic conditibage been negatively impacted by the ability ofaie European Union (“EY”
member states to service their sovereign debt alihigs. The continued uncertainty over the outcofithe EU governmentginancial suppo
programs and the possibility that other EU memlates may experience similar financial troublesl@¢durther disrupt global markets.
particular, it has and could in the future disreguity markets and result in volatile bond yieldstbe sovereign debt of EU members. Tl
factors could have an adverse effect on our busjriggncial condition and liquidity.

Maintenance of our I nvestment Company Act exclusion imposes limits on our operations.

We have conducted and intend to continue to conolucbperations so as not to become regulated as/astment company unc
the Investment Company Act. We believe that theeeaanumber of exclusions under the Investment Gmy\ct that are applicable to us.
maintain the exclusion, the assets that we acquidimited by the provisions of the Investment @amy Act and the rules and regulati
promulgated under the Investment Company Act. Ogusti31, 2011, the SEC published a concept releaited ‘Companies Engaged in -
Business of Acquiring Mortgages and Mortgage Relétstruments” Iivestment Company Act Rel. No. 29778). This redesisggests that t
SEC may modify the exemption relied upon by comgssimilar to us that invest in mortgage loansmandgagebacked securities. If the SI
acts to narrow the availability of, or if we othése fail to qualify for, our exclusion, we couldnang other things, be required either (e
change the manner in which we conduct our operatioravoid being required to register as an investncompany or (b) to register as
investment company, either of which could have ¢en adverse effect on our operations and theketgrice of our common stock.
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Our target assets and other asset classes we may pursue in the future include structured Agency RMBS, including CMOs, |1 Os (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 and other asset classes we msyepn the future include certain types of streetuAgency RMBS, includir
CMOs, 10s and POs, which are securitizations §)ésl by Fannie Mae, Freddie Mac or Ginnie Maetha} are collateralized by Ager
RMBS and (iii) that are divided into various traeshthat have different characteristics (such afereifit maturities or different coup
payments). These securities may carry greaterthigh an investment in Agency RMBS whole pool passugh certificates. For examg
certain types of structured Agency RMBS, such as BOthe 10s we invest in, are more sensitiverepayment risks than Agency RM
whole pool passhrough certificates. Because we invest in centdithese structured RMBS, our overall portfolio aedults of operations m
be more sensitive to prepayment risk.

Increased levels of prepayments on the mortgages underlying our structured Agency RMBS, particularly 10s, 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 distributionsto our stockholders.

When we acquire structured Agency RMBS, such as\@santicipate that the underlying mortgages prilpay at a projected re
generating an expected yield. When the prepaynaes ron the mortgages underlying our structurech@g®MBS are higher than expec
our returns on those securities may be materiallyeesely affected. For example, the value of ows #De extremely sensitive to prepaym
because holders of these securities do not haveghieto receive any principal payments on thearthyng mortgages. Agency 10s curret
comprise a large percentage of our interest eammssgts. Therefore, if the mortgage loans undeylgimr 10s are prepaid, such securities w
cease to have any value, which, in turn, could redlg adversely affect our business, financial dibion and results of operations and
ability to pay distributions to our stockholders.

Certain actions by the U.S. Federal Reserve could cause a flattening of the yield curve, which could materially adversely affect our business,
financial condition and results of operations and our ability to pay distributions to our stockholders.

On September 21, 2011, the U.S. Federal Resenmianad “Operation TwistWhich is a program by which it intends to purch
by the end of June 2012, $400 billion of U.S. tregsecurities with remaining maturities betweenasid 30 years and sell an equal amou
U.S. treasury securities with remaining maturitiéshree years or less. The effect of Operationstwould be a flattening in the yield cu
which could result in increased prepayment ratestddower longierm interest rates and a narrowing of our netré@stemargin. Consequent
Operation Twist and any other future securitiescpase programs by the U.S. Federal Reserve coulgrially adversely affect our busine
financial condition and results of operations and ability to pay distributions to our stockholders
Item 2. Unregistered Sales of Equity Securities andse of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. (Removed and Reserved).
Item 5. Other Information
None.

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: November 4, 2011 By: /s/ Steven R. Mumma

Steven R. Mumm
Chief Executive Officer and President
(Principal Executive Officer)

Date: November 4, 2011 By: /s/ Fredric S. Starker

Fredric S. Starker
Chief Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT INDEX
Exhibit Description

3.1(a) 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.

3.1(b) 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).

3.1(c) 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).

3.1(d) 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).

3.1(e) 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).

3.1(H) 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).

3.2 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).

4.1 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).

4.2(a) 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).

4.2(b) 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).

4.3(a) 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).

4.3(b) Form of Series A Cumulative Redeemable Convertitskferred Stock Certificate (Incorporated by refeeeto Exhibi
4.2 to the Company’s Current Report on Form 8-&dibn January 25, 2008).

311 Section 302 Certification of Chief Executive Office

31.2 Section 302 Certification of Chief Financial Office

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

Exhibit 101.INS Instance Document ***

XBRL Taxonomy Extension Schema Document ***

Exhibit 101.SCH Taxonomy Extension Calculation Linkbase Documerit **

XBRL Taxonomy Extension Definition Linkbase Document ***

Exhibit 101.CAL Taxonomy Extension Label Linkbase Document ***

XBRL Taxonomy Extension Presentation Linkbase Docum#nt *

Exhibit 101.DEF

XBRL

Exhibit 101.LAB

XBRL

Exhibit 101.PRE

XBRL

* Filed herewith.

*x Furnished herewith. Such certification shalltrie deemed “filed’for the purposes of Section 18 of the Securitiesharge 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 Catetelil Balance Sheets at September 30, 2011 ( Uedudind December {
2010 (Derived from the audited balance sheet ateBer 31, 2010); (ii) Condensed Consolidated Statésnof Operatior
(Unaudited) for the three and nine months endedteBdger 30, 2011 and 2010; (iii) Condensed Cons@ilaStatement



Stockholders’Equity (Unaudited) for the nine months ended Sept30, 2011; (iv) Condensed Consolidated StatesnehCas
Flows (Unaudited) for the nine months ended Sepésr@b, 2011 and 2010; and (v) Unaudited Notes tadénsed Consolidat
Financial Statements. Users of this data are adiyisesuant to Rule 406T of RegulatioT$hat this interactive data file is deemed
filed or part of a registration statement or praspe for purposes of Sections 11 or 12 of the SesiAct of 1933, is deemed not fi
for purposes of Section 18 of the Securities anchBrge Act of 1934, and otherwise is not subjetatnlity under these sections.
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Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Steven R. Mumma, certify that:

1. | have reviewed this quarterly report on FdrtaQ for the quarter ended September 30, 2011 of Nevk ¥ortgag:
Trust, Inc.;

2. Based on my knowledge, this report does notaiorgny untrue statement of a material fact or dmistate a materi
fact necessary to make the statements made, ihdigthe circumstances under which such statemeste made, n
misleading with respect to the period covered liy tbport;

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

4. The registrang’ other certifying officer and | are responsible &stablishing and maintaining disclosure contianis
procedures (as defined in Exchange Act Rules 13a}land 15dt5(e)) and internal control over financial repagtitas
defined in Exchange Act Rules 13a-15(f) and 15d)] &r the registrant and have:

(@) Designed such disclosure controls and procedunegaonsed such disclosure controls and procedurdse
designed under our supervision, to ensure that rimbteformation relating to the registrant, inclagd its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod ir
which this report is being prepared,;

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@gorting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foemdl purposes in accordance with generally acdegateountin
principles;

(c) Evaluated the effectiveness of the registrant'slasire controls and procedures and presentedsiraport ou
conclusions about the effectiveness of the discosontrols and procedures, as of the end of thiegeovere:
by this report based on such evaluation; and

(d) Disclosed in this report any change in the regigisanternal control over financial reporting tleaicurred durin
the registrant's most recent fiscal quarter (thyssteant's fourth fiscal quarter in the case ofanual report) thi
has materially affected, or is reasonably likelyraterially affect, the registrant's internal cohtver financia
reporting; and

5. The registrarg’ other certifying officer and | have disclosedsdxd on our most recent evaluation of internal cbrve!
financial reporting, to the registrant's auditorsd ehe audit committee of the registrant's (or pessperforming tr
equivalent functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal controéiofinancia
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize ar
report financial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a signifrcdatin
the registrant's internal control over financigdoging.

Date: November 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. | have reviewed this quarterly report on FAfQ for the quarter ended September 30, 2011 of Nevk ¥ortgag:
Trust, Inc.;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or dmistate a materi
fact necessary to make the statements made, ihdigthe circumstances under which such statemeste made, n
misleading with respect to the period covered lxy thport;

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

4. The registrarg’ other certifying officer and | are responsible &stablishing and maintaining disclosure contiars
procedures (as defined in Exchange Act Rules 18a}ldnd 15dt5(e)) and internal control over financial repagtias
defined in Exchange Act Rules 13a-15(f) and 15d)1%qr the registrant and have:

(@) Designed such disclosure controls and procedunregsaosed such disclosure controls and procedurdse

designed under our supervision, to ensure that rimbteformation relating to the registrant, inclogd its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during tperiod ir
which this report is being prepared;

(b) Designed such internal control over financial réjpgy, or caused such internal control over finah@aorting tc

be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foemel purposes in accordance with generally acdegateountini

principles;

(c) Evaluated the effectiveness of the registrant'slalisire controls and procedures and presentedsiraport ou
conclusions about the effectiveness of the discsontrols and procedures, as of the end of thegeovere:
by this report based on such evaluation; and

(d) Disclosed in this report any change in the regmsanternal control over financial reporting ttoaicurred durin

the registrant's most recent fiscal quarter (tlygsteant's fourth fiscal quarter in the case ofaanual report) thi
has materially affected, or is reasonably likelyntaterially affect, the registrant's internal cohwver financia
reporting; and

5. The registrang’ other certifying officer and | have disclosedsdshon our most recent evaluation of internal cbravel
financial reporting, to the registrant's auditorsd &he audit committee of the registrant's (or @essperforming tt
equivalent functions):

(@) All significant deficiencies and material weakses in the design operation of internal control over financ

reporting which are reasonably likely to advers#lect the registrant's ability to record, processnmarize ar
report financial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdatin

Date: November 4

the registrant's internal control over financigloging.

, 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 Yadvlortgage Trust, Inc, (the “Company”) on Form QOfor the quarter end
September 30, 2011, as filed with the Securitied Bxchange Commission on the date hereof (the “R§pthe undersigned hereby cert
pursuant to 18 U.S.C. § 1350, as adopted pursoaadtion 906 of the Sarbanes-Oxley Act of 200&t: th

(1) The Report fully complies with theqterements of Section 13(a) or 15(d) of the Sem#iExchange Act of 1934,
amended; and

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

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

Date: November 4, 2011 /sl Fredric S. Starker

Fredric S. Starker
Chief Financial Officer
(Principal Financial and Accounting Officer)




