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PART I. FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statement
NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollar amounts in thousands, except per sharég data

September 30, December 31,

2013 2012
(unaudited)
ASSETS

Investment securities available for sale, at falue (including pledged securities of $867,297 ar

$954,656, respectively) $ 936,14( $ 1,034,71
Investment securities available for sale, at falue held in securitization trusts 86,71+ 71,15¢
Residential mortgage loans held in securitizatiosts (net) 170,30¢ 187,22¢
Distressed residential mortgage loans held in $&gation trusts (net) 254,89! 60,45¢
Multi-family loans held in securitization trustg,fair value 6,668,60:! 5,442,901
Derivative assets 194,43: 246,12¢
Cash and cash equivalents 20,50¢ 31,77:
Receivables and other assets 118,44: 86,03
Total Assets!) $ 8,450,041 $ 7,160,40

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Financing arrangements, portfolio investments $ 794,18. $ 889,13:
Residential collateralized debt obligations 164,77! 180,97¢
Multi-family collateralized debt obligations, atfaalue 6,472,27: 5,319,57.
Securitized debt 254,04. 117,59:
Derivative liabilities 5,61:% 5,54:
Payable for securities purchased 186,06: 245,93:
Accrued expenses and other liabilities (includidd&and $211 to related parties, respectively) 50,41: 34,64:
Subordinated debentures 45,00( 45,00(
Total liabilities 7,972,36: 6,838,39!
Commitments and Contingencies
Stockholders' Equity:
Preferred stock, $0.01 par value, 7.75% SeriesrButative redeemable, $25 liquidation preferer

per share, 3,450,000 shares authorized, 3,000/800 ahares issued and outstanding as of

September 30, 2013 and December 31, 2012, resplctiv 72,397 -
Common stock, $0.01 par value, 400,000,000 sharth®rdzed, 63,754,730 and 49,575,331 shar

issued and outstanding as of September 30, 201Baceimber 31, 2012, respectively 63€ 49¢
Additional paid-in capital 403,42( 355,00t
Accumulated other comprehensive income 7,144 18,08¢
Accumulated deficit (5,916 (51,589
Total stockholders' equity 477,68 322,00t
Total Liabilities and Stockholders' Equity $ 8,450,041 $ 7,160,40

(1) Our condensed consolidated balance sheetslmassets and liabilities of consolidated variaftierest entities ("VIEs") as the Company is
the primary beneficiary of these VIEs. As of Septem30, 2013 and December 31, 2012, assets of lideteal VIES totaled $7,222,065 and
$5,786,569, respectively, and the liabilities ofisolidated VIEs totaled $6,915,904 and $5,636,6&thectively. See Note 7 for further
discussion.

See notes to condensed consolidated financiasatts.






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

For the Three Months
Ended September 30,

For the Nine Months
Ended September 30,

2013 2012 2013 2012
INTEREST INCOME:
Investment securities and other $ 11,14¢  $ 6,365 $ 32,920 $ 16,74¢
Multi-family loans held in securitization trusts 61,17¢ 36,07 160,98: 67,07¢
Residential mortgage loans held in securitizatiasts 1,12( 1,42¢ 3,65¢ 4,201
Distressed residential mortgage loans 3,421 = 7,41( -
Total interest income 76,86¢ 43,86¢ 204,96 88,02¢
INTEREST EXPENSE:
Investment securities and other 1,59¢ 931 5,04¢ 1,88:
Multi-family collateralized debt obligations 56,19¢ 33,37 148,10° 62,48¢
Residential collateralized debt obligations 281 321 857 1,01z
Securitized debt 2,981 63¢ 7,177 91¢
Subordinated debentures 473 48: 1,40¢ 1,48
Total interest expense 61,53: 35,74¢ 162,59« 67,78:
NET INTEREST INCOME 15,33% 8,121 42,37t 20,24¢
OTHER INCOME (EXPENSE):
Provision for loan losses (23¢) (247) (90%) (53¢)
Impairment loss on investment securities (22¢) - (225) -
Realized gain (loss) on investment securities atated hedges, net 3,31¢ 5,03¢ (8,339 5,631
Realized gain on distressed residential mortgagesio 48¢€ - 1,057 -
Unrealized (loss) gain on investment securitiesrafeted hedges, net (1,499 (1,876 3,01« (2,577
Unrealized gain on multi-family loans and debt hieldecuritization
trusts, net 6,33¢ 762 22,37( 4,99(
Other income (loss) (including $96, $0, $156 andrt related partie
respectively) 16C (63 507 67(
Total other income 8,34: 3,612 17,48¢ 8,18¢
Management fees (including $747, $236, $2,068 &td %o related
parties, respectively) 2,21: 1,772 5,45¢ 3,981
Expenses related to distressed residential mortigamgs 1,051 - 2,53 -
Other general and administrative expenses (inctudlir85, $152, $504
and $468 to related parties, respectively) 1,81¢ 1,45( 5,67 4,58¢
Total general, administrative and other expenses 5,082 3,222 13,66( 8,57
INCOME FROM OPERATIONS BEFORE INCOME TAXES 18,597 8,511 46,19¢ 19,85’
Income tax expense 211 59¢ 531 1,06¢
NET INCOME 18,38¢ 7,91 45,66¢ 18,79:
Net (loss) income attributable to noncontrollingeirest - - - (97
Preferred stock dividends (1,457) - (2,115 -
NET INCOME ATTRIBUTABLE TO COMMON STOCKHOLDER: ~ $ 16,93t $ 791t $ 4355 $ 18,88¢
Basic income per common share $ 027 $ 03C $ 0.7¢ $ 1.01
Diluted income per common share $ 027 $ 03C $ 0.7¢ $ 1.01
Dividends declared per common share $ 027 $ 027 $ 081 $ 0.7¢
Weighted average shares outstanding-basic 63,75¢ 26,54! 57,49t 18,62¢
63,75¢ 26,54: 57,49: 18,62¢

Weighted average shares outstanding-diluted




See notes to condensed consolidated financiahsémes.




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Dollar amounts in thousands)

(unaudited)
For the Three Months For the Nine Months
Ended Ended
September 30, September 30,
2013 2012 2013 2012
NET INCOME ATTRIBUTABLE TO COMMON STOCKHOLDER $ 16,93: $ 791 $ 43,55 $ 18,88
OTHER COMPREHENSIVE INCOME (LOSS)
Increase (decrease) in net unrealized gain onablaifor sale securities 6,04¢ 4,22¢ (14,28)) 8,67¢
(Decrease) increase in fair value of derivativérimaents utilized for cash
flow hedges (1,56)) (1,797) 3,33 (1,619
OTHER COMPREHENSIVE INCOME (LOSS) 4,487 2,43¢ (10,944 7,06(
COMPREHENSIVE INCOME ATTRIBUTABLE TO COMMON
STOCKHOLDERS $ 21,42 $ 10,34¢ $ 32,60¢ $ 25,94¢

See notes to condensed consolidated financiahsémits.




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' E QUITY

(Dollar amounts in thousands)

(unaudited)
Accumulated
Additional Other
Preferred Common Paid-In Accumulated Comprehensive
Stock Stock Capital Deficit Income Total
Balance, December 31, 2012 $ -8 49 $ 355,00t $ (51,589 $ 18,08¢ $ 322,00t
Net income - - - 45,66¢ - 45,66¢
Common stock issuance, net - 14z 98,44’ - - 98,58¢
Preferred stock issuance, net 72,39 - - - - 72,39
Dividends declared on common stc - - (47,919 - z (47,919
Dividends declared on preferred st - - (2,119 - - (2,115
Decrease in net unrealized gain on
available for sale securities - - - - (14,287 (14,28))
Increase in fair value of derivative
instruments utilized for cash flow
hedges - - - - 3,33i 3,331
Balance, September 30, 2013 $ 72,397 $ 63t $ 403,42( $ (5,916) $ 7,144 $ 477,68.

See notes to condensed consolidated financiamsatts.




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

(unaudited)

Cash Flows from Operating Activities:

Net income

Adjustments to reconcile net income to net caskigenl by operating activities:
Net amortization
Realized loss (gain) on investment securities afated hedges, net
Realized gain on distressed residential mortgageslo
Unrealized (gain) loss on investment securitiesrefated hedges, net
Unrealized gain on loans and debt held in multiifasecuritization trusts
Impairment loss on investment securities
Net decrease in loans held for sale
Provision for loan losses
Income from investments in limited partnership &midted liability company

Amortization of stock based compensation, net
Changes in operating assets and liabilities:
Receivables and other assets
Accrued expenses and other liabilities
Net cash provided by operating activit

Cash Flows from Investing Activities:
Restricted cash
Proceeds from sales of investment securities
Purchases of investment securities
Proceeds from mortgage loans held for investment

Purchases of other assets

Funding of first mortgage loan

Funding of mezzanine debt and equity investments

Net (payments) receipts on other derivative insemts settled during the period

Principal repayments received on distressed resadenmortgage loans
Principal repayments received on multi-family lo&edd in securitization trusts
Principal paydowns on investment securities - atéd for sale
Purchases of distressed residential mortgage loans
Purchases of investments held in multi-family setization trusts

Net cash used in investing activiti

Cash Flows from Financing Activities:
(Payments to) proceeds from financing arrangemasts,
Common stock issuance
Preferred stock issuance
Costs associated with common stock and prefercet ssued
Dividends paid on common stock
Dividends paid on preferred stock
Payments made on residential collateralized deligaitons
Payments made on multi-family collateralized defiigations
Capital distributed to noncontrolling interest
Proceeds from securitized debt
Payments made on securitized debt
Net cash provided by financing activiti
Net (Decrease) Increase in Cash and Cash Equivalent
Cash and Cash Equivalents - Beginning of Period
Cash and Cash Equivalents - End of Period

Supplemental Disclosures:
Cash paid for interest
Cash paid for income taxes

Non-Cash Investment Activities:
Purchase of investment securities not yet settled
Consolidation of multi-family loans held in secimittion trusts

For the Nine Months Ended

September 30,
2013 2012

$ 45,66¢ $ 18,79.
13,077 6,581
8,33¢ (5,637)
(1,057 -
(3,019 2,571
(22,370) (4,990
22E -
33¢ 95¢
90t 53¢
(445) (664)
Distributions of income from investments in limitpertnership and limited liability company 40z 14¢
70€ 61¢
(8,167) (19,200
10,48 16,087
45,09: 15,81:
5,18t (14,28¢%)
1,25¢ 50,57¢
(60,476 (596,15¢)
21 3,31¢
Return of capital from investments in limited pa&rship and limited liability company 2,961 9,04z
(39 -
(6,500 -
(16,789 -
(9,357) 7,061
Principal repayments received on residential mgedaans held in securitization trusts 16,007 11,88:
5,562¢ -
59,34 17,90°
104,89t 23,50¢
(206,389 -
(41,239 (80,959
(145,587 (568,10Y)
(94,959 467,50:
98,17: 128,34(
72,631 -
(531 (744
(44,089 (13,11
(662) -
(16,26¢) (12,29
(59,367 (17,907
- (932)
136,58¢ 25,99¢
(2,309 (108)
89,22: 576,74t
(11,26¢) 24,45;
31,77: 16,58¢
$ 20,50¢ $ 41,03¢
$ 192,75 $ 69,47"
$ 444  $ 757
$ 186,06: $ 201,51
$ 1,700,86! $ 3,808,55!
$ 1,659,631 $ 3,727,74.

Consolidation of multi-family collateralized dehlmations

Non-Cash Financing Activities:




Dividends declared on common stock to be paid iseguent period $ 17,21:  $ 9,192

Dividends declared on preferred stock to be paglimsequent period $ 1,45 $ -

See notes to condensed consolidated financigmséaits.




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
September 30, 2013

(unaudited)
1. Organization

New York Mortgage Trust, Inc., together with itsneolidated subsidiaries (“NYMT,” the “Company,” “We'our” and “us”), is &
real estate investment trust, or REIT, in the bessnof acquiring, investing in, financing and manggprimarily mortgageelated assets and,
a lesser extent, financial assets. Our objective imianage a portfolio of investments that willidet stable distributions to our stockholc
over diverse economic conditions. We intend to eithis objective through a combination of netiiest margin and net realized capital g
from our investment portfolio. Our portfolio incled investments in mortgagelated and financial assets, including Agency RM&ssistin
of fixed-rate, adjustable-rate and hybrid adjustabte RMBS, Agency 10s, consisting of interest oahd inverse interest only RMBS t
represent the right to the interest componentefctsh flow from a pool of mortgage loans, miatiily CMBS and residential mortgage loz
including loans sourced from distressed markets.

The Company conducts its business through the pammpany, NYMT, and several subsidiaries, inclgdspecial purpo:
subsidiaries established for residential loan aMB6 securitization purposes, taxable REIT subsiggar("TRSs") and qualified RE
subsidiaries ("QRSs"). The Company consolidatesfaills subsidiaries under generally accepted autogl principles in the United States
America ("“GAAP").

The Company is organized and conducts its opematiomualify as a REIT for federal income tax puwgm As such, the Comp:
will generally not be subject to federal income texthat portion of its income that is distributedstockholders if it distributes at least 909
its REIT taxable income to its stockholders bydie date of its federal income tax return and cagsplith various other requirements.

2. Summary of Significant Accountingolicies

Definitions— The following defines certain of the commonly diserms in these financial statements: “RMB8fers to residenti
adjustable-rate, hybrid adjustable-rate, fixed;ratierest only and inverse interest only and ppalconly mortgage-backed securitieggency
RMBS” refers to RMBS representing interests in or obiaget backed by pools of mortgage loans issued aragiteed by a federally charte
corporation (“GSE”), such as the Federal Nationarfgage Association (“Fannie Maedy the Federal Home Loan Mortgage Corpor:
(“Freddie Mac”), or an agency of the U.S. governmeoch as the Government National Mortgage Assiocig*Ginnie Mae”); “nonAgency
RMBS" refers to RMBS backed by prime jumbo and Altdive A-paper (“Alt-A”) mortgage loans; “Agenc®T refers to an 10 that represe
the right to the interest component of the casW fimm a pool of residential mortgage loans issaeduaranteed by a GSE, or an agency ¢
U.S. government; “lOs” refers collectively to intst only and inverse interest only mortgdégeked securities that represent the right t
interest component of the cash flow from a pooiafrtgage loans; “POs” refers to mortgdggeked securities that represent the right t
principal component of the cash flow from a poohufrtgage loans; “ARMSs” refers to adjustable-rasidential mortgage loans “mufamily
CMBS" refers to commercial mortgage-backed se@asitiacked by commercial mortgage loans on nfantily properties, as well as 10 or |
securities that represent the right to a specifimponent of the cash flow from a pool of commeromrtgage loans; and “CLO%fers t
collateralized loan obligations.

Basis of Presentation The accompanying condensed consolidated balanet abeof December 31, 2012 has been derived
audited financial statements. The accompanyingleosed consolidated balance sheet as of Septe®p20B3, the accompanying conder
consolidated statements of operations for the tlaee nine months ended September 30, 2013 and 2B&2accompanying conden:
consolidated statements of comprehensive incomeht®rthree and nine months ended September 30, 20d32012, the accompany
condensed consolidated statement of stockholdsysity for the nine months ended September 30, 20fBthe accompanying conder
consolidated statements of cash flows for the nioaths ended September 30, 2013 and 2012 are tecudin our opinion, all adjustme
(which include only normal recurring adjustmentsg@ssary to present fairly the Companiyhancial position, results of operations andh
flows have been made. Certain information andriot disclosures normally included in financialtetaents prepared in accordance
GAAP have been condensed or omitted in accordariteAsticle 10 of Regulation S-X and the instruetioto Form 109. These condens
consolidated financial statements should be reambijunction with the audited consolidated finahstatements and notes thereto include
our Annual Report on Form 1K-for the year ended December 31, 2012, as fileth whie U.S. Securities and Exchange Commi:
(“SEC"). The results of operations for the three and ninethmended September 30, 2013 are not necessadilyative of the operatii
results for the full year.




The accompanying condensed consolidated finanzitdreents have been prepared on the accrual Hesisa@unting in accordan
with GAAP. The preparation of financial statemeimsonformity with GAAP requires management to mastimates and assumptions
affect the reported amounts of assets and liasliéind disclosure of contingent assets and ligsilat the date of the financial statements
the reported amounts of revenues and expensegdbhameporting period. Actual results could diffierm those estimates.

Reclassifications- Certain prior period amounts have been reclassiiiethe accompanying condensed consolidated fiad
statements to conform to current period presemtatio

Principles of Consolidation and Variable Interesttlies — The accompanying condensed consolidated finantagtraents of tt
Company include the accounts of all its subsidgavilaich are majority-owned, controlled by the Compar a variable interest entity (“VIE”
where the Company is the primary beneficiary. sédinificant intercompany accounts and transactieng been eliminated in consolidation.

A VIE is an entity that lacks one or more of theccteristics of a voting interest entity. A VIE defined as an entity in whi
equity investors do not have the characteristica obntrolling financial interest or do not havédfisient equity at risk for the entity to finan
its activities without additional subordinated fitéal support from other parties. The Company obdates a VIE when it is the prims
beneficiary of such VIE. As primary beneficiary,his both the power to direct the activities thaistrsignificantly impact the econor
performance of the VIE and a right to receive bigmedr absorb losses of the entity that could bemlly significant to the VIE. Tt
Company is required to reconsider its evaluatiomvbéther to consolidate a VIE each reporting pertmased upon changes in the facts
circumstances pertaining to the VIE.

Investment Securities Available for Sal€he Company's investment securities, where thevidire option has not been elected
which are reported at fair value with unrealizedngaand losses reported in Other Comprehensivemecd'OCI”), include Agenc
RMBS, nonAgency RMBS and CLOs. Our investment securities eassified as available for sale securities. iRedlgains and loss
recorded on the sale of investment securities aviglfor sale are based on the specific identiicatnethod and included in realized gain (I
on investment securities and related hedges inattempanying condensed consolidated statementpeyhiions. Purchase premiums
discounts on investment securities are amortizedcoreted to interest income over the estimateddffthe investment securities using
effective yield method. Adjustments to amortizataoe made for actual prepayment activity.

The Company accounts for debt securities that &rbigh credit quality (generally those rated AA better by a National
Recognized Statistical Rating Organization, or NR$Rat date of acquisition in accordance with ARX0-30. The Company accounts for ¢
securities that are not of high credit quality.(ithose whose risk of loss is less than remotegourities that can be contractually prepaid
that we would not recover our initial investmenttia¢ date of acquisition in accordance with ASC-3@5The Company considers cr
ratings, the underlying credit risk and other mardeetors in determining whether the debt secwitiee of high credit quality; howev
securities rated lower than AA or an equivaleningaare not considered of high credit quality anel accounted for in accordance with A
32540. If ratings are inconsistent among NRSROs, tom@any uses the lower rating in determining whethersecurities are of high cre
quality.

The Company assesses its impaired securities lastta quarterly basis and designates such impateras either “temporargt
“other-than-temporary” by applying the guidancesgprébed in ASC Topic 32Q0. When the fair value of an investment secustiess than i
amortized cost as of the reporting balance sheet thee security is considered impaired. If thenpany intends to sell an impaired securit
it is more likely than not that it will be requiréd sell the impaired security before its anticgahtecovery, then it must recognize an other-tha
temporary impairment through earnings equal tcethitire difference between the investmermortized cost and its fair value as of the l
sheet date. If the Company does not expect toasebther-than-temporarily impaired security, ortlg foortion of the other-thaemporar
impairment related to credit losses is recognibedugh earnings with the remainder recognized @sygponent of other comprehensive inci
(loss) on the accompanying condensed consolidakhte sheets. Impairments recognized through ettraprehensive income (loss) do
impact earnings. Following the recognition of ahestthantemporary impairment through earnings, a new casisbis established for 1
security, which may not be adjusted for subsequeobveries in fair value through earnings. Howewgher-thantemporary impairmen
recognized through earnings may be accreted battletamortized cost basis of the security on ag@oisve basis through interest income.
determination as to whether an other-than-tempairapairment exists and, if so, the amount considerther-thartemporarily impaired
subjective, as such determinations are based dnfhotual and subjective information available ls time of assessment. As a result
timing and amount of other-than-temporary impairteeonstitute material estimates that are susdegtisignificant change.




The Companys investment securities available for sale alsdute its investment in a wholly owned account nefdrto as ot
Agency 10 portfolio. These investments primarilglide Agency 10s. The Company has elected thevilire option for these investm
securities, which also measures unrealized gains lasses through earnings in the accompanying cwmatde consolidated statements
operations, as the Company believes this accoutriagment more accurately and consistently refléstresults of operations. The Agenc)
portfolio also includes derivative investments designated as hedging instruments for accountimgoses, with unrealized gains and lo
recognized through earnings in the accompanyingeosed consolidated statements of operations.

Investment Securities Available for Sale Held inuBiization Trusts- The Company investment securities available for sale
in securitization trusts are comprised of midtnily CMBS consisting of first loss tranche PO gdties, a first loss floating rate security
certain 10s issued from four Freddie Mac-sponsaredti-family K-Series securitizations. These securities arerregpat fair value wit
unrealized gains and losses reported in OCI. Redlgains and losses recorded on the sale of ineestsecurities available for sale heli
securitization trusts are based on the specifigtifieation method and included in realized gawsf) on sale of securities and related hedc
the accompanying condensed consolidated statenoériperations. Purchase premiums or discounts mrertezed or accreted to inter
income over the estimated life of the investmentigées using the effective yield method.

Residential Mortgage Loans Held in Securitizationsts— Residential mortgage loans held in securitizatrosts are comprised
certain ARM loans transferred to Consolidated VIiRat have been securitized into sequentially ratledses of beneficial interests. -
Company accounted for these securitization trustfirancings which are consolidated into the Corgpsrfinancial statements. Resider
mortgage loans held in securitization trusts ardexhat their unpaid principal balances, net cimortized premium or discount, unamorti
loan origination costs and allowance for loan lgssaterest income is accrued and recognizedwesue when earned according to the t
of the mortgage loans and when, in the opinion ahagement, it is collectible. The accrual of indéren loans is discontinued when
managemens opinion, the interest is not collectible in thermal course of business, but in no case when palybreromes greater than
days delinquent. Loans return to accrual statuswghnimcipal and interest become current and arieipated to be fully collectible.

We establish an allowance for loan losses basadaragement's judgment and estimate of credit laekesent in our portfolio
residential mortgage loans held in securitizatimsts. Estimation involves the consideration ofiouas creditrelated factors, including but r
limited to, macro-economic conditions, current Hngsnarket conditions, loan-tealue ratios, delinquency status, historical crémis severit
rates, purchased mortgage insurance, the borrogtgrasnt economic condition and other factors dektonevarrant consideration. Additiona
we look at the balance of any delinquent loan amtigare that to the current value of the collatenadj property. We utilize various hol
valuation methodologies including appraisals, brgkécing opinions, internebased property data services to review comparablgepties il
the same area or consult with a realtor in the gntgfs area.

Acquired Distressed Residential Mortgage Loa3istressed residential mortgage loans held in #&ation trusts and distress
residential mortgage loans are comprised of poblxed and adjustable rate residential mortgags$oacquired by the Company at a disc
(that is due, in part, to credit quality of the tmwer). Distressed residential mortgage loans e&icuritization trusts are distressed reside
mortgage loans transferred to Consolidated VIES tieve been securitized into beneficial intere3ise Company accounted for th
securitization trusts as financings which are cbdated into the Company’s financial statements.

The Company considers the purchase price for tl@ied distressed residential mortgage loans, dietu acquired distress
residential mortgage loans held in securitizatinrsts, to be at fair value at the date of acquisitiThese acquired distressed reside
mortgage loans were initially recorded at fair eahith no allowance for loan losses.

Acquired distressed residential mortgage loanstiaae evidence of deteriorated credit quality gju#sition are accounted for uni
ASC Subtopic 310-30, "Loans and Debt Securitiesuitegql with Deteriorated Credit Quality" ("ASC 310°3. Under ASC 31(@B0, the
acquired loans may be aggregated and accounted fmpool of loans if the loans being aggregated bammon risk characteristics. A poc
accounted for as a single asset with a single csitgpterest rate and an aggregate expectati@asif flows. Once a pool is assembled,
treated as if it was one loan for purposes of dpplyhe accounting guidance. The Company appliedl pocounting on distressed residel
mortgage loans acquired in 2013; distressed resad@nortgage loans acquired prior to 2013 are antexd for individually (i.e., not in pools).




Under ASC 31®0, the excess of cash flows expected to be cetleover the carrying amount of the loans, refeteds th
“accretable yield,"is accreted into interest income over the life lné toans in each pool or individually using a ley&ld methodolog)
Accordingly, our acquired distressed residentialtgae loans accounted for under ASC 30D0are not subject to classification as nonac
classification in the same manner as our residemitatgage loans that were not distressed whenimjby us. Rather, interest income
acquired distressed residential mortgage loanseeta the accretable yield recognized at the fe@l or on an individual loan basis, and
to contractual interest payments received at the level. The difference between contractually ieglprincipal and interest payments anc
cash flows expected to be collected, referred tthas‘nonaccretable differenceiyicludes estimates of both the impact of prepayment
expected credit losses over the life of the indialdoan, or the pool (for loans grouped into alpoo

The Company monitors actual cash collections agé@msxpectations, and revised cash flow expetatare prepared as neces:
A decrease in expected cash flows in subsequemddsemay indicate that the loan pool or individizdn, as applicable, is impaired t
requiring the establishment of an allowance fonlt@sses by a charge to the provision for loandssén increase in expected cash flown
subsequent periods initially reduces any previogsiablished allowance for loan losses by the aszrean the present value of cash fl
expected to be collected, and results in a recationl of the amount of accretable yield for thenlpaol. The adjustment of accretable yield
to an increase in expected cash flows is accouoteprospectively as a change in estimate. Thetiatdil cash flows expected to be collet
are reclassified from the nonaccretable differeiocthe accretable yield, and the amount of periadicretion is adjusted accordingly over
remaining life of the loans in the pool or indivaldoan, as applicable.

An acquired distressed residential mortgage loag bearesolved either through receipt of paymentfiih or in part) from th
borrower, the sale of the loan to a third partyfaveclosure of the collateral. For acquired distesl residential mortgage loans held in poo
the event of a sale of the loan, a gain or lossala is recognized and reported based on the diifer between the sales proceeds an
carrying amount of the distressed residential nagggloan. In the case of a foreclosure, an indalithan is removed from the pool at the
value of the underlying collateral less costs b §@r loans satisfied by payment in full, the hoa removed from the pool. The Company |
the specific allocation method for the removal @diis as the estimated cash flows and related ngramount for each individual loan
known. In these cases, the remaining accretabld \gainaffected and any material change in remgigiffective yield caused by the remc
of the loan from the pool is addressed by thessessment of the estimate of cash flows for tha pspectively. Acquired distres:
residential mortgage loans subject to modificatoe not removed from the pool even if those loapsld otherwise be considered troutk
debt restructurings because the pool, and nontfigidual loan, represents the unit of account.

For individual loans not accounted for in poolstthee sold or satisfied by payment in full, a gamloss on sale is recogni:
and reported based on the difference between ths peoceeds and the carrying amount of the dsgbsesidential mortgage loan. In the |
of a foreclosure, the loss is recognized if theyiag value exceeds the fair value of the colldté@ess costs to sell). A gain is not recognize
the fair value of collateral (less costs to selexds the carrying value.

Multi-Family Loans Held in Securitization TrustsMulti-family loans held in securitization trusase comprised of mulfamily
mortgage loans held in five Freddie Mac-sponsoredtisfamily K-Series securitizations (the “Consdigd K-Series”as of September :
2013 and four Freddie Mac-sponsored multi-familyS&ries securitizations as of December 31, 201Ze®an a number of factors,
determined that we were the primary beneficiaryeath VIE within the Consolidated 8eries, met the criteria for consolidation
accordingly, have consolidated these Freddie Matosgred multi-family KSeries securitizations, including their assetdjilliges, interes
income and expense in our accompanying condensebligated financial statements. The Company hected the fair value option on e
of the assets and liabilities held within the Cditsted K-Series, which requires that changes in valuatiarthé assets and liabilities of
Consolidated KSeries be reflected in the Company's accompanyingensed consolidated statement of operationsiea€ampany believ
this accounting treatment more accurately and sty reflects its results of operations.

Interest income is accrued and recognized as reveren earned according to the terms of the moetd@ans and when, in t
opinion of management, it is collectible. The aetrof interest on loans is discontinued when, imagemens opinion, the interest is r
collectible in the normal course of business, louhd case when payment becomes greater than 90deéigguent. Loans return to acct
status when principal and interest become curnethiaae anticipated to be fully collectible.
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Cash and Cash EquivalentsCash and cash equivalents include amounts due limks and overnight deposits. The Com
maintains its cash and cash equivalents in higitisdr financial institutions, and at times thesaube¢s exceed insurable amounts.

Receivables and Other AssetfReceivables and other assets as of September 38,a8@ December 31, 2012 include restri
cash held by third parties of $41.4 million and $4®illion, respectively. Included in restrictedst is $22.3 million and $25.8 million helc
our Agency |O portfolio to be used for trading pesps and $11.9 million and $19.8 million held bymterparties as collateral for hedc
instruments as of September 30, 2013 and Decenlbh@032, respectively. Interest receivable on rfaltiily loans held in securitization tru
is also included in the amounts of $24.4 million &18.3 million as of September 30, 2013 and Deegr8b, 2012, respectively.

Financing Arrangements, Portfolio InvestmertsThe Company finances the majority of its agencyusdes purchases usi
repurchase agreements. Under a repurchase agteemesset is sold to a counterparty to be repgegh at a future date at a predetern
price, which represents the original sales priags phterest. The Company accounts for these repaec agreements as financings u
Accounting Standards Codification (“ASC") 86Dransfers and Servicing Under ASC 860, for these transactions to beedteas financing
they must be separate transactions and not linkethe Company finances the purchase of its Agesagurities with repurchase agreem
with the same counterparty from which the secwit@e purchased and both transactions are entatedcontemporaneously or
contemplation of each other, the transactions exsymed under GAAP to be part of the same arrangemea "Linked Transaction," unle
certain criteria are met. None of the Compangpurchase agreements are accounted for as lird@shctions because they met the appli
criteria in accordance with ASC 860-10-40 .

Residential Collateralized Debt Obligations (“Residial CDOs”) — We use Residential CDOs to permanently finance
residential mortgage loans held in securitizatiusts. For financial reporting purposes, the ARMn® held as collateral are recorded as ¢
of the Company and the Residential CDOs are redoadethe Compang’debt. The Company has completed four residemitatgage loa
securitizations since inception; the first threeravaccounted for as a permanent financing whilefdlieth was accounted for as a sale
accordingly, is not included in the Company’s acpanying condensed consolidated financial statements

Multi-Family Collateralized Debt Obligations (“Mul~amily CDOs") — We consolidated the ConsolidatedSiries including the
debt, referred to as Multi-Family CDOs, in our aoganying condensed consolidated financial statesnefihe Multi-Family CDOs
permanently finance the multi-family mortgage lodnedd in the Consolidated Reries securitizations. For financial reportingpmses, th
loans held as collateral are recorded as assétie @fompany and the Multi-Family CDOs are recoragthe Companyg’debt. We refer to bc
the Residential CDOs and Multi-Family CDOs as Ch®this report.

Securitized Debt-Securitized Debt represents thpdrty liabilities of Consolidated VIEs and excludésbilities of the VIE:
acquired by the Company that are eliminated ondaatation. The Company has entered into severahfiing transactions that resulted in
Company consolidating as VIEs the special purposiéies (the “SPEs"}hat were created to facilitate the transactiordstarwhich underlyin
assets in connection with the financing were tramefl. The Company engaged in these transactiamsuily to obtained permanent or lon
term financing on a portion of its multi-family CMBand distressed residential mortgage loans.

Costs related to issuance of securitized debt winiclude underwriting, rating agency, legal, acammand other fees are reflec
as deferred charges. Such costs are includedeo@dimpanys accompanying condensed consolidated balancessiheetceivables and ott
assets in the amount of $3.7 million and $2.6 oiillas of September 30, 2013 and December 31, 284 ctively. These deferred charge:
amortized as an adjustment to interest expensg tisneffective interest method.

Derivative Financial Instruments- The Company has developed risk management progeamds processes, which inclt
investments in derivative financial instrumentsigeed to manage interest rate and prepayment sis&ciated with its securities investrr
activities.

Derivative instruments contain an element of riskthe event that the counterparties may be unabimdet the terms of su

agreements. The Company minimizes its risk exposwui@niting the counterparties with which it erdénto contracts to banks and investn
banks that meet established credit and capitakdjnizs.
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The Company invests in To-Be-Announced securitidBAs”) through its Agency IO portfolio. TBAs areofwardsettling
purchases and sales of Agency RMBS where the wymdgrpools of mortgage loans are “To-Be-Announcedursuant to these TE
transactions, we agree to purchase or sell, fardusettlement, Agency RMBS with certain principad interest terms and certain type
underlying collateral, but the particular Agency BRBIto be delivered is not identified until shortlgfore the TBA settlement date. For T
contracts that we have entered into, we have rsgirtesl that physical settlement is probable; tioeeefwe have not designated these fon
commitments as hedging instruments. Realized angalined gains and losses associated with thesesTBé recognized through earning
other income (expense) in the accompanying condecmesolidated statements of operations.

For derivative instruments that are designated qulify as a cash flow hedge, the effective portadrthe gain or loss on t
derivative instrument is reported as a componer@©f and reclassified into earnings in the saméogeor periods during which the hed;
transaction affects earnings. The remaining gailogs on the derivative instruments in excess efcilimulative change in the present valt
future cash flows of the hedged item, if any, isognized in current earnings during the periodhafnge.

For instruments that are not designated or quakfa cash flow hedge, such as our use of U.S. dmeascurities or financial futur
and options on financial futures contracts, anyized and unrealized gains and losses associatbdlivase instruments are recognized thr
earnings as other income (expense) in the accormmaogndensed consolidated statement of operations.

Termination of Hedging Relationships The Company employs risk management monitoring qafores to ensure that
designated hedging relationships are demonstraimfjare expected to continue to demonstrate,raléigl of effectiveness. Hedge accoun
is discontinued on a prospective basis if it isedmined that the hedging relationship is no lorigighly effective or expected to be hig
effective in offsetting changes in fair value oé thedged item.

Additionally, the Company may elect to un-designatdedge relationship during an interim period asdesignate upon tl
rebalancing of a hedge profile and the correspantiedge relationship. When hedge accounting isodiswied, the Company continue
carry the derivative instruments at fair value wattanges recorded in current earnings.

Revenue Recognitioalnterest income on our investment securities andwnmortgage loans is accrued based on the odtag
principal balance and their contractual terms. Ruema and discounts associated with investment g@ssuand mortgage loans at the tim
purchase or origination are amortized into inteissbme over the life of such securities using ¢fiective yield method. Adjustments
amortization are made for actual prepayment agtivit

Interest income on our credit sensitive securisesh as our CLOs and certain of our CMBS that werehased at a discount to
value, is recognized based on the security’s effednterest rate. The effective interest rate loesé securities is based on managersen
estimate from each security of the projected céshisf which are estimated based on the Compaagsumptions related to fluctuation
interest rates, prepayment speeds and the timidgaamount of credit losses. On at least a quartealsis, the Company reviews anc
appropriate, makes adjustments to its cash floyeptions based on input and analysis received &atarnal sources, internal models, an
judgment about interest rates, prepayment ratestiting and amount of credit losses, and othetofacChanges in cash flows from th
originally projected, or from those estimated & kst evaluation, may result in a prospective ghan the yield/interest income recognizet
these securities.

Based on the projected cash flows from the Comzafisst loss principal only multiamily CMBS purchased at a discount to
value, a portion of the purchase discount is dedagh as nomccretable purchase discount or credit reservegtwhartially mitigates tt
Company’s risk of loss on the mortgages collateiradi such multfamily CMBS, and is not expected to be accreted interest income. Tl
amount designated as a credit reserve may be adjaser time, based on the actual performanceeo$élaurity, its underlying collateral, act
and projected cash flow from such collateral, eooicoconditions and other factors. If the performad a security with a credit reserw
more favorable than forecasted, a portion of thewarhdesignated as credit reserve may be accrtiedhierest income over time. Convers
if the performance of a security with a credit resds less favorable than forecasted, the amoesigdated as credit reserve may be incre
or impairment charges and write-downs of such sgesito a new cost basis could result.
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With respect to interest rate swaps that have aehliesignated as hedges, any net payments undieiGtoations in the fair valt
of, such swaps will be recognized in current earsin

See “Distressed Residential Mortgage Loans Held in S#iaation Trust and Distressed Residential Mortgdgpans” for a
description of our revenue recognition policy fogaired distressed residential mortgage loans.

Other Comprehensive Income (Losspther comprehensive income (loss) is comprised gmilynof income (loss) from changes
value of the Company’ available for sale securities, and the impactieferred gains or losses on changes in the fairevaf derivativ
contracts hedging future cash flows.

Employee Benefits PlarsThe Company sponsors a defined contribution filae “Plan”)for all eligible domestic employees. 1
Plan qualifies as a deferred salary arrangemergru@dction 401(k) of the Internal Revenue Code986] as amended (thénternal Revent
Code”). The Company made no contributions to tlzen For the nine months ended September 30, 2012@2l

Stock Based CompensatierCompensation expense for equity based awards ank ssued for services are recognized ove
vesting period of such awards and services basex ting fair value of the stock at the grant date.

Income Taxes The Company operates in such a manner as to quaify REIT under the requirements of the InterreleRu
Code. Requirements for qualification as a REIT udel various restrictions on ownership of the Comjmstock, requirements concerr
distribution of taxable income and certain resipits on the nature of assets and sources of incAnREIT must distribute at least 90% of
taxable income to its stockholders, of which 854smny undistributed amounts from the prior yeastnie distributed within the taxable y
in order to avoid the imposition of an excise tBistribution of the remaining balance may extendilumely filing of the Companys tay
return in the subsequent taxable year. Qualifyisgidutions of taxable income are deductible BRET in computing taxable income.

Certain activities of the Company are conductedubh TRSs and therefore are subject to federalaridus state and local inco
taxes. Accordingly, deferred tax assets and litdiliare recognized for the future tax consequeantieibutable to differences between
financial statement carrying amounts of existingeds and liabilities and their respective tax baBeferred tax assets and liabilities
measured using enacted tax rates expected to &ppaxable income in the years in which those temyodifferences are expected tc
recovered or settled. The effect on deferred tartasand liabilities of a change in tax rates ®geized in income in the period that inclu
the enactment date.

ASC 740,Income Taxes provides guidance for how uncertain tax positish®uld be recognized, measured, presentec
disclosed in the financial statements. ASC 740 ireguhe evaluation of tax positions taken or exg@do be taken in the course of prepe
the Company’s tax returns to determine whethetdRepositions are “more-likely-than-notif being sustained by the applicable tax authc
In situations involving uncertain tax positionsateld to income tax matters, we do not recognizefitsrunless it is more likely than not t
they will be sustained. ASC 740 was applied tampkn taxable years as of the effective date. Managés determinations regarding ASC -
may be subject to review and adjustment at a tder based on factors including, but not limitedato ongoing analysis of tax laws, regulat
and interpretations thereof. The Company will retag interest and penalties, if any, related tcentain tax positions as income tax expense.

Earnings Per Share- Basic earnings per share excludes dilution andbmpaited by dividing net income available to com
stockholders by the weightedrerage number of shares of common stock outstgrfdinthe period. Diluted earnings per share résflahe
potential dilution that could occur if securities @ather contracts to issue common stock were es@tcor converted into common stocl
resulted in the issuance of common stock that siraned in the earnings of the Company.

Segment Reporting ASC 280,Segment Reportingis the authoritative guidance for the way puklntities report information abc

operating segments in their annual financial statgs We are a REIT focused on the business ofiagjuinvesting in, financing at
managing primarily mortgage-related assets ancentlyroperate in only one reportable segment.
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Summary of Recent Accounting Pronouncements
Balance Sheet (ASC 21

In January 2013, the Financial Accounting Standddard (“FASB”) issued Accounting Standards Updé#&SU”) 2013-01,
Clarifying the Scope of Disclosures about Offsgtthkssets and Liabilities (ASC 210), Balance Shééte update addresses implement:
issues about ASU 2011-11 and applies to derivatieesunted for in accordance with ASC 8Dgrivatives and Hedgingincluding bifurcate
embedded derivatives, repurchase agreements aatseerepurchase agreements, and securities bog@mith securities lending transacti
that are either offset in accordance with ASC 2488C 815 or subject to an enforceable masterngetirrangement or similar agreement.
guidance was effective January 1, 2013 and wasemppdtrospectively. The adoption of ASU 200B-had an effect on our disclosures bu
not have an effect on our accompanying condensesbtidated financial condition or results of openas.

Comprehensive Income (ASC 220)

In February 2013, the FASB issued ASU No. 2013Rporting of Amounts Reclassified Out of Accumdl@ther Comprehensi
Income. ASU No. 201332 requires registrants to provide information aliba amounts reclassified out of Accumulated O®@mprehensiv
Income (“AOCI") by component. In addition, an entity is requireghtesent significant amounts reclassified out @G\ by the respective lii
items of net income. ASU No. 20D2 is effective for fiscal years, and interim pesowithin those years, beginning after Decembe
2012. The impact of these amendments are reflérgihning with the Company’s Quarterly Report amnrfr 10Q for the period ended Matr
31, 2013. As the new standard does not changeutrent requirements for reporting net income dreotcomprehensive income in
accompanying condensed consolidated financial rettés, our condensed consolidated financial posiiod results of operations were
impacted.

Derivatives and Hedging (ASC 815)

In July 2013, the FASB issued ASU 2018; Inclusion of the Fed Funds Effective Swap RateOvernight Index Swap Rate) ¢
Benchmark Interest Rate for Hedge Accounting Pwepds consensus of the FASB Emerging Issues TasteF(¢'ASU 2013-10").The
amendments of this ASU apply to all entities tHateto apply hedge accounting of the benchmaws@st rate under Derivatives and Hed
(FASB Accounting Standards Codification Topic 816%U 201310 permits the Federal Funds Effective Rate (adéerred to as the Overnig
Index Swap Rate, or OIS) to be used as a U.S. besathinterest rate for hedge accounting purposesldition to the interest rates on di
Treasury obligations of the U.S. government anddasninterbank Offered Rate (“LIBOR”). ASU 201® was effective prospectively
qualifying new or redesignated hedging relationsheptered into on or after July 17, 2013. The Camijsaadoption of ASU 21030 did no
have a material impact on the Company's consotidftancial statements.
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3. Investment Securities Available For Sale

Investment securities available for sale consisheffollowing as of September 30, 2013 and Decer@be2012 (dollar amounts in
thousands):

September 30, 2013:

Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Agency RMBS:
Agency ARMs
Freddie Mac $ 68,17¢ $ 62 $ 81y $ 66,42¢
Fannie Mae 133,47 62 (2,939 130,60(
Ginnie Mae 18,18 — (212) 17,97¢
Total Agency ARMs 219,84. 124 (4,962 215,00«
Agency Fixed Rate
Freddie Mac 68,49’ — (1,819 66,67¢
Fannie Mae 510,98( — (17,07%) 493,90!
Total Agency Fixed Rate 579,47 — (18,899 560,58:
Agency |0s)
Freddie Mac 39,94 90 (4,999¢) 35,03¢
Fannie Mae 61,31" 92t (5,390 56,85:
Ginnie Mae 35,10¢ 695 (2,010 33,78¢
Total Agency IOs 136,36¢ 1,70¢ (12,399 125,67:
Total Agency RMBS 935,68: 1,832 (36,259 901,26:
Non-Agency RMBS 2,54 11€ (239 2,42¢
CLOs 17,01« 15,44( — 32,45«
Total $ 955,23¢ $ 17,38¢ $ (36,487 $ 936,141
December 31, 2012:
Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
Agency RMBS:
Agency ARMs
Freddie Mac $ 80,10¢ $ 341 % 83 $ 80,36¢
Fannie Mae 169,02( 65¢ (118 169,56:
Ginnie Mae 24,12 — (129 23,99¢
Total Agency ARMs 273,25! 1,00( (330 273,92.
Agency Fixed Rate
Freddie Mac 49,89¢ 24 (162 49,76
Fannie Mae 578,30( 1,16¢ (1,287) 578,18:
Total Agency Fixed Rate 628,19¢ 1,19( (1,445 627,94
Agency |0s)
Freddie Mac 38,02t 92 (3,217 34,90(
Fannie Mae 40,85¢ 65€ (5,266 36,24¢
Ginnie Mae 30,53( 73¢ (3,049 28,22¢
Total Agency 10s 109,41: 1,48¢ (11,527 99,37
Total Agency RMBS 1,010,86! 3,67¢ (13,309 1,001,23
Non-Agency RMBS 3,291 — (604 2,681
CLOs 13,49¢ 17,29( — 30,78¢

Total $ 102765 $ 20,96¢ $ (13,900 $ 1,034,71




(M ncluded in investment securities available foesaie Agency I0s. Agency IOs are measured at &irathrough earnings.
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Investment securities available for sale held tusi&zation trusts consist of the following asS#ptember 30, 2013 and December 31

2012 (dollar amounts in thousands):

September 30, 2013:

Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
CMBS $ 72,75 $ 14,03( $ (70) $ 86,71«
Total $ 72,75 $ 14,03 $ (70) $ 86,71«
December 31, 2012:
Amortized Unrealized Unrealized Carrying
Cost Gains Losses Value
CMBS $ 68,42t $ 3,006 $ (279 $ 71,15¢
Total $ 68,42t $ 3,00¢ $ (2739 $ 71,15¢

During the three and nine months ended Septemhe2@®(B, the Company received total proceeds ofriDapproximately $1
million, respectively, realizing $0 and approximgt&0.1 million, respectively, of net gains (lospé®m the sale of investment securi
available for sale. During the three and nine men#mded September 30, 2012, the Company receivatl gooceeds of $49.4 a
approximately $50.6 million, respectively, realiginpproximately $1.6 million and approximately $nflion, respectively, of net gains frc

the sale of investment securities available foe.sal

Actual maturities of our available for sale sedastare generally shorter than stated contractalinties (which range up to
years), as they are affected by the contractuaklief the underlying mortgages, periodic payments grepayments of principal. As
September 30, 2013 and December 31, 2012, bassdoagement’s estimates, the weighted averageflifeedCompanys available for sa

securities portfolio was approximately 4.28 and34yBars, respectively.

The following tables set forth the stated resetouksr of our investment securities available foesas of September 30, 2013

December 31, 2012 (dollar amounts in thousands):

More than
6 Months
Less than To 24 More than
September 30, 2013 6 Months Months 24 Months Total
Carrying Carrying Carrying Carrying
Value Value Value Value
Agency RMBS $ 100,36 $ 8,152 $ 792,74 $ 901,26:
Non-Agency RMBS 2,42¢ — — 2,42¢
CLOs 32,45¢ — — 32,45
Total $ 135,24« $ 8,15 $ 792,74 $ 936,141
More than
6 Months
Less than To 24 More than
December 31, 2012 6 Months Months 24 Months Total
Carrying Carrying Carrying Carrying
Value Value Value Value
Agency RMBS $ 91,63: $ 15,55¢ $ 894,04° $ 1,001,23
Non-Agency RMBS 2,687 — — 2,68
CLOs 30,78¢ — — 30,78¢
Total $ 125,10! $ 15,55¢ $ 894,04 $ 1,034,71
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The following tables set forth the stated resetquoisrof our investment securities available foedatld in securitization trusts as
September 30, 2013 and December 31, 2012 (dollauats in thousands):

More than
6 Months
Less than To 24 More than
September 30, 2013 6 Months Months 24 Months Total
Carrying Carrying Carrying Carrying
Value Value Value Value
CMBS $ 26,59 $ — $ 60,12( $ 86,71
Total $ 26,59 $ —  $ 60,12( $ 86,71
More than
6 Months
Less than To 24 More than
December 31, 2012 6 Months Months 24 Months Total
Carrying Carrying Carrying Carrying
Value Value Value Value
CMBS $ 22,21t $ — $ 48,94« $ 71,15¢
Total $ 22,21 % — $ 4894: $ 71,15¢

The following tables present the Company's inveatnsecurities available for sale in an unrealizesk Iposition reported throu
OCI, aggregated by investment category and lenfitimz that individual securities have been in atéwous unrealized loss position a
September 30, 2013 and December 31, 2012 (dollauats in thousands):

September 30, 2013 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 $ 706,34( $ (22,57) $ 52,977 $ (1,279 $ 759,31 $ (23,85¢)
Non-Agency RMBS — — 1,09¢ (239 1,09¢ (239)
Total $ 706,34( $ (22,577 $ 54,07¢ $ (1,512 $ 760,41t $ (24,089
December 31, 2012 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 $ 513,73 $ 1,749 $ 6,15¢ $ (26) $ 519,88¢ $ (4,775
Non-Agency RMBS — — 2,687 (609 2,687 (604)
Total $ 513,73 $ (1,749 $ 8,84t $ (630 $ 52257t $ (2,379

The following tables present the Company's investrsecurities available for sale held in securitmatrusts in an unrealized Ic
position reported through OCI, aggregated by inmestt category and length of time that individuatwséies have been in a continu
unrealized loss position as of September 30, 20@i3ecember 31, 2012 (dollar amounts in thousands):

September 30, 2013 Less than 12 Months Greater than 12 months Total
Gross Gross Gross
Carrying Unrealized Carrying Unrealized Carrying Unrealized
Value Losses Value Losses Value Losses
CMBS $ 4558 $ (700 $ — $ — $ 4558 3 (70)
Total $ 4558 3 70) $ —  $ —  $ 4558 3 (70)
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December 31, 2012 Less than 12 Months Greater than 12 months Total

Gross Gross Gross
Carrying Unrealized Carrying Unrealized Carrying Unrealized
Value Losses Value Losses Value Losses
CMBS $ 16,357 $ 279 $ — $ — $ 16,357 $ (279)
Total $ 16,357 $ (279 % — $ — $ 16,357 $ (279

For the three and nine months ended September0d@3, 2he Company recognized $0.2 million other-tteamporary impairme|
through earnings For the nine months ended September 30, 2012, ehep@ny did not have unrealized losses in investraeatirities th:
were deemed other-than-temporary.

4. Residential Mortgage Loans Held iSecuritization Trusts (Net) and Real Estate Owned

Residential mortgage loans held in securitizatimsts (net) consist of the following as of Septem®@ 2013 and December
2012, respectively (dollar amounts in thousands):

September 30, December 31,
2013 2012
Mortgage loans principal amount $ 172,37¢  $ 189,00¢
Deferred origination costs — net 1,09 1,19¢
Reserve for loan losses (3,169 (2,97¢)
Total $ 170,30¢ $ 187,22

Allowance for Loan LossesThe following table presents the activity in then@many's allowance for loan losses on reside
mortgage loans held in securitization trusts foe thine months ended September 30, 2013 and 20%eatively (dollar amounts
thousands):

Nine Months Ended September 30,

2013 2012
Balance at beginning of period $ 297¢ $ 3,331
Provisions for loan losses 56€ 56€
Transfer to real estate owned (26€) (89¢)
Charge-offs (209 (127)
Balance at the end of period $ 3,16¢ $ 2,87¢

On an ongoing basis, the Company evaluates thaiadgaef its allowance for loan losses. The Compsuajlowance for loan loss
as of September 30, 2013 was $3.2 million, repteseri84 basis points of the outstanding principalance of residential loans helc
securitization trusts as of September 30, 2018oawared to 158 basis points as of December 3. 284 part of the Compang’allowanc
for loan loss adequacy analysis, management wsbssan overall level of allowances while also sssg credit losses inherent in each noi
performing residential mortgage loan held in sd@ation trusts. These estimates involve the carsiibn of various credit related fact:
including but not limited to, current housing markenditions, current loan to value ratios, delieey status, the borrowsrturrent econom
and credit status and other relevant factors.

Real Estate Owned Fhe following table presents the activity in thengany’s real estate owned held in residential securitin
trusts for the nine months ended September 30, 86d2012, respectively (dollar amounts in thousgnd

Nine Months Ended September 30,

2013 2012
Balance at beginning of period $ 73z $ 454
Write downs (209) (20)
Transfer from mortgage loans held in securitizatrosts 621 1,56¢
Disposal (379 (1,087
Balance at the end of period $ 7c $ 922
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Real estate owned held in residential securitipatiosts are included in receivables and othertassethe accompanying conder
consolidated balance sheets and write downs aledied in provision for loan losses in the accomjiraggondensed consolidated statemer
operations for reporting purposes.

All of the Companys mortgage loans and real estate owned held idemisal securitization trusts are pledged as cidtfor the
Residential CDOs issued by the Company.

Delinquency Status of Our Residential Mortgage Loas Held in Securitization Trusts

As of September 30, 2013, we had 35 delinquentslogith an aggregate principal amount outstandingmgroximately $19
million categorized as Residential Mortgage LoamddHn Securitization Trusts (net). Of the $19.2liom in delinquent loans, $11.7 million,
61%, are under some form of temporary modified paynplan. The table below shows delinquencies mpautfolio of residential mortga
loans held in securitization trusts, including reatate owned (“REO"}hrough foreclosure, as of September 30, 2013 dd@mounts i
thousands):

September 30, 2013

Number of Total

Delinquent Unpaid % of Loan
Days Late Loans Principal Portfolio
30-60 2 $ 47¢ 0.27%
61 - 90 2 $ 537 0.31%
90 + 31 $ 18,15¢ 10.44%
Real estate owned through foreclosure 3 $ 1,63: 0.94%

As of December 31, 2012, we had 35 delinquent logitls an aggregate principal amount outstandingmbroximately $19.
million categorized as Residential Mortgage Loae$dHn Securitization Trusts (net). Of the $19.5lion in delinquent loans, $15.2 million,
78%, were under some form of modified payment pldre table below shows delinquencies in our padfof residential mortgage loans h
in securitization trusts, including REO throughefdiosure, as of December 31, 2012 (dollar amourtisausands):

December 31, 2012

Number of Total

Delinquent Unpaid % of Loan
Days Late Loans Principal Portfolio
30-60 3 $ 751 0.3%%
61 - 90 — $ — —%
90 + 32 $ 18,76: 9.85%
Real estate owned through foreclosure 4 $ 1,421 0.7%%

The geographic concentrations of credit risk exoep®% of the total loan balances in our residéntiartgage loans held
securitization trusts and real estate owned helcesidential securitization trusts as of Septen8ir2013 and December 31, 2012 ar
follows:

September 3C  December 31

2013 2012
New York 36.4% 37.&%
Massachusetts 24.7% 25.2%
New Jerse! 10.2% 9.5%
Florida 5.€% 5.1%
Connecticut 5.4% 5.C%
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5. Distressed Residential Mortgage Loans

As of September 30, 2013 and December 31, 2012¢dhging value of the Compars/distressed residential mortgage lo
including distressed residential mortgage loangl hel securitization trusts amounts to approximat®Bb8.3 million and $60.5 millio
respectively. Distressed residential mortgage lomitis a carrying value amounting to approximateB;/4smillion are included in receivab
and other assets in the accompanying condensedlictaied balance sheets at September 30, 2013.

The Company considers its purchase price for thtredised residential mortgage loans, includingedised residential mortge
loans held in securitization trusts, to be at faitue at the date of acquisition. The Company adiablishes an allowance for loan lo:
subsequent to acquisition.

The following table presents information regardihg estimates of the contractually required paysjehe cash flows expectec
be collected, and the estimated fair value of tbreksed residential mortgage loans acquired guhi@ nine months ended September 30,
(dollar amounts in thousands):

September 30,

2013
Contractually required principal and interest $ 341,48¢
Non-accretable yield (35,507)
Expected cash flows to be collected 305,98
Accretable yield (99,600
Fair value at the date of acquisition $ 206,38

The following table details activity in accretablield for the distressed residential mortgage lpamduding distressed residen
mortgage loans held in securitization trusts, figr nine months ended September 30, 2013 (dollauatmin thousands):

September 30,

2013
Balance at beginning of peric $ 92,12:
Acquisitions 99,60(
Additions —
Disposals (2,859
Accretion (7,410
Impairment (128
Balance at end of peric!) $ 181,32

(1) Accretable yield is the excess of the distresssitlential mortgage loans’ cash flows expectedetodilected over the purchase price.
The cash flows expected to be collected represhat€ompany’s estimate, at acquisition, of the amhand timing of undiscounted
principal and interest cash flow

There were no distressed residential mortgage |deahd in securitization trust or distressed redidérmortgage loans as
September 30, 2012.
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The geographic concentrations of credit risk extwp&% of the unpaid principal balance in our dissed residential mortge
loans, including distressed residential mortgagensoheld in securitization trusts as of Septembr 2013 and December 31, 2C
respectively, are as follows:

September 30, December 31,

2013 2012
California 14.7% 24.1%
New York 7.8% 3.%%
Florida 7.6% 6.5%
Texas 6.7% 7.C%
Maryland 3.2% 5.5%

The Companys distressed residential mortgage loans held inrgzation trusts are pledged as collateral fortaia of the
Securitized Debt issued by the Company (see Note 7)

6. Multi-Family Loans Held in Secditization Trusts

The Company has elected the fair value option eraisets and liabilities held within the Consokda-Series, which requires tt
changes in valuations in the assets and liabilitiethe Consolidated series be reflected in the Company's statementpefations. Ot
investment in the Consolidated K-Series is limitedhe multifamily CMBS comprised of first loss tranche PO séi@s and/or certain IC
issued by certain KSeries securitizations with an aggregate net aagryalue of $196.3 million and $123.3 million atp8smber 30, 2013 a
December 31, 2012, respectivelyee Note 7.

The condensed consolidated balance sheets of tmsolated KSeries at September 30, 2013 and December 31,
respectively, are as follows (dollar amounts inugends):

September 30, December 31,

Balance Sheets 2013 2012

Assets

Multi-family loans held in securitization trusts $ 6,668,60 $ 5,442,901

Receivables 24,39¢ 18,34:
Total Assets $ 6,693,00. $ 5,461,24:

Liabilities and Equity

Multi-family CDOs $ 6,472,270 $ 5,319,57.
Accrued expenses 23,94 18,02:
Total Liabilities 6,496,22 5,337,59!
Equity 196,78« 123,65.
Total Liabilities and Equity $ 6,693,000 $ 5,461,24

The multifamily loans held in securitization trusts had udpgarincipal balance of approximately $6.4 billiamd $4.9 billion ¢
September 30, 2013 and December 31, 2012, reselyctivhe multifamily CDOs had unpaid principal balance of appmadely $6.4 billiol
and $4.9 billion at September 30, 2013 and Dece®bg?012, respectively.

The condensed consolidated statements of operatiotihee Consolidated ISeries for the three and nine months ended Sept
30, 2013 and 2012, respectively, is as followsléd@mounts in thousands):

Three Months Nine Months
Ended Ended
September 30, September 30,
Statements of Operations 2013 2013
Interest income $ 61,17¢ $ 160,98:
Interest expense 56,19¢ 148,10°
Net interest income 4,98( 12,87
Unrealized gain on multi-family loans and debt hieldecuritization trusts 6,33¢ 22,37(
Net Income $ 11,31¢  $ 35,24
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Three Months Nine Months

Ended Ended
September 30, September 30,

Statements of Operations 2012 2012
Interest income $ 36,07t $ 67,07¢
Interest expense 33,37¢ 62,48¢
Net interest income 2,701 4,59(
Unrealized gain on multi-family loans and debt hieldecuritization trusts 762 4,99(
Net Income $ 3,46 $ 9,58(

The geographic concentrations of credit risk exoep8% of the total loan balances related to ourBSMnvestments included
investment securities available for sale and Maltiily loans held in securitization trusts as op@enber 30, 2013 and December 31, 2
respectively, are as follows:

September 30, December 31,

2013 2012
Texas 13.7% 14.(%
California 12.7% 13.6%
Florida 6.9% 7.4%
New York 6.6% 6.8%
Georgia 5.4% 5.4%
Washington 5.C% 5.C%

7. Use of Special Purpose EntitiesdaVariable Interest Entities

A Special Purpose Entity (“SPEI§ an entity designed to fulfill a specific limitegted of the company that organized it. SPE
often used to facilitate transactions that invobexuritizing financial assets or securitizing previously securitized financial asseflhe
objective of such transactions may include obtgnimonfecourse financing, obtaining liquidity or refinémg the underlying securitiz
financial assets on improved terms. Securitizatiolves transferring assets to an SPE to coralerr a portion of those assets into ¢
before they would have been realized in the nowoatse of business through the S®E5suance of debt or equity instruments. Investoatr
SPE usually have recourse only to the assets irSBte and depending on the overall structure oftrdresaction, may benefit from varic
forms of credit enhancement, such as wallateralization in the form of excess asseth@&$PE, priority with respect to receipt of casiwe
relative to holders of other debt or equity instants issued by the SPE, or a line of credit orrofiien of liquidity agreement that is desig!
with the objective of ensuring that investors reegorincipal and/or interest cash flow on the i@t in accordance with the terms of t
investment agreement.

The Company has evaluated its CMBS investmentdria Rreddie Mac-sponsored Beries securitizations to determine whe
they are VIEs. In addition, the Company also eat#d its financings transactions, such as its Resiml CDOs completed in 2005, its multi-
family CMBS resecuritization transaction completed in May 2012, collateralized recourse financing transactiomgieted in Novemb:
2012 and its distressed residential mortgage l@murgization transactions completed in Decembet22Quly 2013 and September 2
(collectively, the “Financing VIES”) and conclud#tht the entities created to facilitate each oftthasactions are VIEs.

The Company then completed an analysis of whetherRinancing VIEs should be consolidated by the @amy, based ¢
consideration of its involvement in each of thedficing VIEs, including the design and purpose ef #PE, and whether its involvem
reflected a controlling financial interest that ukksd in the Company being deemed the primary heiaef of the Financing VIEs.
determining whether the Company would be consid#éregrimary beneficiary, the following factors werssessed:

° whether the Company has both the power to dihecactivities that most significantly impact tteoeomic performance of the
VIE; and

° whether the Company has a right to receive benefiabsorb losses of the entity that could bem@lly significant to the VIE.
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The Company has determined that it has a varialbéedst in the Consolidated Beries for which it is the primary beneficiary
has a controlling financial interest and, accortlindias consolidated their assets, liabilities,oine and expenses in the accompar
condensed consolidated financial statemeste(Notes 2 and)6

Also, based on its evaluation of the factors disedsabove, including its involvement in the purpard design of the entity, 1
Company determined that the Financing VIEs metctiiteria for consolidation and, accordingly, condated the Financing VIEs createc

facilitate these transactions.

The following table presents a summary of the asaetl liabilities of these VIEdntercompany balances have been eliminate
purposes of this presentation.

Assets and Liabilities of Consolidated VIEs as ep@mber 30, 2013 (dollar amounts in thousands):

Non-
financing
Financing VIEs VIEs
Distressed
Multi-family Residential Residential
CMBS re- Collateralized Mortgage Mortgage Multi-
securitization Recourse Loan Loan family
(1) Financing ® Securitizations Securitization CMBS Total
Investment securities available for
sale, at fair value held in
securitization trusts $ 27,43: $ 59,28. $ - $ - $ - $ 86,71«
Residential mortgage loans held in
securitization trusts (net) - - - 170,30¢ - 170,30¢
Distressed residential mortgage loa
held in securitization trusts (net) = = 254,89} = = 254,89!
Multi-family loans held in
securitization trusts, at fair value 1,244,19! 2,440,28. - - 2,984,13I 6,668,60:
Receivables and other assets 5,12¢ 11,29:¢ 14,13¢ 1,42¢ 9,562 41,54
Total assets $ 1,276,75 $ 251085 $ 269,03. $ 171,73. $ 2,993,69 $ 7,222,06
Residential collateralized debt
obligations $ - $ - $ - $ 164,77 $ - $ 164,77!
Multi-family collateralized debt
obligations, at fair value 1,208,33. 2,362,71! - = 2,901,22 6,472,27:
Securitized debt 27,14¢ 52,00( 174,89: - - 254,04
Accrued expenses and other liabiliti 4,50¢ 10,32¢ 65€ 16 9,30¢ 24,80¢
Total liabilities $ 123998 $ 2,42504 $ 175,55. $ 164,79. $ 2,910,53' $ 6,915,90

(1) The Company classified the multi-family CMBS issumdtwo K-Series securitizations and held by the Financing % available for s¢
securities as the purpose is not to trade thes&iges. The Financing VIE consolidated the otleBeries securitization that issued cel
of the multifamily CMBS owned by the Company, including itsetss liabilities, interest income and expensetsrfinancial statemen
as based on a number of factors, the Company dieednthat it was the primary beneficiary and hasmtrolling financial interest in tr
particular K-Series securitizatiorsée Note §.

@ The multifamily CMBS serving as collateral under the collatized recourse financing are comprised of sdesriissued from fol
separate Freddie Mac-sponsored multifamily K-Sesexuritizations. The Financing VIE classified thalti-family CMBS issued by tt
two K-Series securitizations and held by the “Financif§ s available for sale securities as the purpgeseot to trade the
securities. The Financing VIE consolidated twdhaf K-Series securitizations, including its assets, liiids, interest income and exper
in its financial statements as based on a numbfrctdrs, the Company determined that it was tivegoy beneficiary and has a controll
financial interest in such K-Series securitizatiogse Note §.
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Assets and Liabilities of Consolidated VIEs as etcBmber 31, 2012 (dollar amounts in thousands):

Non-
financing
Financing VIEs VIEs
Distressed
Multi-family Residential Residential
CMBS re- Collateralized Mortgage Mortgage Multi-
securitization Recourse Loan Loan family
1) Financing ®  Securitization Securitization CMBS Total
Investment securities available for
sale, at fair value held in
securitization trusts $ 2261. $ 4854¢ $ - % - 3 - 3 71,15¢
Residential mortgage loans held in
securitization trusts (net) - - - 187,22 - 187,22¢
Distressed residential mortgage loa
held in securitization trust (net) = = 60,45¢ = = 60,45¢
Multi-family loans held in
securitization trusts, at fair value 1,335,86. 2,610,27: - - 1,496,76: 5,442,901
Receivables and other assets 5,372 11,79; 3,18i 1,42t 3,03¢ 24,81¢
Total assets $ 136384 $ 267062 $ 63,64t $ 188,65: $ 1,499,80. $ 5,786,56
Residential collateralized debt
obligations $ - $ - $ - $ 180,97¢ $ - $ 180,97¢
Multi-family collateralized debt
obligations, at fair value 1,306,76! 2,547,01! - = 1,465,79: 5,319,57.
Securitized debt 26,89: 52,00( 38,70( - - 117,59:
Accrued expenses and other liabiliti 4,70¢ 10,60¢ 25¢ 15 2,91¢ 18,507
Total liabilities $ 133835 $ 2,609,62 $ 38,95¢ $ 180,99 $ 1,468,710 $ 5,636,65

)

@

The Company classified the multi-family CMBS issuBdtwo K-Series securitizations and held by the Financing & available for se
securities as the purpose is not to trade thesgiges. The Financing VIE consolidated the otleBeries securitization that issued cel
of the multifamily CMBS owned by the Company, including itsetss liabilities, interest income and expensetsrfinancial statemen
as based on a number of factors, the Company dieednthat it was the primary beneficiary and hasmtrolling financial interest in tr

particular K-Series securitizatiors€e Note §.

The multifamily CMBS serving as collateral under the collatieed recourse financing are comprised of sdegritssued from fo
separate Freddie Mac-sponsored multifamily K-Sesesuritizations. The Financing VIE classified thalti-family CMBS issued by tw
K-Series securitizations and held by the Financing &% available for sale securities as the purpps®t to trade these securities.
Financing VIE consolidated two of the 8eries securitizations, including its assets, lii@s, interest income and expense, in its final
statements as based on a number of factors, thep&gndetermined that it was the primary beneficiangl has a controlling financ

interest in such K-Series securitizatiorseé Note §.
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The following table summarizes the Company’s séized debt collateralized by mukimily CMBS and distressed resider
mortgage loans (dollar amounts in thousands):

Distressed
Collateralized Residential Mortgage
Multi-family CMBS Recourse Financing Loan Securitization
Re-securitization®) @ ®)
Original Face amount of Notes issuedtbg VIE and purchased |
3rd party investors $ 35,000 $ 52,00( $176,97!
Principal Amount at September 30, 2013 $ 3458 $ 52,00( $174,89:
Principal Amount at December 31, 2012 $ 35,000 $ 52,00( $38,70(
Carrying Value at September 30, 2(®¥ $ 27,14¢  $ 52,00( $174,89-
Carrying Value at December 31, 2C4) $ 26,89. $ 52,00( $38,70(
One-month LIBOR
Pass-through rate of Notes issued 5.35% plus 6.50% 4.25% - 4.85%

(M The Company engaged in the re-securitization tiwaprimarily for the purpose of obtaining nogcourse financing on a portion of
multi-family CMBS portfolio. As a result of engaging ihig transaction, the Company remains economicajpoged to the first lo
position on the underlying multamily CMBS transferred to the Consolidated VIE.eTholders of the Note have no recourse t
general credit of the Company, but the Company d@e® the obligation, under certain circumstantesepurchase assets upon
breach of certain representations and warranties.tfiird party note holders will be entitled toe®e all distributions of principal a
interest from the multiamily CMBS pledged to secure the note until ifubly retired, which is expected to occur by Jayu2022. Th
Company will then receive all remaining cash flafgny, through its retained ownership.

@ The Company, through a wholly-owned subsidiarytersd into a CMBS Master Repurchase Agreement avittiveeyear term for th
purpose of financing a portion of its muféimily CMBS portfolio. In connection with the traation, the Company agreed to guara
the due and punctual payment of its whallyned subsidiary's obligations under the CMBS Ma&epurchase Agreement.
financing under the CMBS Master Repurchase Agreéiisestheduled to mature in November 2015 andbgesuto margin calls to tl
extent the market value of the multimily CMBS declines, in which case the Company Mdoe required to either post additic
collateral to cover such decrease or repay a podidhe outstanding financing in cash.

(3  The Company engaged in these transactions forutmope of financing distressed residential mortdagas acquired by the Compa
The distressed residential mortgage loans servingodlateral for the financing are comprised offpening, reperforming and to
lesser extent non-performing, fixed and adjustadte; fully-amortizing, interest only and balloon, seasonedtgage loans secured
first liens on one to four family properties. Twbthe four securitization transactions provide dorevolving period of one to two ye
from the date of the respective financing (“RevatyPeriod”)where no principal payments will be made on theenétl cash procee!
generated by the distressed residential mortgagesiand received by the respective securitizatiast during the Revolving Peric
after payment of interest on the note, reserve amsoand certain other transaction expenses, wikJalable for the purchase by
trust of additional mortgage loans that satisfytaiareligibility criteria.

@ Classified as securitized debt in the liability ts@e of the Company’s accompanying condensed cafeted balance sheets .

The following table presents contractual matunitiprmation about the Financing VIEs2curitized debt as of September 30, :
and December 31, 2012, respectively:

Scheduled Maturity (principal amount) September 30, December 31,
2013 2012

(Dollar amount in thousands)

Less than 24 months $ — % —
Over 24 months to 36 months 226,89« 90,70(
Over 36 months 34,58¢ 35,00(
Total 261,47¢ 125,70(
Discount (7,437 (8,109
Carrying value $ 254,04. $ 117,59:

There is no guarantee that the Company will recaiwecash flows from these securitization trusts.
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Residential Mortgage Loan Securitization Transattio

The Company has completed four residential mortgaga securitizations (other than the distressesidemtial mortgage loi
securitizations discussed above) since inceptioa,first three were accounted for as permanenndings and have been included in
Company’s accompanying condensed consolidateddiabstatements.

Multi-family CMBS not subject to Financing VIEs

Two of the nine Freddie Mac-sponsored multi-faniKhSeries securitizations included in the ConsokdaK-Series are not subje
to any Financing VIE as of September 30, 2013. @nthe eight Freddie Mac-sponsored multi-familyS€ries securitizations included in
Consolidated K-Series was not subject to any Fiman¢IE as of December 31, 2012.

Unconsolidated VIEs

The Company has evaluated its CMBS investment®im Freddie Mac-sponsored Series securitizations and eight mezzal
debt or equity investments to determine whethey #re VIEs and should be consolidated by the Comp&ased on a number of factors,
Company determined that it doesn't have a contipllinancial interest and is not the primary begiafy of these VIEs. Our maximum ¢
exposure on the CMBS investments and mezzaning odedguity investments is approximately $105.9iomland $74.9 million at Septeml
30, 2013 and December 31, 2012, respectively.

8. Derivative Instruments and Hedgp Activities

The Company enters into derivative instruments @nage its interest rate risk exposure. These demvanstruments incluc
interest rate swaps, swaptions and futures. Thep@aaynmay also purchase or short TBAs and U.S. Trgasecurities, purchase put or
options on U.S. Treasury futures or invest in otigpes of mortgage derivative securities.

The following table presents the fair value of dative instruments that were not designated as ihgdgstruments and thi
location in our accompanying condensed consolidatddnce sheets at September 30, 2013 and Dece8hb&012, respectively (doll
amounts in thousands):

Derivatives Not Designated September 30, December 31,
as Hedging Instruments Balance Sheet Location 2013 2012
TBA securities® Derivative assets $ 191,48( $ 244,78¢
U.S. Treasury futures Derivative assets — 67€
Swaptions Derivative assets 1,34: 597
Options on U.S. Treasury futures Derivative assets 17 5¢
Interest rate swap futures Derivative assets — 8
U.S. Treasury futures Derivative liabilities 1,55¢ —
Eurodollar futures Derivative liabilities 1,89: 3,79¢
Interest rate swap futures Derivative liabilities 2,161 —

() Open TBA purchases and sales involving the samatemarty, same underlying deliverable and the ssetttiement date are reflectec
our accompanying condensed consolidated finantaééreents on a net basis. TBA sales amountingt#2$million and $245.6 millic
have been netted against TBA purchases and arglegtliin payable for securities purchased in therapanying condensed consolide
balance sheets at September 30, 2013 and Decethl201®, respectively.
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The tables below summarize the activity of derivainstruments not designated as hedges for treemonths ended September
2013 and 2012, respectively (dollar amounts in shods):

Notional Amount For the Nine Months Ended SeptembeB0,

2013
December Settlement, September
Derivatives Not Designated 31, Expiration 30,
as Hedging Instruments 2012 Additions or Exercise 2013

TBA securities $ 234,000 $ 2,030,000 $ (2,079,00) $ 185,00t
U.S. Treasury futures (172,100 735,10( (647,401 (84,400
Interest rate swap futures (13,000 263,70( (413,800 (163,100
Short sales of Eurodollar futures (2,852,00i) 2,781,001 (2,800,00i) (2,871,00)
Options on U.S. Treasury futures 70,00( 250,00 (310,000 10,00(
Swaptions 100,00( — — 100,00

Notional Amount For the Nine Months Ended SeptembeB0,

2012
December Settlement, September
Derivatives Not Designated 31, Expiration 30,
as Hedging Instruments 2011 Additions or Exercise 2012

TBA securities $ 202,000 $ 2,218,000 $ (2,228,00) $ 192,00(
U.S. Treasury futures (92,800 771,10( (812,700 (134,400
Short sales of Eurodollar futures (2,422,00) 1,296,00! (1,361,00i) (2,487,00)
Options on U.S. Treasury futures 199,50( 1,001,501 (1,036,00i) 165,00(
Swaptions — 70,00( — 70,00(

The TBAs in our Agency 10 portfolio are accounted &t fair value with both realized and unrealigaihs and losses includec
other income (expense) in our accompanying condensesolidated statements of operations. The usEBéfs exposes the Company
market value risk, as the market value of the sgesrthat the Company is required to purchaseyaumssto a TBA transaction may decl
below the agreedpon purchase price. Conversely, the market vafubeosecurities that the Company is required tbpsesuant to a TB.
transaction may increase above the agreed uporpsede For the three and nine months ended SepteB) 2013, we recorded net reali
losses of $5.4 million and $15.8 million, respeelyy and net unrealized gain of $6.4 million andO$f&illion respectively. For the three ¢
nine months ended September 30, 2012, we recomretetaized gains of $5.6 million and $14.0 millisaspectively, and net unrealized g
of $1.3 million and $1.4 million, respectively. A$ September 30, 2013, our accompanying condensesiotidated balance sheet inclu
TBA-related liabilities, net of $186.1 million inadled in payable for securities purchased.

The Eurodollar futures in our Agency 10 portfolimaaccounted for at fair value with both realized anrealized gains and los
included in other income (expense) in our accompanygondensed consolidated statements of operattamghe three and nine months er
September 30, 2013, we recorded net realized lasfs&4.1 million and $2.9 million, respectively, damet unrealized loss of $32,000
unrealized gains $1.9 million in our Eurodollarutés contracts. For the three and nine monthsdeBeéptember 30, 2012, we recordec
realized losses of $0.1 million and $0.9 millioespectively, and net unrealized losses of $1.3aniland $2.1 million, respectively, in ¢
Eurodollar futures contracts. The Eurodollar futucensist of 2,871 contracts with expiration dategying between December 2013 and
2015.

The U.S. Treasury futures and options in our Agel@portfolio are accounted for at fair value wibth realized and unrealiz
gains and losses included in other income (expenselir accompanying condensed consolidated stausnod operations. For the three
nine months ended September 30, 2013, we recoretegalized gains of $9.8 million and $10.5 millisespectively, and net unrealized lo
of $11.1 million and $4.3 million, respectively.mRbe three and nine months ended September 3@, 2@&lrecorded net realized losses of
million and $7.9 million, respectively, and unreakl gains of $45,000 and $0.2 million, respectively

Swaptions are accounted for at fair value with betilized and unrealized gains and losses includether income (expense) in
accompanying condensed consolidated statemenisesftions. We recorded realized gains of $0 foheddche nine months ended Septen
30, 2013 and 2012. For the three and nine monttieceS8eptember 30, 2013, we recorded unrealizeddaxs$0.3 million and unrealized ge
of $1.1 million, respectively. For the each of tiieee and nine months ended September 30, 2012eceeded unrealized losses of §
million.
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The following table presents the fair value of dative instruments designated as hedging instrumantl their location in tl
Companys accompanying condensed consolidated balancesstteSeptember 30, 2013 and December 31, 2012 atésgy (dollar amoun
in thousands):

Derivatives Designated September 30, December 31,

as Hedging Instruments Balance Sheet Location 2013 2012
Interest Rate Swaps Derivative assets $ 159: $ —
Interest Rate Swaps Derivative liabilities — 1,74¢

The Company has netting arrangements by countgmétt respect to its interest rate swaps. Congract liability position of $0.
million have been netted against the asset positi®1.8 million and contracts in an asset positd$0.1 million have been netted against
liability position of $1.8 million in the accompaimg condensed consolidated balance sheets at Segte36, 2013 and December 31, 2
respectively.

The following table presents the impact of the Canyis derivative instruments on the Companyaccumulated oth
comprehensive income (loss) for the nine monthgé@eptember 30, 2013 and 2012, respectively ¢(damteounts in thousands):

Nine Months Ended September 30,

Derivatives Designated as Hedging Instruments 2013 2012
Accumulated other comprehensive income (loss) évivdtive instruments:

Balance at beginning of the period $ (1,749 $ (309
Unrealized gain (loss) on interest rate swaps 3,33i (1,619
Balance at end of the period $ 1,59 $ (1,929

The Company estimates that over the next 12 moumihysroximately $1.6 million of the net unrealizeadrgs on the interest r:
swaps will be reclassified from accumulated otftemprehensive income (loss) into earnings.

The following table details the impact of the Comga interest rate swaps included in interest exptorshe three and nine mon
ended September 30, 2013 and 2012, respectivelar(@mounts in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Interest Rate Swaps:
Interest expense-investment securities $ 43z % 167 $ 1,291 % 35¢
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The Companys interest rate swaps are designated as cash #ldges against the benchmark interest rate riskciased with it:
short term repurchase agreements. There were t® iogsirred at the inception of our interest rat@ss, under which the Company agree
pay a fixed rate of interest and receive a variatiilerest rate based on one month LIBOR, on thenak amount of the interest rate swaps.

The Company documents its objectives and strategieghey relate to its hedging activities, and rugatering into hedgir
transactions, documents the relationship betweerh#uging instrument and the hedged liability conmteraneously. The Company asse:
both at inception of a hedge and on an on-goingspasiether or not the hedge is “highly effectivdien using the matched term basis.

The Company discontinues hedge accounting on g@ctise basis and recognizes changes in the fairevidnrough earning
when: (i) it is determined that the derivativen longer effective in offsetting cash flows of @edged item (including forecasted transactic
(i) it is no longer probable that the forecastemhsaction will occur; or (iii) it is determinedahdesignating the derivative as a hedge
longer appropriate. The Company’s derivative insteats are carried on the Companipalance sheets at fair value, as assets, iffdieivalue
is positive, or as liabilities, if their fair value negative. For the Company’s derivative instroteghat are designated as “cash flow hedge:
changes in their fair value are recorded in accatedl other comprehensive income (loss), providatittie hedges are effective. A chang
fair value for any ineffective amount of the Companderivative instruments would be recognized inniegs. The Company has
recognized any change in the value of its existiegivative instruments designated as cash flow égdbrough earnings as a resul
ineffectiveness of any of its hedges.

The following table presents information about @@mpany’s interest rate swaps as of September@®(B and December 31,
2012, respectively (dollar amounts in thousands):

September 30, 2013 December 31, 2012
Weighted Weighted
Average Average
Notional Fixed Pay Notional Fixed Pay
Maturity (1) Amount Interest Rate Amount Interest Rate
Within 30 Days $ — —% $ 8,38( 2.99%
Over 30 days to 3 months — — — —
Over 3 months to 6 months — — — —
Over 6 months to 12 months — — — —
Over 12 months to 24 months — — — —
Over 24 months to 36 months 135,00( 0.4t 135,00( 0.4t
Over 36 months to 48 months — — — —
Over 48 months to 60 months 215,00( 0.8: 215,00( 0.8:
Total $ 350,00( 0.6% $ 358,38( 0.74%

(1) The Company enters into interest rate swap tralosectvhereby the Company pays a fixed rate of ésteand receives one mo
LIBOR.

Interest Rate Swaps, Futures Contracts and TBRNse-use of derivatives exposes the Company to ecuentty credit risks in tt
event of a default by a counterparty. If a courdegpdefaults under the applicable derivative agrest, the Company may be unable to ca
payments to which it is entitled under its derivatagreements, and may have difficulty collectimg assets it pledged as collateral against
derivatives. The Company currently has in placéwit counterparties bateral margin agreements requiring a party to pofiaiteral to th
Company for any valuation deficit. This arrangemesnintended to limit the Compars/’exposure to losses in the event of a countel
default.
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The Company is required to pledge assets unddai@tal margin arrangement, including either casAgency RMBS, as collatel
for its interest rate swaps, futures contracts BBAs, whose collateral requirements vary by coyraely and change over time based or
market value, notional amount, and remaining tefithe agreement. In the event the Company is urtabieeet a margin call under one o
agreements, thereby causing an event of defautiggering an early termination event under onétofigreements, the counterparty to ¢
agreement may have the option to terminate alluchscounterpartg outstanding transactions with the Company. Initiad under thi
scenario, any close-out amount due to the countgrppon termination of the counterpagyttansactions would be immediately payable b
Company pursuant to the applicable agreement. Cdmpany believes it was in compliance with all nrargquirements under its agreem
as of September 30, 2013 and December 31, 2012Cdhegpany had $11.9 million and $19.8 million oftreeted cash related to margin pos
for its agreements as of September 30, 2013 an@érbeer 31, 2012, respectively. The restricted cadt hy third parties is included
receivables and other assets in the accompanyimdeosed consolidated balance sheets.

9. Financing Arrangements, Portfad Investments

The Company has entered into repurchase agreenmvéhtshird party financial institutions to finanées investment portfolio. Tt
repurchase agreements are shema borrowings that bear interest rates typichdged on a spread to LIBOR, and are secured bsetheitie
which they finance. At September 30, 2013, the Camphad repurchase agreements with an outstandilagnde of $794.2 million and
weighted average interest rate of 0.52%. As of Bdmr 31, 2012, the Company had repurchase agreemitht an outstanding balance
$889.1 million and a weighted average interest oft®.54%. At September 30, 2013 and December 812 2securities pledged by
Company as collateral for repurchase agreementestadated fair values of $876.7 million and $954iflion, respectively. As of Septemi
30, 2013, the average days to maturity for all repase agreements are 47 days. The Compamncrued interest payable on outstan
repurchase agreements at September 30, 2013 arthbec31, 2012 amounts to $0.3 million and $0.2anil respectively, and is included
accrued expenses and other liabilities on the Cagipaaccompanying condensed consolidated balarestsh

The follow table summarizes outstanding repurchegeement borrowings secured by portfolio investsia@s of September
2013 and December 31, 2012, respectively (dollaywats in thousands):

Repurchase Agreements by Counterparty

September 30, December 31,

Counterparty Name 2013 2012

Barclays Capital Inc. $ 43,01¢ % 114,27¢
Cantor Fitzgerald Securities 20,52t 27,83t
Credit Suisse First Boston LLC 81,88¢ 98,91¢
Deutsche Bank Securities Inc. — 97,76"
KGS-Alpha Capital Markets, L.P. 74,21¢ —
Jefferies & Company, Inc. 50,70¢ 55,53]
JPMorgan Chase Bank, N.A. 124,45. 121,15!
Mizuho Securities USA Inc. 61,52( 72,52)
Morgan Stanley & Co. LLC 73,03¢ 81,26:
RBC Capital Markets Corporation 72,08( 46,15¢
South Street Securities LLC 105,52: 32,71¢
Wells Fargo Bank, N.A. 87,21« 140,98t
Total Financing Arrangements, Portfolio Investments $ 794,18: $ 889,13
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The following table presents contractual maturitfjormation about the Compamsy’outstanding repurchase agreements .
September 30, 2013 and December 31, 2012 (dollauats in thousands):

September 30, December 31,

Contractual Maturity 2013 2012

Overnight $ — % —
Within 30 days 591,65! 765,59:
Over 30 days to 90 days 22,78¢ 123,54:
Over 90 days 179,74( —
Demand — —
Total $ 794,18. $ 889,13

The following table presents detailed informatidooat the Companyg assets pledged as collateral pursuant to it®worgs unde
repurchase agreements as of September 30, 201B3emetnber 31, 2012 (dollar amounts in thousands):

September 30, 2013

Amortized
Outstanding Fair Value of Cost
Repurchase Collateral Of Collateral
Agreements Pledged Pledged
Agency RMBS
Agency ARMs $ 201,36¢ $ 214,32: $ 219,15t
Agency Fixed Rate 492,28 527,13¢ 544 ,93(
Agency 10s 85,57: 111,32( 120,47-
CMBS 6,551 9,42¢ 9,91:
CLOs 8,40( 14,51¢ 8,36
Balance at end of the period $ 794,18. $ 876,72t $ 902,83«
December 31, 2012
Amortized
Outstanding Fair Value of Cost
Repurchase Collateral Of Collateral
Agreements Pledged Pledged
Agency RMBS
Agency ARMs $ 240,44 $ 253.84. $ 253,28:
Agency Fixed Rate 566,03 597,62( 597,76¢
Agency 10s 74,707 90,25( 100,07¢
CLOs 7,95( 12,94t 6,87
Balance at end of the period $ 889,13« $ 954,65¢ $ 958,00:

As of September 30, 2013, the outstanding balanderiour repurchase agreements was funded at amealvate of 92.2% tt
implies an average haircut of 7.8%. The weightedrage “haircutrelated to our repurchase agreement financing twrAgency RMB!
(excluding Agency 10s), Agency 10s, CMBS and CLCQasvapproximately 5%, 25%, 30% and 35%, respectifefya total weighted avera
“haircut” of 7.8%. The amount at risk for each of the cowp#dries is as follows: Barclays Capital Inc.: $8afllion; Cantor Fitzgeral
Securities: $6.9 million; Credit Suisse First Bostd C: $4.8 million; KGS-Alpha Capital Markets LP $6.6 million; Jefferies@mpany, Inc
$5.5 million; JPMorgan Chase Bank, N.A.: $28.3 il Mizuho Securities USA Inc: $4.3 million; Mong&tanley & Co. LLC: $2.8 millio
RBC Capital Markets Corporation: $5.3 million; So@treet Securities LLC: $7.6 million; and Wellsg@aN.A.: $6.8 million.

In the event we are unable to obtain sufficientrsterm financing through repurchase agreements @rethe, or our lenders st
to require additional collateral, we may have tpitate our investment securities at a disadvantaggéme, which could result in losses. ;
losses resulting from the disposition of our inugsht securities in this manner could have a matadizerse effect on our operating results
net profitability . As of September 30, 2013 andc®mber 31, 2012, the Compasynly exposure where the amount at risk was irEx0
5% of Stockholders’ Equity was to JPMorgan ChasekBB.A. at 5 .9% and 5.7%, respectively .
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As of September 30, 2013, the Company had $20Jtomih cash and $68.8 million in unencumbered sireent securities to me
additional haircut or market valuation requiremeinisluding $50.9 million of RMBS, of which $48.5iliron are Agency RMBS. The $2(
million of cash, the $50.9 million in RMBS, and ti22.3 million held in overnight deposits in ourégy IO portfolio (included in restrict
cash that is available to meet margin calls aslétes to our Agency 10 portfolio repurchase age®s), which collectively represent 11.8%
our financing arrangements, portfolio investmeats, liquid and could be monetized to pay down dlateralize the liability immediately.

10. Residential Collateralized Debt Qigations

The Company’s Residential CDOs, which are reco@edabilities on the Comparg/balance sheets, are secured by ARM |
pledged as collateral, which are recorded as asédtsee Company. As of September 30, 2013 and Dbeerl, 2012, the Company |
Residential CDOs outstanding of $164.8 million &1&1.0 million, respectively. As of September 3012 and December 31, 2012, the cui
weighted average interest rate on these CDOs VB&8@0and 0.59%, respectively. The Residential CD@<allateralized by ARM loans wi
a principal balance of $172.4 million and $189.0Uion at September 30, 2013 and December 31, 2@Epectively.

11. Multi-Family Collateralized Debt ligations

The Company’s Multi-Family CDOs, which represerg tbDOs issued by the ConsolidatedSKries and are recorded as liabil
on the Company’s balance sheets, are secured by-family mortgage loans pledged as collateral, whach recorded as assets of
Company. As of September 30, 2013 and Decembe2@P, respectively, the current weighted averatgreast rate on these CDOs was 4.
and 4.59%. The Multi-Family CDOs are collateralizgdmultifamily mortgage loans with a carrying value of $6ilfion and $5.4 billion ¢
September 30, 2013 and December 31, 2012, resplyctivhe Company had a net investment in the Catesteld KSeries of $196.3 millic
and $123.3 million as of September 30, 2013 anceBer 31, 2012, respectivelgge Note §.

12. Subordinated Debentures
Subordinated debentures are trust preferred smsuthat are fully guaranteed by the Company wétspect to distributions a
amounts payable upon liquidation, redemption oayepent. The following table summarizes the key ittetsf the Company subordinate

debentures as of September 30, 2013 and Decemp20 B2 (dollar amounts in thousands):

NYM Preferred NYM Preferred

Trust | Trust Il
Principal value of trust preferred securities $ 25,000 $ 20,00(
Interest rate Three mont Three mont
LIBOR plus LIBOR plus
3.75%, resettin 3.95%, resettir
quarterly quarterly
Scheduled maturity March 203! October 203

As of November 7, 2013, the Company has not bedfieth and is not aware, of any event of defaulter the covenants for 1
subordinated debentures.

13. Commitments and Contingencies

Loans Sold to Third Parties Fhe Company sold its mortgage lending businessanci2007. In the normal course of busines:
Company is obligated to repurchase loans basedatations of representations and warranties inltla® sale agreements. The Company
not repurchase any loans during the nine monthed8éptember 30, 2013.

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

of September 30, 2013, the Company does not betleateany of its current legal proceedings, indintlly or in the aggregate, will hav
material adverse effect on the Company’s operatiimsncial condition or cash flows.
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14. Fair Value of Financial Instrumerg

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

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

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

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

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

The following describes the valuation methodologissd for the Company‘financial instruments measured at fair valuayal as
the general classification of such instruments yams to the valuation hierarchy.

a. Investment Securities Available for Sale (RM — Fair value for the RMBS in our portfolio are valuesing a thirdearty pricing
service or are based on quoted prices providedeajeds who make markets in similar financial instemts. The dealers w
incorporate common market pricing methods, inclgdinspread measurement to the Treasury curveeregitrate swap curve
well as underlying characteristics of the particslacurity including coupon, periodic and life capsllateral type, rate reset petr
and seasoning or age of the security. If quoteckprfor a security are not reasonably available faodealer, the security will
re<classified as a Level 3 security and, as a reswdhagement will determine the fair value basedharacteristics of the secur
that the Company receives from the issuer and baiseal/ailable market information. Management regieadl prices used
determining valuation to ensure they representeatrimarket conditions. This review includes surmgyisimilar marke
transactions, comparisons to interest pricing nwdslwell as offerings of like securities by demalthe Company's investm
securities that are comprised of RMBS are valuesbthaipon readily observable market parameters @ndlassified as Level
fair values.

b. Investment Securities Available for Sale Held ircusiéization Trust (CMBS- As the Company CMBS investments &
comprised of securities for which there are notstaitially similar securities that trade frequenttye Company classifies ths
securities as Level 3 fair values. Fair value a&f @ompanys CMBS investments is based on an internal valnatodel the
considers expected cash flows from the underlyirain$ and yields required by market participant® 3ilgnificant unobservat
inputs used in the measurement of these investnagatprojected losses of certain identified loaithiw the pool of loans anc
discount rate. The discount rate used in determiféir value incorporates default rate, loss séyexnd current market inter:
rates. The discount rate ranges from 5.1% to 17SI@mificant increases or decreases in these inpotd result in a significant
lower or higher fair value measurement.

C. Multi-Family Loans Held in Securitization TrustsMulti-family loans held in securitization trusts are meleal at fair value ar
classified as Level 3 fair values. Fair value isdshon an internal valuation model that considemeeted cash flows from t
underlying loans and yields required by marketipignts. The significant unobservable inputs usetthe measurement of the
investments are discount rates. The discount 1sd¢d in determining fair value incorporates defaaiie, loss severity and curr
market interest rates. The discount rate ranges 83% to 6.3%. Significant increases or decreases in these inpotsd resul
in a significantly lower or higher fair value measment.

d. Investment Securities Available for Sale (Cl — The fair value of the CLO notes are valued usitkjira-party pricing service 1

are based on quoted prices provided by dealersmdie markets in similar financial instruments. Tamnpany classifies the
securities as Level 2 fair values.

33




e. Derivative Instrument— The fair value of interest rate swaps, swaptiopioas and TBAs are based on dealer quotes. Th
value of futures are based on exchange-tradedspiidee Company’s derivatives are classified as Lewe Level 2 fair values.

f. Multi-Family CDOs -The fair value of Multi-Family CDOs is based on tragtual cash payments and yields expected by rmarke
participants. Fair value is determined using adtipiarty pricing service.

The Company does not have any claims to the agsteesr than the security represented by our firss Ipiece) or obligations for
liabilities of the Consolidated K-Series. We halected the fair value option for both mutimily loans held in securitization trusts and
related multi-family CDOs. The net fair value afranvestment in the Consolidated 3eries which represents the difference betwee
carrying values of multi-family loans held in seitization trusts less the carrying value of miinily CDOs approximates the fair value of
underlying securities owned by us.

The following table presents the Companfinancial instruments measured at fair value oBcairring basis as of September
2013 and December 31, 2012, respectively, on thmpgaoys accompanying condensed consolidated balancessfaatar amounts
thousands):

Measured at Fair Value on a Recurring Basis
at September 30, 2013

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale:

Agency RMBS $ — 3 901,26: $ — 3 901,26

Non-Agency RMBS — 2,42¢ — 2,42¢

CLOs — 32,45¢ — 32,45
Investment securities available for sale held gusézation trust:

CMBS — — 86,71« 86,71«
Multi-family loans held in securitization trusts — — 6,668,601 6,668,60:
Derivative assets:

Interest rate swaps — 1,59: — 1,59:

TBA securities — 191,48( — 191,48

Options on U.S. Treasury futures — 17 — 17

Swaptions — 1,34: — 1,34

Total $ — $ 1,130,577 $ 6,75532. $ 7,885,89
Liabilities carried at fair value:
Multi-family collateralized debt obligations $ — $ — $ 6,472,271 $ 6,472,227
Derivative liabilities:

Interest rate swap futures 2,161 — — 2,161

U.S. Treasury futures 1,55¢ — — 1,55¢

Eurodollar futures 1,89:¢ — — 1,89:

Total $ 561 $ — $ 6,472,270 $ 6,477,89
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Measured at Fair Value on a Recurring Basis
at December 31, 2012

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale:

Agency RMBS $ — $ 1,00123 $ — $ 1,001,23

Non-Agency RMBS — 2,681 — 2,681

CLOs — 30,78t — 30,78
Investment securities available for sale held Tusézation trust:

CMBS — — 71,15¢ 71,15¢
Multi-family loans held in securitization trusts — — 5,442,901 5,442,901
Derivative assets:

TBA securities — 244,78 — 244,78

Options on U.S. Treasury futures — 59 — 59

U.S. Treasury Futures 67€ — — 67¢€

Interest rate swap futures 8 — — 8

Swaptions — 597 — 597

Total $ 684 $ 1,280,150 $ 5,514,060 $ 6,794,90!

Liabilities carried at fair value:
Multi-family collateralized debt obligations $ — 3 — $ 531957 $ 5,319,57
Derivative liabilities:

Interest rate swaps — 1,744 — 1,744
Eurodollar futures 3,79¢ — — 3,79¢
Total $ 3,79¢ % 1,74¢ $ 531957 $ 5,325,11!

The following table details changes in valuation fiee Level 3 assets for the nine months endedeSdmr 30, 2013 and 20.
respectively (amounts in thousands):

Level 3 Assets:

Nine Months Ended September 30,

2013 2012

Balance at beginning of period $ 5,514,06! $ 41,18¢
Total losses and gains (unrealized)

Included in earning® (411,499 162,65¢

Included in other comprehensive income 11,227 76€
Purchases 1,700,86! 2,668,98:
Paydowns (59,34) (17,90Y
Transfers® — 1,118,04:
Balance at the end of period $ 6,755,32. $ 3,973,72

(@ Amounts included in interest income from multi-fayrioans held in securitization trusts and unresaligain on multfamily loans and del
held in securitization trusts, net.

(@ Based on a number of factors, we determined thaitvere the primary beneficiary of a eries securitization as of January 4, 2012
have consolidated its assets, liabilities, inteiresdme and expense in our accompanying condemseblidated financial statements.
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The following table details changes in valuationtfe Level 3 liabilities for the nine months endgebtember 30, 2013 and 2012,
respectively (dollar amounts in thousands):

Level 3 Liabilities:

Nine Months Ended September 30,

2013 2012

Balance at beginning of period $ 5,319,570 $ —
Total losses and gains (unrealized)

Included in earning® (447,559 152,63t

Included in other comprehensive income — —
Purchases 1,659,63 2,609,85
Paydowns (59,36) (17,90
Transfers(® — 1,117,89
Balance at the end of period $ 6,472,271 $ 3,862,47.

(@) Amounts included in interest expense on multi-fgnaibllateralized debt obligations and unrealizethgam multifamily loans and de
held in securitization trusts, net.

(@ Based on a number of factors, we determined thaivere the primary beneficiary of a eries securitization as of January 4, 2012
have consolidated its assets, liabilities, inteiresdme and expense in our accompanying condemseblidated financial statements.

The following table details the changes in unrealigains (losses) included in earnings for our L8wassets and liabilities for the
nine months ended September 30, 2013 and 2012Zatasgly (dollar amounts in thousands):

Nine Months Ended September 30,

2013 2012
Change in unrealized gains (losses) — assets $ (377,169 $ 179,03:
Change in unrealized gains (losses) — liabilities 399,53¢ (174,049
Net change in unrealized gains included in earnfagassets and liabilitie $ 22,370 $ 4,99(

Any changes to the valuation methodology are regelWwy management to ensure the changes are ateophis markets a
products develop and the pricing for certain préaslubecomes more transparent, the Company continoesefine its valuatio
methodologies. The methods described above magupeoa fair value calculation that may not be iath@ of net realizable value
reflective of future fair values. Furthermore, ighihe Company believes its valuation methods ppeapriate and consistent with other ma
participants, the use of different methodologiasassumptions, to determine the fair value of derfimancial instruments could result il
different estimate of fair value at the reportirgted The Company uses inputs that are currenf aaah reporting date, which may incl
periods of market dislocation, during which timecprtransparency may be reduced. This conditiarldcocause the Comparsyfinancia
instruments to be reclassified from Level 2 to U future periods.

The following table presents assets measuredratdaie on a nomecurring basis as of September 30, 2013 and Dezedi) 201:
respectively, on the accompanying condensed calaeli balance sheets (dollar amounts in thousands):

Assets Measured at Fair Value on a Non-Recurring Bas
at September 30, 2013

Level 1 Level 2 Level 3 Total
Residential mortgage loans held in securitizatiasts — impaired loans
(net) $ — 3 — 3 7,99¢ $ 7,99¢
Real estate owned held in residential securitipatiosts — — 77C 77C

Assets Measured at Fair Value on a Non-Recurring Bas
at December 31, 2012
Level 1 Level 2 Level 3 Total

Residential mortgage loans held in securitizatiasts — impaired loans
(net) $ — % — 3 505¢ $ 5,05¢
Real estate owned held in residential securitinatiosts — — 732 732
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The following table presents gains (losses) iredifior assets measured at fair value on areounrring basis for the three and r
months ended September 30, 2013 and 2012, resplgctdn the Compang’ accompanying condensed consolidated statemeioigeoation
(dollar amounts in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Residential mortgage loans held in securitizatrosts — impaired loans
(net) $ 39 $ (269) $ (56¢) $ (56¢)
Real estate owned held in residential securitipatiosts (199 22 (209) 32

Residential Mortgage Loans Held in Securitizationsts — Impaired Loans (net)lmpaired residential mortgage loans held ir
securitization trusts are recorded at amortized less specific loan loss reserves. Impaired I@neris based on managemsrdstimate of tt
net realizable value taking into consideration lavarket conditions of the property, updated amalavalues of the property and estim:
expenses required to remediate the impaired loan.

Real Estate Owned Held in Residential Securitiraffousts —Real estate owned held in the residential secatitin trusts ai
recorded at net realizable value. Any subsequguostent will result in the reduction in carryinglue with the corresponding amount cha
to earnings. Net realizable value is based onséimate of disposal taking into consideration lowarket conditions of the property, upds
appraisal values of the property and estimatedresggerequired to sell the property.
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The following table presents the carrying value astimated fair value of the Company’s financialtinments as of September 30,
2013 and December 31, 2012, respectively (dollaywats in thousands):

September 30, 2013 December 31, 2012
Fair Value
Hierarchy Carrying Estimated Carrying Estimated
Level Value Fair Value Value Fair Value

Financial Assets:
Cash and cash equivalents Level 1 $ 20,50¢ $ 20,50¢ $ 31,777 $ 31,777
Investment securities available for sale Level 2 936,14( 936,14( 1,034,71. 1,034,71.
Investment securities available for sale, at faiue held

in securitization trusts Level 3 86,71« 86,71« 71,15¢ 71,15¢
Residential mortgage loans held in securitizatiasts

(net) Level 3 170,30t 155,83 187,22¢ 165,91¢
Distressed residential mortgage loans () Level 3 258,28 258,35t 60,45¢ 60,45¢
Multi-family loans held in securitization trusts Level 3 6,668,60:! 6,668,60:! 5,442,901 5,442,90i
Derivative assets Level 1 or 2 194,43: 194,43: 246,12¢ 246,12
Mortgage loans held for sale (n@ Level 3 2,49¢ 2,56( 2,831 2,831
First mortgage loa® Level 3 8,29¢ 8,14: — —
Mezzanine, debt and equity investme@ Level 3 12,36: 12,59¢ 5,291 5,291
Financial Liabilities:
Financing arrangements, portfolio investments Level 2 $ 794,18. $ 794,18. $ 889,13: $ 889,13:
Residential collateralized debt obligations Level 3 164,77 156,92¢ 180,97¢ 160,50t
Multi-family collateralized debt obligations Level 3 6,472,27: 6,472,27: 5,319,57. 5,319,57.
Securitized debt Level 3 254,04 255,79t 117,59: 118,40:
Derivative liabilities Level 1 or 2 5,61: 5,613 5,54 5,54
Payable for securities purchased Level 1 186,06 186,06 245,93: 245,93:
Subordinated debentures Level 3 45,00( 38,551 45,00( 34,10¢

(@ Includes distressed residential mortgage loans ineécuritization trusts with a carrying value amting to approximately $254.9 milli
and $60.5 million at September 30, 2013 and Dece®bg2012, respectively. Distressed residentiattgame loans with a carrying va
amounting to approximately $3.4 million and $0 av@uded in receivables and other assets in therapanying condensed consolide
balance sheets at September 30, 2013 and Decethl201®, respectively.

@ Included in receivables and other assets in therapanying condensed consolidated balance sheets.

In addition to the methodology to determine the Vailue of the Compang’financial assets and liabilities reported at Vaiue on
recurring basis and naecurring basis, as previously described, the falig methods and assumptions were used by the Qoipaarriving
at the fair value of the Company’s other finanaistruments in the preceding table:

a. Cash and cash equivalentsEstimated fair value approximates the carrying @alfisuch assets.

b. Residential mortgage loans held in securitizatiaumsts (net)— Residential mortgage loans held in the securitimatrusts at
recorded at amortized cost. Fair value is estimagéag pricing models and taking into consideratioe aggregated characteris
of groups of loans such as, but not limited toJatetal type, index, interest rate, margin, lengthixed-rate period, life ca
periodic cap, underwriting standards, age and testimated using the estimated market pricesifoifes types of loans.

c. Distressed residential mortgage loans (r— Fair value is estimated using pricing models takirig consideration current inter
rates, loan amount, payment status and property, tgpd forecasts of future interest rates, homeegrand property valu
prepayment speeds, default and loss severities.

d. Mortgage loans held for sale (ne The fair value of mortgage loans held for sale)(ae¢ estimated by the Company base
the price that would be received if the loans wsaiel as whole loans taking into consideration tpgregated characteristics of
loans such as, but not limited to, collateral tyimelex, interest rate, margin, length of fixed et rate period, life time c:
periodic cap, underwriting standards, age and tredi

e. First mortgage loan and mezzanine, debt and eduoitgstment— Estimated fair value is determined by both marlehgarabl
pricing and discounted cash flows. The discountshdlows are based on the underlying contractash dlows and estimat
changes in market yields. The fair value also céfleonsideration of changes in credit risk sifeedrigination or time of initii
investment.
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f. Financing arrangement— The fair value of these financing arrangements @pprates cost as they are short term in nature
generally mature in 30 days.

g. Residential collateralized debt obligatio— The fair value of these CDOs is based on discouoassth flows as well as mar
pricing on comparable obligations.

h.  Securitized debt The fair value of securitized debt is based atalinted cash flows using managensestimate for mark
yields.

i. Payable for securities purchas— Estimated fair value approximates the carrying @atisuch liabilities.

. Subordinated debenturesThe fair value of these subordinated debenturbased on discounted cash flows using managemel
estimate for market yields.

15. Common Stock and Earnings per Shar

The Company had 400,000,000 authorized shares mfmom stock, par value $0.01 per share, with 63724 .and 49,575,3:
shares issued and outstanding as of Septembef38,athd December 31, 2012, respectively. The Coynisaned 14,179,399 and 20,106,
shares of common stock during the nine months er@mtember 30, 2013 and 2012, respectively. Ofctiramon stock authorized
September 30, 2013 and December 31, 2012, 995,02&s and 1,094,414 shares, respectively, weregvessdor issuance under 1
Company’s 2010 Stock Incentive Plan.

The following table presents cash dividends dedldng the Company on its common stock with respeatach of the quartel
periods commencing January 1, 2012 and ended Skete30, 2013:

Cash
Dividend
Period Declaration Date Record Date Payment Date Per Share
Third Quarter 2013 September 12, 2013 September 23, 2013 October 25, 2013 $ 0.2
Second Quarter 2013 June 18, 2013 June 28, 2013 July 25, 2013 $ 0.27
First Quarter 2013 March 18, 2013 March 28, 2013 April 25, 2013 $ 0.27
Fourth Quarter 2012 December 14, 2012 December 24, 2012 January 25, 2013 $ 0.2i
Third Quarter 2012 September 18, 2012 September 28, 2012 October 25, 2012 $ 0.2i
Second Quarter 2012 June 15, 2012 June 25, 2012 July 25, 2012 $ 0.27
First Quarter 2012 March 19, 2012 March 29, 2012 April 25, 2012 $ 0.2t

On June 11, 2012, we entered into an equity digich agreement with JMP Securities LLC (“JMR{$ the placement age

pursuant to which we may sell up to $25,000,000thvof shares of our common stock from time to tim®ugh JMP. We have no obligat
to sell any of the shares under the equity distiGiouagreement and may at any time suspend soiiita and offers under the eqt
distribution agreement. As of September 30, 2018 have issued 480,014 shares under the equitybdistn agreement resulting in total
proceeds to the Company of $3.5 million, after deidg the placement fees.

On May 3, 2013, we closed on the issuance of 130800shares of common stock resulting in totalpreteeds of approximate
$94.5 million, after deducting for offering expeagmyable by the Company.

The Company calculates basic net income per shadiviling net income attributable to common staalklers for the period t
weightedaverage shares of common stock outstanding forp@abd. Diluted net income per share takes intoact the effect of dilutiv
instruments, such as convertible preferred stdokksoptions and unvested restricted or performaoek, but uses the average share pric
the period in determining the number of incremestares that are to be added to the weightedage number of shares outstanding. 1
were no dilutive instruments for the nine monthdexhSeptember 30, 2013 and 2012.
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The following table presents the computation ofibasd dilutive net income per share for the pesiodiicated (dollar amounts
thousands, except per share amounts):

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

2013 2012 2013 2012
Numerator:
Net income attributable to common stockhol— Basic $ 16,93: $ 791 $ 4355 % 18,88¢
Net income attributable to common stockholc— Dilutive $ 16,93 $ 791 $ 4355 $ 18,88¢
Denominator:
Weighted average basic shares outstanding 63,75¢ 26,54 57,49! 18,62¢
Weighted average dilutive shares outstanding 63,75¢ 26,54 57,49! 18,62¢
EPS:
Basic EPS $ 027 $ 03C $ 0.7¢ $ 1.01
Dilutive EPS $ 027 $ 0.3C $ 0.7¢ $ 1.01
16. Preferred Stock

The Company had 200,000,000 authorized sharesedérmped stock, par value $0.01 per share, withB@ID shares issued ¢
outstanding as of September 30, 2013. There wapref@rred stock outstanding at December 31, 201%in@ the nine months enc
September 30, 2013, the Company issued 3,000,08@slof 7.75% Series B Cumulative Redeemable Peefestock (Series B Preferre
Stock”), with a par value of $0.01 per share and a liquidagireference of $25 per share, 3,450,000 shather@ed, in an underwritten puk
offering, for net proceeds of approximately $72 #liom, after deducting underwriting discounts aoffering expenses. The Series B Prefe
Stock is entitled to receive a dividend at a réft&.@5% per year on the $25 liquidation prefereand is senior to the common stock \
respect to distributions upon liquidation, dissmotor winding up. The Series B Preferred Stockegally does not have any voting rig
subject to an exception in the event the Compaily fa pay dividends on such stock for six or morearterly periods (whether or |
consecutive). Under such circumstances, the SBrieeferred Stock will be entitled to vote to ¢lseo additional directors to the Compasy’
Board of Directors (the “Board'@esignating the Series B Preferred Stock untiiafiaid dividends have been paid or declared andpset fo
payment. In addition, certain material and advefrsenges to the terms of the Series B Preferreck@tannot be made without the affirma
vote of holders of at least two-thirds of the camsling shares of Series B Preferred Stock.

The Series B Preferred Stock is not redeemablehbyCtompany prior to June 4, 2018, except undeumistances intended
preserve the Comparg/’qualification as a REIT and except upon the cetuwe of a Change of Control (as defined in theicked
Supplementary designating the Series B PreferredkptOn and after June 4, 2018, the Company miaits aption, redeem the Serie:
Preferred Stock, in whole or in part, at any tinrefrom time to time, for cash at a redemption priagpial to $25.00 per share, plus
accumulated and unpaid dividends.

In addition, upon the occurrence of a Change oft@gnthe Company may, at its option, redeem theeSeB Preferred Stock,
whole or in part, within 120 days after the firsttel, on which such Change of Control occurredcémsh at a redemption price of $25.00
share, plus any accumulated and unpaid dividends.

The Series B Preferred Stock has no stated matisityot subject to any sinking fund or mandatagemption and will rema
outstanding indefinitely unless repurchased oreadsl by the Company or converted into the Comgaogmmon stock in connection wit
Change of Control by the holders of the Series &d?Pred Stock.

Upon the occurrence of a Change of Control, eatteeh@f Series B Preferred Stock will have the tifiinless the Company has
exercised its right to redeem the Series B PradeBt®ck) to convert some or all of the Series Bfd?red Stock held by such holder into a
number of shares of our common stock per shareé¢SB Preferred Stock determined by a formul@aich case, on the terms and subject tc
the conditions described in the Articles Suppleragnt
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The following table presents the quarterly caslidéinds on the Series B Preferred Stock from issu#imough September 30, 20.

Cash
Dividend
Declaration Date Record Date Payment Date Per Share
June 18, 201 July 1, 2013 July 15, 2013 $ 0.22066!
September 12, 201 October 1, 2013 October 15, 2013 $ 0.48437!

17. Income Taxes

At September 30, 2013, one of the Compamnwholly owned TRS had approximately $59 millionmnef operating loss carryforwa
which the Company does not expect to be able lizaito offset future taxable income, other thaxatde income arising from certaibiilt in
gains”on its CLOs. The carryforwards will expire betwe2dR4 through 2028. The Internal Revenue Code plaedsin limitations on tt
annual amount of net operating loss carryforwahidg tan be utilized if certain changes in the Camfsmownership occur. The Comp:
determined during 2012 that it had undergone ovhigrshanges within the meaning of Internal Reve@ode Section 382 that the Comp
believes will substantially eliminate utilizatior these net operating loss carryforwards to offigttre taxable income. In general, if a comg
incurs an ownership change under Section 382,dhgany's ability to utilize a NOL carryforward téfset its taxable income becomes limi
to a certain amount per year. The Company has dedoa full valuation allowance against its defertax] assets at September 30, 201
management does not believe that it is more likedy not that the deferred tax assets will be zedli

The following table details the components of oet deferred tax assets as of September 30, 2013andmber 31, 201
respectively (dollar amounts in thousands):

September 30, December 31,

2013 2012

Deferred tax assets

Net operating loss carryforward $ 27,08( $ 27,07¢

Net capital loss carryforward 4,851 —

GAAP reserves 13t 13E

Total deferred tax asse) 32,06¢ 27,21
Deferred tax liabilities

TBAs 2,28: —

Total deferred tax liabilitie(® 2,28¢ —

Valuation allowance (29,78)) (27,219
Total net deferred tax asset $ — 3 —

(1) Included in receivables and other assets in therapanying condensed consolidated balance st
(2) Included in accrued expenses and other liabilitidhe accompanying condensed consolidated baktrests.

The Company files income tax returns with the WeBleral government and various state and locadiaiions. The Company is
longer subject to tax examinations by tax authesitior years prior to 2010. The Company has as$esse¢ax positions for all open ye:
which includes 2010 to 2012 and concluded thaktlee no material uncertainties to be recognized.

During the three and nine months ended Septemhe2®(B, the Companyg’ TRSs recorded approximately $0.2 million and
million, respectively, of income tax expense. Dgrithe three and nine months ended September 3@, #e Compang TRSs recorde
approximately $0.6 million and $1.1 million, respeely, of income tax expense. The Compangstimated taxable income differs from
federal statutory rate as a result of state ana kaxes, non-taxable REIT income and a valuatimwance.
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18. Stock Incentive Plan

In May 2010, the Company’s stockholders approvesl @ompany’s 2010 Stock Incentive Plan (the “2018nB| with suct
stockholder action resulting in the terminationtttd Company’s 2005 Stock Incentive Plan (the “2B0#n”). The terms of the 2010 Plan
substantially the same as the 2005 Plan. At SdeB0, 2013, there are 94,874 shares of unvesstdcted stock outstanding under the Z
Plan.

Pursuant to the 2010 Plan, eligible employeesceifi and directors of the Company have the oppityttmacquire the Compan
common stock through the award of restricted sauk other equity awards under the 2010 Plan. Thémuan number of shares that may
issued under the 2010 Plan is 1,190,000.

During the three and nine months ended September2@03, the Company recognized nmash compensation expense
approximately $65,000 and $165,000, respectivelyiny the three and nine months ended Septembe&03@, the Company recognized non
cash compensation expense of approximately $2@&0080552,000, respectively. Dividends are paid breatricted stock issued, whether tt
shares have vested or not. In general, non-vesttdated stock is forfeited upon the recipiergfsriination of employment.

A summary of the activity of the Company's nagsted restricted stock under the 2010 Plan fonthe months ended Septerr
30, 2013 and 2012, respectively, are presentedvbelo

2013 2012
Weighted Weighted
Average Average
Number of Per Share Number of Per Share
Non-vested  GrantDate ~ Non-vested  Grant Date
Restricted Fair Value Restricted Eair Value
Shares (1) Shares (1)
Non-vested shares at January 1 31,58( $ 6.5¢ 14,08: $ 7.1C
Granted 75,38t 7.1: 22,19 6.3¢€
Vested (12,09 6.65 (4,695) 7.1(
Non-vested shares as of September 30 94,87: $ 7.01 31,58( $ 6.5¢
Weighted-average fair value of restricted stocltgd during the period 75,38t $ 7.8 22,190 $ 6.3¢

(@) The grant date fair value of restricted stock awdsdbased on the closing market price of the Caryisacommon stock at the gr.
date.

At September 30, 2013 and 2012, the Company hadcagnized compensation expense of $0.5 million $0@ million
respectively, related to the neested shares of restricted common stock undel@i® Plan. The unrecognized compensation expel
September 30, 2013 is expected to be recognizedaweighted average period of 2.2 years. The fatalvalue of restricted shares ve:
during the nine months ended September 30, 2012@h8 was approximately $86,000 and $33,000, réisedc The requisite service peri
for restricted shares at issuance is three years.
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19. Related Party Transactions
Management Agreements

On April 5, 2011, the Company entered into a mamayg agreement with RiverBanc LLC (“RiverBancpursuant to whic
RiverBanc provides investment management servicéiset Company. On March 13, 2013, the Company edterto an amended and rest;
management agreement with RiverBanc (as amended;RiverBanc Management AgreementThe RiverBanc Management Agreen
replaces the prior management agreement betwe@nBinc and the Company, dated as of April 5, 20h&. amended and restated agree
has an effective date of January 1, 2013 and hesrathat will expire on December 31, 2014, subjechutomatic annual ongar renewa
thereof.

As of September 30, 2013 and December 31, 2012Ctrepany owned a 20% and 15% membership interespectively, i
RiverBanc.

For the three and nine months ended Septembei033, the Company expensed $0.7 million and $2.liamiin fees to RiverBan
respectively. For the three and nine months erSiggtember 30, 2012, the Company expensed $0.2omihd $0.6 million in fees
RiverBanc, respectively.As of September 30, 2013 and December 31, 26&2Cbmpany had fees payable to RiverBanc of $0l8mianc
$0.1 million, respectively, included in accrued empes and other liabilities.
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Item 2. Management's Discussion and Analysis of Financial @dition and Results of Operations
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

When used in this Quarterly Report on Form@,0in future filings with the Securities and ExcganCommission, or SEC, or
press releases or other written or oral commuminatissued or made by us, statements which ardisimrical in nature, including thc
containing words such as “believe,” “expect,” “@ipate,” “estimate,” “plan,” “continue,” “intend,”should,” “would,” “could,” “goal,”
“objective,” “will,” “may” or similar expressionsare intended to identify “forward-looking statem&nivithin the meaning of Section 27A
the Securities Act of 1933, as amended, or Seesrhict, and Section 21E of the Securities Exchakgeof 1934, as amended, or Excha
Act, and, as such, may involve known and unknowksti uncertainties and assumptions.

Forwardiooking statements are based on our beliefs, assumspand expectations of our future performanaking into account ¢
information currently available to us. These balieilssumptions and expectations are subject te asll uncertainties and can change
result of many possible events or factors, nobhllvhich are known to us. If a change occurs, aisiess, financial condition, liquidity a
results of operations may vary materially from thexpressed in our forwatdeking statements. The following factors are exl®pf thos
that could cause actual results to vary from oww&dlooking statements: changes in interest rates hedrarket value of our securiti
changes in credit spreads, the impact of the doadegof the londerm credit ratings of the U.S., Fannie Mae, Freddac, and Ginnie Ma
market volatility; changes in the prepayment rateshe mortgage loans underlying our investmenur$ges; increased rates of default an
decreased recovery rates on our assets; our abilltgrrow to finance our assets; changes in gonem laws, regulations or policies affec
our business, including actions taken by the UesleFal Reserve and the U.S. Treasury; our abdityaintain our qualification as a REIT
federal tax purposes; our ability to maintain oxeraption from registration under the Investment @any Act of 1940, as amended; and 1
associated with investing in real estate assetduding changes in business conditions and the rgemeonomy. These and other ri
uncertainties and factors, including the risk fegtescribed in this report and in Part I, ltem-1/Risk Factors’of our Annual Report on Fot
10-K for the year ended December 31, 2012 and ihIPaf our Quarterly Reports on Form IDFfor the quarters ended March 31, 2013
June 30, 2013 and as updated by our subsequagsfiliith the SEC under the Exchange Act, couldeaus actual results to differ materit
from those projected in any forward-looking statetseve make. All forwardeoking statements speak only as of the date orciwthiey ar
made. New risks and uncertainties arise over tintkiis not possible to predict those events av lttey may affect us. Except as require:
law, we are not obligated to, and do not intendudate or revise any forwaldeking statements, whether as a result of newriméion
future events or otherwise.

Defined Terms

In this Quarterly Report on Form 1Q-we refer to New York Mortgage Trust, Inc., togetwith its consolidated subsidiaries,
we,” “us,” “Company,” or “our,” unless we specifially state otherwise or the context indicates othise. We refer to our whollgwnet
taxable REIT subsidiaries as “TRSs” and our whallyned qualified REIT subsidiaries as “QRSk"addition, the following defines certain
the commonly used terms in this report: “RMBS” ref¢éo residential adjustable-rate, hybrid adjustedshte, fixedrate, interest only ar
inverse interest only and principal only mortgageeked securities; “Agency RMBSegfers to RMBS representing interests in or obliyad
backed by pools of mortgage loans issued or guarxhby a federally chartered corporation (“GSE&8uch as the Federal National Mortgz
Association “Fannie Mae”) or the Federal Home Loan Mortgage @aoration (“Freddie Mac”), or an agency of the U.S. government, suc
the Government National Mortgage Association (“GeaMae”); “Agency ARMs” refers to Agency RMBS coimspd of adjustableate anc
hybrid adjustable-rate RMBS; “non-Agency RMBS” refeo RMBS backed by prime jumbo and Alternatiymaper (“Alt-A”) mortgage loan:
“10s” refers collectively to interest only and inkae interest only mortgageacked securities that represent the right to titerest compone
of the cash flow from a pool of mortgage loans; &éagy 10" refers to an 10 that represents the right to thieiast component of cash fl
from a pool of residential mortgage loans issuecgoaranteed by a GSE, or an agency of the U.S.rgment;“POs” refers to mortgage-
backed securities that represent the right to thiegpal component of the cash flow from a poolnafrtgage loans; “ARMs"refers tc
adjustable-rate residential mortgage loans; “prilA&M loans” refers to prime credit quality resideitARM loans (“prime ARM loans”helc
in securitization trusts; “distressed residentiabhs” refers to pools of performing, re-performiagd to a lesser extent non-performing, fixec
rate and adjustable-rate, fully amortizing, interesly and balloon, seasoned mortgage loans secbsedirst liens on one- to fodamily
properties;“CMBS” refers to commercial mortgage-backed sedestcomprised of commercial mortgage passugh securities, as well
IO or PO securities that represent the right topesific component of the cash flow from a poolarhmercial mortgage loan¢multi- family
CMBS” refers to CMBS backed by commercial mortgagas on multi-family properties; “CLOtefers to collateralized loan obligation; a
“CDOQ’ refers to collateralized debt obligation.

«, "o
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General

We are a real estate investment trust, or REITfdderal income tax purposes, in the business @dieing, investing in, financir
and managing primarily mortgagelated assets and, to a lesser extent, finanssdts®. Our objective is to manage a portfolio @Egtment
that will deliver stable distributions to our stbiders over diverse economic conditions. We intemaichieve this objective througt
combination of net interest margin and net realizagital gains from our investment portfolio. Owrtfolio includes certain credit sensit
assets and investments sourced from distressedetaankrecent years that create the potentialdpital gains, as well as more traditional ty
of mortgage-related investments that generatedsténcome.

We have endeavored to build in recent years a glfiedt investment portfolio that includes elemeatsnterest rate and credit ri:
We believe a portfolio diversified among interesterand credit risks is best suited to deliveriadple cash flows over various economic cy:
Under our investment strategy, our targeted assetently include Agency ARMs, Agency fixed-rate BM, Agency 10s, multfamily
CMBS, direct financing to owners of mufamily properties generally through mezzanine anefgored equity investments, and reside
mortgage loans, including loans sourced from diseed markets. Subject to maintaining our qualificatas a REIT, we also m
opportunistically acquire and manage various otiipes of mortgageelated assets and financial assets that we beli@l/e€ompensate (
appropriately for the risks associated with thengluding, without limitation, nomgency RMBS (which may include I0s and Pt
collateralized mortgage obligations and securigesed by newly originated residential securit@adi, including credit sensitive securities fi
these securitizations. In addition, we will connto seek new areas of opportunity in the residespace, including mortgage servicing ri
which may complement our Agency IO strategy.

We strive to maintain and achieve a balanced awersi funding mix to finance our assets and op®ratiTo this end, we re
primarily on a combination of shotérm borrowings, such as repurchase agreementdaeitis typically of 30 days, and longer term simoet
financings, such as securitization and re-secatitn transactions, with terms longer than one.year

We internally manage a certain portion of our maitf including Agency ARMs, fixed-rate Agency RMB8onAgency RMBS
CLOs and certain residential mortgage loans helseturitization trusts. In addition, as part of owrestment strategy, we also contract
certain external investment managers to manageifispasset types targeted by us. We are a partgejparate investment manager
agreements with The Midway Group, LP (“Midway”),vieiBanc, LLC (“RiverBanc”) and Headlands Asset Mgaraent LLC (“Headland3;
with Midway providing investment management sersiedgth respect to our investments in Agency I0sieRBanc providing investme
management services with respect to our investmentsulti-family CMBS and certain commercial readtaterelated debt and equ
investments, and Headlands providing investmentagament services with respect to our investmentisinessed residential mortgage lo
Prior to 2012, we were also a party to an advisgseement with Harvest Capital Strategies LLC (“M)C8/hich was terminated effecti
December 31, 2011.

Key Third Quarter 2013 Developments
Acquisition of a Pool of Distressed Residential Mortgage Loans and Other Investments

In September 2013, we purchased a pool of distlessidential mortgage loans with an unpaid priakchalance of approximate
$92.1 million for an aggregate purchase price graximately $72.8 million. We financed our purcha$¢hese distressed residential mortg
loans with the proceeds from the securitizationgeations described below .

During the third quarter, we originated approxinha®&?1.3 million in first mortgage loan, mezzanidept and equity investments.
Completion of Distressed Residential Mortgage Loans Securitization Transactions

During the third quarter, we completed three séization transactions for the purpose of finanoiligfressed residential mortg:
loans having an aggregate unpaid principal balafiepproximately $243.6 million. These distressesidentialmortgage loans were acqui
by the Company during the second and third quaae?913. The interest rate on the notes issued by the deetion trusts range from 4.2¢
to 4.85% and are subject to redemption startinguig 2016, in the case of one securitization angte®eber 2016, in the case of the other
securitizations, at which times the securitizatinrsts may redeem the notes or allow them to reroatstanding, although, in each cas:
increased per annum ratéhe Company received net cash proceeds of apprtely®l36.6 million from these securitization traosons, afte
deducting expenses associated with the transactions

Third Quarter 2013 Common Stock and Preferred Stock Dividends
On September 12, 2013, our Board of Directors ‘[Bward”) declared a regular quarterly cash dividend of $@&7share on shai

of our common stock for the quarter ended SepterBbel013. The dividend was paid on October 2532@1our common stockholders
record as of September 23, 2013.
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Also, in accordance with the terms of the SerieBrBferred Stock of the Company, the Board declar&eries B Preferred Stc
cash dividend of $0.484375 per share of SerieseieRed Stock for the quarterly period that begadaly 15, 2013 and ended on Octobe
2013. This dividend was paid on October 15, 2013aiders of record of Series B Preferred Stockfa3atober 1, 2013.

Subsequent Events
Multi-Family CMBS Transaction

In November 2013, we expect to purchase the fast PO security in a newly issued Freddie Mac-gpedsmulti-family KSerie:
securitization Because this acquisition is pending, there candbassurance that we will complete this purchasingd the expected period
at all.

Current Market Conditions and Commentar y

General. The U.S. economy grew more than expected duringhing quarter of 2013, with real gross domestioduct (“GDP”)
estimated to have expanded by 2.8%. The U.S. Depattof Labor estimates that the unemployment wae at 7.2% as of the end
September 2013, down from 7.8% in December 2012vener, due to a decline in the labor force paréitign rate, the employment
population ratio has remained essentially uncharigecent months. According to the U.S. Departmaint.abor, total nonfarm payr
employment increased by 148,000 in September 2i48n from the prior 12nonth average of 185,000 new jobs per month. liseudsion ¢
the economic situation and outlook at the FedeesleRve Open Market Committee (the “FOMG@fgeting in September 2013, FOMC mee
participants agreed that data received since thRIES July 2013 meeting indicated that economic agtitiad continued to expand &
moderate pace, though somewhat more slowly thagigaitied. Based, in part, on this data, and as ridhg discussed below, the FON
announced on September 18, 2013 that it had detidadait more evidence that economic progressheilsustained before commencing
tapering of asset purchases under QE3 (definedvpeRince this decision by the FOMC, which was camntto general market consensus
yield on the 1-year U.S. Treasury note declined by approximatdlyp&sis points as of October 29, 2013, which weebelhas contributed
a recent decline in mortgage rates, lower volgtdind higher pricing for many fixed-income assets.

As disclosed in our prior periodic reports, the émdl Reserve has undertaken three rounds of gatwditeasing in an effort
support a stronger economic recovery and to hedprenthat inflation, over time, is at a rate tlsamiost consistent with the Federal Reserve
dual mandate of fostering maximum employment aridepstability. The most current version of the Fatld&Reserves quantitative easi
program, which is referred to as “QE3j¥olves the purchase by the Federal Reserve oh&g&MBS at a pace of $40 billion per month
longerterm U.S. Treasury securities at a pace of $4®bilber month, as well as the reinvestment of [palcpayments from its holdings
Agency debt and Agency RMBS in Agency RMBS andrtiéng over of maturing U.S. Treasury securitiesaaction. The FOMC meetil
minutes released on May 22, 2013 announced thaf¢deral Reserve was considering beginning to tlEepace of purchases of Age
RMBS as early as June 2013. In June 2013, the F@NGduced more formal unemployment rate and idffattargets, with Chairmi
Bernanke announcing on June 19, 2013 that the &le&mserve would begin to scale back Agency RMB&mses later in 2013 if t
economy continued to improve in line with the FOMQCiurrent projections and that such purchases woalike entirely when t
unemployment rate reached 7%. In his semiannuaktaonreport before the U.S. House of Represemigithinancial Services Committee
July 17, 2013, Chairman Bernanke indicated thahéfincoming economic data confirms a strengthetabgr market and inflation movi
back toward the Federal Reses/@ percent target, the FOMC anticipates that iild/dve appropriate to begin to moderate its mongplage ¢
Agency RMBS purchases later in 2013, but then meftethe statement by noting that any such moderatiqgourchases could be adjus
depending on incoming economic data. However, tee€ihiairman Bernankeremarks before the House Financial Services Ctteerand th
sluggish expansion of GDP in the first half of 20#& markets appeared to have priced in the eapectthat the FOMC would begin to ta
in the near term, and that such tapering mightrb®anced as early as September. As noted aboveagoio the general market consen
the FOMC announced on September 18, 2013 thatutdumaintain its current level of asset purchaseten QE3. Following its most rec
meeting on October 30, 2013, the FOMC announcedtthad elected to leave the pace of its asseathases under QE3 unchanged.

The market reaction to the possible tapering of @E®urring in 2013 was extremely negative, althougtatility has eased sor
and pricing has improved for many fixed -incomeetssubsequent to the FOMC'’s September announceamtrate on the teyear U.S
Treasury note moved sharply higher after droppm@.63% in early May, rising to 2.49% at the endha& second quarter and to as hig
2.99% in early September before falling to 2.61%hatend of September. As the yield on theytear U.S. Treasury note advanced, Agt
RMBS underperformed, in some cases dramaticallyevédenced by significantly lower pricing on thesssets. Losses on these assets
recovered some subsequent to the FOMC'’s Septembeuacement. The Freddie Mac surveyy@ar mortgage rate mirrored the move ir
markets, rising from 3.57% at the end of the fipsarter to 4.58% by miéugust, where generally rates remained until dewjio 4.32% at tt
end of the third quarter. However, while marketditions have improved for many types of Agency RMB® believe ongoing uncertail
surrounding Federal Reserve actions relating to @Bthe federal budget and deficit battles in Waghn, DC has the potential to continu
weigh on and create additional volatility for AggrRMBS and other fixedaicome assets in the coming months. The predicfionthe futur
of QE aside, the FOMC has maintained its intenkdep the target range for the federal funds raterden 0% and 0.25% until either
unemployment rate drops below 6.5% or the projeatéldtion rate over the next one to two years éases above 2.5% and longem



inflation expectations continue to be well anchored
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The market movements outlined above have had aingfahnegative impact on our existing Agency RMB&tfolio (including
our Agency 10s) during the second quarter, whicffesed from negative price movements outside of bedged expectations, but h
generally had a positive impact on the valuatiarsour multifamily CMBS and distressed residential mortgageadodhereby mitigating to
large extent the downside impact of these eventsuproverall portfolio. Subsequent to the FOMC rimegtwe saw a partial price recoven
most of our MBS portfolio with prices ending highas compared to June 30, 2013. We expect that th=smll market conditions m
continue to impact our operating results and wallge us to adjust our investment and financingegfi@s over time as new opportuni
emerge and risk profiles of our business change.

Single-Family Homes and Residential Mortgage Markae residential real estate market showed sigrowofinued improveme
in home prices in August 2013, although the ratprafe gains have slowed since April 2013. Dataeaséd by S&P Indices for its S&P/Case
Shiller Home Price Indices for August 2013 showat,ton average, home prices increased by 12.8%hdéa20City Composite as comparec
August 2012. In addition, according to data prodidy the U.S. Department of Commerce, privat@lyred housing starts for single fan
homes for August 2013 were at a seasonally adjustedal rate of 628,000, the highest since FebrR@hBd and 7% higher than starts in .
2013. We expect the singtamily residential real estate market to continm@prove in the near term, but believe that hightarest rates ai
tepid job creation will contribute to slowing hongigains for single family homes over the next Ihths.

Multi-family Housing.While apartments and other residential rental pritigee remain one of the better performing segmehthe
commercial real estate market, August 2013 nfaftiily housing start data from the U.S. DepartmehtCommerce suggested a re«
softening. According to data provided by the U.&pBrtment of Commerce, starts on mfdtinily homes, such as apartment buildings, di
in August 2013 to an annual rate of 263,000 umitsch is approximately 11% below activity in théqermonth. However, while mulfiamily
construction slowed in August, which we believéiksly a result of increased interest rate volgtilstarts for multfamily properties during tt
first eight months of 2013 are higher when compdecethe same period last year. We believe the pedace of multfamily housing in th
past year is due, in part, to a significant declim@ew construction during the recent economic mtomn and increased demand from for
homeowners, which has driven stronger rental incgr@awvth across the country. In turn, these factoase led to recent valuati
improvements for multi-family properties and neidig delinquencies on new multi-family loans origied by Freddie Mac and Fannie Mae.

Recent Government Actioris.recent years, the U.S. Government and the FeReserve and other governmental regulatory bi
have taken numerous actions to stabilize or improgeket and economic conditions in the U.S. ordgsisda homeowners and may in the fu
take additional significant actions that may impaat portfolio and our business. A descriptionefent government actions that we believt
most relevant to our operations and business isided under this same caption in our Annual RepaortForm 10K for the year ende
December 31, 2012 and above under “—General”.

Developments at Fannie Mae and Freddie MRayments on the Agency ARMs and fixede Agency RMBS in which we invt
are guaranteed by Fannie Mae and Freddie Mac. Asadbr publicized, Fannie Mae and Freddie Mac aresgmtly under fedel
conservatorship as the U.S. Government continuesdtuate the future of these entities and what tid U.S. Government should continu
play in the housing markets in the future. Sincedg@laced under federal conservatorship, there lieeen a number of proposals introdu
both from industry groups and by the U.S. Congresdating to changing the role of the U.S. governtrie the mortgage market and reforr
or eliminating Fannie Mae and Freddie Mac. The mesent bill to receive serious consideration & lfousing Finance Reform and Taxp:
Protection Act of 2013, also known as the CoMéarner Bill, which was introduced in the U.S. Sendthis legislation, among other thir
would eliminate Freddie Mac and Fannie Mae anda@pthem with a new agency which would providenarftial guarantee that would o
be tapped after private institutions and invesstepped in. In addition, members of the U.S. HafdRepresentatives recently introduced
Protecting American Taxpayers and Homeowners Abtpad financing bill which serves as a counterfiathe CorkeMarner Bill. It remain
unclear whether these or any other proposals wibine law or, should a proposal become law, ifaa the enacted law will differ from t
current draft of these bills. It is unclear how fireposals would impact housing finance, and wimgttaict, if any, they will have on mortgz
REITs.

Credit SpreadsCredit spreads in the residential and commerciaketa have generally continued to tighten furthenirdy the firs
nine months of 2013, continuing a trend exhibitedry a significant part of 2012. Typically wheredit spreads widen, crediensitive asse
such as CLOs and muliamily CMBS, as well as Agency IOs are negativehpacted, while tightening credit spreads typichtye a positiv
impact on the value of such assets.
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Financing markets and liquidityrhe availability of repurchase agreement finandorgour Agency RMBS portfolio remains sta
with interest rates between 0.35% and 0.42% ford&9 repurchase agreements for Agency ARMs and Agémed-—rate RMBS as
September 30, 2013. The 30-day London Interbanleredf Rate (“LIBOR”)was 0.18% at September 30, 2013, marking a decref
approximately 3 basis points from December 31, 20bRger term interest rates were increased agpfetber 30, 2013 as compared tc
2012 year end, with the rate on theydar U.S. Treasury note increasing by approxima@slpasis points to 2.61%. We expect interest ta
rise over the longer term as the U.S. and globahemic outlook improves.

In addition, financing and liquidity for commerciaal estate securities and other credit sensbgets have continued show sigr
improvement, both in terms of financing rates awmdilability, as evidenced by the six longerm structured financings we have compl
since May 2012.

Bank Regulatory Capital Changds. late June 2013, the Basel Committee for Bani8ugervision, or “BCBS”"jssued propost
changes to the Basel Ill accord that, if finalizeguld increase the amount of regulatory capitglineed by affected banks. Basel Il introdu
a minimum "leverage ratio" of at least 3% for banKse leverage ratio is calculated by dividing alda Tier 1 capital (i.e., common shares
retained earnings plus certain qualifying minoiiierests) by such bank's average total consotidassets. The proposed changes issu
June 2013 would expand the definition of assetwethy increasing the denominator (which is oftderred to as the exposure measure)
would maintain the minimum leverage ratio of 3%. éug the changes is a requirement that securitie@ning transactions, such
repurchase agreement financings, are included msatmlated assets on a “grodsdsis (i.e., no recognition of accounting nettiagjen th
bank acts as a principal in the transaction. FuoriheJuly 2013, the Federal Reserve announcedhkeaninimum Basel Il leverage ratio wo
be 5% for systemically important bank holding comipa in the U.S. and 6% for their insured bank &lidses. Under each rule as propo:
beginning on January 1, 2015, banks would publiibclose their leverage ratios and would need tinbeompliance with the final rule
January 1, 2018. These new rules, if finalized |e¢megatively impact affected financial institut®rappetite for various risk taking activiti
including the issuance of repurchase agreementding. As a result, it is possible that certaindieg institutions could decide to reduce
otherwise limit their repurchase agreement finagpé@mresponse to these developments, particularbpnnection with the financing of Ager
RMBS, which may make it more difficult to financaranvestment portfolio on favorable terms in theufe.

Prepayment ratesAs a result of the significant increase in Ialegm term treasury rates and mortgage rates dtmmguarter ends
June 30, 2013, mortgage originations related tmaating decreased, resulting in lower prepaymeseeds in many of our Agency RM
portfolio. Although we expect the decline in moggarates subsequent to the FOMGeptember 2013 announcement might cause prept
speeds to move modestly higher in the fourth quaft@013, we expect prepayment speeds to decliaetone as interest rates rise. For fur
information regarding prepayment rates on our AgeRRIBS, see “—Results of Operations—Prepayment Eepee.”

Significant Estimates and Critical Accounting Polidges

A summary of our critical accounting policies iglided in Item 8 of our Annual Report on FormK ®@er the year ended Decem
31, 2012 and “Note 2 — Summary of Significant Aaating Policies” to the condensed consolidated for@rstatements included therein.

Fair Value.The Company has established and documented precisseéetermining fair values. Fair value is baspdn quote
market prices, where available. If listed priceésqaotes are not available, then fair value is Baggon internally developed models -
primarily use inputs that are market-based or iedéepntlysourced market parameters, including interestyigie curves. Such inputs to 1
valuation methodology are unobservable and sigmifido the fair value measurement. The Companys RIDs, multfamily loans held i
securitization trusts and multi-family CDOs are sidlered to be the most significant of its fair vastimates.

The Company’s valuation methodologies are describélote 14 — Fair Value of Financial Instrumenistiuded in Part I, ltem
of this Quarterly Report on Form 10-Q.

Loan Consolidation Reporting Requirement for Certisliulti-Family K-Series Securitization#\s of September 30, 2013, we ow
100% of the first loss securities of the “ConsaithK-Series”. The Consolidated Beries collectively represents, in the case ofthihee an
nine month periods ended September 30, 2013, éparate Freddie Mac-sponsored multi-family loaéties securitizations, or in the cas
the three and nine month periods ended Septemb&03Q, three separate Freddie Mac-sponsored faatily loan K-Series securitizations
each case of which we, or one of our special pergogities, or SPEs, own the first loss PO seesriind certain 10 securities. We determ
that the Consolidated K-Series were VIEs and thtatve the primary beneficiary of the Consolidate8d€ies. As a result, we are require
consolidate the Consolidated K-Series’ underlyingtirfamily loans including their liabilities, interestcome and expense in our consolid
financial statements. We have elected the fairevalption on the assets and liabilities held withie Consolidated KSeries, which requires t
changes in valuations in the assets and liabildfahe Consolidated K-Series will be reflectedinm consolidated statement of operations.
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Fair Value Option— The fair value option provides an election thabwl companies to irrevocably elect fair value fioafcia
assets and liabilities on an instrumentibgtrument basis at initial recognition. Changesdain value for assets and liabilities for whicke
election is made will be recognized in earningsh&y occur. The Company elected the fair valugoapfor its Agency IO strategy and -
Consolidated K-Series (as defined in Note 2 toumaudited condensed consolidated financial stattswecluded in this report).

Recent Accounting Pronouncements

A discussion of recent accounting pronouncementisthe possible effects on our financial stateméniscluded in “Note 2—
Summary of Significant Accounting Policies” inckdlin Part I, Item 1 of this Quarterly Report onRd.0-Q.

Investment Allocation

The following tables set forth our allocated caplita investment type at September 30, 2013 and mbee 31, 2012, respectivi

(dollar amounts in thousands):

At September 30, 2013:

Distressed Residentia
Agency Agency Multi- Residentia  Securitizec
RMBS @ I0s Family @ Loans Loans Other ©® Total
Carrying value $ 77558 $ 125,67: $ 307,400 $ 258,28t $ 170,30t $ 39,13t $1,676,39
Liabilities:
Callable® (693,657 (85,579 (6,557) - - (8,400)  (794,18)
Non-callable - (79,149 (174,89 (164,77Y (45,000 (463,81)
Hedges (Net®) 2,72¢ 11,90: = - = = 14,62¢
Cash - 22,33¢ - - - 20,50¢ 42,84¢
Other 3,06: 1,394 64C 13,32¢ 1,40¢ (18,01 1,81
Net capital allocate $ 87,72( $ 7573t $ 222,33¢ $ 96,72( $ 6,94 $ (11,779 $ 477,68

(1) Includes both Agency ARMs and Agency fixecerRtMBS.

(2) The Company determined it is the primary bmmnafy of the Consolidated K-Series and has codatdid the Consolidated K-Series into
the Company’s financial statements. A reconcoiatio our financial statements as of Septembe2@03 follows:

Multi-Family loans held in securitization trusts fair value $ 6,668,60:
Multi-Family CDOs, at fair value (6,472,27)
Net carrying value 196,33(
Investment securities available for sale, at faiue held in securitization trusts 86,71«
Total CMBS, at fair value 283,04«
Mezzanine, debt and equity investments 24,36(
Securitized debt (79,149
Repurchase agreement (6,557)
Other 64C
Net capital in Mult-Family $ 222,33

(3) Other includes CLOs having a carrying valu&®2.5 million, as well as loans held for investinamd nonAgency RMBS. Other callak
liabilities include an $8.4 million repurchase agreent on our CLO securities and other wailable liabilities consist of $45.0 million

subordinated debentures.
(4) Consists of borrowings under repurchase ageen

(5) Includes derivative assets, derivative lidieiti, payable for securities purchased and restricash posted as margin.
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At December 31, 2012:

Distressed Residentia

Agency Agency Multi- Residentia Securitizec
RMBS @ I0s Family @ Loans Loans Other ® Total
Carrying value $ 901,86 $ 99,37: $ 194,49 $ 60,45¢ $ 187,22¢ $ 41,80( $1,485,21!
Liabilities:
Callable® (806,47) (74,707 - - - (7,950 (889,139
Non-callable - - (78,897 (38,700 (180,979 (45,000 (343,570
Hedges (Net®) 3,71¢ 10,78: - - - - 14,49¢
Cash - 25,797 - - - 31,77 57,57«
Other 3,12¢ 1,57¢ 1,971 2,92¢ 1,41( (13,59) (2,58
Net capital allocate $ 102,23 $ 62,81¢ $ 11757 $ 2468 $ 7,660 $ 7,03¢ $ 322,00¢

(1) Includes both Agency ARMs and Agency fixecerRtMBS.
(2) The Company determined it is the primary bmmnafy of the Consolidated K-Series and has codatdid the Consolidated K-Series into
the Company’s financial statements. A reconciliatio our financial statements as of December 31220llows:

Multi-Family loans held in securitization trusts fair value $ 5,442,901
Multi-Family CDOs, at fair value (5,319,57)
Net carrying value 123,33:
Investment securities available for sale, at falue held in securitization trusts 71,15¢
Total CMBS, at fair value 194,49:.
Securitized debt (78,89))
Other 1,971
Net Capital in Mult-Family $ 117,57:

(3) Other includes CLOs having a carrying valu&®®.8 million, nonAgency RMBS and loans held for investment. Othdiebke liabilities
include an $8.0 million repurchase agreement on @u® securities and other namdlable liabilities consist of $45.0 million
subordinated debentures. Certain prior period amsooave been reclassified to conform to curreribfdepresentation.

(4) Consists of borrowings under repurchase ageen

(5) Includes derivative assets, derivative lidieiti, payable for securities purchased and restricash posted as margin.
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Results of Operations

Comparison of the Three and Nine Months Ended Septeber 30, 2013 to the Three and Nine Months Ended Bember 30, 2012

For the three and nine months ended September(3@, 2ve reported net income attributable to commimekholders of $16
million and $43.6 million, respectively, as comphte net income attributable to common stockhol@¢i$7.9 million and $18.9 million for tl
same respective periods in 2012. The main compsrwdrihe change in net income for the three and mionths ended September 30, 201
compared to the same periods for the prior yeadetailed in the following table (dollar amountgtmusands, except per share data):

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2013 2012 $ Change 2013 2012 $ Change

Net interest incom $ 15,337 $ 8,121 $ 7,21¢ $ 42378 $ 20,24¢ $ 22,12¢
Total other income $ 8,34: $ 3,612 $ 473 $ 17,48: $ 8,182 $ 9,30(
Total general, administrative and othi

expenses $ 508z $ 322: $ 186( $ 13,66( $ 8,57 $ 5,08
Income from operations before incon

taxes $ 18,597 $ 8,511 $ 10,08¢ $ 46,19¢ $ 19,857 $ 26,34
Income tax expense $ 211 % 59¢ $ (387 $ 531 $ 1,06t $ (539
Net income $ 18,38¢ $ 791 $ 10,47 $ 45,66¢ $ 18,79: $ 26,87¢
Preferred stock dividends $ (1,459 $ - $ (1,459 $ (2,115 $ - $ (2,119
Net income attributable icommon

stockholders $ 16,93: $ 791 $ 9,02( $ 4355! % 18,88¢ $ 24,664
Basic income per common share $ 027 $ 03C $ (0.09) $ 0.7¢ $ 1.01 $ (0.2%)
Diluted income per common share  $ 027 $ 03C $ 0.09 $ 0.7¢ $ 101 $ (0.25)

In general, the significant increases in a numli¢he line items set forth above is largely a fumctof the growth in the Compary’
stockholdersequity from $222.0 million as of September 30, 261$477.7 million as of September 30, 2013 andctireesponding growth
the size of the Company’s portfolio of interestriéiag assets.

Net interest income for the three and nine montited September 30, 2013 increased by 89% and @3¢ ectively, as compai
to the same periods in the prior year due, in lg@, to an increase of $888.1 million and $1l0dpi in average interest earning assets ir
respective periods. The Company’s portfoliointdrest margin was 359 basis points for the quaneded September 30, 2018s, compare
to net interest margin of 470 basis points fordharter ended September 30, 2012 and 348 basits foirthe quarter ended June 30, 2013
The decrease of 111 basis points in net interesgiméor the quarter ended September 30, 2013 agared to the same period in 2012
largely attributable to the Compasyincreased capital allocation to its levered AgeR&BS strategy. Since October 2012, we've alkex
capital solely to our credit sensitive strateglesréby reducing our exposure to the Agency RMB&exgy. The increase in third quarter 2
net margin was directly related to this transition.

51




Total other income increased by $4.7 million and3$@illion for the three and nine month periods esh&eptember 30, 2013
compared to the same periods in 2012, respectiVély.changes in total other income for the threerd@ne months ended September 30, !
as compared to the same periods in 2012 were phlynaiaiven by:

e anincrease in net unrealized gains on multi-fatoans and debt held in securitization trust$®#6 million and $17.4 million
for the three and nine months ended September03@, 2espectively, from the corresponding period®d12. The increase in
unrealized gains was due to improved credit spraadgell as an increase in mulimily CMBS investments as compared to
corresponding prior year periods. As of Septen30e2013, the net carrying value of our multi-fam@MBS, which measures
unrealized gains and losses through earnings, amtwapproximately $196.3 million as comparedgpraximately $89.6
million at September 30, 2012. Valuations on thessets continued to improve during the quarter fraproved credit market
conditions and greater demand by investors forgtosluct;

e adecrease in unrealized loss on investmentitieswaind related hedges of $0.4 million for theethmonth period ended
September 30, 2013 as compared to the three menttex] September 30, 2012 and an increase in w@@aain on investme
securities and related hedges of $5.6 million fiertine months ended September 30, 2013 as comipeatteel nine months
ended September 30, 2012; and

e adecrease in realized gain on investment seeuiahd related hedges of $1.7 million for theehm®nths ended September 30,
2013 and an increase in realized loss on investsemirities and related hedges of $14.0 milliortliernine months ended
September 30, 2013, which were primarily relatedunAgency IO strategy. The increased interest vatatility combined wit|
illiquidity in the inverse 10 market resulted irrdger than expected losses in this strategy duhiagecond quarter of 2013 with
a partial reversal realized during the third quaofethis year.

Comparative Expenses (dollar amounts in thousands)

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
General, Administrative and
Other Expenses 2013 2012 $ Change 2013 2012 $ Change
Salaries, benefits and directors’
compensation $ 80t $ 507 $ 20 % 189 $ 1,70 $ 192
Professional fees 70¢ 40C 30¢ 1,94z 1,35¢ 584
Management fees 2,21: 1,77z 441 5,45¢ 3,98 1,46¢
Expenses on distressed residential
mortgage loans 1,051 - 1,051 2,53: - 2,53
Other 304 45¢ (149 1,83¢ 1,52¢ 31C
Total $ 508: $ 3,22: $ 1,86( $ 13,66( $ 857: §$ 5,081

General, administrative and other expenses incddag&1.9 million and $5.1 million for the threedamine months ended Septem
30, 2013, respectively, as compared to the samedsein 2012. The increase was due primarily tongrease of $1.1 million and $2.5 milli
in expenses related to our distressed residentaigage loan investments, including acquisition aedicing related costs and an increas
$0.4 million and $1.5 million in management fees floe three and nine months ended September 3@, 284pectively. The increase
management fees was driven in large part by thee@se in assets managed by our external manableesincrease in expenses rele
to distressed residential mortgage loans is dubdaignificant increase in our investment in #iéset class as compared to the correspo
prior year period. As of September 30, 2013, we edvdistressed residential mortgage loans havirgyr@ing value of approximately $25¢
million. We owned no distressed residential morggémpns at September 30, 2012. The increase im o#ttegories is largely a result of
growth of our stockholders’ equity and balance shee
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Quarterly Comparative Net I nterest Spread

Our results of operations for our investment pdidfduring a given period typically reflects thetrmterest income earned on
investment portfolio of Agency and né&gency RMBS, CMBS (including CMBS held in secusdion trusts), prime ARM loans held
securitization trusts, distressed residential nawgég loans (including distressed residential moeglgans held in securitization trus
commercial real estate-related debt and equitysimrents, loans held for investment, loans heldséde and CLOs (collectively, outrteres
Earning Assets”)The net interest spread is impacted by factors agabur cost of financing, the interest rate thatiovestments bear and
interest rate hedging strategies. Furthermoreatheunt of premium or discount paid on purchasedgimr investments and the prepaymr
rates on portfolio investments will impact the irgerest spread as such factors will be amortizest the expected term of such investm
Realized and unrealized gains and losses on TBAmdbllar and Treasury futures and other derivatimssociated with our Agency
investments, which do not utilize hedge accountordginancial reporting purposes, are included hes income (expense) in our statemel
operations, and therefore, not reflected in tha dat forth below.

The following table sets forth, among other thinheg, net interest spread for our portfolio of IetrEarning Assets by quarter for
the eight most recently completed quarters, exalyithe costs of our subordinated debentures:

Weighted

Average Average

Interest Cash

Earning Yield on

Assets Interest Net

($ millions) Earning Cost of Interest

Quarter Ended (1) Assets®) Funds ) Spread®
September 30, 201@ $ 1,586.¢ 5.21% 1.62% 3.5¢%
June 30, 201@ $ 1,524.: 4.89% 1.41% 3.48%
March 31, 20142 $ 1,446.: 4.8% 1.3¢% 3.48%
December 31, 201@ $ 1,350.: 4.4% 1.1%% 3.3%
September 30, 201@ $ 698.f 5.9% 1.2<% 4.7(%
June 30, 201@ $ 409.4 7.26% 1.3%% 5.95%
March 31, 20142 $ 396.¢ 7.5% 1.01% 6.5¢%
December 31, 2011 $ 372.¢ 7.17% 0.97% 6.2(%

(1) Our Average Interest Earning Assets is catedl@ach quarter as the daily average balancerdhtarest Earning Assets for the quarter,
excluding unrealized gains and losses.

(2) Average Interest Earning Assets for the quarteludes all Consolidated K-Series assets ottar those securities issued by the
securitizations comprising the Consolidated K-Setieat are actually owned by us.

(3) Our Weighted Average Cash Yield on Intereshifey Assets was calculated by dividing our anragaliinterest income from Interest
Earning Assets for the quarter by our average dstedearning Assets for the quarter.

(4) Our Cost of Funds was calculated by dividing annualized interest expense from our InterestiBg Assets for the quarter by our
average financing arrangements, portfolio investsand distressed residential mortgage loans, Betsad CDOs and Securitized Debt
the quarter. Our cost of funds includes the impctur liability interest rate hedging activities.

(5) Net Interest Spread is the difference between ogigtifed Average Cash Yield on Interest Earning #ssaed our Cost of Fund
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Prepayment Experience

The following table sets forth the constant prepegtmates for selected asset classes, by quarter:

Agency Agency Agency Non-Agency Residential Weighted
Quarter Ended ARMs Fixed Rate I0s RMBS Securitizations Average
September 30, 2013 16.8% 8.5% 20.4% 23.6% 12.(% 15.2%
June 30, 2013 22.2% 6.4% 21.% 18.(% 6.5% 15.2%
March 31, 2013 20.8% 3.8% 21.€% 15.% 10.2% 12.%%
December 31, 2012 14.5% 1.% 21.8% 16.2% 11.€% 12.5%
September 30, 2012 17.5% 2.(% 19.2% 15.1% 4.6% 15.1%
June 30, 2012 24.&% N/A 19.4% 15.2% 7.4% 16.€%
March 31, 2012 18.1% N/A 19.6% 13.2% 8.1% 16.€%

When prepayment expectations over the remainiegaiifassets increase, we have to amortize premiwersa shorter time peri
resulting in a reduced yield to maturity on oure@stment assets. Conversely, if prepayment expestatiecrease, the premium woulc
amortized over a longer period resulting in a higheld to maturity. In addition, the market valuesd cash flows from our Agency 10s cal
materially adversely affected during periods oWvated prepayments. We monitor our prepayment espeei on a monthly basis and adjus
amortization rate to reflect current market coraisi.

Portfolio Asset Yields for the Quarter Ended September 30, 2013

The following table summarizes the Compangignificant assets at and for the quarter endgateghber 30, 2013, classified
relevant categories (dollar amount in thousands):

Carrying
Value Coupon @) Yield @ CPR®
Agency Fixed Rate RMBS $ 560,58: 2.9% 1.8€% 8.5%
CMBS @ $ 283,04 0.11% 12.22% N/A
Distressed Residential Loans $ 258,28t 5.95% 6.9% N/A
Agency ARMs $ 215,00 2.9%% 1.5€% 16.£%
Agency 10s $ 125,67 5.71% 9.0% 20.4%
Residential Securitized Loans $ 170,30t 2.65% 2.5% 12.(%
CLOs $ 32,45¢ 4.25% 40.8%% N/A

(1) Coupons, yields and CPRs are based on thaiden2013 weighted average balances. Yieldsaoelated on amortized cost basis and d
not reflect the effects of leverage.

(2) CMBS carrying value, coupons and yield calculatians based on the underlying CMBS that are actuallyed by the Company and
not include the other consolidated assets anditiabiof the Consolidated K-Series not owned by @ompany.

Financial Condition

As of September 30, 2013, we had approximately BBIibn of total assets, as compared to approxatya$7.2 billion of total asse
as of December 31, 2012. The increase in totalt@gseprimarily a result of our consolidation of additional Freddie Mac ISerie:
securitization in the second quarter of 2013 andasquisitions of pools of distressed residentiattgage loans in the second and third que
of 2013. A significant portion of our assets repras the assets comprising the Consolidatefekes, which we consolidate under
accounting rules. See "Loan Consolidation Repoifequirement for Certain Multi-Family K-Series Setimations” above.
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Balance Sheet Analysis

Investment Securities Available for Sale . At September 30, 2013, our securities portfolioludes Agency RMBS, includii
Agency fixed-rate and ARM pass-through certificatggency 10s, norAgency RMBS and CLOs, which are classified as itmest securitie
available for sale. At September 30, 2013, we lathwestment securities in a single issuer or yiitiat had an aggregate book value in e»
of 10% of our total assets.

The following tables set forth the balances of iouestment securities available for sale by vintbgéssue year as of Septembet
2013 and December 31, 2012, respectively (dollayuarts in thousands):

September 30, 2013 December 31, 2012
Carrying Carrying
Par Value Value Par Value Value
Agency RMBS
ARMs
Prior to 2011 $ 24,90 $ 26,34 $ 32,86¢ $ 34,69:
2011 27,61¢ 29,15: 37,257 39,60:
2012 156,55( 159,50¢ 189,72t 199,63:
Total ARMs 209,06 215,00 259,85: 273,92.
Fixed
2011 3,12( 3,22¢ 4,57: 4,80z
2012 542,32! 557,35! 586,68: 623,14.
Total Fixed 545,44! 560,58: 591,25: 627,94
10
Prior to 2010 76,57¢ 10,79: 76,69¢ 10,35¢
2010 187,92: 26,34 238,29 32,38¢
2011 131,82( 21,15 137,21 20,37¢
2012 304,00 54,47 193,72: 36,24¢
2013 72,03¢ 12,91¢ - -
Total 10s 772,36 125,67: 645,93 99,37
Total Agency RMBS 1,526,87. 901,26 1,497,04. 1,001,23
Non Agency RMBS
2006 3,17¢ 2,42t 3,86¢ 2,681
CLOs
2007 35,55( 32,45 35,55( 30,78¢
Total $ 156560 $ 936,14( $ 1,536,461 $ 1,034,71

The following tables summarize the loans that ¢etkize our CLOs, grouped by range of outstandial@nce and industry gree
than 5% of outstanding balance, as of Septembe2®®B and December 31, 2012, respectively (doitamumts in thousands):

As of September 30, 2013 As of December 31, 2012
Range of Number of Total Number of Total

Outstanding Balance Loans Maturity Date Principal Loans Maturity Date Principal
$C - $500 19 12/201 4/2019 $ 6,39 32 8/201¢ - 8/2019 $ 12,50¢
$50C - $2,000 11% 5/201¢ - 8/2020 147,19¢ 131 12/201¢ - 12/201¢ 163,93¢
$2,00C - $5,000 69 12/201c " 8/2020 208,05¢ 74 4/201: - 12/2018 210,99:
$5,00C - $10,000 4 5/201¢ - 11/2017 26,09: 5 2/201: - 5/2018 31,24¢
Over $10,000 2 8/201¢ - 5/2018 21,07t — — —
Total 207 $ 408,81! 24z $ 418,68t
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September 30, 2013

% of
Number of Outstanding Outstanding
Industry Loans Balance Balance
Healthcare, Education & Childcare 21 % 54,85¢ 13.2%
Chemicals, Plastics and Rubber 15 $ 46,02 11.2%
Diversified/Conglomerate Service 16 $ 28,53¢ 7.C%
Retail Store 14 $ 25,16 6.2%
Leisure, Amusement, Motion Pictures & Entertainment 10 $ 21,69¢ 5.3%
December 31, 2012
% of
Number of Outstanding Outstanding
Industry Loans Balance Balance
Healthcare, Education & Childcare 23 % 50,19: 12.(%
Retail Store 19 $ 35,74¢ 8.5%
Diversified/Conglomerate Service 20 $ 33,76! 8.1%
Chemicals, Plastics and Rubber 17 $ 32,05¢ 7.7%
Electronics 15 $ 25,54¢ 6.1%
Beverage, Food & Tobacco 11 % 20,98: 5.C%

I nvestment Securities Available for Sale Held in Securitization Trusts. At September 30, 2013, our securities portfaticude:
multi-family CMBS classified as investment secastiavailable for sale held in securitization trustsich are multifamily CMBS transferre
to securitization trusts as part of securitizati@nsactions. The following table sets forth thiabees of our investment securities availabls
sale held in securitization trusts as of SepterB9e2013 and December 31, 2012:

Balances of Our Investment Securities Available foGale Held in Securitization Trusts (dollar amountsn thousands):

Par Carrying
September 30, 2013 Value Value % of Total
CMBS:
POs $ 137,42' $ 49,99¢ 57.1%
Floating Rate 50,38¢ 26,59¢ 30.7%
I0s 1,817,16 10,12: 11.€%
Total $ 2,004,981 $ 86,71 100.(%
Par Carrying
December 31, 2012 Value Value % of Total
CMBS:
POs $ 137,42' $ 37,44¢ 52.€%
Floating rate 50,38¢ 22,21t 31.2%
I0s 1,825,20. 11,49¢ 16.2%
Total $ 2,013,011 $ 71,15¢ 100.(%

Balances of Our Investment Securities Available forfSale Held in Securitization Trusts by vintage byssue year (dollar amounts i
thousands):

September 30, 2013 December 31, 2012
Par Carrying Par Carrying
Value Value Value Value
CMBS:
2011 $ 902,64 $ 27,43 $ 908,60t $ 22,61(
2012 1,102,33: 59,28( 1,104,41i 48,54¢

Total $ 200498 $ 86,71« $ 2,013,011 $ 71,15¢
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Residential Mortgage Loans Held in Securitization Trusts (net) . Included in our portfolio are prime ARM loans thveg originate:
or purchased in bulk from third parties that met iowestment criteria and portfolio requirementsl dimat we subsequently securitized in 2
and 2006.

At September 30, 2013, residential mortgage loaf in securitization trusts totaled approximat®ly0.3 million. The Company’
net investment in the residential securitizatiamsts, which is the maximum amount of the Comparngvestment that is at risk to loss
represents the difference between the carrying atrafithe net assets and liabilities associatetl wWRM mortgage loans and real estate ov
held in residential securitization trusts was $@iflion. Of the residential mortgage loans heldsecuritized trusts, 100% are traditional AF
or hybrid ARMs, 82.8% of which are ARM loans thai anterest only. With respect to the hybrid ARMgluded in these securitizatio
interest rate reset periods are predominately yie@rs or less and the interest-only period is #lpiclO years, which mitigates th@dymen
shock” at the time of interest rate reset. Nonéhefresidential mortgage loans held in securitizatiusts are payment optiéfRMs or ARM:s
with negative amortization.

The following table details our residential mortgdgans held in securitization trusts at Septer8be2013 and December 31, 20
respectively (dollar amounts in thousands):

Weighted
Number of Average Carrying
Loans Par Value Coupon Value
September 30, 2013 43¢ $ 172,37t 2880 $ 170,30t
December 31, 2012 474 $ 189,00¢ 3.0e% $ 187,22¢

Characteristics of Our Residential Mortgage LoareddHin Securitization Trusts:

The following table sets forth the composition af cesidential mortgage loans held in securitizatiosts as of September 30, 2(
(dollar amounts in thousands):

Average High Low

General Loan Characteristics:

Original Loan Balance $ 43¢ $ 295 $ 48
Current Coupon Rate 2.8% 7.25% 1.3&%
Gross Margin 2.3™% 4.12% 1.1%
Lifetime Cap 11.31% 13.25% 9.1:%
Original Term (Months) 36( 36( 36C
Remaining Term (Months) 25¢ 267 22¢
Average Months to Reset 3 11 1
Original Average FICO Score 727 81¢ 59:
Original Average LTV 70.2% 95.0(% 13.9/%

The following table sets forth the composition af cesidential mortgage loans held in securitizatiosts as of December 31, 2012
(dollar amounts in thousands):

Average High Low

General Loan Characteristics:

Original Loan Balance $ 44C $ 295 $ 48
Current Coupon Rate 3.0e% 7.25% 1.3&%
Gross Margin 2.3™% 4.1% 1.12%
Lifetime Cap 11.2% 13.25% 9.12%
Original Term (Months) 36( 36( 36C
Remaining Term (Months) 26¢ 27¢ 23t
Average Months to Reset 3 11 1
Original Average FICO Score 72¢ 81¢ 593
Original Average LTV 70.47% 95.0(% 13.9/%
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The following tables detail activity for the residial mortgage loans held in securitization trustst) for the nine months enc
September 30, 2013 and 2012, respectively (datteouats in thousands):

Allowance Net
for Carrying
Principal Premium Loan Losses Value
Balance, January 1, 2013 $ 189,00¢ $ 1,19¢ $ (2,97 $ 187,22!
Principal repayments (15,749 - - (15,749
Provision for loan loss - - (56¢) (56¢)
Transfer to real estate owned (889 - 26¢ (621)
Charge-Offs - - 10¢ 10¢
Amortization for premium - (107) - (107)
Balance, September 30, 2013 $ 172,37¢ $ 1,097 $ (3,169 $ 170,30t
Allowance Net
for Carrying
Principal Premium Loan Losses Value
Balance, January 1, 2012 $ 208,93: $ 1,317 $ (333) $ 206,92(
Principal repayments (10,929 - - (20,92)
Provision for loan loss = = (56¢) (56¢)
Transfer to real estate owned (2,467 - 89¢ (1,569
Charge-Offs = = 127 127
Amortization for premium - (78) - (78)
Balance, September 30, 2012 $ 19554( $ 1,23¢ $ (2,879 $ 193,90

Distressed Residential Mortgage Loans Held in Securitization Trusts and Distressed Residential Mortgage Loans . Distresse
residential mortgage loans held in securitizatimsts and distressed residential mortgage loansamprised of pools of fixed and adjust:
rate residential mortgage loans acquired by the 2oy at a discount to par value (that is due, iri, ga credit quality of the borrowe
Distressed residential mortgage loans held in g#gation trusts are distressed residential mortglagins transferred to Consolidated VIEs
have been securitized into beneficial interests.

At September 30, 2013 and December 31, 2012, désiceresidential mortgage loans held in secuiitizatusts, had a carryi
value of $254.9 million and $60.5 million, respegety. The Companyg net investment in the securitization trusts, Whie the maximui
amount of the Company’investment that is at risk to loss and represtrgsdifference between the carrying amount of bt assets a
liabilities associated with the distressed resi@émortgage loans held in securitization trustasw93.5 million at September 30, 2013.

At September 30, 2013 and December 31, 20K2edsed residential mortgage loans included imivables and other ass
account in the accompanying condensed consolidetiesice sheets had a carrying value of $3.4 mifliaeh $0, respectively.

The following table details our portfolio of disgsed residential mortgage loans, including thostretised residential mortgi
loans held in securitization trusts at Septembe28@3 and December 31, 2012, respectively (dalaounts in thousands):

Weighted
Number of Unpaid Average Carrying
Loans Principal Coupon Value
September 30, 2013 252 $ 329,19¢ 5.87% $ 258,28t
December 31, 2012 51z $ 91,83 5.65% $ 60,45¢
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Characteristics of Our Distressed Residential Magg Loans, including Distressed Residential Morighgans Held in Securitization Trusts:

The following tables set forth characteristics afr @istressed residential mortgage loans, includhmgse distressed residen
mortgage loans held in securitization trusts asmentage of unpaid principal balance as of Septerb, 2013 and December 31, 2(

respectively:

Loan to Value at Purchase
50.00% or less

50.01% - 60.00%

60.01% - 70.00%

70.01% - 80.00%

80.01% - 90.00%

90.01% - 100.00%
100.01% and over

Total

FICO Scores at Purchase
550 or less

551 to 600

601 to 650

651 to 700

701 to 750

751 to 800

801 and over

Total

Occupancy

Owner Occupied
Second/Vacation Home
Investor Property

Total

Property Type

Single Family
Condominium

Cooperative

Planned Unit Development
Two-Four-Family

Total

Origination Year
2005 or earlier
2006

2007

2008 or later

Total

September 30,

December 31,

2013 2012

4.€% 1.4%

4.4% 2.8%

7.4% 5.4%

10.(% 7.2%

14.5% 16.8%

12.2% 12.¢%

46.9% 53.6%
100.(% 100.(%

September 30,

December 31,

2013 2012

16.2% 16.€%
22.(% 22.2%
25.(% 30.£%
19.2% 16.%
11.8% 9.7%

5.C% 2.2%

0.8% 1.4%
100.(% 100.(%

September 30,

December 31,

2013 2012
89.1% 92.(%
2.2% 0.5%
8.6% 7.5%
100.(% 100.(%

September 30,

December 31,

2013 2012
79.2% 81.%%
5.8% 5.8%
0.4% 1.C%
6.€% 8.5%
7.% 2.7%
100.(% 100.(%

September 30,

December 31,

2013 2012
34.2% 20.2%
15.8% 7.C%
43.2% 62.4%
6.€% 10.£%
100.(% 100.(%
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Multi-Family Loans Held in Securitization Trusts . As of September 30, 2013 and December 31, 2012wred 100% of the fir
loss securities of the Consolidated K-Series. Thes0lidated K-Series are comprised of mfdtiily mortgage loans held in five and fi
Freddie Mac-sponsored multi-family eries securitizations as of September 30, 2013auwember 31, 2012, respectively, of which we
one of our SPEs, own the first loss POs and cel@snWe determined that the securitizations cosimgithe Consolidated Keries were VIE
and that we are the primary beneficiary of theseussgzations. Accordingly, we are required to coliate the Consolidated K-Series’
underlying multifamily loans and related debt, interest income iatefest expense in our financial statements. Wk ledected the fair vali
option on the assets and liabilities held withia @onsolidated kKSeries, which requires that changes in valuatiortke assets and liabilities
the Consolidated KSeries will be reflected in our statement of ogerat As of September 30, 2013 and December 312,26& Consolidate
K-Series was comprised of $6.7 billion and $5.4idsil respectively in multfamily loans held in securitization trusts and $6ion and $5.:
billion, respectively in multfamily CDOs. The increase in balances at Septer@®eP013 as compared to December 31, 2012 is ghna
result of our consolidation of an additional Freddilac KSeries securitization in the second quarter of 20d&ddition, as a result of 1
consolidation of the Consolidated 8eries, our statement of operations for the ninathsoended September 30, 2013 included $161.0on
in interest income and $148.1 million in interespense, respectively. Also, we recognized a $22ldomunrealized gain in the statemen
operations for the nine months ended Septembe2(®I(RB as a result of the fair value accounting ne#dection. We do not have any claim
the assets (other than the security representedubyfirst loss piece) or obligations for the liatiéls of the Consolidated Keries. Ot
investment in the Consolidated K-Series is limitedhe multifamily CMBS comprised of first loss tranche PO sé@s and or/certain IC
issued by these ISeries securitizations with an aggregate net gagryalue of $196.3 million and $123.3 million asS#ptember 30, 2013 ¢
December 31, 2012, respectively.

Multi-Family CMBS Loan Characteristics
The following table details the loan characteristf the loans that back the multi-family loanst i@ assets of the Consolidated K

Series (including the mulfamily CMBS that we, or one of our SPEs, own asSeptember 30, 2013 and December 31, 2012, resply
(dollar amounts in thousands, except as noted):

September 30, December 31,
2013 2012
Current balance of loans $ 11,305,46 $ 9,932,16
Number of loan: 67t 60¢
Weighted average original LTV 69.2% 69.2%
Weighted average underwritten debt service coveraie 1.49» 1.49»
Current average loan size $ 16,74¢ $ 16,30¢
Weighted average original loan term (in months) 11C 10¢
Weighted average current remaining term (in months) 84 89
Weighted average loan rate 4.4% 4.5%
First mortgages 10(% 10(%
Geographic state concentration (greater than 5.0%):
Texas 13.7% 14.(%
California 12.7% 13.¢%
Florida 6.9% 7.4%
New York 6.€% 6.8%
Georgia 5.4% 5.4%
Washington 5.C% 5.C%

Financing Arrangements, Portfolio Investments . As of September 30, 2013, we had approximately3$7 enillion of repurchas
borrowings outstanding. Our repurchase agreentgpisally have terms of 30 days or less. As of 8aqier 30, 2013, the current weigt
average borrowing rate on these financing faciliti|s 0.52%. As of September 30, 2013 , the Compamjly exposure where the amour
risk in excess of 5% of Stockholders’ Equity waslRMorgan Chase Bank N.A. at 5 .9%he amount at risk is defined as the fair valt
securities pledged as collateral to repurchaseeaggat in excess of the repurchase agreement tjabiis of September 30, 2013,
outstanding balance under our repurchase agreemasstsunded at an advance rate of 92.2% that is@e average haircut of 7.8%. -
weighted average “haircutélated to our repurchase agreement financing dorAgency RMBS (excluding Agency 10s), Agency I@3VIBS
and CLOs was approximately 5%, 25%, 30% and 358%peatively, for a total weighted average “haircoft7.8%.
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As of December 31, 2012, we had approximately $8&8illion of repurchase agreement borrowings outiiteg. Our repurcha
agreements typically have terms of 30 days or lessof December 31, 2012, the current weighted ay@borrowing rate on these financ
facilities was 0.54%. As of December 31, 2012,@loenpany’s only exposure where the amount at rigkiess of 5% of Stockholdeisguity
was to JPMorgan Chase Bank N.A. 5.7%s of December 31, 2012, the outstanding balamcker our repurchase agreements was fundec
advance rate of 93.1% that implies an average ttaifc5.9%. The weighted average “haircrdfated to our repurchase agreement financir
our Agency RMBS (excluding Agency 10s), Agency l&sd CLOs was approximately 5%, 25% and 35%, res@dgt for a total weighte
average “haircut” of 6.9%.

The following table details the ending balance,rtgrly average balance and maximum balance at amthmend during the quart
over the last three years for repurchase agreeboerawings outstanding (dollar amounts in thousgnds

Quarterly Average End of Quarter Maximum Balance

Quarter Ended Balance Balance at any Month-End
September 30, 2013 $ 799,34, $ 794,18. $ 810,50¢
June 30, 2013 $ 885,94: $ 855,15! $ 924,66
March 31, 2013 $ 879,73. $ 878,82: $ 882,61
December 31, 2012 $ 878,20: $ 889,13: $ 889,13«
September 30, 2012 $ 446,61( $ 580,17¢ $ 592,97t
June 30, 2012 $ 129,10 $ 138,87. $ 138,87:
March 31, 2012 $ 113,09: $ 118,38 $ 118,38!
December 31, 2011 $ 116,91¢ $ 112,67 $ 123,78t
September 30, 2011 $ 117,23: $ 111,50 $ 121,92(
June 30, 2011 $ 82,46¢ $ 96,37C $ 96,37(
March 31, 2011 $ 38,71. % 46,56: $ 46,56!

Multi-Family Collateralized Debt Obligations . As of September 30, 2013 and December 31, 2012hasle$6.5 billion and $5
billion, respectively of multi-family collateralizkdebt obligations, or Multikamily CDOs. As of September 30, 2013 and Decer@beP012
respectively, the current weighted average intaaston these CDOs was 4.45% and 4.59%. Thesg-Farhily CDOs are obligations of 1
Consolidated K-Series. We determined that welegtimary beneficiary of the ConsolidatedS¢ries and have consolidated the Consolic
K-Series into our financial statements. We do neehany claims to the assets (other than the sgawresented by our first loss piece
obligations for the liabilities of the ConsolidatEdSeries. Our maximum exposure to loss from thaddtidated KSeries is the aggregate
carrying value of our investment, which amount$186.3 million and $123.3 as of September 30, 20&BDecember 31, 2012, respectively.

Securitized Debt . The securitized debt represents the notes isBudiy our May 2012 multi-family CMBS reecuritizatiol
transaction, (ii) our November 2012 mutimily CMBS collateralized recourse financing tractson and (iii) our December 2012, July 2
and September 2013 distressed residential morigagesecuritization transactions. As of Septemier2813 and December 31, 2012, we
$254.0 million and $117.6 million of securitizedbderespectively. Refer to Note 7 of our unauditsthdensed consolidated finan
statements included in this report for more infaioraon Securitized Debt.

Subordinated Debentures . As of September 30, 2013, certain of our wholly edrsubsidiaries had trust preferred secu
outstanding of $45.0 million with a weighted averagterest rate of 4.09%. The securities are fgibaranteed by us with respeci
distributions and amounts payable upon liquidati@demption or repayment. These securities arsifikxs as subordinated debentures ir
liability section of our condensed consolidatecabak sheets.
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Derivative Assets and Liabilities. We generally hedge the risks related to changegenest rates related to our borrowings as wt
market values of our overall portfolio.

In order to reduce our interest rate risk relatedur borrowings, we may utilize various hedgingtinments, such as interest
swap agreement contracts whereby we receive fipatite payments in exchange for fixed rate paymeffsctively converting our short te
repurchase agreement borrowings or Residential ClDGsfixed rate. At September 30, 2013, the Compaad $350.0 million of notion
amount of interest rate swaps outstanding withranfarket asset value of $1.6 million. At DecemBg&r 2012, the Company had $358.4 mil
of notional amount of interest rate swaps outstagavith a fair market liability value of $1.7 miin. The interest rate swaps qualify as
flow hedges for financial reporting purposes.

In addition to utilizing interest rate swaps, weynpurchase or sell short U.S. Treasury securitiesnter into Eurodollar or oth
futures contracts or options to help mitigate tbéeptial impact of changes in interest rates onptiormance of our Agency 10s. We r
borrow securities to cover short sales of U.S. Jueasecurities under reverse repurchase agreenfgdtized and unrealized gains and Ic
associated with purchases and short sales of Weasiliry securities, Eurodollar or other futures sweptions are recognized through earr
in the condensed consolidated statements of opagati

The Company uses To-B®anounced securities, or TBAs, U.S. Treasury séiegsrand U.S. Treasury futures and options to
interest rate risk, as well as spread risk assetiafith its investments in Agency I0s. For example,may utilize TBAs to hedge the inte
rate or yield spread risk inherent in our long AgeRMBS positions associated with our investmemt&dency |0s by taking short position:
TBAs that are similar in character. In a TBA tract&zn, we would agree to purchase or sell, for feitdelivery, Agency RMBS with certe
principal and interest terms and certain typesrafeulying collateral, but the particular Agency RBIBo be delivered is not identified u
shortly before the TBA settlement date. The Compspically does not take delivery of TBAs, but ratlsettles with its trading counterpar
on a net basis. TBAs are liquid and have quoteketanrices and represent the most actively tratess©f RMBS. For TBA contracts that
have entered into, we have not asserted that @iyséttlement is probable. Because we have nogugsid these forward commitme
associated with our Agency 10s as hedging instrumyeralized and unrealized gains and losses adedcwith these TBAs, U.S. Treas
securities and U.S. Treasury futures and optioesesognized through earnings in the condensedbtidated statements of operations.

The use of TBAs exposes the Company to market vadlie as the market value of the securities that@ompany is required
purchase pursuant to a TBA transaction may detlelew the agreedpon purchase price. Conversely, the market valubeosecurities th
the Company is required to sell pursuant to a TEAgaction may increase above the agreed upompisede The use of TBAs associated \
our Agency IO investments creates significant stearh payables (and/or receivables) on our balaheet.

Derivative financial instruments may contain crek to the extent that the institutional countetigs may be unable to meet
terms of the agreements. We minimize this riskilmjting our counterparties to major financial itgtions with good credit ratings. In additi
we regularly monitor the potential risk of loss lwiany one party resulting from this type of cradk. Accordingly, we do not expect &
material losses as a result of default by othetiggrbut we cannot guarantee that we will not eepee counterparty failures in the future.

In connection with our investment in Agency I0s, wtdize several types of derivative instrumenthéalge the overall risk prof
of these investments. This hedging technique isadya in nature and requires frequent adjustmentg;iwaccordingly makes it very diffici
to qualify for hedge accounting treatment. Hedgeoanting treatment requires specific identificatioha risk or group of risks and tt
requires that we designate a particular tradedbrtbk with no minimal ability to adjust over thfe of the transaction. Because we and Mid
are frequently adjusting these derivative instruthén response to current market conditions, weehdstermined to account for all
derivative instruments related to our Agency IOesivnents as derivatives not designated as hedggtryiments.
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Balance Sheet Analysis - Stockholders’ Equity

Stockholders’equity at September 30, 2013 was $477.7 million srtlded $7.1 million of accumulated other compradive
income. The accumulated other comprehensive inamnsisted of $15.4 million in unrealized gains tethto our CLOs, $14.0 million in r
unrealized gains related to our CMBS, $1.6 milliorunrealized derivative gain related to cash floedges, partially offset by $23.9 millior
unrealized losses related to our Agency RMBS anmitAgency RMBS. Stockholdergquity at December 31, 2012 was $322.0 million
included $18.1 million of accumulated other comperedive income. The accumulated other comprehensos@ne at December 31, 2(
consisted of $17.3 million in unrealized gains tedato our CLOs, $2.7 million in net unrealizedrgarelated to our CMBS, patrtially offset
$1.7 million in unrealized derivative losses retate cash flow hedges and $0.2 million in unreaifesses related to our Agency RMBS
non-Agency RMBS. The significant increase in urizeal losses related to our Agency RMBS and Agency RMBS was largely driven
the decline in the price of our Agency RMBS outsideur hedged expectations.

Analysis of Changes in Book Value

The following table analyzes the changes in bodkevaf our common stock for the three and nine memnded September
2013 (amounts in thousands, except per share):

Three Months Ended Nine Months Ended
September 30, 2013 September 30, 2013
Amount Shares Per Share® Amount Shares Per Share®

Beginning Balance $ 398,32t 63,75 $ 6.2t $ 322,00t 49,57F % 6.5C
Common stock issuance, net 14¢ 98,58¢
Preferred stock issuance, net - 72,397
Preferred stock liquidation preference - (75,000
Balance after share issuance activity 398,47t 63,75¢ 6.2t 417,99: 63,75¢ 6.5¢€
Dividends declared (17,219 (0.27) (47,919 (0.7%)
Net change AOCI®

Hedges (1,567) (0.09) 3,331 0.0t

RMBS 4,44; 0.07 (23,659 (0.3%)

CMBS 2,58¢ 0.0¢4 11,22¢ 0.1¢

CLOs (982) (0.09) (1,85)) (0.09)

Net income 16,93: 0.27 43,55 0.6¢
Ending Balance $ 402,68: 63,75 $ 6.32 $ 402,68: 63,75 $ 6.37

(1) Outstanding shares used to calculate boolevadn share for the quarter ended period is basediistanding shares as of September 30,
2013 of 63,754,730.
(2) Accumulated other comprehensive income (*“AQCI”

Liquidity and Capital Resources
General

Liquidity is a measure of our ability to meet pdtehcash requirements, including ongoing committa¢a repay borrowings, fu
and maintain investments, comply with margin regmients, fund our operations, pay management amhtive fees, pay dividends to «
stockholders and other general business needsin®@estments and assets, excluding the principay amliti-family CMBS we invest ir
generate liquidity on an ongoing basis throughgpal and interest payments, prepayments, netrgggnietained prior to payment of divide
and distributions from unconsolidated investmemthile the principal only multi-family CMBS we inves$n are backed by balloon non-
recourse mortgage loans that provide for the paymeprincipal at maturity date, which is typicalgven to ten years. In addition, depen
on market conditions, the sale of investment sé&esristructured financings or capital market teetions may provide additional liquidi
However, our intention is to meet our liquidity dsethrough normal operations with the goal of awwmjdunplanned sales of asset:
emergency borrowing of funds.
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During the nine months ended September 30, 2013ised net cash of $11.3 million, as a result o658 4nillion used in investir
activities, partially offset by $89.2 million of sl provided by financing activities and $45.1 roifliprovided by operating activities. (
investing activities primarily included $206.4 rioth of purchases of distressed residential mortdagas, $60.5 million of purchases
investment securities, $41.2 million in purchaseimeestments held in mulfamily securitization trusts, $16.8 million in fuing of mezzanin
debt and equity investments, $9.4 million in negpants on other derivative instruments settledrduthe period, and $6.5 million in fund
of first mortgage loan, partially offset by $104r8llion in principal paydowns on investment sedestavailable for sale, $59.3 million
principal repayments received on md#mily loans held in securitization trusts, $16.0lion in principal repayments received on residal
mortgage loans held in securitization trusts, $6ilion in principal payments received on distrebsesidential mortgage loans, $5.2 milliol
restricted cash, $1.3 million of proceeds from saléinvestment securities and $3.0 million in retof capital from investments in limit
partnership and limited liability company. Our firng activities primarily included $136.6 millian net proceeds from securitized debt,
proceeds from common and preferred stock issuasfcgkr0.3 million, partially offset by $95.0 millioin payments of financing arrangeme
$59.4 million in payments made on mukimily CDOs, $44.8 million in dividends paid on coman and Series B Preferred Stock, $16.3 mi
in payments made on residential CDOs, and $2.3amilh payments made on securitized debt.

We fund our investments and operations throughlanbead and diverse funding mix, which includes pemsts from equity offering
shortterm repurchase agreement borrowings, CDOs, seadritiebt, and trust preferred debentures. Thedppeerms of financing used by
depends on the asset being financed. In those gdsere we utilize some form of structured finaggibe it through CDOs or securitized ¢
(including financings similar to our CMBS Masterpgrechase Agreement), the cash flow produced bpgikets that serve as collateral for t
structured finance instruments may be restrictetgrims of their use or applied to pay principalnderest on CDOSs, repurchase agreemen
notes that are senior to our interests. At Sep&eréf, 2013, we had cash and cash equivalentsdeslai $20.5 million, which decreased fi
$31.8 million at December 31, 2012.

Liquidity — Financing Arrangements

We rely primarily on shorterm repurchase agreements (typically 30 days)nan€e the more liquid assets in our investi
portfolio, such as Agency RMBS and CLOs. As of 8epier 30, 2013, we have outstanding skemrs repurchase agreements, a for
collateralized shorterm borrowing, with eleven different financial fitstions. These agreements are secured by cesfaour investmet
securities and bear interest rates that have hiattyr moved in close relationship to LIBOR. Ourrbmwings under repurchase agreement
based on the fair value of our investment secsritigrtfolio. Interest rate changes and increasepgyment activity can have a negative im
on the valuation of these securities, reducingatheunt we can borrow under these agreements. Mereounr repurchase agreements allov
counterparties to determine a new market valudeftbllateral to reflect current market conditiamsl because these lines of financing ar
committed, the counterparty can call the loan at tame. Market value of the collateral represets price of such collateral obtained ft
generally recognized sources or most recent cldsidgjuotation from such source plus accrued incdine counterparty determines that
value of the collateral has decreased, the coustigrpay initiate a margin call and require usitber post additional collateral to cover s
decrease or repay a portion of the outstandingoladng in cash, on minimal notice. Moreover, in thesnt an existing counterparty electe
not renew the outstanding balance at its matunity & new repurchase agreement, we would be reftdreepay the outstanding balance
cash or proceeds received from a new counterparty surrender the securities that serve as codlafer the outstanding balance, or
combination thereof. If we are unable to securarfaing from a new counterparty and had to surretidecollateral, we would expect to in
a loss. In addition, in the event one of our lesdender the repurchase agreement defaults on liggatibn to “re-sell” or return to us tt
securities that are securing the borrowings aetitk of the term of the repurchase agreement, wédwocur a loss on the transaction equi
the amount of “haircut” associated with the shertit repurchase agreement, which we sometimes tefas the “amount at riskAs of
September 30, 2013, we had an aggregate amounskatunder our shorterm repurchase agreements with eleven countezpad
approximately $82.5 million, with no greater thgpeoximately $28.3 million at risk with any singteunterparty. The volatility in the mar
place during the third quarter of 2013 has not &lmdmpact on our liquidity or our ability to finamour more liquid assets through shertr
repurchase agreements.

At September 30, 2013, the Company had steorr repurchase agreement borrowings to finandevestment portfolio of $794
million as compared to $889.1 million as of DecemB&, 2012. In addition to our excess cash, the @om has $68.8 million
unencumbered securities, including $50.9 milliorRMBS, of which $48.5 million are Agency RMBS. T#20.5 million of cash, the $5(
million in RMBS, and the $22.3 million held in oweght deposits in our Agency IO portfolio (includedrestricted cash that is available
meet margin calls as it relates to our Agency |Qtfplo repurchase agreements), which collectivedpresent 11.8% of our financ
arrangements, portfolio investments as of Septer8ber2013, are liquid and could be monetized to gawn or collateralize the liabili
immediately.
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As discussed above, proposed changes to Baseblltcif finalized, negatively impact certain lendi institutions appetite f
various risk-taking activities, including the issge of repurchase agreements financing. See “-@uklarket Conditions and Commentary--
Bank Regulatory Capital Changes.”

At September 30, 2013, we also had other longen-tibt, including Residential CDOs outstanding 16458 million, multifamily
CDOs outstanding of $6.5 billion (which includedightions of the Consolidated Reries), subordinated debt of $45.0 million andusézec
debt of $254.0 million. The CDOs are collateradizgy the residential and mufamily loans held in securitization trusts, respesgy. The
securitized debt represents the notes issued fipoul May 2012 multi-family re-securitization treaction, (i) our November 2012 multi-
family CMBS collateralized recourse financing tracigon, and (iii) our December 2012, July 2013 &egtember 2013 distressed reside
mortgage loan securitization transactions, whiehdascribed in Note 7 in our unaudited condensadatmlated financial statements.

As of September 30, 2013, our overall leverageathich represents the sum of both our short- landerterm financing (an
excluding the CDO'’s issued by the Consolidated KieSeand our Residential CDOs) divided by stockbdtequity, was approximately 2.3
1. Our overall leverage ratio on our short termaficings or callable debt was approximately 1.7.t&Ve monitor all at risk or short te
borrowings to ensure that we have adequate liquidisatisfy margin calls and have the abilityé¢spond to other market disruptions.

Liquidity — Hedging and Other Factors

Certain of our hedging instruments may also impactliquidity. We use interest rate swaps, swatiorBAs, Eurodollar or oth
futures contracts to hedge interest rate risk aatgutwith our investments in Agency RMBS (inclugliagency 10s). With respect to inter
rate swaps, futures contracts and TBAs, initial gimardeposits will be made upon entering into thesatracts and can be either cas
securities. During the period these contracts @@npchanges in the value of the contract are rézed as unrealized gains or losse:
marking to market on a daily basis to reflect therkat value of these contracts at the end of eagls drading. We may be required to sai
variable margin payments periodically, dependingrugrhether unrealized gains or losses are incurred.

We also use TBAs to hedge interest rate risk aasmtiwith our investments in Agency 10s. Sincewasli for these securiti
extends beyond the typical settlement dates fort moa-derivative investments, these transactions are mosae to market fluctuatio
between the trade date and the ultimate settleniete, and thereby are more vulnerable to increasimgunts at risk with the applica
counterparties. The use of TBAs associated with Agency 10 investments creates significant shomntgpayables (and/or receivabl
amounting to $186.1 million at September 30, 2GR is included in payable for securities purchasedur condensed consolidated bal
sheets.

We also use U.S. Treasury securities and U.S. Tirgdistures and options to hedge interest rateagsdociated with our investme
in Agency I0s and interest rate swap agreementssamaptions as a mechanism to reduce the interestrisk of our Agency ARMs al
mortgage loans held in securitization trusts.

For additional information regarding the Compangerivative instruments and hedging activities tfte periods covered by t
report, including the fair values and notional amtsuof these instruments and realized and unreblggns and losses relating to tr
instruments, please see Footnote 8 to our consetidinancial statements included in this repoisdi please see Item 3. Quantitative
Qualitative Disclosures about Market Risk, under ¢aption, “Fair Value Risk'for a tabular presentation of the sensitivity af tharket valu
and net duration changes of the Company’s portfatimss various changes in interest rates, whidstmto account the Compasyhedgin
activities.
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Liquidity — Equity Offerings

In addition to the financing arrangements descri@edve under the caption “—Liquidity—Financing Argements,'we also rel
on secondary equity offerings as a source of blotintderm and long-term liquidity.

We also may generate liquidity through the salshafres of our common stock in an “at the markéf&éring program pursuant to
equity distribution agreement, as well as throuigh sale of shares of our common stock pursuanutoDividend Reinvestment Plan,
DRIP. On January 14, 2012, we filed a registragtatement on Form $+o enable us to issue up to $20,000,000 of sharesr commo
stock pursuant to our DRIP. On June 11, 2012, miered into an equity distribution agreement withPJSecurities LLC as the placem
agent, pursuant to which we may sell up to $25@@Wof shares of our common stock from time to tthreugh the placement agent. Purs
to the equity distribution agreement, the shareg neaoffered and sold through the placement agemansactions that are deemed to &ietHe
market” offerings as defined in Rule 415 under the SeasifAct of 1933, as amended, including sales maaettyi on The Nasdaq Stc
Market or sales made to or through a market mategrahan on an exchange or, subject to the tefraswritten notice from us, in private
negotiated transactions. We have no obligatioselbany of the shares under the equity distribuigreement and may at any time sus
solicitations and offers under the equity distribatagreement. As of September 30, 2013, we haweik 480,014 shares of common s
under the equity distribution agreement.

Management Agreements

We have investment management agreements with Biwer Midway and Headlands, pursuant to which wetpbase manager:
base management and incentive fee quarterly ira@r&ee "—Results of Operation€emparison of the Quarter and Nine Months El
September 30, 2013 to the Quarter and Nine Montite& September 30, 201Zemparative Expenses” for more information regaydhe
management fees paid during the nine months endptéi®ber 30, 2013. In addition, pursuant to thesgeof our former advisory relations
with HCS, we also may pay incentive compensatioH@S with respect to those assets of our compaatyibre managed by HCS at the t
the advisory relationship with HCS concluded (thecéntive Tail Assets"until such time as such Incentive Tail Assets aspabked of by us
mature.

Dividends

On September 12, 2013, we declared a Series BrR@f8tock cash dividend of $0.484375 per shafgeoies B Preferred Stock
the quarterly period that began on July 15, 2018 emded on October 14, 2013. This dividend was paidctober 15, 2013 to holders
record of Series B Preferred Stock as of Octob2013.

On September 12, 2013, we declared a 2013 thirdejueash dividend of $0.27 per common share, wisiche same amount tl
was declared for the first and second quarters0dB82The dividend was paid on October 25, 2013otmraon stockholders of record as
September 23, 2013. The dividend was paid ouuofamrking capital. We expect to continue to pagmerly cash dividends on our comn
stock during the near term. However, our Board @fe@ors will continue to evaluate our dividend ipgl each quarter and will ma
adjustments as necessary, based on a varietytof$amcluding, among other things, the need tintaa our REIT qualification, our financ
condition, liquidity, earnings projections and mess prospects. Our dividend policy does not cistan obligation to pay dividends.

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 mohdtible excise tax. However, differences in tignlmetween the recognition of RE
taxable income and the actual receipt of cash coedgiire us to sell assets or to borrow funds oshartterm basis to meet the RE
distribution requirements and to minimize or avoddporate income tax and the nondeductible exeise t

Exposure to European financial counterparties

We finance the acquisition of a significant portminour mortgagésacked securities with repurchase agreements.rninemion witt
these financing arrangements, we pledge our sexuds collateral to secure the borrowings. Thewrnof collateral pledged will typical
exceed the amount of the financing with the extérdver<ollateralization from 4% of the amount borrowed tfie case of Agency ARM a
Agency fixed rate RMBS collateral), 25% (in the €ad Agency 10s) and up to 35% (in the case of GidDateral). While our repurche
agreement financing results in us recording a lligkio the counterparty in our condensed consddidebalance sheet, we are exposed t
counterparty, if during the term of the repurchageeement financing, a lender should default oolifiggation and we are not able to recc
our pledged assets. The amount of this exposuteidifference between the amount loaned to usiptesest due to the counterparty anc
fair value of the collateral pledged by us to theder (including accrued interest receivable ot suwdlateral).
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Several large European banks have experiencedcfadadifficulty in recent years, some of whom haregjuired a rescue
assistance from other large European banks or tlhepean Central Bank. Some of these banks have Hauiking subsidiaries which he
provided repurchase agreement financing or intagst swap agreements to us in connection withattguisition of various investmer
including mortgagdsacked securities investments. We have outstarrdimgrchase agreement borrowings with Credit Stkgse Boston LL(
in the amount of $81.9 million at September 30, 20idith a net exposure of $4.8 million. We have tarding repurchase agreerr
borrowings with Barclays Capital Inc. in the amowiit$43.0 million at September 30, 2013 with a esposure of $3.5 million. We hs
outstanding interest rate swap agreements withiCseisse International as a counterparty in thewmh of $245.0 million notional with a r
exposure of $0.6 million. In addition, certain @ir U.S. based counterparties may have signifieapbsure to the financial and econa
turmoil in Europe which could impact their futuenting activities or cause them to default undee@gents with us. In the event one or r
of these counterparties or their affiliates expareeliquidity difficulties in the future, our ligdity could be materially adversely affected.

Inflation

For the periods presented herein, inflation has rekatively low and we believe that inflation hast had a material effect on «
results of operations. The impact of inflation sarily reflected in the increased costs of ouergpions. Virtually all our assets and liabili
are financial in nature. Our consolidated finansi@tements and corresponding notes thereto haae frepared in accordance with GA
which require the measurement of financial positimal operating results in terms of historical dsllaithout considering the changes in
relative purchasing power of money over time du@nflation. As a result, interest rates and otlaatdrs influence our performance far n
than inflation. Inflation affects our operationsnparily through its effect on interest rates, siimterest rates typically increase during periof
high inflation and decrease during periods of lofleition. During periods of increasing interestesgtdemand for mortgages and a borrosver
ability to qualify for mortgage financing in a pha&se transaction may be adversely affected. Dyperipds of decreasing interest ra
borrowers may prepay their mortgages, which in tmay adversely affect our yield and subsequentgyvidlue of our portfolio of mortga
assets.

Off-Balance Sheet Arrangements

We did not maintain any relationships with uncoitaiked entities or financial partnerships, sucheasties often referred to
structured finance or special purpose entitieghdished for the purpose of facilitating dffélance sheet arrangements or other contrac
narrow or limited purposes. Further, we have natrgateed any obligations of unconsolidated entit@sdo we have any commitment or in
to provide funding to any such entities.

ltem 3. Quantitative and Qualitative Disclosures hout Market Risk

This section should be read in conjunction withetit 1A. Risk Factors” in our Annual Report on ForfKL and our subseque
periodic reports filed with the SE!

We seek to manage risks that we believe will impartbusiness including, interest rates, liquidigsgpayments, credit quality &
market value. When managing these risks we considermpact on our assets, liabilities and denxapositions. While we do not seek
avoid risk completely, we believe the risk can bmgified from historical experience and seek tiivaty manage that risk, to generate risk
adjusted total returns that we believe compensagppropriately for those risks and to maintaintehfevels consistent with the risks we take.

The following analysis includes forwatdeking statements that assume that certain maedlitions occur. Actual results
differ materially from these projected results doehanges in our portfolio assets and borrowingsand due to developments in the dome
and global financial and real estate markets. Dmrekents in the financial markets include the liketid of changing interest rates and
relationship of various interest rates and thejpawct on our portfolio yield, cost of funds and céisiwvs. The analytical methods that we us
assess and mitigate these market risks shouldenocomsidered projections of future events or opeggterformance.
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Interest Rate Risk

Interest rates are sensitive to many factors, dioly governmental, monetary, tax policies, domeatid international econon
conditions, and political or regulatory matters teg our control. Changes in interest rates affeetvalue of the financial assets we mai
and hold in our investment portfolio and the vaeaiate borrowings we use to finance our portfolicha@ges in interest rates also affect
interest rate swaps, caps, financial futures, TBA® other securities or instruments we use to hedgeortfolio.

Our net interest income depends on differencesdsmivthe yields earned on our investments and airofdorrowing and hedgil
activities. The cost of our borrowings will gendyabe based on prevailing market interest rategirguperiods of rising interest rates,
borrowing costs associated with our floating ragdbtdand repurchase agreements tend to increase theilincome earned on many of
investments may remain substantially unchanged tietiinterest rate on our floating rate investrsaetet. The mismatch in the funding of
fixed rate investments with floating rate debt wbubsult in a narrowing of the net interest spreativeen our assets and related borrov
and may even result in losses. The severity ofsaoy decline will depend upon the composition af assets and liabilities at the time as
as the magnitude and duration of the interestinatease.

For example, we hold RMBS, some of which may haxedf rates or interest rates that adjust on varidates that are r
synchronized to the adjustment dates on our repsechgreements. In general, thenieing of our repurchase agreements occurs maklgy
than the re-pricing of our variabieterest assets. Thus, it is likely that our flogtrate borrowings, such as our repurchase agrésmeiti
react to interest rates before our RMBS. In additibe interest rates on our Agency fixede RMBS will not change the during the life o&
security, while the interest rates on our AgencyMsRbacked by hybrid ARMs may be limited to a “pelitocap,”’or an increase of typica
1% or 2% per adjustment period, while our borrowimtp not have comparable limitations. Moreover,nges in interest rates can dire
impact prepayment speeds, thereby affecting thee®d cash flows of our RMBS. During a decliningeiest rate environment, 1
prepayment of RMBS may accelerate (as borrowersapayo refinance at a lower interest rate) causiimgamount of liabilities that have b
extended by the use of interest rate swaps toasereelative to the amount of RMBS, possibly résglin a decline in our net return on RMI
as replacement RMBS may have a lower yield thagettiieing prepaid. Conversely, during an increaisitegest rate environment, RMBS n
prepay more slowly than expected, requiring usrtarfce a higher amount of RMBS than originally t@st and at a time when interest r
may be higher, resulting in a decline in our nétine on RMBS. Accordingly, each of these scenaci&as negatively impact our net intel
income.

We seek to manage interest rate risk in our paottwy utilizing interest rate swaps, swaptions,s;amd Eurodollars with the goal
optimizing net interest income while attemptingatmid risk that we believe is inappropriate in tigii our expected total returns. Further
increase in shoiterm interest rates could also have a negative dginpathe market value of our investments. If ahthese events happen,
could experience a decrease in net income or iacoet loss during these periods, which could ad¥eraffect our liquidity and results
operations. We do not enter in any of these traimsecfor speculative purposes.

We utilize a modebased risk analysis system to assist in projeqtioigfolio interest rate sensitivity over a scenasfodifferen
interest rates. The model incorporates shifts iarest rates, changes in prepayments and oth@rgaiotpacting the interest rate sensitivit
our financial assets, liabilities and hedging instents.

Based on the results of the model, the instantanebanges in interest rates specified below woalgthe following effect on r
interest income for the next 12 months based orassits and liabilities as of September 30, 20&Bagfdamounts in thousands):

Changes in Net Interest Income
Changes in Net Interest

Changes in Interest Rate: Income
+200 $ 1,08¢
+100 $ 3,01«
-100 $ (16,81)
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Interest rate changes may also impact our net bahle as our financial assets and related hedgeatiees are marked-torarke
each quarter. Generally, as interest rates incrélasevalue of our mortgage assets will decreasa,canversely, as interest rates decreas
value of such investments will increase. In geneval expect that, over time, decreases in the wvallwair portfolio attributable to interest r
changes will be offset, to the degree we are hediggdncreases in value of our interest rate swapsther financial instruments used
hedging purposes, and vice versa. However, théior&hip between spreads on securities and sp@adsir hedging instruments may v
from time to time, resulting in a net aggregatelbealue increase or decline. That said, unles®ttsea material impairment in value that wc
result in a payment not being received on a sacaritoan, or if we are forced to sell a securityaan due to liquidity concerns, changes ir
book value of our portfolio will not directly affeour recurring earnings or our ability to makeistribution to our stockholders.

Liquidity Risk

Liquidity is a measure of our ability to meet pdtehcash requirements, including ongoing committa¢a repay borrowings, fu
and maintain investments, pay dividends to ourk$toltlers and other general business needs. Wenizeotiie need to have funds availabl
operate our business. It is our policy to have adegliquidity at all times. We plan to meet ligitydthrough normal operations with the goa
avoiding unplanned sales of assets or emergencgwiog of funds.

Our principal sources of liquidity are the repurehagreements on our mortgdggeked securities, the CDOs we have issu
finance our loans held in securitization trustsusiized debt, trust preferred securities, thaggal and interest payments from our asset:
cash proceeds from the issuance of equity or d=hirgies (as market and other conditions perii. believe our existing cash balances
cash flows from operations will be sufficient farrdiquidity requirements for at least the nextrh@nths.

In the event the value of our assets pledged #ated! suddenly decreases, margin calls relatirmmut repurchase agreements c
increase, causing an adverse change in our ligupdisition. Additionally, if one or more of our neghase agreement counterparties chc
not to provide orgoing funding, we may be unable to replace theniiireg through other lenders on favorable termstalla As such, w
provide no assurance that we will be able to r@#roour repurchase agreements as they mature froentd time in the future. See lIterr
"Management's Discussion and Analysis of FinanCiahdition and Results of Operationgiguidity and Capital Resources" in this Quart
Report on Form 10-Q for further information about 6quidity and capital resource management.

Prepayment Risk

When borrowers repay the principal on their residémortgage loans before maturity or faster thair scheduled amortizatic
the effect is to shorten the period over whichriesé is earned, and thereby, reduce the yield dsidential mortgage assets purchasec
premium to their then current balance, as with mortfolio of Agency RMBS. Conversely, residentiabrgage assets purchased for less
their then current balance, such as our distressstdential mortgage loans exhibit higher yielde tlufaster prepayments. Furthermore, a
prepayment speeds may differ from our modeled pyrepat speed projections impacting the effectiversésany hedges we have in plact
mitigate financing and/or fair value risk. Geneyalvhen market interest rates decline, borrower® lsatendency to refinance their mortga
thereby increasing prepayments. The impact of asing prepayment rates, whether as a result ofindleglinterest rates, governm
intervention in the mortgage markets or otherwisearticularly acute with respect to our Agencysl®ecause the value of an 10 is wh
contingent on the underlying mortgage loans hamimgutstanding principal balance, an unexpectagase in prepayment rates on the po
mortgage loans underlying the 10s could signifibanegatively impact the performance of our Agei0g.

Our modeled prepayments will help determine thewamof hedging we use to afet changes in interest rates. If actual prepay
speeds are faster than modeled, the yield willdss than modeled in cases where we paid a prenguthd particular residential mortge
asset. Conversely, when we have paid a premiumctifal prepayment rates experienced are slower ni@deled, we would amortize 1
premium over a longer time period and resulting imgher yield to maturity.

In an environment of increasing prepayment spebestiming difference between the actual cash ptadiprincipal paydowns ai
the announcement of the principal paydown may téswadditional margin requirements from our refh@rge agreement counterparties.

We seek to manage prepayment risk by constantlpatiag our residential mortgage assets relativerepayment speeds obser
for assets with a similar structure, quality andreleteristics. Furthermore, we strésst the portfolio as to prepayment speeds andeisiteat
risk in order to further develop or make modificats to our hedge balances. Historically, we hatehedged 100% of our liability costs dut
prepayment risk.
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Credit Risk

Credit risk is the risk that we will not fully celtt the principal we have invested in our credits#é/e assets, including distres
residential and other mortgage loans, CMBS and Cd@sto borrower defaults. In selecting the creditsitive assets in our portfolio, we s
to identify and invest in assets with characterssthat we believe offset or limit the exposurdoifrower defaults to the Company.

We seek to manage credit risk through our goguisition due diligence process, and by factopngjected credit losses into
purchase price we pay for all of our credit sewsitaissets. In general, we evaluate relative valmasupply and demand trends, prepayi
rates, delinquency and default rates, vintage tétewal and macr@conomic factors as part of this process. Neverfiselthese procedures
not guarantee unanticipated credit losses whichHdwmaterially affect our operating results.

With respect to the $258.3 million of distressesidential loans the Company owned at SeptembeP@03, the mortgage loe
were purchased at a discount to par reflecting tistressed state or perceived higher risk of Wlefavhich may include higher loan to va
ratios and, in certain instances, delinquent loagnents. Prior to the acquisition of distressesidential mortgage loans, the Comp
validates key information provided by the selldrattis necessary to determine the value of theedistd residential mortgage loans. We
seek to maximize the value of the mortgage loaat e acquire either through borrower assistedhaefiing, outright loan sale or throt
foreclosure and resale of the underlying home. Wduate credit quality on an ongoing basis by neuig borrowers payment status a
current financial and economic condition. Additibpawe look at the carrying value of any delinquéyan and compare to the current valu
the underlying collateral.

As of September 30, 2013, we own $212.8 milliorfist loss CMBS comprised of POs that are backeddimymmercial mortgag
loans on multifamily properties at a weighted average amortizeatipase price of approximately 27.9% of current paior to the acquisitic
of each of our first loss CMBS POs, the Company gletes an extensive review of the underlying loaltateral, including loan level ca
flow re-underwriting, site inspections on selected propsytproperty specific cash flow and loss modelimayjew of appraisals, prope
condition and environmental reports, and otheritmésk analyses. We continue to monitor creditlgguaon an ongoing basis using upde
property level financial reports provided by boreyasand periodic site inspection of selected pitogmerWe also reconcile on a monthly b
the actual bond distributions received againstgmteid distributions to assure proper allocatiogash flow generated by the underlying |
pool. As of September 30, 2013, we own approxinge8R.5 million of notes issued by a CLO at a disted purchase price equal to 47.9¢
par. The securities are backed by a portfolio oporate loans. We also own approximately $20.Tianilof first mortgage loan and mezzar
financing at September 30, 2013, backed by redmlearid multi-family properties.

Fair Value Risk

Changes in interest rates also expose us to meaket (fair value) fluctuation on our assets, lisies and hedges. While the 1
value of the majority of our assets that are messon a recurring basis are determined using L2vieir values (excluding the impact
consolidations for accounting purposes relateduoilovestments in multi-family CMBS issued by céert&reddie Mac-sponsored kKSerie:
securitizations), we own certain assets, such aCMBS, classified as Level 3 Assets, for whiclr fedlues may not be readily availabl
there are no active trading markets for the insemis. In such cases, fair values would only bevddror estimated for these investments
various valuation techniques, such as computingptesent value of estimated future cash flows usiisgount rates commensurate with
risks involved. However, the determination of estied future cash flows is inherently subjective angrecise. Minor changes in assumpt
or estimation methodologies can have a materiaceffn these derived or estimated fair values. f@ualue estimates and assumptions
indicative of the interest rate environment as ept8mber 30, 2013, and do not take into considerdlie effects of subsequent interest
fluctuations.

We note that the market values of our investmemtddrivative instruments, primarily interest ratedbes on our debt, will

sensitive to changes in market interest ratestaateate spreads and other market factors. Thkahaalue of these investments can vary
has varied materially from period to period.
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The following describes the methods and assumptigngse in estimating fair values of our finanaistruments:

Fair value estimates are made as of a specifict poitime based on estimates using present valushar valuation technique
These techniques involve uncertainties and areifgigntly affected by the assumptions used and jtrdgments 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. Bérigir value estimates canno
substantiated by comparison to independent mageds in many cases, could not be realized in anddiate sale of the instrument. Al
because of differences in methodologies and assomspised to estimate fair values, the fair valusesd by us should not be compared to t
of other companies.

The table below presents the sensitivity of thekeavalue and net duration changes of our portfai@mf September 30, 2013, us
a discounted cash flow simulation model assumingnstantaneous interest rate shift and assumingtia portfolio. Application of this metht
results in an estimation of the fair market valbharmge of our assets, liabilities and hedging imsénts per 100 basis point shift in interest re

The use of hedging instruments is a critical pérour interest rate risk management strategies, thadceffects of these hedg
instruments on the market value of the portfolie egflected in the model's output. This analysso ahkes into consideration the valui
options embedded in our mortgage assets includingtraints on the rpricing of the interest rate of assets resultimgrfiperiodic and lifetim
cap features, as well as prepayment options. Assetdiabilities that are not interest ra@nasitive such as cash, payment receivables, g
expenses, payables and accrued expenses are ekclude

Changes in assumptions including, but not limiedvblatility, mortgage and financing spreads, psgpent behavior, defaults,
well as the timing and level of interest rate clesgill 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
(Amounts in
thousands)
+200 $ (69,877) 2.58 years
+100 $ (34,631) 2.30 years
Base - 1.51 years
-100 $ 17,277 0.04 years

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

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Proceduré&/e maintain disclosure controls and proceduresatedesigned to ensure 1
information required to be disclosed in the reptineg we file or submit under the Securities Exd®Act of 1934, as amended, is recor
processed, summarized and reported within the feods specified in the rules and forms of the SB@d that such information
accumulated and communicated to our managemergpesmiate to allow timely decisions regarding rieed disclosures. An evaluation v
performed under the supervision and with the pigsditon of our management, including our Chief Bxae Officer and Chief Financi
Officer, of the effectiveness of our disclosure trols and procedures (as defined in Rules 13a-1&(e) 15di5(e) under the Securit
Exchange Act of 1934, as amended) as of Septenthe2(@ 3. Based upon that evaluation, our Chief Htree Officer and Chief Financi
Officer concluded that our disclosure controls anacedures were effective as of September 30, 2013.

Changes in Internal Control Over Financial Repogihere have been no changes in our internal coatret financial reportin

during the quarter ended September 30, 2013 that imaterially affected, or are reasonably likelyrtaterially affect, our internal control o
financial reporting.
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PART Il. OTHER INFORMATION
Item 1A. Risk Factors

We previously disclosed risk factors under "ltem R&sk Factors" in our Annual Report on Form K@er the year ended Decem|
31, 2012 and in our Quarterly Reports on FormQ@er the quarters ended March 31, 2013 and June&28@3. In addition to those risk fact
and the other information included elsewhere irs théport, you should also carefully consider thekrfactors discussed below. The r
described below and in our Annual Report on ForrrKlfor the year ended December 31, 2012 and inQuarterly Reports on Form 1Q-for
the quarters ended March 31, 2013 and June 30, 28&3not the only risks facing our company. Addisibrisks and uncertainties r
currently known to us or that we deem to be imnigtafso may materially adversely affect our bussefinancial condition and/or results
operations.

Adoption of the Basel 111 standards and other proposed supplementary regulatory standards may negatively impact our access to financing
or affect the terms of our future financing arrangements.

In response to various financial crises and thatiliy of financial markets, the BCBS adopted Beasel Il accord in 2010. The
final package of reforms pursuant to Basel Il vapproved by the G20 leaders in November 2010. moay 2013, the BCBS agreed to
delay implementation of the Basel Il standards exjganded the scope of assets permitted to bediedlin a bank’s liquidity measurement.

U.S. regulators have elected to implement substintll of the Basel Ill standards. The largestdimg institutions subject these
standards will have until the beginning of 2018fudy comply with the Basel Ill standards, whichutd cause an increase in capital
requirements for, and could place constraints lmfinhancial institutions from which we borrow.

Shortly after approving the Basel Ill standardsS.Uegulators also issued a notice of proposedmaleing calling for enhanced
supplementary leverage ratio standards, which winnjsbse capital requirements more stringent thasetof the Basel Il standards for the
most systematically significant banking organizasian the U.S. The enhanced standards are curmaufgct to public comment, and there
can be no assurance that they will be adopted adoipted, that they will resemble the current psgb. Adoption and implementation of the
Basel Il standards and the supplemental regulatagdards proposed by U.S. regulators may nedjafiv@act our access to financing or
affect the terms of our future financing arrangetsaen

Clearing facilities or exchanges upon which some of our hedging instruments are traded may increase margin requirements on our
hedging instrumentsin the event of adverse economic developments.

In response to events having or expected to haversel economic consequences or which create mamnkettainty, clearing
facilities or exchanges upon which some of our irglinstruments, such as interest rate caps angdss\aae traded may require us to post
additional collateral against our hedging instruteetn response to the U.S. approaching its deltingewithout resolution and the
government shutdown, the Chicago Mercantile Exchaamgnounced on October 15, 2013 that it would as@emargin requirements by
12% for all over-the-counter interest rate swagfpbos that its clearinghouse guaranteed. Thisdase was subsequently rolled back on
October 17, 2013 upon the news that Congress padsgistation to temporarily suspend the debt cgiland reopen the government,
which allowed time for broader negotiations congegnbudgetary issues. In the event that future estveconomic developments or
market uncertainty result in increased margin negments for our hedging instruments, it could maligradversely affect our liquidity
position, business, financial condition and resofteperations.

Iltem 6. Exhibits

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

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

NEW YORK MORTGAGE TRUST, INC

Date: November 8, 2013 By: /s/ Steven R. Mumma

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

Date: November 8, 2013 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 Yorkrtgage Trust, Inc. (Incorporated by reference xbikit 3.1 to thi
Company's Registration Statement on Form S-11led fith the Securities and Exchange Commissiorgid®ation No. 333-
111668), effective (June 23, 2004).

3.1(b) Articles of Amendment of the Registréintorporated by reference to Exhibit 3.1(f) te iompany's Current Report on Form 8
K filed on June 15, 2009 (File No. 00132216)).

3.1(c) Certificate of Notice, dated May 4, 2012 (incorgerhby reference to Exhibit 3.1(g) to the Compa@srterly Report on For
10-Q filed on May 4, 2012 (File No. 00132216)).

3.2 Bylaws of New York Mortgage Trust, Incs amended (Incorporated by reference to Exhibitt8.the Compang Annua
Report on Form 10-K filed on March 4, 2011).

3.3 Articles Supplementary designating the @any’'s 7.75% Series B Cumulative Redeemable Pesfe8tock (the Series |
Preferred Stock”). (Incorporated by reference thikit 3.3 of the Company’s Registration Statememform 8A filed on May
31, 2013).

4.1 Form of Common Stock Certificate. (Incagted by reference to Exhibit 4.1 to the Comparfgegistration Statement on Fc

S-11 as filed with the Securities and Exchange C@sion (Registration No. 333-111668), effectiveel@’, 2004).

4.2(a) Junior Subordinated Indenture between The New YMidrtgage Company, LLC and JPMorgan Chase Bank,oNa
Association, as trustee, dated September 1, 20&rporated by reference to Exhibit 4.1 to the @any’s Current Report ¢
Form 8-K as filed with the Securities and Excha@genmission on September 6, 2005).

4.2(b) Parent Guarantee Agreement between New York Mogtgagst, Inc. and JPMorgan Chase Bank, Nationabdiaton, a
guarantee trustee, dated September 1, 2005. (loadeal by reference to Exhibit 10.1 to the Compayrrent Report on Fo
8-K as filed with the Securities and Exchange Cossion on September 6, 2005 (File No 001-32216)).

4.3(a) Junior Subordinated Indenture between The New YMidrtgage Company, LLC and JPMorgan Chase Bank,oNa
Association, as trustee, dated March 15, 2005 (purated by reference to Exhibit 4.3(a) to the Camys Quarterly Report
Form 10-Q filed on August 9, 2012 (File No. 001-32}).

4.3(b) Parent Guarantee Agreement between New York Moetgawst, Inc. and JPMorgan Chase Bank, Nationabéiation, a
guarantee trustee, dated March 15, 2005. (Incotpotay reference to Exhibit 4.3(b) to the Compa®tsirterly Report on For
10-Q filed on August 9, 2012 (File No. 001-32216)).

4.4 Form of Certificate representing the Serfie Preferred Stock. (Incorporated by referencéexbibit 3.4 of the Company’
Registration Statement on Form 8-A filed on May 211.3).

Certain instruments defining the rights of holdefdongterm debt securities of the Registrant and its &lidliges are omitte
pursuant to Item 601(b)(4)(iii) of Regulatio-K. The Registrant hereby undertakes to furnistheoSEC, upon request, copie
any such instruments.

121 Statement re: Computation of Ratios.

311 Section 302 Certification of Chief ExeeatOfficer.

31.2 Section 302 Certification of Chief Fine©fficer.

32.1 Section 906 Certification of Chief ExéeatOfficer and Chief Financial Officer.*
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101.INS XBRL Instance Document **

101.SCH  Taxonomy Extension Schema Document **

101.CAL Taxonomy Extension Calculation Linkbase Document **
101.DEF Taxonomy Extension Definition Linkbase Document **
101.LAB Taxonomy Extension Label Linkbase Document **

101.PRE  Taxonomy Extension Presentation Linkbase Document *

*  Furnished herewith. Such certification shall betdeemed “filed” for the purposes of Section flthe Securities Exchange Act of 1934, as
amended.

**  Submitted electronically herewith. Attached as Bihi01 to this report are the following documefasmatted in XBRL (Extensib
Business Reporting Language): (i) Condensed Caietelil Balance Sheets at September 30, 2013 andnbec81, 2012; (ii) Condens
Consolidated Statements of Operations for the ninaths ended September 30, 2013 and 2012; (iid€oged Consolidated Statem:
of Comprehensive Income for the nine months endegteéber 30, 2013 and 2012; (iv) Condensed Coraelid Statement
StockholdersEquity for the nine months ended September 30, 2043Condensed Consolidated Statements of CaslisHor the nin
months ended September 30, 2013 and 2012; anNd@ts to Condensed Consolidated Financial Statesnent
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Ratio of Earnings to Fixed Charges

Ratio of Earnings to Combined Fixed Charges and Piferred Stock Dividends

Earnings:
Pretax income (loss) from continuing
operations
Fixed charges
Dividends distributed to shareholders
Equity investee adjustment
Noncontrolling interest

Total Earnings

Fixed Charges:
Interest expense

Total Fixed Charges

Preferred stock dividends

Total Combined Fixed Charges and Prefel
Stock Dividends

Ratio of earnings to fixed charges

Ratio of earnings to combined fixed chargt
and preferred stock dividends

Deficiency related to ratio of earnings to fi>

charges

Deficiency related to ratio of earnings to
combined fixed charges and preferred s
dividends

(dollars in thousands)

For the Nine Months

For the Years Ended December 31,

Exhibit 12.1

Ended September 3(

2013 2012 2011 2010 2009 2008

$ 46,19¢ $ 29,10 $ 524: $ 567C $ 10,88 $ (2576
162,59 105,92 4,83 9,611 14,23t 36,26(

44,08¢ 22,30« 8,27( 8,10z 7,10¢ 4,10

93 (39) (174 (64) 2 ]

- 97 (97) - - -

$ 252,97 $ 157,38¢ $ 18,07¢ $ 2331¢ $ 32227 $ 14,59
$ 162,59: $ 10592¢ $ 4837 $ 9611 $ 1423 $  36,26(
162,59 105,92 4,83 9,611 14,23t 36,26(

2,11¢ - - - - -

$ 164,70¢ $ 10592( $ 4837 $ 9611 $ 1423 $  36,26(
1.5€ 1.4¢ 3.7¢ 2.4% 2.2€ 0.4¢

1.5¢ 1.4¢ 3.7¢ 2.4% 2.2¢ 0.4¢

NA NA NA NA NA $ (21,669

NA NA NA NA NA $ (21,669



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 Form 1@€the quarter ended September 30, 2013 of Nevk ¥twrtgage Trust, Inc.;

Based on my knowledge, this report does not com@ynuntrue statement of a material fact or omg#itéde a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls andgutores, or caused such disclosure controls aneguoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared;

(b) Designed such internal control over finaheporting, or caused such internal control direancial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the regidts disclosure controls and procedures and pesénthis report our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on
such evaluation; and

(d) Disclosed in this report any change inrégistrant's internal control over financial refpog that occurred during the
registrant's most recent fiscal quarter (the regig's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeatf, the registrant's internal control over finahceporting; and

The registrant’s other certifying officer and Meadisclosed, based on our most recent evaluafiorieynal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the
equivalent functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the registrant
internal control over financial reporting.

Date: November 8, 2013

/sl Steven R. Mumma

Steven R. Mumma

Chief Executive Officer and President
(Principal Executive Officer)




Exhibit 31.Z

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 Form 1@€the quarter ended September 30, 2013 of Nevk ¥twrtgage Trust, Inc.;

Based on my knowledge, this report does not com@ynuntrue statement of a material fact or omg#itéde a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletading with respect to
the period covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this
report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls andgutores, or caused such disclosure controls aneguoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared;

(b) Designed such internal control over finaheporting, or caused such internal control direancial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the regidts disclosure controls and procedures and pesénthis report our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on
such evaluation; and

(d) Disclosed in this report any change inrégistrant's internal control over financial refpog that occurred during the
registrant's most recent fiscal quarter (the regig's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeatf, the registrant's internal control over finahceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the
equivalent functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the registrant
internal control over financial reporting.

Date: November 8, 2013

/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 Yddlrtgage Trust, Inc., (the “Company”) on Form QCfor the quarter ended Septembet
2013, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), the usid@ed hereby certifies, pursuant to 18
U.S.C. 8§ 1350, as adopted pursuant to section B Garbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report faphlgsents, in all material respects, the finanaaldition and results of operations of the
Company.

A signed original of this written statement reqdit®y Section 906 has been provided to the Compadyll be retained by the Company and
furnished to the Securities and Exchange Commigsidts staff upon request.

Date: November 8, 2013
/sl Steven R. Mumma
Steven R. Mumma
Chief Executive Officer and President
(Principal Executive Officer)

Date: November 8, 2013
/sl Fredric S. Starker
Fredric S. Starker
Chief Financial Officer
(Principal Financial and Accounting Officer)




