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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended September 30, 2014
OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to
Commission File Number: 1-13991

MFA FINANCIAL, INC.
(Exact name of registrant as specified in its charter)

Maryland 13-3974868

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
350 Park Avenue, 20th Floor, New York, New York 10022

(Address of principal executive offices) (Zip Code)

(212) 207-6400
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).
Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
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company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer x Accelerated filer o

Non-accelerated filer o Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nox

369,079,139 shares of the registrant’s common stock, $0.01 par value, were outstanding as of October 30, 2014.
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MFA FINANCIAL, INC.

CONSOLIDATED BALANCE SHEETS

September 30, December 31,
2014 2013
(Unaudited)

(In Thousands Except Per Share Amounts)

Assets:
Mortgage-backed securities (“MBS”):

Agency MBS, at fair value ($5,765,633 and $6,142,306 pledged as collateral, $6.174.176 $6.519.221

respectively)

Non—Agency MBS, at fair value ($2,178,412 and $1,778,067 pledged as collateral, 3.311.062 2.569.766
respectively)

Non-Agency MBS transferred to consolidated variable interest entities (“VIEs”) (1) 1,452,264 2,282,371
Securities obtained and pledged as collateral, at fair value 442,370 383,743
Cash and cash equivalents 423,891 565,370
Restricted cash 43,751 37,520
Interest receivable 32,499 35,828
Derivative instruments:

MBS linked transactions, net (“Linked Transactions™), at fair value 190,681 28,181
Interest rate swap agreements (“Swaps”), at fair value 4,322 13,000
Goodwill 7,189 7,189
Prepaid and other assets (See Notes 2(d) and 15) 160,572 29,719
Total Assets $12,242,777 $12,471,908
Liabilities:

Repurchase agreements $8,125,723 $8,339,297
Securitized debt (2) 156,276 366,205
Obligation to return securities obtained as collateral, at fair value 442,370 383,743
8% Senior Notes due 2042 (“Senior Notes™) 100,000 100,000
Accrued interest payable 12,172 14,726
Swaps, at fair value 35,493 28,217
Dividends and dividend equivalents rights (“DERs”) payable 74,126 73,643
Accrued expenses and other liabilities 42,873 23,826
Total Liabilities $38,989,033 $9,329,657

Commitments and contingencies (See Note 10)

Stockholders’ Equity:

Preferred stock, $.01 par value; 7.50% Series B cumulative redeemable; 8,050 shares
authorized; 8,000 shares issued and outstanding ($200,000 aggregate liquidation $80 $80
preference)

Common stock, $.01 par value; 886,950 shares authorized; 368,721 and 365,125 shares

) . . 3,687 3,651

issued and outstanding, respectively

Additional paid-in capital, in excess of par 3,002,549 2,972,369
Accumulated deficit (570,106 ) (571,544 )
Accumulated other comprehensive income 817,534 737,695
Total Stockholders’ Equity $3,253,744  $3,142,251
Total Liabilities and Stockholders’ Equity $12,242777 $12,471,908
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Non-Agency MBS transferred to consolidated VIEs represent assets of the consolidated VIEs that can be used only
to settle the obligations of each respective VIE.

Securitized Debt represents third-party liabilities of consolidated VIEs and excludes liabilities of the VIEs acquired
(2)by the Company that eliminate on consolidation. The third-party beneficial interest holders in the VIEs have no
recourse to the general credit of the Company. (See Notes 10 and 15 for further discussion.)

ey

The accompanying notes are an integral part of the consolidated financial statements.
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MFA FINANCIAL, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

(In Thousands, Except Per Share Amounts)
Interest Income:

Agency MBS

Non-Agency MBS

Non-Agency MBS transferred to consolidated

VIEs
Cash and cash equivalent investments
Interest Income

Interest Expense:
Repurchase agreements
Securitized debt

Senior Notes

Interest Expense

Net Interest Income

Other Income, net:

Unrealized net gains and net interest income
from Linked Transactions

Unrealized losses on TBA short positions
Gain on sales of MBS and U.S. Treasury
securities, net

Other, net

Other Income, net

Operating and Other Expense:
Compensation and benefits

Other general and administrative expense
Excise tax and interest

Impairment of resecuritization related costs
Other investment related operating expenses
Operating and Other Expense

Net Income

Less Preferred Stock Dividends

Less Issuance Costs of Redeemed Preferred
Stock

Net Income Available to Common Stock and
Participating Securities

Earnings per Common Share - Basic and
Diluted

Three Months Ended
September 30,

2014 2013
$33,066 $36,158
48,571 43,131
29,303 39,172
20 21

$110,960 $118,482

$35,935 $37,113
1,415 2,830
2,008 2,007
$39,358 $41,950
$71,602 $76,532
$2,559 $544
— (8,724
13,880 13,680
1,251 55
$17,690 $5,555
$5,970 $5,294
3,831 3,434
— 2,031
609 —
$10,410 $10,759
$78,882 $71,328
3,750 3,750
$75,132 $67,578
$0.20 $0.19

Nine Months Ended
September 30,
2014 2013

$110,004 $116,982

135,199 128,175
105,510 116,641
63 93

$350,776 $361,891

$109,354 $105,185
5471 9,381
6,023 6,020
$120,848 $120,586

$229,928 $241,305

$9,586 $1,785
— (8,724
25,303 19,678
1,543 165
$36,432 $12,904
$18,378 $15,851
11,461 10,175
1,175 2,000
— 2,031
1,550 —
$32,564 $30,057
$233,796 $224,152
11,250 10,000
— 3,947

$222,546 $210,205

$0.60 $0.58
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Dividends Declared per Share of Common

Stock $0.20 $0.50 (1) $0.60 $1.44

(1) Includes a special dividend of $0.28 per share declared on August 1, 2013.
(2) Includes a special dividend of $0.50 per share declared on March 4, 2013.

The accompanying notes are an integral part of the consolidated financial statements.
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MFA FINANCIAL, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(UNAUDITED)
Three Months Ended Nine Months Ended
September 30, September 30,
(In Thousands) 2014 2013 2014 2013
Net income $78,882 $71,328 $233,796 $224,152
Other Comprehensive (Loss)/Income:
Unrealized (loss)/gain on Agency MBS, net (14,937 ) 15,469 46,000 (152,302
Unrealized (loss)/gain on Non-Agency MBS, net (28,473 ) 16,381 70,973 62,455

Reclassification adjustment for MBS sales included
in net income
Unrealized gain/(loss) on derivative hedging

(13,589 ) (15,158 ) (21,180 ) (17,398

. 23,500 (19,934 ) (16,401 ) 10,930
instruments, net
Reclassification of unrealized loss on de-designated o 447 o
derivative hedging instruments
Other Comprehensive (Loss)/Income (33,499 ) (3,242 ) 79,839 (96,315
Comprehensive income before preferred stock
dividends and issuance costs of redeemed preferred $45,383 $68,086 $313,635 $127,837
stock
Dividends declared on preferred stock (3,750 ) (3,750 ) (11,250 ) (10,000
Issuance costs of redeemed preferred stock — — — (3,947
Comprehensive Income Available to Common

$41,633 $64,336 $302,385 $113,890

Stock and Participating Securities
The accompanying notes are an integral part of the consolidated financial statements.
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MFA FINANCIAL, INC.

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

(UNAUDITED)

(In Thousands, Except Per Share Amounts)

Preferred Stock, 7.50% Series B Cumulative Redeemable - Liquidation Preference

$25.00 per Share:

Balance at September 30, 2014 and December 31, 2013

Common Stock, Par Value $.01:

Balance at December 31, 2013

Issuance of common stock (1)

Repurchase of shares of common stock (1)
Balance at September 30, 2014

Additional Paid-in Capital, in excess of Par:

Balance at December 31, 2013

Issuance of common stock, net of expenses (1)
Equity-based compensation expense

Accrued dividends attributable to stock-based awards
Repurchase of shares of common stock (1)

Balance at September 30, 2014

Accumulated Deficit:

Balance at December 31, 2013

Net income

Dividends declared on common stock
Dividends declared on preferred stock
Dividends attributable to DERs
Balance at September 30, 2014

Accumulated Other Comprehensive Income:
Balance at December 31, 2013
Change in unrealized gains on MBS, net

Change in unrealized losses on derivative hedging instruments, net

Balance at September 30, 2014

Total Stockholders' Equity at September 30, 2014

Nine Months Ended
September 30, 2014

Dollars

$80

$3,651
36

$3,687

$2,972,369
26,335
4,357

(164

(348
$3,002,549

$(571,544
233,796
(220,724
(11,250
(384
$(570,106

$737,695
95,793
(15,954
$817,534

$3,253,744

~— O N

Shares

8,000

365,125

3,690

(94 )
368,721

(1) For the nine months ended September 30, 2014, includes approximately $721,000 (94,073 shares) surrendered for

tax purposes related to equity-based compensation awards.

The accompanying notes are an integral part of the consolidated financial statements.
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MFA FINANCIAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(In Thousands)
Cash Flows From Operating Activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Gain on sales of MBS and U.S. Treasury securities

Accretion of purchase discounts on MBS and other investments
Amortization of purchase premiums on MBS

Depreciation and amortization on fixed assets and other assets
Equity-based compensation expense

Unrealized (losses)/gains on derivative instruments

Decrease in interest receivable

Increase in prepaid and other assets

(Decrease)/increase in accrued expenses and other liabilities, and excise tax and

interest
Increase/(decrease) in accrued interest payable on financial instruments
Net cash provided by operating activities

Cash Flows From Investing Activities:

Principal payments on MBS and other investments
Proceeds from sale of MBS and U.S. Treasury securities
Purchases of MBS and other investments

Additions to leasehold improvements, furniture and fixtures
Net cash provided by investing activities

Cash Flows From Financing Activities:

Principal payments on repurchase agreements

Proceeds from borrowings under repurchase agreements

Proceeds from issuance of securitized debt

Principal payments on securitized debt

Payments made on obligation to return securities obtained as collateral
Maturity of obligation to return securities obtained as collateral

Cash disbursements on financial instruments underlying Linked Transactions
Cash received from financial instruments underlying Linked Transactions
Payments made for margin calls on repurchase agreements and Swaps
Proceeds from reverse margin calls on repurchase agreements and Swaps
Proceeds from issuances of common stock

Payments made for redemption of Series A Preferred Stock

Proceeds from issuance of Series B Preferred Stock

Payments made for preferred stock offering costs

Payments made to repurchase common stock

Dividends paid on preferred stock

Dividends paid on common stock and DERs

Net cash used in financing activities

Nine Months Ended
September 30,

2014 2013
$233,796 $224,152
(25,303 ) (19,678 )
(68,871 ) (48,322 )
25,986 47,198

936 3,133

4,357 2,946

(2,542 ) 8,318

3,318 6,193
(19,824 ) (5,146 )
(6,434 ) 10,837
32,080 (2,503 )
$177,499 $227,128
$1,470,390 $2,231,495
103,625 493,613
(1,068,713 ) (1,532,982 )
(383 ) (272 )
$504,919 $1,191,854
$(62,567,398) $(60,312,234)
62,353,824 60,127,933
— 76,485
(208,702 ) (303,608 )
— (200,050 )
— (275,402 )
(2,738,961 ) (254,155 )
2,583,744 243,325
(111,800 ) (61,402 )
70,900 2,000

26,371 67,409

— (96,000 )
— 200,000

— (6,684 )
— (27 )
(11,250 ) (10,000 )
(220,625 ) (514,013 )
$(823,897 ) $(1,316,423 )

10
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Net (decrease)/increase in cash and cash equivalents $(141,479
Cash and cash equivalents at beginning of period $565,370
Cash and cash equivalents at end of period $423,891

Non-cash Investing and Financing Activities:

MBS recorded upon de-linking of Linked Transactions $36,258
Net increase in securities obtained as collateral/obligation to return securities obtained $63.691
as collateral ’
Dividends and DERs declared and unpaid $74,126

The accompanying notes are an integral part of the consolidated financial statements.

5

) $102,559
$401,293
$503,852

$—
$221,578
$81,171
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MFA FINANCIAL, INC.

NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

1. Organization

MFA Financial, Inc. (the “Company”) was incorporated in Maryland on July 24, 1997 and began operations on April 10,
1998. The Company has elected to be treated as a real estate investment trust (“REIT”) for federal income tax

purposes. In order to maintain its qualification as a REIT, the Company must comply with a number of requirements
under federal tax law, including that it must distribute at least 90% of its annual REIT taxable income to its
stockholders. (See Notes 2(n) and 11)

2. Summary of Significant Accounting Policies
(a) Basis of Presentation and Consolidation

The interim unaudited consolidated financial statements of the Company have been prepared in accordance with the
rules and regulations of the Securities and Exchange Commission (the “SEC”). Certain information and note disclosures
normally included in financial statements prepared in accordance with U.S. generally accepted accounting principles
(“GAAP”) have been condensed or omitted according to these SEC rules and regulations. Management believes that the
disclosures included in these interim financial statements are adequate to make the information presented not
misleading. The accompanying consolidated financial statements should be read in conjunction with the consolidated
financial statements and notes thereto included in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2013. In the opinion of management, all normal and recurring adjustments necessary to present fairly

the financial condition of the Company at September 30, 2014 and results of operations for all periods presented have
been made. The results of operations for the nine months ended September 30, 2014 should not be construed as
indicative of the results to be expected for the full year.

The accompanying consolidated financial statements of the Company have been prepared on the accrual basis of
accounting in accordance with GAAP. The preparation of financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Although the Company’s estimates contemplate current conditions
and how it expects them to change in the future, it is reasonably possible that actual conditions could be worse than
anticipated in those estimates, which could materially impact the Company’s results of operations and its financial
condition. Management has made significant estimates in several areas, including other-than-temporary impairment
(“OTTI”) on Agency and Non-Agency MBS (Note 3), valuation of Agency and Non-Agency MBS (Notes 3 and 14),
derivative instruments (Notes 5 and 14) and income recognition on certain Non-Agency MBS purchased at a discount
(Note 3). In addition, estimates are used in the determination of taxable income used in the assessment of REIT
compliance and contingent liabilities for related taxes, penalties and interest (Note 2(n)). Actual results could differ
from those estimates.

The consolidated financial statements of the Company include the accounts of all subsidiaries; significant
intercompany accounts and transactions have been eliminated. Certain prior period amounts have been reclassified to

conform to the current period presentation.

(b) Agency and Non-Agency MBS (including Non-Agency MBS transferred to a consolidated VIE)

12
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The Company has investments in residential MBS that are issued or guaranteed as to principal and/or interest by a
federally chartered corporation, such as Fannie Mae or Freddie Mac, or any agency of the U.S. Government, such as
Ginnie Mae (collectively, “Agency MBS”), and residential MBS that are not guaranteed by any U.S. Government
agency or any federally chartered corporation (“Non-Agency MBS”), as described in Note 3.

Designation

The Company generally intends to hold its MBS until maturity; however, from time to time, it may sell any of its
securities as part of the overall management of its business. As a result, all of the Company’s MBS are designated as
“available-for-sale” and, accordingly, are carried at their fair value with unrealized gains and losses excluded from
earnings (except when an OTTI is recognized, as discussed below) and reported in accumulated other comprehensive
income/(loss) (“AOCI”), a component of stockholders’ equity.

Upon the sale of an investment security, any unrealized gain or loss is reclassified out of AOCI to earnings as a
realized gain or loss using the specific identification method.

6
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MFA FINANCIAL, INC.

NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

Revenue Recognition, Premium Amortization and Discount Accretion

Interest income on securities is accrued based on the outstanding principal balance and their contractual terms.
Premiums and discounts associated with Agency MBS and Non-Agency MBS assessed as high credit quality at the
time of purchase are amortized into interest income over the life of such securities using the effective yield method.
Adjustments to premium amortization are made for actual prepayment activity.

Interest income on the Non-Agency MBS that were purchased at a discount to par value and/or are considered to be of
less than high credit quality is recognized based on the security’s effective interest rate which is the security’s internal
rate of return (“IRR”). The IRR is determined using management’s estimate of the projected cash flows for each
security, which are based on the Company’s observation of current information and events and include assumptions
related to fluctuations in interest rates, prepayment speeds and the timing and amount of credit losses. On at least a
quarterly basis, the Company reviews and, if appropriate, makes adjustments to its cash flow projections based on
input and analysis received from external sources, internal models, and its judgment about interest rates, prepayment
rates, the timing and amount of credit losses, and other factors. Changes in cash flows from those originally projected,
or from those estimated at the last evaluation, may result in a prospective change in the IRR/interest income
recognized on these securities or in the recognition of OTTIs. (See Note 3)

Based on the projected cash flows from the Company’s Non-Agency MBS purchased at a discount to par value, a
portion of the purchase discount may be designated as non-accretable purchase discount (“Credit Reserve”), which
effectively mitigates the Company’s risk of loss on the mortgages collateralizing such MBS and is not expected to be
accreted into interest income. The amount designated as Credit Reserve may be adjusted over time, based on the
actual performance of the security, its underlying collateral, actual and projected cash flow from such collateral,
economic conditions and other factors. If the performance of a security with a Credit Reserve is more favorable than
forecasted, a portion of the amount designated as Credit Reserve may be reallocated to accretable discount and
recognized into interest income over time. Conversely, if the performance of a security with a Credit Reserve is less
favorable than forecasted, the amount designated as Credit Reserve may be increased, or impairment charges and
write-downs of such securities to a new cost basis could result.

Determination of MBS Fair Value

In determining the fair value of the Company’s MBS, management considers a number of observable market data
points, including prices obtained from pricing services, brokers and repurchase agreement counterparties, dialogue
with market participants, as well as management’s observations of market activity. (See Note 14)

Impairments/OTTI

When the fair value of an investment security is less than its amortized cost at the balance sheet date, the security is
considered impaired. The Company assesses its impaired securities on at least a quarterly basis and designates such
impairments as either “temporary” or “other-than-temporary.” If the Company intends to sell an impaired security, or it is
more likely than not that it will be required to sell the impaired security before its anticipated recovery, then the

Company must recognize an OTTI through charges to earnings equal to the entire difference between the investment’s
amortized cost and its fair value at the balance sheet date. If the Company does not expect to sell an
other-than-temporarily impaired security, only the portion of the OTTI related to credit losses is recognized through
charges to earnings with the remainder recognized through AOCI on the consolidated balance sheets. Impairments

14
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recognized through other comprehensive income/(loss) (“OCI’) do not impact earnings. Following the recognition of an
OTTI through earnings, a new cost basis is established for the security and may not be adjusted for subsequent
recoveries in fair value through earnings. However, OTTIs recognized through charges to earnings may be accreted
back to the amortized cost basis of the security on a prospective basis through interest income. The determination as

to whether an OTTI exists and, if so, the amount of credit impairment recognized in earnings is subjective, as such
determinations are based on factual information available at the time of assessment as well as the Company’s estimates
of the future performance and cash flow projections. As a result, the timing and amount of OTTIs constitute material
estimates that are susceptible to significant change. (See Note 3)

15
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MFA FINANCIAL, INC.

NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2014

Non-Agency MBS that are assessed to be of less than high credit quality and on which impairments are recognized
have experienced, or are expected to experience, credit-related adverse cash flow changes. The Company’s estimate of
cash flows for its Non-Agency MBS is based on its review of the underlying mortgage loans securing the MBS. The
Company considers information available about the past and expected future performance of underlying mortgage
loans, including timing of expected future cash flows, prepayment rates, default rates, loss severities, delinquency
rates, percentage of non-performing loans, Fair Isaac Corporation (“FICO”) scores at loan origination, year of
origination, loan-to-value ratios (“LTVs”), geographic concentrations, as well as reports by credit rating agencies, such
as Moody’s Investors Services, Inc. (“Moody’s”), Standard & Poor’s Corporation (“S&P”), or Fitch, Inc. (collectively,
“Rating Agencies”), general market assessments, and dialogue with market participants. As a result, significant
judgment is used in the Company’s analysis to determine the expected cash flows for its Non-Agency MBS. In
determining the OTTI related to credit losses for securities that were purchased at significant discounts to par and/or
are considered to be of less than high credit quality, the Company compares the present value of the remaining cash
flows expected to be collected at the purchase date (or last date previously revised) against the present value of the
cash flows expected to be collected at the current financial reporting date. The discount rate used to calculate the
present value of expected future cash flows is the current yield used for income recognition purposes. Impairment
assessment for Non-Agency MBS that were purchased at prices close to par and are considered to be of high credit
quality involves comparing the present value of the remaining cash flows expected to be collected against the
amortized cost of the security at the assessment date. The discount rate used to calculate the present value of the
expected future cash flows is based on the instrument’s IRR.

Balance Sheet Presentation

The Company’s MBS pledged as collateral against repurchase agreements and Swaps are included in MBS on the
consolidated balance sheets with the fair value of the MBS pledged disclosed parenthetically. Purchases and sales of
securities are recorded on the trade date. However, if on the purchase settlement date, a repurchase agreement is used
to finance the purchase of an MBS with the same counterparty and such transactions are determined to be linked, then
the MBS and linked repurchase borrowing will be reported on the same settlement date as Linked Transactions. (See
Notes 2(0) and 5)

(c) Securities Obtained and Pledged as Collateral/Obligation to Return Securities Obtained as Collateral

The Company has obtained securities as collateral under collateralized financing arrangements in connection with its
financing strategy for Non-Agency MBS. Securities obtained as collateral in connection with these transactions are
recorded on the Company’s consolidated balance sheets as an asset along with a liability representing the obligation to
return the collateral obtained, at fair value. While beneficial ownership of securities obtained remains with the
counterparty, the Company has the right to sell the collateral obtained or to pledge it as part of a subsequent
collateralized financing transaction. (See Note 2(j) for Repurchase Agreements and Reverse Repurchase Agreements)

(d) Residential Whole Loans

Residential whole loans included in the Company’s consolidated balance sheets are comprised of pools of fixed and
adjustable rate residential mortgage loans acquired through a consolidated trust. The Company has elected to account
for these loans as credit impaired as they were acquired at discounted prices that reflect, in part, the credit history of
the borrower. In addition, many of the borrowers have previously experienced payment delinquencies and the amount
owed on the mortgage loan may exceed the value of the property pledged as collateral. Consequently, the Company
has assessed that these loans have a higher likelihood of default than newly originated mortgage loans with LTVs of

16
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80% or less to credit worthy borrowers. The Company believes that amounts paid to acquire residential whole loans
represent fair market value at the date of acquisition. Residential whole loans are initially recorded at fair value with
no allowance for loan losses. Subsequent to acquisition, the recorded amount reflects the original investment amount,
plus accretion of interest income, less principal and interest cash flows received and principal amounts forgiven or
otherwise charged off as they are considered not recoverable. Residential whole loans are presented in Prepaid and
other assets in the Company's consolidated balance sheets at carrying value, which reflects the recorded amount net of
any allowance for loan losses established subsequent to acquisition.

The Company may aggregate into pools loans acquired in the same fiscal quarter that are assessed as having similar
risk characteristics. For each pool established, or on an individual loans basis for loans not aggregated into pools, the
Company estimates at acquisition and periodically on at least a quarterly basis, the principal and interest cash flows
expected to be collected. The difference between the cash flows expected to be collected and the carrying amount of
the loans is referred to as the “accretable yield”. This amount is accreted as interest income over the life of the loans
using an effective interest rate (level yield) methodology. Interest income recorded each period reflects the amount of
accretable yield recognized and not the coupon interest payments
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received on the underlying loans. The difference between contractually required principal and interest payments and
the cash flows expected to be collected, referred to as the “nonaccretable difference,” includes estimates of both the
impact of prepayments and expected credit losses over the life of the underlying loans.

A decrease in expected cash flows in subsequent periods may indicate impairment at the pool and/or individual loan
level thus requiring the establishment of an allowance for loan losses by a charge to the provision for loan losses. The
allowance for loan losses represents the present value of cash flows expected at acquisition that are no longer expected
to be received at the relevant measurement date. An increase in expected cash flows in subsequent periods initially
reduces any previously established allowance for loan losses by the increase in the present value of cash flows
expected to be collected, and results in a recalculation of the amount of accretable yield. The adjustment of accretable
yield due to an increase in expected cash flows is accounted for prospectively as a change in estimate and results in
reclassification from nonaccretable difference to accretable yield. (See Note 15)

(e) Cash and Cash Equivalents

Cash and cash equivalents include cash on deposit with financial institutions and investments in money market funds
and U. S. Treasury Bills, all of which have original maturities of three months or less. Cash and cash equivalents may
also include cash pledged as collateral to the Company by its repurchase agreement and/or Swap counterparties as a
result of reverse margin calls (i.e., margin calls made by the Company). The Company did not hold any cash pledged
by its counterparties at September 30, 2014 or December 31, 2013. The Company’s investments in overnight money
market funds, which are not bank deposits and are not insured or guaranteed by the Federal Deposit Insurance
Corporation or any other government agency were $314.9 million and $534.4 million at September 30, 2014 and
December 31, 2013, respectively. (See Notes 7 and 14)

(f) Restricted Cash

Restricted cash represents the Company’s cash held by its counterparties as collateral against the Company’s Swaps
and/or repurchase agreements. Restricted cash, which earns interest, is not available to the Company for general
corporate purposes, but may be applied against amounts due to counterparties to the Company’s repurchase agreements
and/or Swaps, or returned to the Company when the collateral requirements are exceeded or at the maturity of the
Swap or repurchase agreement. The Company had aggregate restricted cash held as collateral against its Swaps and
repurchase agreements of $43.8 million at September 30, 2014 and $37.5 million held as collateral against its Swaps

at December 31, 2013. (See Notes 5, 6, 7 and 14)

(g) Goodwill

At September 30, 2014 and December 31, 2013, the Company had goodwill of $7.2 million, which represents the
unamortized portion of the excess of the fair value of its common stock issued over the fair value of net assets
acquired in connection with its formation in 1998. Goodwill is tested for impairment at least annually, or more
frequently under certain circumstances, at the entity level. Through September 30, 2014, the Company had not
recognized any impairment against its goodwill.

(h) Depreciation

Leasehold Improvements and Other Depreciable Assets
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Depreciation is computed on the straight-line method over the estimated useful life of the related assets or, in the case
of leasehold improvements, over the shorter of the useful life or the lease term. Furniture, fixtures, computers and
related hardware have estimated useful lives ranging from five to eight years at the time of purchase.

(1) Resecuritization and Senior Notes Related Costs

Resecuritization related costs are costs associated with the issuance of beneficial interests by consolidated VIEs and
incurred by the Company in connection with various resecuritization transactions completed by the Company. Senior
Notes related costs are costs incurred by the Company in connection with the issuance of its Senior Notes in April,
2012. These costs may include underwriting, rating agency, legal, accounting and other fees. Such costs, which
reflect deferred charges, are included on the Company’s consolidated balance sheets in Prepaid and other assets. These
deferred charges are amortized as an adjustment to interest expense using the effective interest method, based upon the
actual repayments of the associated beneficial interests issued to third parties and over the stated legal maturity of the
Senior Notes. The Company periodically reviews the recoverability of
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these deferred costs and in the event an impairment charge is required, such amount shall be included within
Operating and other expense on the Company’s consolidated statement of operations.

(j) Repurchase Agreements and Reverse Repurchase Agreements

The Company finances the acquisition of a significant portion of its MBS with repurchase agreements. Under
repurchase agreements, the Company sells securities to a lender and agrees to repurchase the same securities in the
future for a price that is higher than the original sale price. The difference between the sale price that the Company
receives and the repurchase price that the Company pays represents interest paid to the lender. Although legally
structured as sale and repurchase transactions, the Company accounts for repurchase agreements as secured
borrowings, with the exception of certain repurchase agreements accounted for as components of Linked
Transactions. (See Note 2(0) below.) Under its repurchase agreements, the Company pledges its securities as
collateral to secure the borrowing, which is equal in value to a specified percentage of the fair value of the pledged
collateral, while the Company retains beneficial ownership of the pledged collateral. At the maturity of a repurchase
financing, unless the repurchase financing is renewed with the same counterparty, the Company is required to repay
the loan including any accrued interest and concurrently receives back its pledged collateral from the lender. With the
consent of the lender, the Company may renew a repurchase financing at the then prevailing financing terms. Margin
calls, whereby a lender requires that the Company pledge additional securities or cash as collateral to secure
borrowings under its repurchase financing with such lender, are routinely experienced by the Company when the
value of the MBS pledged as collateral declines as a result of principal amortization and prepayments or due to
changes in market interest rates, spreads or other market conditions. The Company also may make margin calls on
counterparties when collateral values increase.

The Company’s repurchase financings typically have terms ranging from one month to six months at inception, but
may also have longer or shorter terms. Should a counterparty decide not to renew a repurchase financing at maturity,
the Company must either refinance elsewhere or be in a position to satisfy the obligation. If, during the term of a
repurchase financing, a lender should default on its obligation, the Company might experience difficulty recovering its
pledged assets which could result in an unsecured claim against the lender for the difference between the amount
loaned to the Company plus interest due to the counterparty and the fair value of the collateral pledged by the
Company to such lender, including accrued interest receivable or such collateral. (See Notes 2(0), 5, 6, 7 and 14)

In addition to the repurchase agreement financing arrangements discussed above, as part of its financing strategy for
Non-Agency MBS, the Company has entered into contemporaneous repurchase and reverse repurchase agreements
with a single counterparty. Under a typical reverse repurchase agreement, the Company buys securities from a
borrower for cash and agrees to sell the same securities in the future for a price that is higher than the original
purchase price. The difference between the purchase price the Company originally paid and the sale price represents
interest received from the borrower. In contrast, the contemporaneous repurchase and reverse repurchase transactions
effectively resulted in the Company pledging Non-Agency MBS as collateral to the counterparty in connection with
the repurchase agreement financing and obtaining U.S. Treasury securities as collateral from the same counterparty in
connection with the reverse repurchase agreement. No net cash was exchanged between the Company and
counterparty at the inception of the transactions. Securities obtained and pledged as collateral are recorded as an asset
on the Company’s consolidated balance sheets. Interest income is recorded on the reverse repurchase agreement and
interest expense is recorded on the repurchase agreement on an accrual basis. Both the Company and the counterparty
have the right to make daily margin calls based on changes in the value of the collateral obtained