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CAUTIONARY STATEMENT — This Annual Report on Form 10-K includes “forward-looking” statements within the
Private Securities Litigation Reform Act of 1995. These forward-looking statements include information about

possible or assumed future results with respect to the Company’s business, financial condition, liquidity, results of
operations, plans and objectives. You can identify forward-looking statements by such words as “will,” “believe,” expect,”
“anticipate,” “estimate,” “plan,” “continue,” “intend,” “should,” “could,” “would,” “may” or similar expressions. We caution t
such forward-looking statements made by us are not guarantees of future performance and that actual results may

differ materially from these forward-looking statements. We discuss certain factors that affect our business and that

may cause our actual results to differ materially from these forward-looking statements under “Item 1A. Risk Factors”

of this Annual Report on Form 10-K. You are cautioned not to place undue reliance on these forward-looking

statements, which speak only as of the date on which they are made. We undertake no obligation to update or revise

any forward-looking statements.
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In this Annual Report on Form 10-K, references to “we,” “us,” “our” or “the Company” refer to MFA Financial, Inc. and its
subsidiaries unless specifically stated otherwise or the context otherwise indicates. The following defines certain of
the commonly used terms in this Annual Report on Form 10-K: MBS refers to mortgage-backed securities secured by
pools of residential mortgage loans; Agency MBS refers to MBS that are issued or guaranteed by a federally chartered
corporation, such as Fannie Mae or Freddie Mac, or an agency of the U.S. Government, such as Ginnie Mae;
Non-Agency MBS refers to residential MBS that are not guaranteed by any agency of the U.S. Government or any
federally chartered corporation; Legacy Non-Agency MBS refers to MBS issued prior to 2008; RPL/NPL MBS refers
to MBS collateralized by re-performing/non-performing loans; Hybrids refer to hybrid mortgage loans that have
interest rates that are fixed for a specified period of time and, thereafter, generally adjust annually to an increment
over a specified interest rate index; ARMs refer to adjustable-rate mortgage loans and to Hybrids that are past their
fixed-rate period, both of which typically have interest rates that adjust annually to an increment over a specified
interest rate index; Linked Transactions refer to Non-Agency MBS purchases which were financed with the same
counterparty and are therefore considered linked for financial statement reporting purposes and are reported at fair
value on a combined basis; and CRT securities refers to credit risk transfer securities which are general obligations of
government-sponsored entities (Fannie Mae and Freddie Mac).

PART 1
Item 1. Business.
GENERAL

We are primarily engaged in the real estate finance business. We engage in our business through subsidiaries that
invest, on a leveraged basis, in residential mortgage assets, including Agency MBS, Non-Agency MBS and residential
whole loans. Our principal business objective is to deliver shareholder value through the generation of distributable
income and through asset performance linked to residential mortgage credit fundamentals. We selectively invest in
residential mortgage assets with a focus on credit analysis, projected prepayment rates, interest rate sensitivity and
expected return.

We were incorporated in Maryland on July 24, 1997, and began operations on April 10, 1998. We have elected to be
taxed as a real estate investment trust (or REIT) for U.S. federal income tax purposes. In order to maintain our
qualification as a REIT, we must comply with a number of requirements under federal tax law, including that we must
distribute at least 90% of our annual REIT taxable income to our stockholders.

Commencing in the second quarter of 2014, we organized ourselves as a holding company and began to conduct our
real estate finance businesses primarily through wholly-owned subsidiaries. We undertook this revised operating
structure to facilitate our ability to invest in residential whole loans and grow our portfolio of investments in other
types of residential mortgage assets. We conduct our real estate business so as to maintain an exemption from
registration under the Investment Company Act of 1940, as amended (or the Investment Company Act) by ensuring
that less than 40% of the value of our total assets, exclusive of U.S. Government securities and cash items (which we
refer to as our adjusted total assets for Investment Company Act purposes), on an unconsolidated basis consist of
“investment securities” as defined by the Investment Company Act. We refer to this test as the “40% Test.”

INVESTMENT STRATEGY

As stated above, we primarily invest through subsidiaries in Agency MBS, Non-Agency MBS and residential whole
loans.
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The mortgages collateralizing our Agency MBS portfolio are predominantly Hybrids, 15-year fixed-rate mortgages
and ARMs. Our selection of Agency MBS is largely designed to generate attractive returns relative to interest rate
and prepayment risks. The Hybrid loans collateralizing our MBS typically have initial fixed-rate periods at origination
of three, five, seven or ten years. At the end of this fixed-rate period, these mortgages become adjustable and their
interest rates adjust based on the London Interbank Offered Rate (or LIBOR) or in some cases the one-year constant
maturity treasury rate (or CMT). These interest rate adjustments are typically limited by periodic caps (which limit the
amount of the interest rate change from the prior rate) and lifetime caps (which are maximum interest rates permitted
for the life of the mortgage). As coupons earned on Agency Hybrids and ARMs adjust over time as interest rates
change, these assets are generally less sensitive to changes in interest rates than are fixed rate MBS. In general, Hybrid
loans and ARMs have 30-year final maturities and they amortize over this 30-year period. While the coupons on
15-year fixed-rate mortgages do not adjust, they amortize according to a 15-year amortization schedule and have a
15-year final maturity. Due to their accelerated amortization and shorter final maturity, these assets are generally less
sensitive to changes in long-term interest rates as compared to fixed-rate mortgages with a longer final maturity, such
as 30-year mortgages.
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Our Non-Agency MBS portfolio primarily consists of (i) Legacy Non-Agency MBS and (ii) MBS collateralized by
re-performing and non-performing loans (or RPL/NPL MBS). In addition to Non-Agency MBS investments, during
2014 we began investing in re-performing and non-performing residential whole loans through our interests in certain
consolidated trusts. Our strategy of combining investments in Agency MBS, Non-Agency MBS and residential whole
loans is designed to generate attractive returns with less overall sensitivity to changes in the yield curve, the general
level of interest rates and prepayments.

Our Legacy Non-Agency MBS have been acquired primarily at discounts to face/par value, which we believe serves
to mitigate our exposure to credit risk. A portion of the purchase discount on substantially all of our Legacy
Non-Agency MBS is designated as a non-accretable discount (also referred to hereafter as Credit Reserve), which
serves to reduce our risk of loss on the mortgages collateralizing such MBS and is not expected to be accreted into
interest income. The portion of the purchase discount that is designated as accretable discount is accreted into interest
income over the life of the security. The mortgages collateralizing our Legacy Non-Agency MBS consist primarily of
ARMs, 30-year fixed rate mortgages and Hybrids. Legacy Non-Agency ARMs and Hybrids typically exhibit reduced
interest rate sensitivity (as compared to fixed-rate Legacy Non-Agency MBS) due to their interest rate adjustments
(similar to Agency ARMs and Hybrids). However, yields on Legacy Non-Agency MBS, unlike Agency MBS, also
exhibit sensitivity to changes in credit performance. If credit performance improves, the Credit Reserve may be
decreased (and accretable discount increased), resulting in a higher yield over the remaining life of the security.
Similarly, deteriorating credit performance could increase the Credit Reserve and decrease the yield over the
remaining life of the security or other-than-temporary impairment could result. To the extent that higher interest rates
in the future are indicative of an improving economy, better employment data and/or higher home prices, it is possible
that these factors will improve the credit performance of Legacy Non-Agency MBS and therefore mitigate the interest
rate sensitivity of these securities.

During 2013 and 2014 we expanded our universe of investments through our purchases of RPL/NPL MBS. Our
RPL/NPL MBS were purchased primarily in offerings of new issues of such securities at prices at or around par and
represent the senior tranches in the securitizations of the loan portfolios collateralizing such securities. These
RPL/NPL MBS are structured with significant credit enhancement (typically approximately 50%) to mitigate our
exposure to credit risk on these securities. The subordinate tranche(s) absorb(s) all credit losses (until extinguished)
and typically receives no cash flow (interest or principal) until the senior tranche is paid off. In addition, these deal
structures contain an interest rate step-up feature, whereby the coupon on the senior tranche increases by 300 basis
points if the security that we hold has not been redeemed by the issuer after 36 months. We expect that the
combination of the priority cash flow of the senior tranche and the 36-month step-up will result in these securities’
exhibiting short average lives and, accordingly, reduced interest rate sensitivity. Consequently, we believe that
RPL/NPL MBS provide attractive returns given our assessment of the interest rate and credit risk associated with
these securities.

In addition, in the second quarter of 2014, we began acquiring residential whole loans through our investments in
certain trusts that are consolidated on our balance sheet for financial reporting purposes. To date, we have focused on
purchasing packages of both re-performing and non-performing whole loans. Re-performing loans are typically
characterized by borrowers who have experienced payment delinquencies in the past and the amount owed on the
mortgage may exceed the value of the property pledged as collateral. These loans are purchased at purchase prices that
are discounted (often substantially so) to the contractual loan balance to reflect the credit history of the borrower, the
loan-to-value (or LTV) of the loan and the coupon. Non-performing loans are typically characterized by borrowers
who have defaulted on their obligations and/or have payment delinquencies of 60 days or more at the time we acquire
the loan. These loans are also purchased at purchase prices that are discounted (often substantially so) to the
contractual loan balance that reflects primarily the value of the collateral securing the loan. Typically, this purchase
price is a discount to the expected value of the collateral securing the loan. All of the residential whole loans were
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purchased by the trusts on a servicing-released basis, i.e., the sellers of such loans transferred the right to service the
loans as part of the sale. Because we do not directly service any loans, we have contracted with loan servicing
companies with specific expertise in working with delinquent borrowers in an effort to cure delinquencies through,
among other things, loan modification and third-party refinancing. To the extent these efforts are successful, we
believe our investments in residential whole loans will yield attractive returns. In addition, to the extent that it is not
possible to achieve a successful outcome for a particular borrower and the real property collateral must be foreclosed
on and liquidated, we believe that the discounted purchase price at which the asset was acquired, provides us with a
level of protection against financial loss.

FINANCING STRATEGY

Our financing strategy is designed to increase the size of our investment portfolio by borrowing against a substantial
portion of the market value of the assets in our portfolio. We primarily use repurchase agreements to finance our
holdings of Agency MBS, and repurchase agreements and securitized debt to finance our holdings of Non-Agency
MBS, including RPL/NPL MBS. We enter into interest rate derivatives to hedge the interest rate risk associated with
a portion of our repurchase agreement borrowings and securitized debt. Going forward, in connection with our
current and any future investment in residential whole loans, our financing strategy may expand to the use of whole
loan repurchase agreements, securitization or other forms of structured financing.

2
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Repurchase agreements, although legally structured as sale and repurchase transactions, are financing contracts (i.e.,
borrowings) under which we pledge our MBS as collateral to secure loans with repurchase agreement counterparties
(i.e., lenders). Repurchase agreements involve the transfer of the pledged collateral to a lender at an agreed upon price
in exchange for such lender’s simultaneous agreement to return the same security back to the borrower at a future date
(i.e., the maturity of the borrowing) at a higher price. The difference between the original transfer price and return
price is the cost, or interest expense, of borrowing under a repurchase agreement. Our cost of borrowings under
repurchase agreements is generally LIBOR based. Under our repurchase agreements, we pledge our securities as
collateral to secure the borrowing, with the amount borrowed equal to a specified percentage (known as the haircut)
less than the fair value of the pledged collateral, while we retain beneficial ownership of the pledged collateral. At the
maturity of a repurchase financing, unless the repurchase financing is renewed with the same counterparty, we are
required to repay the loan including any accrued interest and concurrently receive back our pledged collateral from the
lender. With the consent of the lender, we may renew a repurchase financing at the then prevailing financing terms.
Margin calls, whereby, a lender may require that we pledge additional securities or cash as collateral to secure
borrowings under our repurchase financing with such lender, are routinely experienced by us 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. We also may make margin calls on counterparties when collateral
values increase.

In order to reduce our exposure to counterparty-related risk, we generally seek to enter into repurchase agreements and
other financing arrangements, including but not limited to, resecuritizations, collateralized financing arrangements and
other structured financings and derivatives, with a diversified group of financial institutions. At December 31, 2014,
we had outstanding balances under repurchase agreements with 25 separate lenders.

We have engaged in and may engage in future resecuritization transactions. The objective of such a transaction may
include obtaining permanent non-recourse financing, obtaining liquidity or financing the underlying securitized
financial assets on improved terms. For financial statement reporting purposes, we will generally account for such
transactions as a financing of the underlying MBS. (See Note 17 to the consolidated financial statements included
under Item 8 of this Annual Report on Form 10-K.)

In addition to repurchase agreements, securitized debt and 8% Senior Notes due 2042 (or Senior Notes), we may also
use other sources of funding in the future to finance our MBS portfolio, including, but not limited to, other types of
collateralized borrowings, loan agreements, lines of credit, commercial paper or the issuance of debt securities.

COMPETITION

We operate in the mortgage REIT industry. We believe that our principal competitors in the business of acquiring and
holding residential mortgage assets of the types in which we invest are financial institutions, such as banks, savings
and loan institutions, life insurance companies, institutional investors, including mutual funds and pension funds,
hedge funds, other mortgage-REITs as well as the U.S. Federal Reserve as part of its monetary policy activities.

Some of these entities may not be subject to the same regulatory constraints (i.e., REIT compliance or maintaining an
exemption under the Investment Company Act) as us. In addition, many of these entities have greater financial
resources and access to capital than us. The existence of these entities, as well as the possibility of additional entities
forming in the future, may increase the competition for the acquisition of residential mortgage assets, resulting in
higher prices and lower yields on such assets.

EMPLOYEES
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At December 31, 2014, we had 43 employees, all of whom were full-time. We believe that our relationship with our
employees is good. None of our employees are unionized or represented under a collective bargaining agreement.

AVAILABLE INFORMATION

We maintain a Web site at www.mfafinancial.com. We make available, free of charge, on our Web site our

(a) Annual Report on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K (including any
amendments thereto), proxy statements and other information (or, collectively, the Company Documents) filed with,
or furnished to, the Securities and Exchange Commission (or SEC), as soon as reasonably practicable after such
documents are so filed or furnished, (b) Corporate Governance Guidelines, (c) Code of Business Conduct and Ethics
and (d) written charters of the Audit Committee, Compensation Committee and Nominating and Corporate
Governance Committee of our Board of Directors (or our Board). Our Company Documents filed with, or furnished
to, the SEC are also available at the SEC’s Web site at www.sec.gov. We also provide copies of the foregoing
materials, free of charge, to stockholders who request them. Requests should be directed to the attention of our
General Counsel at MFA Financial, Inc., 350 Park Avenue, 20th Floor, New York, New York 10022.

3
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Item 1A. Risk Factors.

This section highlights specific risks that could affect our Company and its business. Readers should carefully
consider each of the following risks and all of the other information set forth in this Annual Report on Form 10-K.
Based on the information currently known to us, we believe the following information identifies the most significant
risk factors affecting our Company. However, the risks and uncertainties we face are not limited to those described
below. Additional risks and uncertainties not presently known to us or that we currently believe to be immaterial may
also adversely affect our business.

If any of the following risks and uncertainties develops into actual events or if the circumstances described in the risks
and uncertainties occur or continue to occur, these events or circumstances could have a material adverse effect on our
business, prospects, financial condition, results of operations, cash flows or liquidity. These events could also have a
negative effect on the trading price of our securities.

General

Our business and operations are affected by a number of factors, many of which are beyond our control, and primarily
depend on, among other things, the level of our net interest income, the market value of our assets, the supply and
demand for MBS and residential whole loans in the marketplace, the availability, sufficiency and terms of adequate
financing, the credit performance of our Non-Agency MBS and residential whole loans, general economic and real
estate conditions (both on national and local level) and the impact of government actions in the real estate and
mortgage sectors. Our net interest income varies primarily as a result of changes in interest rates, the slope of the
yield curve (i.e., the differential between long-term and short-term interest rates), borrowing costs (i.e., our interest
expense) and prepayment speeds on our MBS and residential whole loans, the behavior of which involves various
risks and uncertainties. Interest rates and conditional prepayment rates (or CPRs), which measure the amount of
unscheduled principal payment on a bond or loan as a percentage of its balance, vary according to the type of
investment, conditions in the financial markets, competition and other factors, none of which can be predicted with
any certainty. Our operating results also depend upon our ability to effectively manage the risks associated with our
business operations, including interest rate, prepayment, financing and credit risks, while maintaining our qualification
as a REIT.

We may change our investment strategy, operating policies and/or asset allocations without stockholder consent,
which could materially adversely affect our results of operations.

We may change our investment strategy, operating policies and/or asset allocation with respect to investments,
acquisitions, leverage, growth, operations, indebtedness, capitalization and distributions at any time without the
consent of our stockholders. A change in our investment strategy may increase our exposure to interest rate risk,
credit risk, default risk and/or real estate market fluctuations. Furthermore, a change in our asset allocation could
result in our making investments in asset categories different from our historical investments. For example, during
2013 and 2014 we began investing in RPL/NPL MBS and credit sensitive residential whole loans. The mortgages
underlying these assets generally have different characteristics from the mortgages underlying the other Non-Agency
investments we have made in previous years, including, for example, lower average loan balances and lower borrower
Fair Issac Corporation (or FICO) scores. These changes could materially adversely affect our financial condition,
results of operations, the market price of our common stock or our ability to pay dividends or make distributions.

Credit Risks

Our investments in Non-Agency MBS (including RPL/NPL MBS, which we have acquired in recent years)) or other
investment assets of lower credit quality, including our investments in seasoned re-performing and non-performing

11
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residential whole loans, involve credit risk, which could materially adversely affect our results of operations.

The holder of a mortgage or MBS assumes the risk that the related borrowers may default on their obligations to make
full and timely payments of principal and interest. Under our investment policy, we have the ability to acquire
Non-Agency MBS, residential whole loans and other investment assets of lower credit quality. In general,
Non-Agency MBS carry greater investment risk than Agency MBS because they are not guaranteed as to principal or
interest by the U.S. Government, any federal agency or any federally chartered corporation. Higher-than-expected
rates of default and/or higher-than-expected loss severities on the mortgages underlying our Non-Agency MBS or on
our residential whole loan investments may adversely affect the value of those assets. Accordingly, defaults in the
payment of principal and/or interest on our Non-Agency MBS, residential whole loan investments and other
investment assets of less-than-high credit quality would likely result in our incurring losses of income from, and/or
losses in market value relating to, these assets.

12
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A significant portion of our Non-Agency MBS and residential whole loans are secured by properties in a small
number of geographic areas and may be disproportionately affected by economic or housing downturns, natural
disasters, terrorist events, adverse climate changes or other adverse events specific to those markets.

A significant number of the mortgages underlying our Non-Agency MBS and residential whole loan investments are
concentrated in certain geographic areas. For example, we have significantly higher exposure in California, Florida,
New York, Virginia and Maryland. (See “Credit Risk” included under Part II, Item 7A “Quantitative and Qualitative
Disclosures About Market Risk™ in this Annual Report on Form 10-K.) Certain markets within these states
(particularly California and Florida) experienced significant decreases in residential home values during the financial
crisis of 2007-2008 and the years thereafter. Any event that adversely affects the economy or real estate market in any
of these states could have a disproportionately adverse effect on our Non-Agency MBS and residential whole loan
investments. In general, any material decline in the economy or significant problems in a particular real estate market
would likely cause a decline in the value of residential properties securing the mortgages in that market, thereby
increasing the risk of delinquency, default and foreclosure of re-performing loans and the loans underlying our
Non-Agency MBS. This could, in turn, have a material adverse effect on our credit loss experience on our
Non-Agency MBS and residential whole loan investments in the affected market if higher-than-expected rates of
default and/or higher-than-expected loss severities on our re-performing loan investments or the mortgages underlying
our Non-Agency MBS were to occur.

The occurrence of a natural disaster (such as an earthquake, tornado, hurricane or a flood), terrorist attack or a
significant adverse climate change may cause a sudden decrease in the value of real estate in the area or areas affected
and would likely reduce the value of the properties securing the mortgages collateralizing our Non-Agency MBS or
residential whole loans. Because certain natural disasters are not typically covered by the standard hazard insurance
policies maintained by borrowers, the affected borrowers may have to pay for any repairs themselves. Borrowers may
decide not to repair their property or may stop paying their mortgages under those circumstances. This would likely
cause defaults and credit loss severities to increase.

Changes in governmental laws and regulations, fiscal policies, property taxes and zoning ordinances can also have a
negative impact on property values, which could result in borrowers’ deciding to stop paying their mortgages. This
circumstance could cause credit loss severities to increase, thereby adversely impacting our results of operations.

We have investments in Non-Agency MBS collateralized by Alt A loans and may also have investments collateralized
by subprime mortgage loans, which, due to lower underwriting standards, are subject to increased risk of losses.

We have certain investments in Non-Agency MBS backed by collateral pools containing mortgage loans that were
originated under underwriting standards that were less strict than those used in underwriting “prime mortgage loans.”
These lower standards permitted mortgage loans, often with LTV ratios in excess 80%, to be made to borrowers
having impaired credit histories, lower credit scores, higher debt-to-income ratios and/or unverified income. Difficult
economic conditions, including increased interest rates and lower home prices, can result in Alt A and subprime
mortgage loans having increased rates of delinquency, foreclosure, bankruptcy and loss (including such as during the
credit crisis of 2007-2008 and the housing crisis of the last few years), and are likely to otherwise experience
delinquency, foreclosure, bankruptcy and loss rates that are higher, and that may be substantially higher, than those
experienced by mortgage loans underwritten in a more traditional manner. Thus, because of higher delinquency rates
and losses associated with Alt A and subprime mortgage loans, the performance of our Non-Agency MBS that are
backed by these types of loans could be correspondingly adversely affected, which could materially adversely impact
our results of operations, financial condition and business.

To the extent that due diligence is conducted on potential assets, such due diligence may not reveal all of the risks
associated with such assets and may not reveal other weaknesses in such assets, which could lead to losses.

13
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Before making an investment, we typically conduct (either directly or using third parties) certain due diligence. There
can be no assurance that we will conduct any specific level of due diligence, or that, among other things, our due
diligence processes will uncover all relevant facts, which could result in losses on these assets to the extent we
ultimately acquire them, which, in turn, could adversely affect our results of operations, financial condition and
business.

We are subject to counterparty risk and may be unable to seek indemnity or require counterparties to repurchase
residential whole loans if they breach representations and warranties, which could cause us to suffer losses.

When selling mortgage loans, sellers typically make customary representations and warranties about such loans.
Residential mortgage loan purchase agreements may entitle the purchaser of the loans to seek indemnity or demand
repurchase or substitution of the loans in the event the seller of the loans breaches a representation or warranty given
to the purchaser. There can be no assurance that a mortgage loan purchase agreement will contain appropriate
representations and warranties, that we or the trust

5
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that purchases the mortgage loans would be able to enforce a contractual right to repurchase or substitution, or that the
seller of the loans will remain solvent or otherwise be able to honor its obligations under its mortgage loan purchase
agreements. The inability to obtain or enforce an indemnity or require repurchase of a significant number of loans
could adversely affect our results of operations, financial condition and business.

We have experienced, and may in the future experience, declines in the market value of certain of our investment
securities resulting in our recording impairments, which have had, and may in the future have, an adverse effect on our
results of operations and financial condition.

A decline in the market value of our MBS or other investment securities may require us to recognize an
“other-than-temporary impairment” (or OTTI) against such assets under GAAP. When the fair value of an investment
security is less than its amortized cost at the balance sheet date, the security is considered impaired. We assess our
impaired securities on, at minimum, a quarterly basis and designate such impairments as either “temporary” or
“other-than-temporary.” If we intend to sell an impaired security, or it is more likely than not that we will be required to
sell the impaired security before any anticipated recovery, then we must recognize an OTTI through charges to
earnings equal to the entire difference between the security’s amortized cost and its fair value at the balance sheet date.
If we do not expect to sell an other-than-temporarily impaired security, only the portion of the OTTI that is related to
credit losses is required to be recognized through charges to earnings with the remainder recognized through other
accumulated comprehensive income/(loss) (or AOCI) on our consolidated balance sheets. Impairments recognized
through other comprehensive income/(loss) (or OCI) do not affect earnings. When an OTTI is recognized through
earnings, a new cost basis is established for the security and the new cost basis 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 to be recognized in earnings is subjective, as
such determinations are based on facts available at the time the determination is made, as well as on our 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.

Our use of models in connection with the valuation of our assets subjects us to potential risks in the event that such
models are incorrect, misleading or based on incomplete information.

As part of our risk management process, we may use models to evaluate, depending on the asset class, house price
appreciation and depreciation by county, region, prepayment speeds and foreclosure frequency, cost and timing.
Certain assumptions used as inputs to the models may be based on historical trends. These trends may not be
indicative of future results. Furthermore, the assumptions underlying the models may prove to be inaccurate, causing
the model output also to be incorrect. In the event models and data prove to be incorrect, misleading or incomplete,
any decisions made in reliance thereon expose us to potential risks. For example, by relying on incorrect models and
data, we may be induced to buy certain assets at prices that are too high, to sell certain other assets at prices that are
too low or to miss favorable opportunities altogether.

Valuations of some of our assets are subject to inherent uncertainty, may be based on estimates, may fluctuate over
short periods of time and may differ from the values that would have been used if a ready market for these assets
existed.

While the determination of the fair value of our investment assets takes into consideration valuations provided by
third-party dealers and pricing services, the final determination of exit price fair values for our investment assets is
based on our judgment, and such valuations may differ from those provided by third-party dealers and pricing
services. Valuations of certain assets may be difficult to obtain or may not be reliable. In general, dealers and pricing
services heavily disclaim their valuations as such valuations are not intended to be binding bid prices. Additionally,
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dealers may claim to furnish valuations only as an accommodation and without special compensation, and so they
may disclaim any and all liability arising out of any inaccuracy or incompleteness in valuations. Depending on the
complexity and illiquidity of an asset, valuations of the same asset can vary substantially from one dealer or pricing
service to another.

Our results of operations, financial condition and business could be materially adversely affected if our fair value
determinations of these assets were materially higher than the values that would exist if a ready market existed for
these assets.
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Mortgage loan modification and refinancing programs and future legislative action may materially adversely affect the
value of, and the returns on, our MBS and residential whole loan investments.

The U.S. Government, through the Federal Reserve, the Treasury Department, the Federal Housing Administration (or
the FHA) and other agencies implemented a number of federal programs designed to assist homeowners, including the
Home Affordable Modification Program (or HAMP), which provides homeowners with assistance in avoiding
residential mortgage loan foreclosures, the Hope for Homeowners Program (or H4H Program), which allows certain
distressed borrowers to refinance their mortgages into FHA-insured loans in order to avoid foreclosure, and the Home
Affordable Refinance Program (or HARP), which allows borrowers who are current on their mortgage payments to
refinance and reduce their monthly mortgage payments without new mortgage insurance, up to an unlimited
loan-to-value ratio for fixed-rate mortgages. HAMP, the H4H Program and other loss mitigation programs may
involve, among other things, the modification of mortgage loans to reduce the principal amount of the loans (through
forbearance and/or forgiveness) and/or the rate of interest payable on the loans, or to extend the payment terms of the
loans. Especially with our Non-Agency MBS and residential whole loan investments, a continuing number of loan
modifications with respect to a given underlying loan, including, but not limited to, those related to principal
forgiveness and coupon reduction, could negatively impact the realized yields and cash flows on such investments.
These loan modification programs, future legislative or regulatory actions, including possible amendments to the
bankruptcy laws, that result in the modification of outstanding residential mortgage loans, as well as changes in the
requirements necessary to qualify for refinancing mortgage loans with Fannie Mae, Freddie Mac or Ginnie Mae, may
materially adversely affect the value of, and the returns on, these assets.

Our investments in residential whole loans subject us to servicing-related risks, including those associated with
foreclosure.

Beginning in the second quarter of 2014, we began to invest in residential whole loans through our investments in
certain trusts that are consolidated on our balance sheet for financial reporting purposes. We expect that our
investment portfolio in residential whole loans will increase over time.

The residential whole loans that have been acquired to date were purchased together with the related mortgage
servicing rights. We rely on unaffiliated servicing companies to service and manage the mortgages underlying our
MBS and our residential whole loans. If a servicer is not vigilant in seeing that borrowers make their required monthly
payments, borrowers may be less likely to make these payments, resulting in a higher frequency of default. If a
servicer takes longer to liquidate non-performing mortgages, our losses related to those loans may be higher than
originally anticipated. Any failure by servicers to service these mortgages and related real estate owned (or REO)
properties could negatively impact the value of these investments and our financial performance. In addition, while we
have contracted with unaffiliated servicing companies to carry out the actual servicing of the loans (including all
direct interface with the borrowers), we are nevertheless ultimately responsible, vis-a-vis the borrowers and state and
federal regulators, for ensuring that the loans are serviced in accordance with the terms of the related notes and
mortgages and applicable law and regulation. (See “Regulatory Risk and Risks Related to the Investment Company Act
of 1940 -- Our business is subject to extensive regulation.) In light of the current regulatory environment, such
exposure could be significant even though we might have contractual claims against our servicers for any failure to
service the loans to the required standard.

When one of our residential whole loans is foreclosed upon, title to the underlying property is taken by a Company
subsidiary. The foreclosure process, especially in judicial foreclosure states such as New York, Florida and New
Jersey can be lengthy and expensive, and the delays and costs involved in completing a foreclosure, and then
liquidating the property through sale, may materially increase any related loss. Finally, at such time as title is taken to
a foreclosed property, it may require more extensive rehabilitation than we estimated at acquisition or a previously
unknown environmental liability may be discovered that would require expensive and time-consuming remediation.
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Government use of eminent domain to seize underwater mortgages could materially adversely affect the value of, and
the returns on, our MBS.

The mortgages securing our investments are located in many geographic regions across the United States, with
significantly higher exposure in California, Florida, New York, Virginia and Maryland. Several county and municipal
governments have discussed using eminent domain to seize from mortgage holders the mortgages of borrowers who
are underwater, but not in default. In August 2013, the U.S. Federal Housing Finance Agency (or FHFA) released a
statement expressing serious concerns on the use of eminent domain to restructure mortgages, based on a review it
conducted since requesting public input on the proposal in August 2012, and indicated that it may take action in
response to the use of eminent domain to restructure mortgage loans. However, if definitive action is taken by any
local governments and such actions withstand Constitutional and other legal challenges, resulting in mortgages
securing certain of our investments being seized using eminent domain, the consideration received from the seizing
authorities for such mortgages may be substantially less than the outstanding principal balance, which would result in
a realized loss and a corresponding write-down of the principal balance of those mortgages. The result of these
seizures would be that the amounts we receive on our investments would be less than we would otherwise have
received if the mortgage loans had not been
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seized, which may result in a lower return on such assets or require charges for OTTI or loan loss reserves. If
governments ultimately adopt such plans and mortgages securing certain of our investments are seized on a
widespread scale, it could have a material adverse effect on the value of and/or returns on our assets and our results of
operations more generally.

The federal conservatorship of Fannie Mae and Freddie Mac and related efforts, along with any changes in laws and
regulations affecting the relationship between Fannie Mae and Freddie Mac and the U.S. Government, may materially
adversely affect our business.

The payments of principal and interest we receive on our Agency MBS, which depend directly upon payments on the
mortgages underlying such securities, are guaranteed by Fannie Mae, Freddie Mac or Ginnie Mae. Fannie Mae and
Freddie Mac are GSEs, but their guarantees are not backed by the full faith and credit of the United States. Ginnie
Mae is part of a U.S. Government agency and its guarantees are backed by the full faith and credit of the United
States.

In response to general market instability and, more specifically, the financial conditions of Fannie Mae and Freddie
Mac, in July 2008 Congress enacted the Housing and Economic Recovery Act of 2008, which established the FHFA
as a new regulator for Fannie Mae and Freddie Mac, the FHFA. In September 2008, the U.S. Treasury, the FHFA,
and the U.S. Federal Reserve announced a comprehensive action plan to help stabilize the financial markets, support
the availability of mortgage finance and protect taxpayers. Under this plan, among other things, the FHFA was
appointed as conservator of both Fannie Mae and Freddie Mac, allowing the FHFA to control the actions of the two
GSEs without forcing them to liquidate (which would have been the case under receivership). The primary focus of
the plan was to increase the availability of mortgage financing by allowing these GSEs to continue to grow their
guarantee business without limit, while limiting the size of their retained mortgage and Agency MBS portfolios and
requiring that these portfolios be reduced over time.

In an effort to further stabilize the U.S. mortgage market, the U.S. Treasury pursued three additional initiatives
beginning in 2008. First, it entered into preferred stock purchase agreements, which have been subsequently
amended, with each of the GSEs to ensure that they maintain a positive net worth. Second, it established a new
secured short-term credit facility, which is available to Fannie Mae and Freddie Mac (as well as Federal Home Loan
Banks) when other funding sources are unavailable. Third, it established an Agency MBS purchase program under
which the U.S. Treasury purchased Agency MBS in the open market. The U.S. Federal Reserve also established a
program of purchasing Agency MBS.

Those efforts resulted in significant U.S. Government financial support and increased control of the GSEs. The FHFA
reported that, from the time of execution of the preferred stock purchase agreements through the third quarter of 2014,
funding provided to Fannie Mae and Freddie Mac under the preferred stock purchase agreements totaled
approximately $187.5 billion (although neither has required funding from the Treasury in the past ten quarters).

Those preferred stock purchase agreements, as amended, also require the reduction of Fannie Mae’s and Freddie Mac’s
mortgage and Agency MBS portfolios (such portfolios were limited to $900 billion as of December 31, 2009, and to
$810 billion as of December 31, 2010, and must be reduced each year until their respective mortgage assets reach
$250 billion). In August 2012, the Treasury Department amended its stock purchase agreements to provide that the
GSEs’ portfolios will be wound down at an annual rate of 15 percent (an increase of five percent over the previously
agreed annual rate of ten percent). In May 2014, the FHFA directed the GSEs to submit plans for reducing their
retained portfolio assets to $250 billion by December 31, 2018. (As of March 2014, Freddie Mac’s portfolio stood at
$434 billion and Fannie Mae’s was $468 billion.)

Although the U.S. Government has committed to support the positive net worth of Fannie Mae and Freddie Mac, there
is no guarantee of continuing capital support if such support were to become necessary. These uncertainties lead to
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questions about the availability of, and trading market for, Agency MBS. Despite the steps taken by the U.S.
Government, Fannie Mae and Freddie Mac could default on their guarantee obligations which would materially and
adversely affect the value of our Agency MBS. Accordingly, if these government actions are inadequate in the future
and the GSEs were to suffer losses, be significantly reformed, or cease to exist (as discussed below), our business,
operations and financial condition could be materially and adversely affected.

In addition, the problems faced by Fannie Mae and Freddie Mac resulting in their being placed into federal
conservatorship and receiving significant U.S. Government support have sparked serious debate among federal policy
makers regarding the continued role of the U.S. Government in providing liquidity for mortgage loans. In 2011, the
Obama administration proposed a plan to wind down the GSEs, and both houses of Congress have considered
legislation to reform the GSEs, their functions and their missions. The future roles of Fannie Mae and Freddie Mac
may be reduced (perhaps significantly) and the nature of their guarantee obligations could be limited relative to
historical measurements. Alternatively, it is still possible that Fannie Mae and Freddie Mac could be dissolved
entirely or privatized, and, as mentioned above, the U.S. Government could determine to stop providing liquidity
support of any kind to the mortgage market. Any changes to the nature of the GSEs or their guarantee obligations
could redefine what constitutes an Agency MBS and could have broad adverse implications for the market and our
business, operations and financial condition. If Fannie Mae or Freddie Mac were to be eliminated, or their structures
were to change radically
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(in particular a limitation or removal of the guarantee obligation), we could be unable to acquire additional Agency
MBS and our existing Agency MBS could be materially and adversely impacted.

We could be negatively affected in a number of ways depending on the manner in which events unfold for Fannie Mae
and Freddie Mac. We rely on our Agency MBS as collateral for a significant portion of our financings under our
repurchase agreements. Any decline in their value, or perceived market uncertainty about their value, would make it
more difficult for us to obtain financing on our Agency MBS on acceptable terms or at all, or to maintain our
compliance with the terms of any financing transactions.

As indicated above, future legislation could, among other things, reform the GSEs and their functions, or nationalize,
privatize, or eliminate them entirely. Any law affecting the GSEs may create market uncertainty and have the effect
of reducing the actual or perceived credit quality of securities issued or guaranteed by Fannie Mae or Freddie Mac.
As a result, such laws could increase the risk of loss on our investments in Agency MBS guaranteed by Fannie Mae
and/or Freddie Mac. It also is possible that such laws could adversely impact the market for such securities and the
spreads at which they trade. All of the foregoing could materially an
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