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Forward-Looking Statements

We make forward-looking statements in this report that are subject to risks and uncertainties. These forward-looking
statements include information about possible or assumed future results of our business, financial condition, liquidity,
results of operations, plans, objectives, the composition of our portfolio, actions by governmental entities, including
the Federal Reserve, and the potential effects of proposed legislation on us. When we use the words “believe,” “expect,”
“anticipate,” “estimate,” “plan,” “continue,” “intend,” “should,” “may” or similar expressions, we intend to identify forward-looking
statements.

These forward-looking statements are based upon information presently available to our management and are
inherently subjective, uncertain and subject to change. There can be no assurance that actual results will not differ
materially from our expectations. Some of these factors are described under the caption “Risk Factors” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” in this Annual Report on
Form 10-K and any subsequent Quarterly Reports on Form 10-Q. If a change occurs, our business, financial condition,
liquidity and results of operations may vary materially from those expressed in our forward-looking statements. Any
forward-looking statement speaks only as of the date on which it is made. New risks and uncertainties arise from time
to time, and it is impossible for us to predict those events or how they may affect us. Except as required by law, we are
not obligated to, and do not intend to, update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

All written or oral forward-looking statements that we make, or that are attributable to us, are expressly qualified by
this cautionary notice. We expressly disclaim any obligation to update the information in any public disclosure if any
forward-looking statement later turns out to be inaccurate, except as may otherwise be required by law.

3
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PART I

ITEM 1. BUSINESS

In this Annual Report on Form 10-K, or this “report,” we refer to AG Mortgage Investment Trust, Inc. as “we,” “us,”
“the Company,” or “our,” unless we specifically state otherwise or the context indicates otherwise. We refer to our
external manager, AG REIT Management, LLC as our “Manager,” and we refer to the indirect parent company of
our Manager, Angelo, Gordon & Co., L.P. as “Angelo, Gordon.”

Our company

We are a Maryland real estate investment trust focused on investing in, acquiring and managing a diversified portfolio
of residential mortgage assets, other real estate-related securities and financial assets, which we refer to as our target
assets. We are currently invested substantially in residential mortgage-backed securities, or RMBS, for which a U.S.
government agency such as the Government National Mortgage Association, or Ginnie Mae, or a federally-chartered
corporation such as the Federal National Mortgage Association, or Fannie Mae, or the Federal Home Loan Mortgage
Corporation, or Freddie Mac, guarantees payments of principal and interest on the securities. We refer to these
securities as Agency RMBS. Our Agency RMBS investments include mortgage pass-through securities and
collateralized mortgage obligations, or CMOs.  Our portfolio currently includes, and we expect our portfolio over
time, will include a more significant portion of credit assets, including non-Agency RMBS (i.e. RMBS not issued or
guaranteed by a U.S. government agency or a U.S. government-sponsored entity), as well as commercial and
residential whole loans. Our Non-Agency RMBS investments may include fixed-and floating-rate securities, including
investment grade and non-investment grade. We have invested in other target assets, including asset backed securities,
or ABS, and commercial mortgage-backed securities, or CMBS, which, together with Agency RMBS and
Non-Agency RMBS, we collectively refer to as real estate securities.  We have also invested in commercial mortgage
loans and indirect interests in real estate. We have the discretion to invest in other target assets such as residential
mortgage loans, other real estate structured finance products, other real estate-related loans and securities and direct or
indirect interests in real estate. Non-Agency RMBS, ABS, CMBS and residential and commercial loans are referred to
as our credit portfolio, and residential and commercial mortgage loans are collectively referred to as loans.

We were incorporated in Maryland on March 1, 2011, and commenced operations in July 2011. In July 2011, we
successfully completed our initial public offering, or IPO, pursuant to which we sold 6,300,000 shares of our common
stock to the public at a price of $20.00 per share for gross proceeds of $126.0 million. Concurrently with the
consummation of our IPO, we completed a private placement in which we sold 3,205,000 units, with each unit
consisting of one share of our common stock and one warrant to purchase 0.5 shares of our common stock, at a price
of $20.00 per unit. Each warrant has an exercise price of $20.50 per share. In addition, we sold an aggregate of
500,000 private placement shares of our common stock to AG Funds, an affiliate of Angelo, Gordon, and two of our
officers, at a price of $20.00 per share. The gross proceeds to us from the private placement were $74.1 million.
Collectively, we received net proceeds from our IPO, the private placement and the exercise of the underwriters’
over-allotment option of approximately $198.1 million after subtracting expenses incurred in connection with
formation of $2.0 million.

In 2012 we raised approximately $353.5 million in net proceeds from sales of common stock and approximately
$161.2 million in net proceeds from two preferred stock offerings. In 2013 we raised approximately $33.2 million in
net proceeds from sales of common stock through our equity distribution program and upon the exercise of warrants. 
We did not issue any additional classes of preferred stock during 2013.

As of December 31, 2013 and per our GAAP consolidated balance sheet, we have a $3.4 billion investment portfolio,
which consists of $2.4 billion, or 70.6%, of Agency RMBS and $1.0 billion, or 29.4%, of assets in our credit portfolio.
Our investment portfolio gross of linked transactions is $3.7 billion, which consists of $2.4 billion, or 65.4%, of
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Agency RMBS and $1.3 billion, or 34.6%, of assets in our credit portfolio. Refer to Item 7 for a discussion on linked
transactions.  We have also entered into $2.1 billion notional amount of interest rate swaps and $115.0 million
notional of interest rate swaptions as of December 31, 2013.  This compares with a $4.5 billion investment portfolio,
comprised of $3.8 billion, or 83.4%, of Agency RMBS and $753.7 million, or 16.6%, of assets in our credit
portfolio as of December 31, 2012.  Our investment portfolio gross of linked transactions was $4.9 billion, which
consisted of $3.8 billion, or 77.8% of Agency RMBS and $1.1 billion, or 22.2%, of assets in our credit portfolio as of
December 31, 2012.  We had entered into $2.2 billion net notional amount of interest rate swaps as of December 31,
2012.

Our common stock is traded on the New York Stock Exchange, or the NYSE, under the symbol MITT.  Our 8.25%
Series A Cumulative Redeemable Preferred Stock and our 8.00% Series B Cumulative Redeemable Preferred Stock
trade on the NYSE under the symbols MITT PrA and MITT PrB, respectively.  

4
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We conduct our operations to qualify and be taxed as a real estate investment trust, or REIT, for U.S. federal income
tax purposes. Accordingly, we generally will not be subject to U.S. federal income taxes on our taxable income that
we distribute currently to our stockholders as long as we maintain our intended qualification as a REIT. We operate
our business in a manner that permits us to maintain our exemption from registration under the Investment Company
Act of 1940, as amended, or the Investment Company Act.

Our manager

We are externally managed and advised by AG REIT Management, LLC, a subsidiary of Angelo, Gordon. Angelo,
Gordon is an SEC-registered investment adviser with approximately $25 billion under management as of December
31, 2013. Angelo, Gordon focuses on alternative investing across three core strategies, credit, real estate and private
equity.  The platform’s strategies currently include, for example, commercial real estate, distressed credit and
investments by the residential and consumer debt team in RMBS and ABS securities.

Pursuant to the terms of our management agreement with AG REIT Management LLC, our Manager provides us with
our management team, including our officers, along with appropriate support personnel. All of our officers are
employees of our Angelo, Gordon or its affiliates. We do not have any employees. Our Manager is at all times subject
to the supervision and oversight of our board of directors and has only such functions and authority as our board of
directors delegates to it. Our Manager, pursuant to a delegation agreement dated as of June 29, 2011, has delegated to
Angelo, Gordon the overall responsibility with respect to our Manager’s day-to-day duties and obligations arising
under our management agreement.

Market and interest rate trends

Residential market opportunities

Inclusive of distressed sales, home prices nationwide increased by 11 percent on a year-over-year basis in December
2013 as compared with December 2012. This change represents the 22nd consecutive monthly increase in home prices
nationally. The housing market continues to show further signs of stabilization and recovery and the ongoing growth
of single-family real estate owned, or REO, to rental programs continues to provide a floor to housing prices.  U.S.
government and central bank actions, such as government sponsored enterprise mortgage-backed securities purchases,
the Home Affordable Refinance Program, and Home Affordable Modification Program, were designed to lower
mortgage rates and have helped stabilize home values and restore credit flows in the financial sector and to the
broader economy, which has also provided support for the housing recovery.

Over the course of 2013 many borrowers were able to emerge from positions of negative equity in their homes.  While
we anticipate mortgage loan delinquencies and resulting credit losses will remain relevant, we believe that current
prices for certain Non-Agency RMBS offer attractive risk-adjusted returns. We believe Angelo, Gordon’s granular
credit-centric approach and deep understanding of government public policy initiatives will provide our Manager
strong insight into both non-Agency and Agency RMBS performance drivers.

In September 2012, the Federal Reserve announced a third round of quantitative easing, known as QE3, pursuant to
which it would purchase additional Agency RMBS at a pace of $40 billion per month until further notice. The Federal
Reserve also announced that it would maintain its policy of reinvesting principal payments from its existing holdings
of Agency RMBS into new such purchases until the employment rate, among other economic indicators, showed signs
of improvement. The Federal Reserve further stated that it would maintain the target range for the Federal Funds Rate
between zero and 0.25% through at least mid-2015, which was six months longer than previously announced.

The Federal Reserve Open Market Committee, or the FOMC, meeting minutes released on April 10, 2013 revealed
that the FOMC had begun considering when the Federal Reserve should begin tapering the pace of Agency RMBS
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purchases set in September 2012.  The FOMC meeting minutes released on May 22, 2013 announced that the Federal
Reserve was considering beginning to taper such purchases as early as June 2013.  In minutes released on June 25,
2013, the FOMC stated that the Federal Reserve would begin to scale back Agency RMBS purchases later in 2013
and that such purchases would cease entirely when the unemployment rate reached 7%.

5

Edgar Filing: AG Mortgage Investment Trust, Inc. - Form 10-K

8



The market reaction to the announcement that tapering of QE3 could occur earlier than expected was extremely
negative. The rate on ten-year Treasury notes moved sharply higher during the second quarter of 2013.  After hitting
an intra-quarter low of 1.63% in early May, the market sold off significantly, reaching a high above 2.60% before
closing the quarter at 2.49%.  During the course of these events, Agency RMBS underperformed dramatically. The
fear of the largest buyer in the market curtailing its participation and support triggered many market participants to
sell Agency RMBS. REIT managers also sold assets as durations extended and the mortgage basis widened. The
30-year mortgage rate mirrored the move in the markets, rising from 3.57% at the end of the first quarter to 4.46% as
of the end of June. Liquidity in the Agency RMBS market suffered as sellers were plentiful but few market
participants elected to add risk during this period. Fixed income benchmark indices also suffered during the months of
May 2013 and June 2013, triggering redemptions out of many indexed mutual funds.  Treasury yields and mortgage
rates continued their steady rise higher in July, August and the first half of September as the market attempted to price
in the full impact of tapering, with ten-year notes closing just below 3% on September 5, 2013.  When the September
18, 2013 FOMC statement failed to deliver the widely anticipated taper, yields immediately dropped and ten-year
notes closed the day at 2.69% versus 2.85% the prior day.  The Agency RMBS basis also tightened on this news, as
the Federal Reserve would maintain the pace of its monthly purchases despite overall declining origination volumes in
the market. On October 30, 2013, the FOMC announced that it would continue reinvesting principal payments from
its holdings of agency debt and Agency RMBS into Agency RMBS and U.S. Treasury securities at the current pace
indefinitely and provided no additional guidance as to when tapering might begin.

The significant move in benchmark rates during the second quarter had triggered an overall weakening of the fixed
income credit markets.  Liquidity evaporated across many segments of the broader mortgage-backed securities
market.  Over the course of the third quarter many sectors that had experienced second quarter sell-offs were able to
retrace a portion of their price declines, especially after the FOMC statement in September 2013.  On December 18,
2013 Federal Reserve officials announced the beginning of asset purchase tapering, with a $10 billion reduction in
their monthly purchases, split evenly between Agency RMBS and Treasury bonds to take effect in January 2014. 
Benchmark interest rates drifted higher over the balance of the month, with 10-year Notes closing the year at 3.029%. 
The FOMC statement also indicated that its target rate is likely to stay low over the near and medium term.  Most
market participants do not expect the FOMC to begin hiking interest rates during 2014. On January 29, 2014,
the Federal Reserve announced additional $5 billion reductions to its monthly purchase of both Agency RMBS and
Treasury bonds to take effect in February 2014.

Toward the end of 2013 bond prices recovered from the mark-to-market losses experienced during the second and
early part of the third quarter and some sectors of the market reached recent highs.  As a testament to the strong
technical backdrop in the market, in early December the Dutch State Treasury Agency successfully auctioned off $5.1
billion current face of non-Agency RMBS across 316 CUSIPs.  Market participants expect the balance of the portfolio
to be auctioned off early in 2014.  The ABX 06-2 AAA index appreciated several points during the quarter, moving
from $72 as of September 30, 2013 to close the year at $74.88.  Likewise the CMBX Series 3 AJ index increased over
5 points in price, moving from $71.875 at the end of the third quarter to $77.00 as of December 31, 2013.

We continue to believe that 2012 marked a bottoming in the U.S. commercial and residential real estate markets.
Despite the recent increase in mortgage rates, we remain optimistic about the prospects for home price appreciation
through 2014 and beyond. Currently, the U.S. housing market benefits from favorable supply/demand dynamics,
historically low mortgage rates, an increase in household formation and an influx of capital into the REO rental
strategy. However, we expect that, without an increase in median income, the pace of home price appreciation is likely
to moderate over the coming years.  Furthermore, we believe the deep dislocations that occurred in these markets may
result in an “over-correction” in pricing, creating a potential opportunity for us to capitalize on these market
dislocations.  As we look ahead, we believe further opportunities will arise from the evolution of the housing finance
market.
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The market movements outlined above have had a meaningful impact on our existing portfolio and may also have a
significant impact on our operating results going forward.  We believe current market dynamics may impact the
availability and cost of financing.  Furthermore, we may elect to apply a more dynamic hedging policy than we
historically have employed, the cost of which may impact our earnings going forward.  We expect that overall market
conditions will continue to impact our operating results and will cause us to adjust our investment, financing and
hedging strategies over time as new opportunities emerge and risk profiles of our business change.

Recent government activity

The reform of Fannie Mae, Freddie Mac and Ginnie Mae remained a prominent issue throughout 2013, and we expect
debate and discussion on the topic to continue throughout 2014. The Federal Housing Finance Authority, or FHFA,
and both houses of Congress are each working on separate measures aimed at dramatically restructuring the operations
of Fannie Mae and Freddie Mac. It is unclear which, if any, of these measures will be enacted, and, if any are enacted,
what the effects of would be.

On October 4, 2012, the FHFA released a white paper entitled “Building a New Infrastructure for the Secondary
Mortgage Market,” or the “FHFA White Paper.” This release follows up on the FHFA's February 21, 2012 Strategic Plan
for Enterprise Conservatorships, which set forth three goals for the next phase of the Fannie Mae and Freddie Mac
conservatorships. These three goals are to (i) build a new common securitization platform for the secondary mortgage
market, (ii) gradually contract Fannie Mae and Freddie Mac's presence in the marketplace while simplifying and
shrinking their operations, and (iii) maintain foreclosure prevention activities and credit availability for new and
refinanced mortgages.

6
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The FHFA White Paper proposes a new infrastructure for Fannie Mae and Freddie Mac that has two basic goals. The
first goal is to replace the current, outdated infrastructures of Fannie Mae and Freddie Mac with a common, more
efficient infrastructure that aligns the standards and practices of the two entities, beginning with core functions
performed by both entities such as issuance, master servicing, bond administration, collateral management and data
integration. The second goal is to establish an operating framework for Fannie Mae and Freddie Mac that is consistent
with the progress of housing finance reform and encourages and accommodates the increased participation of private
capital in assuming credit risk associated with the secondary mortgage market.

On November 25, 2013, the FHFA issued a progress report with regards to the goals set forth in the FHFA White
Paper and the Strategic Plan for Enterprise Conservatorships. The report stated that significant progress had been
made on the development and testing of a common securitization platform for Fannie Mae and Freddie Mac and that
both entities had contracted the less liquid portions of their portfolios. Despite this progress, the report conceded that
significant impediments to the full realization of the FHFA’s stated goals remain. If such goals are achieved, it is
unclear what the effects might be.

On June 25, 2013, Senators Bob Corker (R-TN) and Mark Warner (D-VA), with Senators Mike Johanns (R-NE), Jon
Tester (D-MT), Dean Heller (R-NV), Heidi Heitkamp (D-ND), Jerry Moran (R-KS) and Kay Hagan (D-NC), formally
introduced the Housing Finance Reform and Taxpayer Protection Act of 2013, or the “Corker Warner Bill,” into the
U.S. Senate. While the current draft of the Corker-Warner Bill will likely undergo significant changes as it is debated,
it is expected to serve as a basis of discussion for congressional efforts to reform Fannie Mae and Freddie Mac.

As currently drafted, the Corker-Warner Bill has three key provisions: (i) the establishment of the Federal Mortgage
Insurance Corporation, or the “FMIC;” (ii) the creation of a Mortgage Insurance Fund, or the “Fund;” and (iii) the
wind-down of Fannie Mae and Freddie Mac.

The FMIC would be a government guarantor modeled after the Federal Deposit Insurance Corporation, or FDIC, in
that it would collect insurance premiums and maintain a deposit fund on all outstanding obligations. Every
mortgage-backed security issued through the FMIC would have a private investor bearing the first risk of loss and
holding at least $0.10 in equity capital for every dollar of risk. This private capital buffer would serve to protect
taxpayers from the risk of default on the mortgages underlying securities issued by the FMIC. Thus, the ultimate
purpose of the FMIC would be to bring in credit investors to bear the risk of default while providing liquidity,
transparency and access to mortgage credit for the housing finance system.

The FHFA would be abolished after the establishment of the FMIC, and all current responsibilities of the FHFA, as
well as its resources, would be transferred to the FMIC. The Corker-Warner Bill specifies that the FMIC would
maintain a database of uniform loan-level information on eligible mortgages, develop standard uniform securitization
agreements and oversee the common securitization platform currently being developed by the FHFA.

In the event losses due to default on underlying mortgages exceed the first position losses of private credit investors in
securities issued by the FMIC, the FMIC would cover such losses out of the Fund. The Corker-Warner Bill specifies
that the FMIC would endeavor to attain a reserve balance of 1.25% of the aggregate outstanding principal balance of
covered securities within five years of the establishment of the FMIC and 2.50% of such amount within ten years of
the establishment of the FMIC. The Fund would be paid with insurance premiums, akin to user fees, paid by private
investors with various reporting and transparency requirements. As currently proposed, the Corker-Warner Bill would
revoke the charters of Fannie Mae and Freddie Mac upon the establishment of the FMIC. Fannie Mae and Freddie
Mac would wind down as expeditiously as possible while maximizing returns to taxpayers as their assets are sold off.

On July 11, 2013, members of the U.S. House of Representatives introduced the Protecting American Taxpayers and
Homeowners Act, or “PATH,” a broad financing reform bill that serves as a counterpart to the Corker-Warner Bill.
PATH would also revoke the charters of Fannie Mae and Freddie Mac and remove barriers to private investment.
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However, PATH would maintain the FHFA and give it oversight over a new non-government, not-for-profit National
Mortgage Market Utility whose mission would be to develop best practices standards for the private origination,
servicing, pooling and securitizing of mortgages and operate a publicly accessible securitization outlet to match loan
originators with investors. Additional provisions of PATH include the reduction in size and scope of the Federal
Housing Administration, or FHA, narrowing its mission to first-time borrowers and low- and moderate- income
borrowers except in periods of significant credit contraction.

Our strategies

Our investment strategy

We invest in a diversified pool of mortgage assets that generate attractive risk-adjusted returns to our investors over
the long-term through a combination of dividends and capital appreciation. Our target assets include Agency RMBS,
Non-Agency RMBS, ABS, CMBS, commercial and residential loans and other real estate-related assets. Following
our IPO, the risk-reward profile of investment opportunities supported the deployment of a majority of our capital in
Agency RMBS. We believe that yields and net interest spreads on securities that are currently available for investment
are generally lower than what we have historically realized in our portfolio. Our goal for much of 2013, and looking
forward to 2014, centers around deploying an increasing portion of our capital into attractive credit investments,
including residential and commercial real estate whole loans.

7
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As of December 31, 2013, the fair value of our investment portfolio on a GAAP basis consisted of 70.6% Agency
RMBS, 24.6% Non-Agency RMBS, 2.1% ABS and 2.7% CMBS.  This compares with 2012, when the fair value of
our investment portfolio on a GAAP basis consisted of 83.4% Agency RMBS, 12.5% Non-Agency RMBS, 0.7%
ABS, 3.3% CMBS, and 0.1% commercial mortgage loans. 

Our financing and hedging strategy

We generate income principally from the yields earned on our investments and, to the extent that leverage is deployed,
on the difference between the yields earned on our investments and our cost of borrowing and any hedging activities.
Subject to maintaining our qualification as a REIT for U.S. federal income tax purposes and our Investment Company
Act exemption, to the extent leverage is deployed, we may use a number of sources to finance our investments.

We use leverage to increase potential returns to our stockholders and to fund the acquisition of our assets. As of
December 31, 2013 our non-GAAP and GAAP debt-to-equity leverage ratios were 4.42 to 1 and 4.10 to 1,
respectively, which reflect our current mix of Agency RMBS, Non-Agency RMBS, and other real estate related
assets. As of December 31, 2012 our non-GAAP and GAAP debt-to-equity leverage ratios were 5.26 to1 and 4.91 to
1, respectively. 

We finance our investments in real estate securities primarily through short-term borrowings structured as repurchase
agreements. As of December 31, 2013 and December 31, 2012, we had entered into master repurchase agreements, or
MRAs, with 30 counterparties, under which we had borrowed an aggregate $2.9 billion and $3.9 billion from 24 and
29 counterparties, respectively. As of December 31, 2013, the borrowings under repurchase agreements had maturities
between January 2, 2014 and May 29, 2014, and as of December 31, 2012, the borrowings under repurchase
agreements had maturities between January 2, 2013 and June 17, 2013.

Subject to maintaining our qualification as a REIT and our Investment Company Act exemption, to the extent
leverage is deployed, we utilize derivative financial instruments (or hedging instruments), including interest rate swap
agreements and interest rate swaptions in an effort to hedge the interest rate risk associated with the financing of our
portfolio. Specifically, we may seek to hedge our exposure to potential interest rate mismatches between the interest
we earn on our investments and our borrowing costs caused by fluctuations in short-term interest rates. In utilizing
leverage and interest rate hedges, our objectives are to improve risk-adjusted returns and, where possible, to lock in,
on a long-term basis, a spread between the yield on our assets and the cost of our financing. As of December 31, 2013,
we had entered into $2.1 billion notional of interest rate swaps that have variable maturities between January 23, 2016
and December 20, 2028 and $115.0 net notional of interest rate swaptions with maturities of June 12, 2014.  As of
December 31, 2012 we had entered into $2.2 billion net notional of interest rate swaps that have variable maturities
between July 14, 2014 and September 6, 2022.  We did not have interest rate swaptions as of December 31, 2012.

We also sell short U.S. Treasury securities contracts to help mitigate the potential impact of changes in interest rates. 
As of December 31, 2013, we had obligations to return U.S. Treasury securities borrowed under reverse repurchase
agreements, which are accounted for as securities borrowing transactions, with fair values of $27.5 million. As of
December 31, 2013, the U.S. Treasury securities had a weighted average maturity of 6.6 years. The borrowed
securities were collateralized by cash loaned under reverse repurchase agreements of $27.5 million.  As of December
31, 2013, the reverse repurchase agreements had a weighted average maturity of January 3, 2014. We had no short
positions in U.S. Treasury securities as of December 31, 2012.
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Risk management strategy

Our overall portfolio strategy is designed to generate attractive returns through various phases of the economic cycle.
We believe that our broad approach within the real estate market, which considers all major categories of real estate
assets, allows us to invest in a variety of attractive investment opportunities and help insulate our portfolio from some
of the risks that arise from investing in a single collateral type. We believe that Angelo, Gordon has a strong
reputation for risk management and compliance. Angelo, Gordon’s investment philosophy combines in-depth research,
a conservative valuation approach and diversification to achieve investment returns.

The components of our risk management strategy are:

• Disciplined adherence to risk-adjusted return. Our Manager deploys capital only when it believes that
risk-adjusted returns are attractive. In this analysis, our Manager considers the initial net interest spread of
the investment, the cost of hedging and our ability to optimize returns over time through rebalancing
activities. Our Manager’s management team has extensive experience implementing this approach.  

• Focus on multiple sectors. Our Manager looks for attractive investment opportunities in all major sectors of
the U.S. mortgage market. Our management team evaluates investment opportunities in residential
mortgage loans and securities (prime conforming, jumbo, Alt-A, senior short duration and subprime) and
across a wide spectrum of commercial property types. We believe this approach enables our Manager to
identify attractive investments when it believes certain portions of the market are attractively priced or
when investment opportunities in one or more sectors are scarce. By pursuing a broad investment strategy
within the mortgage market, we believe our mortgage portfolio is less exposed to dislocations in specific
sectors of the market. We believe a diversified mortgage portfolio outperforms the traditional single
strategy portfolios in the REIT market, with returns more resistant to changes in the interest rate and
consumer credit environment.

• Concurrent evaluation of interest rate and credit risk. Our Manager seeks to balance our portfolio with
both credit risk-intensive assets and interest rate risk-intensive assets. Both of these primary risk types are
evaluated against a common risk-adjusted return framework.

• Active hedging and rebalancing of portfolio. Our Manager evaluates periodically the risk portion of our
portfolio against preestablished risk tolerances and will take corrective action through asset sales, asset
acquisitions, and dynamic hedging activities to bring the portfolio back within these risk tolerances. We
believe this approach generates more attractive long-term returns than an approach that either attempts to
hedge away a majority of the interest rate and credit risk in the portfolio at the time of acquisition, on the
one end of the risk spectrum, or a highly speculative approach that does not attempt to hedge any of the
interest rate or credit risk in the portfolio (so-called carry trade), on the other end of the risk spectrum.

• Limiting exposure to single event. Our Manager attempts to reduce our exposure to a single adverse
occurrence. These types of idiosyncratic risks, if too large and unmanaged, can result in large swings in
profitability and can have a significant negative impact on the creditworthiness of the issuer.

• Opportunistic approach to increased risk. Our Manager’s investment strategy is to extend risk taking
capacity during periods of changing market fundamentals.

Our investments

Our target asset classes
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As noted above, as of December 31, 2013, the fair value of our investment portfolio on a GAAP basis comprised
70.6% of Agency RMBS, 24.6% of Non-Agency RMBS, 2.1% of ABS and 2.7% in CMBS. We expect our portfolio,
over time, will include a more significant portion of credit assets, including non-Agency RMBS as well as residential
and commercial whole loans. We have the discretion to invest in these and other target assets (as described below).

9
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Our target asset classes and the principal investments in which we invest are as follows:

Asset Class Principal Investments

Agency RMBS · RMBS for which a U.S. government agency such as the
Government National Mortgage Association, or Ginnie
Mae, or a federally-chartered corporation such as the
Federal National Mortgage Association, or Fannie Mae, or
the Federal Home Loan Mortgage Corporation, or Freddie
Mac, guarantees payments of principal and interest on the
securities.

Non-Agency RMBS · Fixed- and floating-rate residential Non-Agency RMBS,
including investment grade and non-investment grade
classes. The mortgage loan collateral for residential
Non-Agency RMBS consists of residential mortgage loans
that do not generally conform to underwriting guidelines
issued by U.S. government agencies or U.S.
government-sponsored entities.

Other real estate-related assets and financial assets · Fixed- and floating-rate CMBS, including investment
grade and non-investment grade classes. CMBS will be
secured by, or evidence ownership interest in, a single
commercial mortgage loan or a pool of commercial
mortgage loans.

· Residential mortgage loans secured by residential real
property, including prime, Alt-A, and subprime mortgage
loans.

· Commercial mortgage loans secured by commercial real
property, including mezzanine loans and preferred equity.

· First or second lien loans, subordinate interests in first
mortgages, bridge loans to be used in the acquisition,
construction or redevelopment of a property and
mezzanine financing secured by interests in commercial
real estate.

· Other real estate structured finance products, mortgage
servicing rights, other real estate-related loans and
securities and other financial assets.

· Investment grade and non-investment grade debt and
equity tranches of securitizations backed by various asset
classes including, but not limited to, small balance
commercial mortgages, aircraft, automobiles, credit cards,
equipment, manufactured housing, franchises, recreational
vehicles and student loans. Investments in ABS generally
are not qualifying income for purposes of the 75% asset
test applicable to REITs and generally do not generate
qualifying income for purposes of the 75% income test
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applicable to REITs. As a result we may be limited in our
ability to invest in such assets.

Our board of directors has adopted a set of investment guidelines that outline our target assets and other criteria which
are used by our Manager to evaluate specific investment opportunities as well as our overall portfolio composition.
Our Manager makes day-to-day determinations as to the timing and percentage of our assets that will be invested in
each of the approved asset classes. Our decisions depend upon prevailing market conditions and may change over
time in response to opportunities available in different interest rate, economic and credit environments. As a result, we
cannot predict the percentage of our assets that will be invested in any one of our approved asset classes at any given
time. We may change our strategy and policies without a vote of our stockholders. We believe that the diversification
of our portfolio of assets and the flexibility of our strategy combined with our Manager’s and its affiliates’ experience
will enable us to achieve attractive risk-adjusted returns under a variety of market conditions and economic cycles.  

10
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Investment policies

Investment guidelines

We comply with investment policies and procedures and investment guidelines that are approved by our board of
directors and implemented by our Manager. Our Chief Investment Officer reports on our investment portfolio at each
regularly scheduled meeting of our board of directors. Our independent directors do not review or approve individual
investment, leverage or hedging decisions made by our Manager.

Our board of directors has adopted the following guidelines, among others, for our investments and borrowings:

• no investment shall be made that would cause us to fail to qualify as a REIT for federal income tax
purposes;

• no investment shall be made that would cause us to be regulated as an investment company under the
Investment Company Act; and

• our investments will be in our target assets.

These investment guidelines may be changed by our board of directors without the approval of our stockholders.

Distribution policy

We have paid the following common dividends:

2013
Declaration Date Record Date Payment Date Dividend Per Share
3/5/2013 3/18/2013 4/26/2013 $ 0.80
6/6/2013 6/18/2013 7/26/2013 0.80
9/9/2013 9/19/2013 10/28/2013 0.60
12/5/2013 12/18/2013 1/27/2014 0.60

2012
Declaration Date Record Date Payment Date Dividend Per Share
3/14/2012 3/30/2012 4/27/2012 $ 0.70
6/7/2012 6/29/2012 7/27/2012 0.70
9/6/2012 9/18/2012 10/26/2012 0.77
12/6/2012 12/18/2012 1/28/2013 0.80

We intend to continue to make regular quarterly distributions to holders of our common stock. We generally need to
distribute at least 90% of our ordinary taxable income each year (subject to certain adjustments) to our stockholders in
order to qualify as a REIT under the Internal Revenue Code of 1986, as amended, or the Code. Our ability to make
distributions to our stockholders depends, in part, upon the performance of our investment portfolio. Distributions to
our stockholders are generally taxable to our stockholders as ordinary income, although a portion of our distributions
may be designated by us as capital gain or qualified dividend income or may constitute a return of capital.  For the
years ended December 31, 2013 and December 31, 2012, we elected to satisfy the REIT distribution requirements in
part with a dividend to be paid in 2014 and 2013, respectively. In conjunction with this, we accrued an excise tax of
$1.5 million and $1.7 million in 2013 and 2012, respectively, which is included in the excise tax line item on the
accompanying consolidated statements of operations in Item 8. 
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We have paid the following preferred dividends:

2013
Dividend Declaration Date Record Date Payment Date Dividend Per Share
8.25% Series A 2/14/2013 2/28/2013 3/18/2013 $ 0.51563
8.25% Series A 5/14/2013 5/31/2013 6/17/2013 0.51563
8.25% Series A 8/15/2013 8/30/2013 9/17/2013 0.51563
8.25% Series A 11/14/2013 11/29/2013 12/17/2013 0.51563

Dividend Declaration Date Record Date Payment Date Dividend Per Share
8.00% Series B 2/14/2013 2/28/2013 3/18/2013 $ 0.50
8.00% Series B 5/14/2013 5/31/2013 6/17/2013 0.50
8.00% Series B 8/15/2013 8/30/2013 9/17/2013 0.50
8.00% Series B 11/14/2013 11/29/2013 12/17/2013 0.50

2012
Dividend Declaration Date Record Date Payment Date Dividend Per Share
8.25% Series A 8/16/2012 8/31/2012 9/17/2012 $ 0.2521
8.25% Series A 11/16/2012 11/30/2012 12/17/2012 0.51563

Dividend Declaration Date Record Date Payment Date Dividend Per Share
8.00% Series B 11/16/2012 11/30/2012 12/17/2012 $ 0.44

Our competitive advantages

We believe that our competitive advantages include the following:

Investment team with extensive RMBS experience

The experience of Angelo, Gordon investment professionals provides competitive advantages to us. Angelo, Gordon
has over 110 investment professionals across its lines of investment disciplines. Of those, over 60 are involved in one
of Angelo, Gordon’s real estate investment disciplines�RMBS, CMBS, commercial real estate and net lease real estate.
The insights, experience, and contacts of these professionals are available to us as a resource. Our Manager’s dedicated
RMBS investment team is led by Jonathan Lieberman and has fourteen investment professionals, including portfolio
managers, traders, analysts, and statisticians. The senior investment professionals have broad experience in managing
residential mortgage-related assets through a variety of market cycles and credit and interest rate environments. The
RMBS team has oversight from Michael Gordon, John Angelo and David Roberts who have an average of over 39
years of investment experience. Angelo, Gordon is an established leader in the alternative investment field and its
overall investment philosophy is credit and value-centric in that its investment process is based on a highly analytical
framework and, with respect to RMBS, takes into account factors such as loan-level cash flows, historical and current
borrower performance and collateral valuation.

Breadth of Angelo, Gordon’s experience

Although our core investment strategy is focused on RMBS, Angelo, Gordon’s expertise in related investment
disciplines such as residential and consumer debt, commercial real estate debt, commercial real estate, net lease real
estate, distressed credit, leveraged loans and private equity provides our Manager with both (i) valuable investment
insights to our RMBS investment selection and strategy and (ii) flexibility to invest in target assets other than RMBS
opportunistically as market conditions warrant. As market conditions change and new opportunities are created that
are consistent with our strategy and are structurally appropriate for us, we believe Angelo, Gordon’s extensive
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experience can assist our Manager in moving quickly to take advantage of those opportunities on our behalf.

Access to our Manager’s relationships

Angelo, Gordon has created a broad network of deal sources, including relationships with major issuers of residential
debt securities and the broker-dealers that trade these securities, augmented by ongoing dialogue with a substantial
number of smaller, regional firms that tend to find investment opportunities that are often priced and sold on an
off-market basis. Our Manager’s investment team has extensive industry contacts and client relationships which have
generated proprietary deal flow.
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Disciplined investment approach and granular credit analysis

We seek to maximize our risk-adjusted returns through our Manager’s disciplined investment approach, which relies
on rigorous quantitative and qualitative analysis. Our investment thesis is predicated upon in-depth loan-level analysis
and our proprietary analytics, which allow us to underwrite loans individually based on updated borrower credit
information and property attributes. Our focus on fundamental granular analysis remains the cornerstone of our
investment philosophy, and we believe that through this approach we can identify attractive investment opportunities.

Access to Angelo, Gordon’s well developed infrastructure and asset management systems

Angelo, Gordon has invested and continues to invest in the technology, analytics and systems that we believe are
required to effectively and comprehensively evaluate potential RMBS investments. Our Manager’s investment team
and Angelo, Gordon’s technology group have developed proprietary databases, portfolio systems and quantitative
models to enhance valuation analytics (pipeline modeling, roll rates and severity of loss). Our Manager’s RMBS
investment team has developed proprietary prepayment, default, delinquency roll rate and loss severity models to
analyze current mark-to-market home values on a loan-by-loan basis using borrower monthly performance statistics,
credit characteristics and home price appreciation (or depreciation) by metropolitan statistical area for most of the
RMBS market.

Access to Angelo, Gordon’s accounting, tax and internal risk control management systems

Our Manager utilizes Angelo, Gordon’s well developed accounting, tax and internal control departments, comprising
over 40 certified public accountants. Additionally, our Manager has access to Angelo, Gordon’s technology, client
service, disaster recovery and operational infrastructure to support our operations. We believe that Angelo, Gordon
has a strong reputation for risk management and compliance.

Operating and regulatory structure

REIT qualification

We have elected to be treated as a REIT under Sections 856 through 859 of the Code. Our qualification as a REIT
depends upon our ability to meet on a continuing basis, through actual investment and operating results, various
complex requirements under the Code relating to, among other things, the sources of our gross income, the
composition and values of our assets, our distribution levels and the diversity of ownership of our shares. We believe
that we are organized in conformity with the requirements for qualification and taxation as a REIT under the Code,
and that our manner of operation enables us to meet the requirements for qualification and taxation as a REIT.

As a REIT, we generally are not subject to U.S. federal income tax on our REIT taxable income we distribute
currently to our stockholders. If we fail to qualify as a REIT in any taxable year and do not qualify for certain
statutory relief provisions, we will be subject to U.S. federal income tax at regular corporate rates and may be
precluded from qualifying as a REIT for the subsequent four taxable years following the year during which we lost
our REIT qualification. Accordingly, our failure to qualify as a REIT could have a material adverse impact on our
results of operations and amounts available for distribution to our stockholders. Even if we qualify for taxation as a
REIT, we may be subject to some U.S. federal, state and local taxes on our income or property. In addition, any
income earned by a domestic taxable REIT subsidiary, or TRS, such as AG MIT II, LLC, AG MITT RMAT 2013,
LLC, and AG MITT RMAT 2013 II, LLC, will be subject to corporate income taxation.
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Investment Company Act exemption

We conduct our operations so that we and each of our subsidiaries maintain an exemption from the Investment
Company Act.  We conduct our operations such that we meet the 40% test set forth in Section 3(a)(1)(C) of the
Investment Company Act.  This test requires us to ensure that no more than 40% of our assets are “investment
securities.”  “Investment securities” do not include, among other things, U.S. government securities, and securities issued
by majority-owned subsidiaries that (i) are not investment companies and (ii) are not relying on the exceptions from
the definition of investment company provided by Section 3(c)(1) or 3(c)(7) of the Investment Company Act (the so
called “private investment company” exemptions).

We generally conduct our wholly owned or majority-owned subsidiaries’ (including AG MIT, LLC’s) operations so
that they are exempted from investment company status in reliance upon Section 3(c)(5)(C) of the Investment
Company Act (and thus our investment in these subsidiaries is a “good asset” for our 40% test). Section 3(c)(5)(C)
exempts from the definition of “investment company” entities primarily engaged in the business of purchasing or
otherwise acquiring mortgages and other liens on and interests in real estate.

Restrictions on ownership and transfer of shares

Our charter, subject to certain exceptions, prohibits any person from directly or indirectly owning (i) more than 9.8%
in value or in number of shares, whichever is more restrictive, of our outstanding common stock, or (ii) more than
9.8% in value or in number of shares, whichever is more restrictive, of our outstanding capital stock.  We refer to
those limitations in this report collectively as the share ownership limits. Our charter also prohibits any person from
directly or indirectly owning shares of any class of our stock if such ownership would result in our being “closely held”
under Section 856(h) of the Code or otherwise cause us to fail to qualify as a REIT.

Our charter generally provides that any capital stock owned or transferred in violation of the foregoing restrictions
will be deemed to be transferred to a charitable trust for the benefit of a charitable beneficiary, and the purported
owner or transferee will acquire no rights in such shares. If the foregoing is ineffective for any reason to prevent a
violation of these restrictions, then the transfer of such shares will be void ab initio.
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Competition

Our net income depends, in large part, on our ability to acquire assets at favorable spreads over our borrowing costs.
In acquiring our investments, we compete with other REITs, specialty finance companies, mortgage bankers,
insurance companies, mutual funds, institutional investors, investment banking firms, financial institutions,
governmental bodies and other entities. See “Management’s Discussion and Analysis of Financial Condition and
Results of Operations�Market conditions.” In addition, there are numerous REITs with similar asset acquisition
objectives. These other REITs increase competition for the available supply of mortgage assets suitable for purchase.
Many of our competitors are significantly larger than we are, have access to greater capital and other resources and
may have other advantages over us. In addition, some of our competitors may have higher risk tolerances or different
risk assessments, which could allow them to consider a wider variety of investments and establish more relationships
than we can. Current market conditions may attract more competitors, which may increase the competition for sources
of financing. An increase in the competition for sources of financing could adversely affect the availability and cost of
financing.

We have access to our Manager’s professionals and their industry expertise, which we believe provides us with a
competitive advantage. These professionals help us assess investment risks and determine appropriate pricing for
certain potential investments. These relationships enable us to compete more effectively for attractive investment
opportunities. Despite certain competitive advantages, we may not be able to achieve our business goals or
expectations due to the competitive risks that we face.

Staffing

We are managed by our Manager pursuant to a management agreement. Our Manager, pursuant to a delegation
agreement dated as of June 29, 2011, has delegated to Angelo, Gordon the overall responsibility with respect to our
Manager’s day-to-day duties and obligations arising under our management agreement. In addition, all of our officers
are employees of Angelo, Gordon or its affiliates. We have no employees. Angelo, Gordon has over 300 employees.

Available Information

Our principal executive offices are located at 245 Park Avenue, 26th Floor, New York, New York 10167. Our
telephone number is (212) 692-2000. Our website can be found at www.agmit.com. We make available free of charge
on, or through the SEC filings section of our website, access to our annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and any amendments to those reports, as are filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, or the Exchange Act, as well as our proxy
statements with respect to our annual meetings of stockholders, as soon as reasonably practicable after we
electronically file such material with, or furnish it to, the SEC. Our Exchange Act reports filed with, or furnished to,
the SEC are also available at the SEC’s website at www.sec.gov. The content of any website referred to in this Form
10-K is not incorporated by reference into this Form 10-K unless expressly noted.
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ITEM 1A. Risk Factors

If any of the following risks occur, our business, financial condition or results of operations could be materially and
adversely affected. In that case, the trading price of our common stock could decline, and stockholders may lose some
or all of their investment.

Risks related to our business

Increases in interest rates could adversely affect the value of our investments and cause our interest expense to
increase, which could result in reduced earnings or losses and negatively affect our profitability as well as the
cash available for distribution to our stockholders.

We invest primarily in RMBS, as well as other assets such as ABS, CMBS and mortgage loans. In a normal yield
curve environment, an investment in such assets will generally decline in value if long-term interest rates increase.
Declines in market value may ultimately reduce earnings or result in losses to us, which may negatively affect cash
available for distribution to our stockholders.

A significant risk associated with our target assets is the risk that both long-term and short-term interest rates will
increase significantly. If long-term rates increase significantly, the market value of these investments will decline, and
the duration and weighted average life of the investments will increase. We could realize losses if these investments
were sold. At the same time, an increase in short-term interest rates will increase the amount of interest owed on the
repurchase agreements we enter into to finance the purchase of our investments.

Market values of our investments may decline without any general increase in interest rates for a number of reasons,
such as increases or expected increases in defaults, or increases or expected increases in voluntary prepayments for
those investments that are subject to prepayment risk or widening of credit spreads.

In addition, in a period of rising interest rates, our operating results will depend in large part on the difference between
the income from our assets and financing costs. We anticipate that, in most cases, the income from such assets will
respond more slowly to interest rate fluctuations than the cost of our borrowings. Consequently, changes in interest
rates, particularly short-term interest rates, may significantly influence our net income. Increases in these rates will
tend to decrease our net income and market value of our assets.

Competition may limit the availability of desirable investments and result in reduced risk-adjusted returns.

Our profitability depends, in part, on our ability to acquire our targeted investments at favorable prices. We compete
with other mortgage REITs, specialty finance companies, private funds, savings and loan associations, banks,
mortgage bankers, insurance companies, mutual funds, institutional investors, investment banking firms, depository
institutions, governmental bodies, governmental sponsored entities and other entities. These other entities increase
competition for the available supply of mortgage assets suitable for purchase. Many of our anticipated competitors are
significantly larger than we are and have stronger balance sheets and access to greater capital and other resources than
we have and may have other advantages over us. In addition, some of our competitors may have higher risk tolerances
or different risk assessments, which could allow them to consider a wider variety of investments and establish more
relationships than we can. Competition may result in fewer available investments, higher prices, lower yields and a
narrower spread of yields over our financing costs. In addition, competition for desirable investments could delay the
investment of our capital, which could materially and adversely affect our results of operations and cash flows. As a
result, there can be no assurance that we will be able to identify and finance investments that are consistent with our
investment objectives, including our objective to achieve positive financial results including specified levels of
distributions to our stockholders. Failure to accomplish any of the foregoing would materially and adversely affect us.
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We may change our investment and operational policies without stockholder consent, which may adversely
affect the market value of our common stock and our ability to make distributions to our stockholders.

Our board of directors determines our operational policies and may amend or revise such policies, including our
policies with respect to our REIT qualification, acquisitions, dispositions, operations, indebtedness and distributions,
or approve transactions that deviate from these policies, without a vote of, or notice to, our stockholders. Operational
policy changes could adversely affect the market value of our common stock and our ability to make distributions to
our stockholders.
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We may also change our investment strategies and policies and target asset classes at any time without the consent of
our stockholders, which could result in our making investments that are different in type from, and possibly riskier
than, its current assets or the investments contemplated in this report. A change in our investment strategies and
policies and target asset classes may increase our exposure to interest rate risk, default risk and real estate market
fluctuations, which could adversely affect the market value of our common stock and our ability to make distributions
to our stockholders.  

We are highly dependent on information systems and systems failures could significantly disrupt our business,
which could have a material adverse effect on our results of operations and cash flows.

Our business is highly dependent on the communications and information systems of our Manager. Any failure or
interruption of these systems could cause delays or other problems in our securities trading activities, which could
have a material adverse effect on our results of operations and cash flows and negatively affect the market price of our
common stock and ability to make distributions to our stockholders.
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Risks related to U.S. government programs

The Federal Reserve’s recent announcement that it would reduce its monthly purchases pursuant to QE3 could
impact the market for and value of the Agency RMBS in which we invest as well as our net asset value and net
interest margin.

On September 13, 2012, the Federal Reserve announced a third round of quantitative easing, or QE3, which is an
open-ended program designed to expand the Federal Reserve’s holdings of long-term securities by purchasing an
additional $40 billion of Agency RMBS per month until key economic indicators, such as the unemployment rate,
show signs of improvement. In December 2012, the Federal Reserve announced that it would begin buying $45 billion
of long-term Treasury bonds each month. On December 18, 2013, the Federal Reserve announced that it would reduce
its purchases of Agency RMBS by $5 billion per month and reduce its purchases of Treasury bonds by $5 billion per
month.  On January 29, 2014, the Federal Reserve announced additional $5 billion reductions to its monthly purchase
of both Agency RMBS and Treasury bonds effective in February 2014.

On February 11, 2014 the new Federal Reserve Chair Janet Yellen delivered her first Humphrey-Hawkins testimony. 
Her comments were largely perceived to be in-line with the consensus view that has dictated the Federal Reserve’s
recent policy.  Though she acknowledged the weak nature of several pieces of recent economic data, noting that the
particularly harsh winter has negatively impacted growth, all indications are for tapering to remain on track.

The immediate effect of the announcement of QE3 was an increase in Agency RMBS prices. Since the initial price
spike, prices for all securities have receded below the price levels that existed before the announcement of QE3. It is
unclear what effect, if any, the incremental reduction in the rate of the Federal Reserve’s monthly purchases will have
on the value of the Agency RMBS in which we invest. However, it is possible that the market for such securities, the
price of such securities and, as a result, our net asset value and net interest margin could be negatively affected. 

Adoption of the Basel III standards could negatively affect our access to future financings.

In response to various financial crises and the volatility of financial markets, the Basel Committee on Banking
Supervision, an international body comprised of senior representatives of bank supervisory authorities and central
banks from 27 countries, including the United States, adopted the Basel III standards several years ago. The final
package of Basel III reforms was approved by the G20 leaders in November 2010.  U.S. regulators have elected to
implement substantially all of the Basel III standards. These new standards, including the Supplementary Leverage
Ratio imposed by the Federal Reserve Board, the Federal Deposit Insurance Corporation and the Office of the
Comptroller of the Currency, which will be fully phased in by 2019, will require banks to hold more capital,
predominantly in the form of common equity, than under the current capital framework. These increased bank capital
requirements may constrain our ability to obtain attractive future financings and increase the cost of such financings if
they are obtained.

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

The payments we receive on the Agency RMBS in which we invest depend upon a steady stream of payments on the
mortgages underlying the securities and are guaranteed by Ginnie Mae, Fannie Mae or Freddie Mac. 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.
Fannie Mae and Freddie Mac are U.S. Government-sponsored entities, or GSEs, but their guarantees are not backed
by the full faith and credit of the United States.
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In 2008 in response to the deteriorating financial condition of Fannie Mae and Freddie Mac and the recent credit
market disruption, Congress and the U.S. Treasury undertook a series of actions to stabilize these GSEs and the
financial markets, generally. The Housing and Economic Recovery Act of 2008 was signed into law on July 30, 2008,
and established the Federal Housing Finance Agency, or the FHFA, with enhanced regulatory authority over, among
other things, the business activities of Fannie Mae and Freddie Mac and the size of their portfolio holdings. On
September 7, 2008, in response to the deterioration in the financial condition of Fannie Mae and Freddie Mac, the
FHFA placed Fannie Mae and Freddie Mac into conservatorship, which is a statutory process pursuant to which the
FHFA will operate Fannie Mae and Freddie Mac as conservator in an effort to stabilize the entities. The appointment
of the FHFA as conservator of both Fannie Mae and Freddie Mac allows the FHFA to control the actions of the two
GSEs without forcing them to liquidate, which would be the case under receivership. In addition, the U.S. Treasury
has taken steps to capitalize and provide financing to Fannie Mae and Freddie Mac and agreed to purchase direct
obligations and Agency RMBS issued or guaranteed by Fannie Mae or Freddie Mac.

Shortly after Fannie Mae and Freddie Mac were placed in federal conservatorship, the Secretary of the U.S. Treasury,
in announcing the actions, noted that the guarantee structure of Fannie Mae and Freddie Mac required examination
and that changes in the structures of the entities were necessary to reduce risk to the financial system. The future roles
of Fannie Mae and Freddie Mac could be significantly reduced and the nature of their guarantees could be eliminated
or considerably limited relative to historical measurements. Any changes to the nature of the guarantees provided by
Fannie Mae and Freddie Mac could redefine what constitutes Agency RMBS and could have broad adverse market
implications as well as negatively impact us.

The problems faced by Fannie Mae and Freddie Mac resulting in their being placed into federal conservatorship have
stirred debate among some federal policy makers regarding the continued role of the U.S. Government in providing
liquidity for the residential mortgage market. If federal policy makers decide that the U.S. Government’s role in
providing liquidity for the residential mortgage market should be reduced or eliminated, each of Fannie Mae and
Freddie Mac could be dissolved and the U.S. Government could decide to stop providing liquidity support of any kind
to the mortgage market. If Fannie Mae or Freddie Mac were eliminated, or their structures were to change radically,
we would not be able to acquire Agency RMBS from these companies, which would drastically reduce the amount
and type of Agency RMBS available for investment.

Our income could be negatively affected in a number of ways depending on the manner in which related events
unfold. For example, the current credit support provided by the U.S. Treasury to Fannie Mae and Freddie Mac, and
any additional credit support it may provide in the future, could have the effect of lowering the interest rate we receive
from Agency RMBS, thereby tightening the spread between the interest we earn on our portfolio of targeted
investments and our cost of financing that portfolio. A reduction in the supply of Agency RMBS could also increase
the prices of Agency RMBS we seek to acquire thereby reducing the spread between the interest we earn on our
portfolio of targeted assets and our cost of financing that portfolio.

As indicated above, recent legislation has changed the relationship between Fannie Mae and Freddie Mac and the
U.S.  Government and requires Fannie Mae and Freddie Mac to reduce the amount of mortgage loans they own or for
which they provide guarantees. The effect of the actions taken by the U.S. Government remains uncertain.
Furthermore, the scope and nature of the actions that the U.S. Government will ultimately undertake are unknown and
will continue to evolve. Future legislation could further change the relationship between Fannie Mae and Freddie Mac
and the U.S. Government, and could also nationalize or eliminate these GSEs entirely. Any law affecting these 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 investments in
Fannie Mae and/or Freddie Mac Agency RMBS. It is also 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 adversely affect the
pricing, supply, liquidity and value of our target assets and otherwise materially adversely affect our business,
operations and financial condition.
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Separate legislation has been introduced in both houses of the U.S. congress, which would, among other things,
revoke the charters of Fannie Mae and Freddie Mac, and we could be materially adversely affected if these
proposed laws were enacted.

On June 25, 2013, a bipartisan group of senators introduced the Housing Finance Reform and Taxpayer Protection Act
of 2013, which may serve as a catalyst for congressional discussion on the reform of Fannie Mae and Freddie Mac, to
the U.S. Senate. On July 11, 2013, members of the House Committee on Financial Services introduced the Protecting
American Taxpayers and Homeowners Act to the U.S. House of Representatives.

While the two bills are distinguishable in many respects, they have some notable commonalities. Both bills call for the
revocation of the charters of Fannie Mae and Freddie Mac and seek to increase the opportunities for private capital to
participate in, and consequently bear the risk of loss in connection with, government-guaranteed mortgage backed
securities. Both bills also have considerable support in their respective houses of Congress, which suggests that efforts
to reform and possibly eliminate Fannie Mae and Freddie Mac may be gaining momentum.

The passage of any new legislation affecting Fannie Mae and Freddie Mac may create market uncertainty and reduce
the actual or perceived credit quality of securities issued or guaranteed by the U.S. government through a new or
existing successor entity to Fannie Mae and Freddie Mac. If the charters of Fannie Mae and Freddie Mac were
revoked, it is unclear what effect, if any, this would have on the value of the existing Fannie Mae and Freddie Mac
Agency RMBS. It is also possible that the above-referenced proposed legislation, if made law, could adversely impact
the market for securities issued or guaranteed by the U.S. government and the spreads at which they trade. The
foregoing could materially adversely affect the pricing, supply, liquidity and value of our target assets and otherwise
materially adversely affect our business, operations and financial condition.

Mortgage loan modification and refinancing programs and future legislative action may adversely affect the
value of, and our returns on, mortgage-backed securities.

The U.S. government, through the Federal Reserve, the FHA and the FDIC, has 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 the H4H Program, which allows certain distressed borrowers to refinance their mortgages into
FHA-insured loans in order to avoid residential mortgage loan foreclosures, and the Home Affordable Refinance
Program, which allows borrowers who are current on their mortgage payments to refinance and reduce their monthly
mortgage payments at loan-to-value ratios up to 125% without new mortgage insurance.

In the State of the Union Address in January 2013, President Obama urged Congress to adopt additional legislation to
further assist homeowners, including those whose mortgages exceed the value of their homes, to refinance their
mortgages and reduce the principal and interest payments on their 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. Non-Agency RMBS yields and cash flows could particularly be negatively
impacted by a significant number of loan modifications with respect to a given security, including, but not limited to,
those related to principal forgiveness and coupon reduction. These loan modification programs, future legislative or
regulatory actions, including possible amendments to the bankruptcy laws, which 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 adversely affect the value of, and the returns on,
mortgage-backed securities that we may purchase.

On December 10, 2013, Mel Watt was confirmed as the new Director of FHFA, which may result in new mortgage
loan or refinancing programs that could adversely impact market pricing and liquidity for our securities or the
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We are subject to the risk that agencies of and entities sponsored by the U.S. government may not be able to
fully satisfy their guarantees of Agency RMBS or that these guarantee obligations may be repudiated, which
may adversely affect the value of our investment portfolio and our ability to sell or finance these securities.

The interest and principal payments we receive on the Agency RMBS in which we invest are guaranteed by Fannie
Mae, Freddie Mac or Ginnie Mae. Unlike the Ginnie Mae certificates in which we may invest, the principal and
interest on securities issued by Fannie Mae and Freddie Mac are not guaranteed by the U.S. government. All the
Agency RMBS in which we invest depend on a steady stream of payments on the mortgages underlying the securities.

As conservator of Fannie Mae and Freddie Mac, the FHFA may disaffirm or repudiate (subject to certain limitations
for qualified financial contracts) contracts that Freddie Mac or Fannie Mae entered into prior to FHFA’s appointment
as conservator if it determines, in its sole discretion, that performance of the contract is burdensome and that
disaffirmation or repudiation of the contract promotes the orderly administration of its affairs. The Housing and
Economic Recovery Act of 2008, or HERA, requires FHFA to exercise its right to disaffirm or repudiate most
contracts within a reasonable period of time after its appointment as conservator. Fannie Mae and Freddie Mac have
disclosed that the FHFA has disaffirmed certain consulting and other contracts that these entities entered into prior to
FHFA’s appointment as conservator. Freddie Mac and Fannie Mae have also disclosed that the FHFA has advised that
it does not intend to repudiate any guarantee obligation relating to Fannie Mae and Freddie Mac’s mortgage-related
securities, because FHFA views repudiation as incompatible with the goals of the conservatorship. In addition, the
HERA provides that mortgage loans and mortgage-related assets that have been transferred to a Freddie Mac or
Fannie Mae securitization trust must be held for the beneficial owners of the related mortgage-related securities, and
cannot be used to satisfy the general creditors of Freddie Mac or Fannie Mae.

If the guarantee obligations of Freddie Mac or Fannie Mae were repudiated by the FHFA, payments of principal
and/or interest to holders of Agency RMBS issued by Freddie Mac or Fannie Mae would be reduced in the event of
any borrowers’ late payments or failure to pay or a servicer’s failure to remit borrower payments to the trust. In that
case, trust administration and servicing fees could be paid from mortgage payments prior to distributions to holders of
Agency RMBS. Any actual direct compensatory damages owed due to the repudiation of Freddie Mac or Fannie Mae’s
guarantee obligations may not be sufficient to offset any shortfalls experienced by holders of Agency RMBS. FHFA
also has the right to transfer or sell any asset or liability of Freddie Mac or Fannie Mae, including its guarantee
obligation, without any approval, assignment or consent. If FHFA were to transfer Freddie Mac or Fannie Mae’s
guarantee obligations to another party, holders of Agency RMBS would have to rely on that party for satisfaction of
the guarantee obligation and would be exposed to the credit risk of that party.

We cannot predict the impact, if any, on our earnings or cash available for distribution to our stockholders of
the FHFA's proposed revisions to Fannie Mae's, Freddie Mac's and Ginnie Mae's existing infrastructures to
align the standards and practices of the three entities.

On February 21, 2012, the FHFA released its Strategic Plan for Enterprise Conservatorships, which set forth three
goals for the next phase of the Fannie Mae and Freddie Mac conservatorships. These three goals are to (i) build a new
infrastructure for the secondary mortgage market, (ii) gradually contract Fannie Mae and Freddie Mac's presence in
the marketplace while simplifying and shrinking their operations, and (iii) maintain foreclosure prevention activities
and credit availability for new and refinanced mortgages. On October 4, 2012, the FHFA released its white paper
entitled Building a New Infrastructure for the Secondary Mortgage Market, which proposes a new infrastructure for
Fannie Mae and Freddie Mac that has two basic goals.

The first such goal is to replace the current, outdated infrastructures of Fannie Mae and Freddie Mac with a common,
more efficient infrastructure that aligns the standards and practices of the two entities, beginning with core functions
performed by both entities such as issuance, master servicing, bond administration, collateral management and data
integration. The second goal is to establish an operating framework for Fannie Mae and Freddie Mac that is consistent
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with the progress of housing finance reform and encourages and accommodates the increased participation of private
capital in assuming credit risk associated with the secondary mortgage market.

The FHFA recognizes that there are a number of impediments to their goals which may or may not be surmountable,
such as the absence of any significant secondary mortgage market mechanisms beyond Fannie Mae, Freddie Mac and
Ginnie Mae, and that their proposals are in the formative stages. As a result, it is unclear if the proposals will be
enacted. If such proposals are enacted, it is unclear how closely what is enacted will resemble the proposals from the
FHFA White Paper or what the effects of the enactment will be in terms of our net asset value, earnings or cash
available for distribution to our stockholders.

21

Edgar Filing: AG Mortgage Investment Trust, Inc. - Form 10-K

36



Risks related to financing and hedging

We may incur significant debt in the future, which will subject us to increased risk of loss and may reduce cash
available for distributions to our stockholders.

Subject to market conditions and availability, we may further increase our debt in the future. We use leverage to
finance our assets through borrowings from repurchase agreements and other secured and unsecured forms of
borrowing. Although we are not required to maintain any particular leverage ratio, the amount of leverage we deploy
for particular assets depends upon our Manager’s assessment of the credit and other risks of those assets. Our board of
directors may establish and change our leverage policy at any time without stockholder approval. In addition, we may
leverage individual assets at substantially higher levels. Incurring debt could subject us to many risks that, if realized,
would materially and adversely affect us, including the risk that:

• our cash flow from operations may be insufficient to make required payments of principal of and interest on
the debt or we may fail to comply with all of the other covenants contained in the debt, which is likely to
result in (i) acceleration of such debt (and any other debt containing a cross-default or cross-acceleration
provision) that we may be unable to repay from internal funds or to refinance on favorable terms, or at all,
(ii) our inability to borrow unused amounts under our financing agreements, even if we are current in
payments on borrowings under those agreements and/or (iii) the loss of some or all of our assets to
foreclosure or sale;

• our debt may increase our vulnerability to adverse economic and industry conditions with no assurance that
investment yields will increase with higher financing costs;

• we may be required to dedicate a substantial portion of our cash flow from operations to payments on our
debt, thereby reducing funds available for operations, investments, stockholder distributions or other
purposes; and

• we may not be able to refinance debt that matures prior to the investment it was used to finance on
favorable terms, or at all.

Interest rate fluctuations could significantly decrease our results of operations and cash flows and the market
value of our investments.

Interest rates are highly sensitive to many factors, including governmental monetary and tax policies, domestic and
international economic and political considerations and other factors beyond our control. Interest rate fluctuations
present a variety of risks to our operations. Our primary interest rate exposure relates to the yield on our investments
and the financing cost of our debt, as well as any interest rate derivatives that we utilize for hedging purposes.
Changes in interest rates will affect our net interest income, which is the difference between the interest income we
earn on our interest-earning investments and the interest expense we incur in financing these investments. Interest rate
fluctuations resulting in our interest expense exceeding interest income will result in operating losses for us. Changes
in the level of interest rates also may affect our ability to invest in investments, the value of our investments and our
ability to realize gains from the disposition of assets. Changes in interest rates may also affect borrower default rates
and may impact the ability of borrowers to refinance or modify loans and/or to sell real estate assets owned.  Such
change could negatively impact the value of our investments.

Most of our financing costs are determined by reference to floating rates, such as LIBOR or a Treasury index, plus a
margin, the amount of which will depend on a number of factors, including, without limitation, (i) for collateralized
debt, the value and liquidity of the collateral, and for non-collateralized debt, our credit, (ii) the level and movement of
interest rates and (iii) general market conditions and liquidity. In a period of rising interest rates, our interest expense
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on floating-rate debt would increase, while any additional interest income we earn on our floating-rate investments
may not compensate for such increase in interest expense, the interest income we earn on our fixed-rate investments
would not change, the duration and weighted average life of our fixed-rate investments would increase and the market
value of our fixed-rate investments would decrease. Similarly, in a period of declining interest rates, our interest
income on floating-rate investments would decrease, while any decrease in the interest we are charged on our
floating-rate debt may not compensate for such decrease in interest income and interest we are charged on our
fixed-rate debt would not change. Any such scenario could materially and adversely affect us.

Our operating results depend, in large part, on differences between the income earned on our investments, net of credit
losses, and our financing costs. We anticipate that, in most cases, for any period during which our investments are not
match-funded, the income earned on such investments will respond more slowly to interest rate fluctuations than the
cost of our borrowings. Consequently, changes in interest rates, particularly short-term interest rates, may immediately
and significantly decrease our results of operations and cash flows and the market value of our investments.
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We depend, and may in the future depend, on repurchase agreement financing to acquire RMBS, ABS and
CMBS, and our inability to access this funding could have a material adverse effect on our results of
operations, financial condition and business.

We use repurchase agreement financing as a strategy to increase the return on our assets. However, we may not be
able to achieve our desired leverage ratio for a number of reasons, including if the following events occur:

• our lenders do not make repurchase agreement financing available to us at acceptable rates;
• certain of our lenders exit the repurchase market;
• our lenders require that we pledge additional collateral to cover our borrowings, which we may be unable to

do; or
• we determine that the leverage would expose us to excessive risk.

Our ability to fund our purchases of RMBS, ABS and CMBS may be impacted by our ability to secure repurchase
agreement financing on acceptable terms. We can provide no assurance that lenders will be willing or able to provide
us with sufficient financing. In addition, because repurchase agreements represent commitments of capital, lenders
may respond to market conditions by making it more difficult for us to secure continued financing. During certain
periods of the credit cycle, lenders may curtail their willingness to provide dual financing.

If major market participants exit the repurchase agreement financing business, the value of our RMBS, ABS and
CMBS could be negatively impacted, thus reducing net stockholders’ equity, or book value. Furthermore, if many of
our lenders or potential lenders are unwilling or unable to provide us with repurchase agreement financing, we could
be forced to sell our RMBS, ABS and CMBS assets at an inopportune time when prices are depressed.

In addition, if the regulatory capital requirements imposed on our lenders change, our lenders may be required to
significantly increase the cost of the financing that they provide to us. Our lenders also may revise their eligibility
requirements for the types of assets they are willing to finance or the terms of such financings, based on, among other
factors, the regulatory environment and their management of perceived risk, particularly with respect to assignee
liability.

Moreover, the amount of financing we receive, or may in the future receive, under our repurchase agreements is
directly related to the lenders’ valuations of the RMBS, ABS and CMBS that secure the outstanding borrowings. If we
are unable to access or maintain financing for our RMBS and other assets, it could have a material adverse effect on
our results of operations, financial condition, business and liquidity.

Our current lenders require, and future lenders may require, us to enter into restrictive covenants relating to
our operations.

As of December 31, 2013 and December 31, 2012, we had entered into MRAs, with 30 counterparties, under which
we had borrowed an aggregate $2.9 billion and $3.9 billion, respectively, from 24 and 29 counterparties, respectively,
on a GAAP basis. As of December 31, 2013, the borrowings under repurchase agreements had maturities between
January 2, 2014 and May 29, 2014, and as of December 31, 2012, the borrowings under repurchase agreements had
maturities between January 2, 2013 and June 17, 2013. These agreements generally include customary
representations, warranties and covenants, but may also contain more restrictive supplemental terms and conditions.
Although specific to each master repurchase agreement, typical supplemental terms include requirements of minimum
equity, leverage ratios, performance triggers or other financial ratios. If we fail to meet or satisfy any covenants,
supplemental terms or representations and warranties, we would be in default under these agreements and our lenders
could elect to declare all amounts outstanding under the agreements to be immediately due and payable, enforce their
respective interests against collateral pledged under such agreements and restrict our ability to make additional
borrowings. Certain financing agreements may contain cross-default provisions, so that if a default occurs under any
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one agreement, the lenders under our other agreements could also declare a default. Further, under our repurchase
agreements, we may be required to pledge additional assets to our lenders in the event the estimated fair value of the
existing pledged collateral under such agreements declines and such lenders demand additional collateral, which may
take the form of additional securities or cash.
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Future lenders may impose similar restrictions on us that would affect our ability to incur additional debt, make
certain investments or acquisitions, reduce liquidity below certain levels, make distributions to our stockholders,
redeem debt or equity securities and impact our flexibility to determine our operating policies and investment
strategies. For example, our loan documents may contain negative covenants that limit, among other things, our ability
to repurchase our common stock, distribute more than a certain amount of our net income or funds from operations to
our stockholders, employ leverage beyond certain amounts, sell assets, engage in mergers or consolidations, grant
liens and enter into transactions with affiliates. If we fail to meet or satisfy any of these covenants, we would be in
default under these agreements, and our lenders could elect to declare outstanding amounts due and payable, terminate
their commitments, require the posting of additional collateral and enforce their interests against existing collateral.
We may also be subject to cross-default and acceleration rights and, with respect to collateralized debt, the posting of
additional collateral and foreclosure rights upon default. Further, this could also make it difficult for us to satisfy the
qualification requirements necessary to maintain our status as a REIT for U.S. federal income tax purposes.

In the event non-recourse long-term financing structures become available to us in the future, our inability to
enter into such structures may expose us to risks which could result in losses to us.

Under current market conditions, non-recourse long-term financing for our investments is not widely available, but we
may utilize these financing structures if and when they become available. In such structures, our lenders typically
would not have a general claim against us as an entity, as opposed to the assets themselves. We also may finance our
investments on a long-term basis through issuances of equity and non-collateralized debt in the capital markets or
otherwise, to the extent such financing is available. Prior to any such financing, we may seek to finance our
investments with relatively short-term facilities until a sufficient portfolio is accumulated. As a result, we would be
subject to the risk that we would not be able to acquire, during the period that any short-term facilities are available,
sufficient eligible assets or securities to maximize the efficiency of a securitization. We also would bear the risk that
we would not be able to obtain new short-term facilities or would not be able to renew any short-term facilities after
they expire should we need more time to seek and acquire sufficient eligible assets or securities for a securitization. In
addition, conditions in the capital markets, including the current volatility in the capital and credit markets, may not
permit a non-recourse securitization at any particular time or may make the issuance of any such securitization less
attractive to us even when we do have sufficient eligible assets or securities. While we would intend to retain the
unrated equity component of securitizations and, therefore, still have exposure to any investments included in such
securitizations, our inability to enter into such securitizations would increase our overall exposure to risks associated
with direct ownership of such investments, including the risk of default. Our inability to refinance any short-term
facilities would also increase our risk because borrowings thereunder would likely be recourse to us as an entity. If we
are unable to obtain and renew short-term facilities or to consummate securitizations to finance our investments on a
long-term basis, we may be required to seek other forms of potentially less attractive financing or to liquidate assets at
an inopportune time or price.

If a counterparty to our repurchase transactions defaults on its obligation to resell the underlying security back
to us at the end of the transaction term, or if the value of the underlying security has declined as of the end of
that term, or if we default on our obligations under the repurchase agreement, we will lose money on our
repurchase transactions.

When we engage in repurchase transactions, we generally sell securities to lenders (i.e., repurchase agreement
counterparties) and receive cash from the lenders. The lenders are obligated to resell the same securities back to us at
the end of the term of the transaction. Because the cash we receive from lenders when we initially sell the securities to
the lender is less than the value of those securities (this difference is the haircut), if the lender defaults on its
obligation to resell the same securities back to us we may incur a loss on the transaction equal to the amount of the
haircut (assuming there was no change in the value of the securities). At December 31, 2013, we had greater than 5%
stockholders’ equity at risk with each of three repurchase agreement counterparties: Credit Suisse, Merrill Lynch,
Pierce, Fenner & Smith and Wells Fargo Bank, N.A.
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We will also lose money on a repurchase transaction if the value of the underlying securities has declined as of the end
of the transaction term, as we will have to repurchase the securities for their initial value but will receive securities
worth less than that amount. Further, if we default on one of our obligations under a repurchase transaction, the lender
will be able to terminate the transaction and cease entering into any other repurchase transactions with us. If a default
occurs under any of our repurchase agreements and the lenders terminate one or more of our repurchase agreements,
we may need to enter into replacement repurchase agreements with different lenders. There can be no assurance that
we will be successful in entering into such replacement repurchase agreements on the same terms as the repurchase
agreements that were terminated or at all. Any losses we incur on our repurchase transactions could adversely affect
our earnings and thus our cash available for distribution to our stockholders.
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Our use or future use of repurchase agreements to finance our RMBS, ABS and CMBS may give our lenders
greater rights in the event that either we or a lender files for bankruptcy.

Our borrowings or future borrowings under repurchase agreements for our RMBS, ABS and CMBS may qualify for
special treatment under the U.S. Bankruptcy Code, giving our lenders the ability to avoid the automatic stay
provisions of the U.S. Bankruptcy Code and to take possession of and liquidate the assets that we have pledged under
their repurchase agreements without delay in the event that we file for bankruptcy. Furthermore, the special treatment
of repurchase agreements under the U.S. Bankruptcy Code may make it difficult for us to recover our pledged assets
in the event that a lender party to such agreement files for bankruptcy. Therefore, our use of repurchase agreements to
finance our investments exposes our pledged assets to risk in the event of a bankruptcy filing by either a lender or us.

Our rights under our repurchase agreements may be subject to the effects of the bankruptcy laws in the event
of the bankruptcy or insolvency of us or our lenders under the repurchase agreements, which may allow our
lenders to repudiate our repurchase agreements.

In the event of our insolvency or bankruptcy, certain repurchase agreements may qualify for special treatment under
the U.S. Bankruptcy Code, the effect of which, among other things, would be to allow the lender under the applicable
repurchase agreement to avoid the automatic stay provisions of the U.S. Bankruptcy Code and to foreclose on the
pledged collateral without delay. In the event of the insolvency or bankruptcy of a lender during the term of a
repurchase agreement, the lender may be permitted, under applicable insolvency laws, to repudiate the contract, and
our claim against the lender for damages may be treated simply as that of an unsecured creditor. In addition, if the
lender is a broker or dealer subject to the Securities Investor Protection Act of 1970, or an insured depository
institution subject to the Federal Deposit Insurance Act, our ability to exercise our rights to recover our securities
under a repurchase agreement or to be compensated for any damages resulting from the lender’s insolvency may be
further limited by those statutes. These claims would be subject to significant delay and, if and when received, may be
substantially less than the damages we actually incur.

The repurchase agreements that we use to finance our investments may require us to provide additional
collateral and may restrict us from leveraging our assets as fully as desired.

We use repurchase agreements to finance our acquisition of RMBS, ABS and CMBS. If the market value of the
RMBS, ABS and CMBS pledged or sold by us to a counterparty declines, we may be required by the counterparty to
provide additional collateral or pay down a portion of the funds advanced, but we may not have the funds or
unpledged liquid investments available to do so, which could result in defaults. Posting additional collateral to support
our credit will reduce our liquidity and limit our ability to leverage our assets, which could adversely affect our
business. In the event we do not have sufficient liquidity to meet such requirements, counterparties can accelerate
repayment of our indebtedness, increase interest rates, liquidate our collateral or terminate our ability to borrow.
Additionally, in order to obtain cash to satisfy a margin call, we may be required to liquidate assets at a
disadvantageous time, which could cause us to incur further losses and adversely affect our results of operations and
financial condition. Such a situation would likely result in a rapid deterioration of our financial condition and possibly
necessitate a filing for bankruptcy protection.

Further, counterparties may require us to maintain a certain amount of cash uninvested or to set aside non-levered
assets sufficient to maintain a specified liquidity position which would allow us to satisfy our collateral obligations.
As a result, we may not be able to leverage our assets as fully as we would choose, which could reduce our return on
equity. If we are unable to meet these collateral obligations, our financial condition could deteriorate rapidly.

Hedging against interest rate exposure may materially and adversely affect our results of operations and cash
flows.
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Subject to maintaining our qualification as a REIT and our exemption under the Investment Company Act, we pursue
hedging strategies to reduce our exposure to adverse changes in interest rates. Our hedging activity will vary in scope
based on the level of interest rates, the type of investments held, and other changing market conditions. Interest rate
hedging may fail to protect or could adversely affect us because, among other things:

•
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