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HOME BANCSHARES, INC.
719 Harkrider Street, Suite 100
Conway, Arkansas 72032
(501) 328-4770
Internet Site: www.homebancshares.com

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held on April 23, 2009

The Annual Meeting of Shareholders of Home BancShares, Inc. (the Company ) will be held on April 23, 20009, at
6:30 p.m. (CDT) at the Agora Conference Center, located at 705 East Siebenmorgan Road, Conway, Arkansas, for the
following purposes:

(1) To elect twelve directors for a term of one year.

(2) To ratify the appointment of BKD, LLP as the Company s independent registered public accounting firm for the
next fiscal year.

(3) To provide an advisory (non-binding) vote approving the Company s executive compensation.

(4) To transact such other business as may properly come before the meeting or any adjournments thereof.

Only shareholders of record on March 6, 2009, will be entitled to vote at the meeting or any adjournments thereof.
A list of shareholders will be available for inspection at the office of the Company at 719 Harkrider, Suite 100,
Conway, Arkansas, 72032, beginning two business days after the date of this notice and continuing through the
meeting. The stock transfer books will not be closed.

The 2008 Annual Report to Shareholders is included in this publication.

By Order of the Board of Directors

C. RANDALL SIMS
Secretary
Conway, Arkansas
March __ , 2009
YOUR VOTE IS IMPORTANT
PLEASE EXECUTE YOUR PROXY WITHOUT DELAY

Table of Contents 4
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HOW TO VOTE IF YOU ARE A SHAREHOLDER OF RECORD

Your vote is important. You can save the Company the expense of a second mailing by voting promptly.
Shareholders of record can vote by telephone, on the Internet, by mail or by attending the Meeting and voting by
ballot as described below. (Please note: if you are a beneficial owner of shares held in the name of a bank, broker or
other holder, please refer to your proxy card or the information forwarded by your bank, broker or other holder of
record to see which options are available to you.)

The Internet and telephone voting procedures are designed to authenticate shareholders by use of a control
number and to allow you to confirm that your instructions have been properly recorded. If you vote by telephone or
on the Internet, you do not need to return your proxy card. Telephone and Internet voting facilities for shareholders
of record will be available 24 hours a day and will close at 1:00 a.m. on April 23, 2009.

VOTE BY TELEPHONE

You can vote by calling the toll-free telephone number on your proxy card. Easy-to-follow voice prompts allow
you to vote your shares and confirm that your instructions have been properly recorded.
VOTE ON THE INTERNET

You also can choose to vote on the Internet. The website for Internet voting is www.envisionreports.com/HOBA.
Easy-to-follow prompts allow you to vote your shares and confirm that your instructions have been properly recorded.
If you vote on the Internet, you can also request electronic delivery of future proxy materials.

VOTE BY MAIL

If you choose to vote by mail, simply mark your proxy, date and sign it, and return it to Computershare in the
postage-paid envelope provided. If the envelope is missing, please mail your completed proxy card to Home
BancShares, Inc., c/o Computershare, P. O. Box 43101, Providence, Rhode Island 02940-5067.

VOTING AT THE ANNUAL MEETING

The method by which you vote will not limit your right to vote at the Annual Meeting if you decide to attend in
person. If your shares are held in the name of a bank, broker or other holder of record, you must obtain a legal proxy,
executed in your favor, from the holder of record to be able to vote at the Meeting.

All shares that have been properly voted and not revoked will be voted at the Annual Meeting. If you sign and
return your proxy card but do not give voting instructions, the shares represented by that proxy will be voted as
recommended by the Board of Directors.

Table of Contents 6
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HOME BANCSHARES, INC.
719 Harkrider Street, Suite 100
Conway, Arkansas 72032
(501) 328-4770
Internet Site: www.homebancshares.com

PROXY STATEMENT

This Proxy Statement and the accompanying proxy card are being mailed in connection with the solicitation of
proxies by the Board of Directors (the Board ) of Home BancShares, Inc. (the Company ) for use at the Annual Meeting
of Shareholders. This Proxy Statement and the accompanying proxy card were first mailed to shareholders of the
Company on or about March ___, 2009.

This introductory section is a summary of selected information from this Proxy Statement and may not contain all
of the information that is important to you. To better understand the nominees being solicited for directors and the
proposals that are submitted for a vote, you should carefully read this entire document and other documents to which
we refer.

The proxies being solicited by this Proxy Statement are being solicited by the Company. The expense of soliciting
proxies, including the cost of preparing, assembling and mailing the material submitted with this Proxy Statement,
will be paid by the Company. The Company will also reimburse brokerage firms, banks, trustees, nominees and other
persons for the expense of forwarding proxy material to beneficial owners of shares held by them of record.
Solicitations of proxies may be made personally or by telephone, electronic communication or facsimile, by directors,
officers and regular employees, who will not receive any additional compensation in respect of such solicitations.

Important Notice Regarding the Availability of Proxy Materials
for the Shareholder Meeting to be Held on April 23, 2009:
The Notice and Proxy Statement and the Annual Report on Form 10-K
are available at www.edocumentview.com/homb.
3
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ABOUT THE ANNUAL MEETING
When and Where Is the Annual Meeting?

Date: Thursday, April 23, 2009
Time: 6:30 p.m., Central Daylight Time
Location: Agora Conference Center, located at 705 East Siebenmorgan Road, Conway, Arkansas

What Matters Will Be Voted Upon at the Annual Meeting?
At our Annual Meeting, shareholders will be asked to:
elect twelve directors for a term of one year;

ratify the appointment of BKD, LLP as the Company s independent registered public accounting firm for
the next fiscal year;

approve, on an advisory (non-binding) basis, the Company s executive compensation; and

transact such other business as may properly come before the meeting or any adjournments thereof.
Who Is Entitled to Vote?

Only shareholders of record at the close of business on the record date, March 6, 2009, are entitled to receive the
Notice of Annual Meeting and to vote the shares of common stock that they held on that date at the Meeting or at any
postponement or adjournment of the Meeting. Each outstanding share entitles its holder to cast one vote on each
matter to be voted on.

Who Can Attend the Meeting?

All shareholders as of the record date, or their duly appointed proxies, may attend the Meeting, and each may be
accompanied by one guest. Seating is limited and will be on a first-come, first-served basis. Registration will begin at
5:30 p.m., and seating will be available at approximately 6:00 p.m.

No cameras, electronic devices, large bags, briefcases or packages
will be permitted at the Meeting.

Please note that if you hold your shares in street name (that is, through a broker or other nominee), you will need to
bring a copy of a brokerage statement reflecting your stock ownership as of the record date and check in at the
registration desk at the Meeting.

What Constitutes a Quorum?

The presence at the Meeting, in person or by proxy, of the holders of a majority of the shares of common stock
outstanding on the record date will constitute a quorum, permitting the Company to conduct its business. As of the
record date, shares of common stock of the Company were outstanding. Proxies received,
but marked as abstentions and broker non-votes, will be included in the calculation of the number of shares considered
to be present at the Meeting.

Can a Shareholder Nominate a Director?

The Nominating and Corporate Governance Committee of the Board of Directors will consider a candidate
properly and timely recommended for directorship by a shareholder or group of shareholders of the Company. The
recommendation must be submitted by one or more shareholders that have beneficially owned, individually or as a
group, 2% or more of the outstanding common stock for at least one year as of the date the recommendation is
submitted. Shareholder recommendations must be submitted to the Secretary of the Company in writing via certified
U.S. mail not less than 120 days prior to the first anniversary of the date of the Proxy Statement relating to the
Company s previous Annual Meeting. Shareholder recommendations for the Annual Meeting of Shareholders in 2010

must be received by the Company by November ___, 2009. Recommendations must be addressed as follows:
4
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Home BancShares, Inc.
Attn: Corporate Secretary
P.O. Box 966
Conway, Arkansas 72033
DIRECTOR CANDIDATE RECOMMENDATION
Generally, candidates for a director position should possess:

relevant business and financial expertise and experience, including an understanding of fundamental
financial statements;

the highest character and integrity and a reputation for working constructively with others;
sufficient time to devote to meetings and consultation on Board matters; and

freedom from conflicts of interest that would interfere with their performance as a director.

The full text of our Policy Regarding Director Recommendations by Stockholders and Nominating and Corporate
Governance Committee Directorship Guidelines and Selection Policy are published on our website at
www.homebancshares.com and can be found under the caption Investor Relations / Corporate Profile / Governance
Documents.

How Can I Communicate Directly with the Board?
Shareholder communications to the Board of Directors, any committee of the Board of Directors, or any individual
director must be sent in writing via certified U.S. mail to the Corporate Secretary at the following address:
Home BancShares, Inc.
Attn: Corporate Secretary
P.O. Box 966
Conway, Arkansas 72033

Our Stockholder Communications Policy is published on the Company s website at www.homebancshares.com and
can be found under the caption Investor Relations / Corporate Profile / Governance Documents.
How Do I Vote?

The enclosed proxy card indicates the number of shares you own. There are four ways to vote:

By Internet at www.envisionreports.com/HOBA; we encourage you to vote this way.

By toll-free telephone at the number shown on your proxy card.
By completing and mailing your proxy card.

By written ballot at the Meeting.

If you vote by Internet or telephone, your vote must be received by 1:00 a.m. on April 23, 2009. Your shares will
be voted as you indicate. If you do not indicate your voting preferences, C. Randall Sims and Randy Mayor will vote
your shares FOR Proposals 1, 2 and 3.

If you Vote by Telephone or on the Internet, You Do NOT Need to Return Your Proxy Card.

If you complete and properly sign the accompanying proxy card and return it to the Company, or tender your vote
via telephone or the Internet, it will be voted as you direct. If you attend the Meeting, you may deliver your completed
proxy card in person. A proxy duly executed and returned by a shareholder, and not revoked prior to or at the Meeting,
will be voted in accordance with the shareholder s instructions on such proxy.

5
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If your shares are held in street name, you will need to contact your broker or other nominee to determine whether
you will be able to vote by telephone or Internet.
What Are the Board s Recommendations?

Unless you give other instructions on your proxy card, the persons named as proxy holders on the proxy card will
vote in accordance with the recommendations of the Board of Directors. The Board s recommendation is set forth
together with each proposal in this Proxy Statement. In summary, the Board recommends a vote:

For the election of the nominated slate of directors (see pages ___-__ ).

For the ratification of the appointment of BKD, LLP as the Company s independent registered public
accounting firm (see pages ___-___ ).

For the approval, on an advisory (non-binding) basis, of the Company s executive compensation (see
page__ ).

As of the date of this Proxy Statement, the Board knows of no other business that may properly be, or is likely to
be, brought before the Annual Meeting. With respect to any other matter that properly comes before the Meeting, the
proxy holders will vote as recommended by the Board of Directors or, if no recommendation is given, at their own
discretion.

What Vote Is Required to Approve Each Proposal?
Election of Directors. The affirmative vote of a plurality of the votes cast in person or by proxy at the Meeting
is required for the election of directors. A properly executed proxy marked WITHHOLD AUTHORITY with
respect to the election of one or more of the directors will not be voted with respect to the director or directors
indicated, although it will be counted for purposes of determining whether there is a quorum.

Other Proposals. For each other proposal, the affirmative vote of a majority of the votes cast in person or by
proxy at the Annual Meeting, assuming a quorum is present, will be required for approval. A properly executed
proxy marked ABSTAIN with respect to any such matter will not be voted, although it will be counted for
purposes of determining whether there is a quorum. Accordingly, an abstention will have no effect on the
outcome of the vote.

If you hold shares in street name through a broker or other nominee, your broker or nominee may not be permitted
to exercise voting discretion with respect to some of the matters to be acted upon. Thus, if you do not give your broker
or nominee specific instructions, your shares may not be voted on those matters and will not be counted in
determining the number of shares necessary for approval. Shares represented by such broker non-votes will, however,
be counted in determining whether there is a quorum.

The authorized common stock of the Company consists of 50,000,000 shares at $0.01 par value. As of the close of
business on March 6, 2009, there were shares eligible to vote.

Can I Change My Vote After I Return the Proxy Card?

Yes. Even after you have submitted your proxy, you may change your vote at any time before the proxy is
exercised by filing with the Secretary of the Company either a notice of revocation or a duly executed proxy bearing a
later date. The powers of the proxy holders will be suspended if you attend the Meeting in person and so request,
although attendance at the Meeting will not by itself revoke a previously granted proxy.

How Many Directors Are There?

Our Restated Articles of Incorporation provide that the number of directors shall not be less than two nor more

than fifteen, with the exact number to be fixed by the shareholders or the Board. Currently, we have twelve directors.
6
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How Long Do Directors Serve?

Our Bylaws provide that the directors shall serve a term of one year and until their successors are duly elected and
qualified. The shareholders of the Company elect successors for directors whose terms have expired at the Annual
Meeting. The Board elects members to fill new membership positions and vacancies in unexpired terms on the Board.
Do the Shareholders Elect the Executive Officers?

No. Executive officers are elected by the Board and hold office until their successors are elected and qualified or
until the earlier of their death, retirement, resignation or removal.

You Should Carefully Read this Proxy Statement in its Entirety.
7
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PROPOSAL ONE ELECTION OF DIRECTORS

Our Restated Articles of Incorporation provide that the number of directors shall not be less than two nor more
than fifteen, with the exact number to be fixed by the shareholders or the Board. The Board of Directors proposes that
the nominees for directors described below be re-elected for a new term of one year and until their successors are duly
elected and qualified. All nominees are currently serving as directors.

Each of the nominees has consented to serve the term for which he is nominated. If any nominee becomes
unavailable for election, which is not anticipated, the directors proxies will vote for the election of such other person
as the Board may nominate, unless the Board resolves to reduce the number of directors to serve on the Board and
thereby reduce the number of directors to be elected at the meeting.

The Board of Directors Recommends that Shareholders Vote
FOR
Each of the Nominees Listed Herein
DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

The names of the Company s directors and executive officers as of March 6, 2009, and their respective ages and
positions are listed in the following table.

During 2008, the Company announced plans to combine the charters of the Company s bank subsidiaries into a
single charter and adopt Centennial Bank as the common name. In December 2008, we began this combination
process by changing the name of First State Bank to Centennial Bank and combining the charter of Marine Bank into
this renamed First State Bank (now Centennial Bank). As of March 6, 2009, we have two separately chartered banks
with the same Centennial Bank name. As used in the following table and hereinafter in this Proxy Statement,

Centennial Bank (formerly First State Bank) refers to the newly renamed First State Bank (now Centennial Bank) and
Centennial Bank refers to the pre-existing separately chartered Centennial Bank. We anticipate that our remaining
bank charters will be merged into the Centennial Bank (formerly First State Bank) charter by the middle of 2009.
[Table follows on next page.]
8
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Name
John W. Allison

Ron W. Strother

Randy E. Mayor

C. Randall Sims

Brian S. Davis

Robert H. Adcock, Jr.

Richard H. Ashley

Dale A. Bruns

Richard A. Buckheim

S. Gene Cauley

Jack E. Engelkes

James G. Hinkle

Alex R. Lieblong

Table of Contents

Age
62

60

44

54

43

60

53

66

65

40

59

60

58

Positions Held
Chairman of the
Board and Chief
Executive
Officer

President, Chief
Operating
Officer, and
Director

Chief Financial
Officer and
Treasurer
Director and

Secretary

Director of
Financial
Reporting and
Investor
Relations Officer

Vice Chairman
of the Board

Director

Director

Director

Director

Director

Director

Director
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Positions Held
with Bank Subsidiaries
Chairman of the Board, Centennial Bank (formerly
First State Bank); Director, Community Bank, Twin
City Bank, Bank of Mountain View, and Centennial
Bank

Director, Centennial Bank (formerly First State

Bank), Community Bank, Twin City Bank, Bank of
Mountain View, and Centennial Bank

Director, Centennial Bank (formerly First State
Bank)

President, Chief Executive Officer, and Director,
Centennial Bank (formerly First State Bank);
Director Community Bank

Director, Centennial Bank (formerly First State
Bank)

Chairman of the Board, Twin City Bank; Director,
Centennial Bank (formerly First State Bank) and

Community Bank

Director, Centennial Bank (formerly First State
Bank) and Twin City Bank

Regional Chairman, Centennial Bank (formerly First
State Bank)

Director, Centennial Bank

Director, Centennial Bank (formerly First State
Bank)

Chairman of the Board, Bank of Mountain View

13



William G. Thompson

Robert F. Birch, Jr.

Tracy M. French

Robert Hunter Padgett

Chris S. Roberts

Michael L. Waddington
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61

59

47

50

40

66

Director

Director, Community Bank

President, Chief Executive Officer, and Director,
Twin City Bank

President, Chief Executive Officer, and Director,
Community Bank

Regional President, Centennial Bank (formerly First
State Bank)

President, Chief Executive Officer, and Director,
Centennial Bank

Chief Executive Officer and Director, Bank of
Mountain View

Table of Contents
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NOMINEES FOR DIRECTOR
The twelve director nominees consist of the current twelve members of the Board. Their experience and
qualifications as Board members are as follows:

John W. Allison Director Since 1998

John W. Allison is the founder and has been Chairman of the Board of Home BancShares since 1998. He also
serves on the Asset Quality Committee and Asset/Liability Committee of Home BancShares. Mr. Allison has more
than 25 years of banking experience, including service as Chairman of First National Bank of Conway from 1983 until
1998, and as a director of First Commercial Corporation from 1985 (when First Commercial acquired First National
Bank of Conway) until 1998. At various times during his tenure on First Commercial s board, Mr. Allison served as
the Chairman of that company s Executive Committee and as Chairman of its Asset Quality Committee. Prior to its
sale to Regions Financial Corporation in 1998, First Commercial was a publicly traded company and the largest bank
holding company headquartered in Arkansas, with approximately $7.3 billion in assets. In 2008, Mr. Allison became a
director of Lodgian, Inc., a publicly traded owner and operator of hotels.

Ron W. Strother Director Since 2004
Ron W. Strother has been President, Chief Operating Officer, and a director of Home BancShares since 2004. He

also serves as Chairman of the Asset Quality Committee and Asset/Liability Committee of Home BancShares.

Mr. Strother has more than 35 years of banking experience, which includes serving as Regional Chief Executive

Officer over Central Arkansas for Arvest Bank Group (Bentonville) from 2000 to 2004, Chairman and Chief

Executive Officer of Central Bank & Trust Company (Little Rock) from 1996 to 2000, President and Chief Operating

Officer of First Commercial Bank (Little Rock) from 1991 to 1994, President of First Commercial Mortgage

Company from 1984 to 1987, and President of Commercial National Mortgage Company from 1981 to 1984.

Mr. Strother began his career in 1973 with Commercial National Bank (Little Rock), which became First Commercial

Bank in 1983.

C. Randall Sims Director Since 1998

C. Randall Sims has been President and Chief Executive Officer of Centennial Bank (formerly First State Bank)
and a director of Home BancShares since 1998. He has served as Secretary of Home BancShares since 1998. Prior to
joining First State Bank, Mr. Sims was an executive vice president with First National Bank of Conway. He holds a
Juris Doctor degree from the University of Arkansas at Little Rock School of Law and a Bachelor of Arts degree in
accounting and business administration from Ouachita Baptist University in Arkadelphia, Arkansas. He attended the
Graduate School of Banking at the University of Wisconsin and is an honor graduate of the American Bankers
Association National Lending School held at the University of Oklahoma. Mr. Sims currently serves as a Trustee at
the University of Central Arkansas and as Chairman of the Conway Christian School Board.

Robert H. Adcock, Jr. Director From 1998 to 2003 and Since 2007

Robert H. Adcock, Jr. has been a director and Vice Chairman of Home BancShares since July 2007. He also serves
on the Asset Quality Committee, Audit Committee and Nominating and Corporate Governance Committee of Home
BancShares. Mr. Adcock is a co-founder of Home BancShares with Mr. Allison. He previously served as a director
and Vice Chairman of Home BancShares from 1998 to 2003. In June 2003, Mr. Adcock stepped down from the Board
of Directors of Home BancShares to become the Arkansas State Bank Commissioner. He was reappointed as Vice
Chairman of Home BancShares in July 2007 upon completion of his four-year term as Arkansas State Bank
Commissioner. Mr. Adcock retired from the First National Bank of Conway, Arkansas (now Regions Bank), in 1996
after more than 20 years of service. He presently serves as Vice President of Financial Services for the University of
Central Arkansas. He also operates a farming operation in Gould (Lincoln County), Arkansas, and has many real
estate holdings in the Conway, Arkansas, area.

10
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Richard H. Ashley Director Since 2004

Richard H. Ashley has been a director of Home BancShares since 2004 and served as Vice Chairman from 2006 to
July 2007. He also serves on the Asset Quality Committee, Asset/Liability Committee and the Compensation
Committee of Home BancShares. He has served as a director of Twin City Bank since 2000 and as Chairman since
2002, and he became a director of Centennial Bank (formerly First State Bank) in February 2009. Since March 2007,
he has been a director of Entergy Arkansas, Inc., an electric public utility company. Mr. Ashley is President and
owner of the Ashley Company, a privately held company involved in land development and investment in seven states
throughout the United States since 1978.

Dale A. Bruns Director Since 2004
Dale A. Bruns has been a director of Home BancShares since 2004 and a director of Centennial Bank (formerly
First State Bank) since 1998. Mr. Bruns has also served as a director of Twin City Bank since 2000. Mr. Bruns is the

chairman of the compensation committees for Home BancShares, Centennial Bank (formerly First State Bank), and
Twin City Bank and is a member of the Nominating and Corporate Governance Committee of Home BancShares.
Prior to his service with First State Bank, he served as a director of the First National Bank of Conway from 1985 to
1998. Mr. Bruns has owned and operated several McDonald s restaurants located in central Arkansas. He is also the
owner of Central Arkansas Sign Company, Inc. He currently serves on the board of the Arkansas McDonald s Self
Insurance Trust and on the impact committee for the McDonald s Great Southern Region. He is a past member of the
McDonald s National Operator advisory board of directors.

Richard A. Buckheim Director Since 2005

Richard A. Buckheim has been a director of Home BancShares since 2005. He also serves on the Compensation
Committee of Home BancShares. From 2000 until December 2008 when the Marine Bank charter was merged into
Centennial Bank (formerly First State Bank), he served as Chairman of the Board of Marine Bank and served on the
bank s compensation committee. He currently serves as Regional Chairman of Centennial Bank (formerly First State
Bank) for the bank s Florida region. Mr. Buckheim formerly owned two restaurants in Key West, Florida. Prior to
moving to Key West, he founded and served as President of Buckheim and Rowland, Inc., a Michigan-based
advertising and marketing company with offices in Ann Arbor, Detroit, New York, New York, and Melbourne,
Florida.

S. Gene Cauley Director Since January 2008

S. Gene Cauley has been a director of Home BancShares since January 2008. Since December 2004, he has been a
member of the Board of Directors of Centennial Bank. He also serves on the Asset Quality Committee and the
Asset/Liability Committee of Home BancShares. Mr. Cauley has substantial jury trial and arbitration experience
representing both plaintiffs and defendants. He is a recognized authority on class action procedure and often serves as
a guest lecturer on the topic. Mr. Cauley has significant experience in owning and operating commercial real estate.
He is a graduate of Vanderbilt University School of Law and graduated summa cum laude from the University of
Arkansas where he earned a bachelor s degree in Business Administration.

Jack E. Engelkes Director Since 2004

Jack E. Engelkes has been a director of Home BancShares since 2004 and a director of Centennial Bank (formerly
First State Bank) since 1998. He also serves as Chairman of the Audit Committee and a member of the Compensation
Committee of Home BancShares. From 1995 to 1998, he served as a director of First National Bank of Conway. Since
1990, Mr. Engelkes has served as managing partner in the accounting firm of Engelkes and Felts, Ltd. He became
President of the Board of Conway Regional Health Foundation in 2006. He has also been a director of the Conway
Regional Medical Center since 2005 and the Conway Development Corporation since 2000. Mr. Engelkes holds a
bachelor s degree in Business and Economics from Hendrix College in Conway.

11
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James G. Hinkle Director Since 2005
James G. Hinkle has been a director of Home BancShares since 2005. Mr. Hinkle currently serves as Chairman of

the Bank of Mountain View and as a member of the Asset/Liability Committee of Home BancShares. He has over

27 years of banking experience. From 1995 to 2005, he served as President of Mountain View BancShares, Inc., until

the company s merger into Home BancShares. He served as President of the Bank of Mountain View from 1981 to

2005.

Alex R. Lieblong Director Since 2003

Alex R. Lieblong has been a director of Home BancShares since 2003. He has served as an advisory director of
Centennial Bank (formerly First State Bank) since 2002, and he served as a director of First State Bank from 1998 to
2002. He also serves as Chairman of the Nominating and Corporate Governance Committee and a member of the
Audit Committee of Home BancShares. Mr. Lieblong became a director of Lodgian, Inc., a publicly traded owner and
operator of hotels, in 2006. He also currently serves on the board of directors of Ballard Petroleum, a privately held
energy company. Since 1997, Mr. Lieblong has been an owner and general principal in the brokerage firm of Lieblong
& Associates, Inc. Prior to Lieblong & Associates, Inc., he held management positions with Paine Webber, Merrill
Lynch, and E.F. Hutton. Mr. Lieblong was a founder and has been managing partner of Key Colony Fund, L.P., a
hedge fund, since 1998.

William G. Thompson Director Since 2004

William G. Thompson has been a director of Home BancShares since 2004 and a director of Community Bank
since 1988. He also serves on the Audit Committee and the Nominating and Corporate Governance Committee of
Home BancShares. Mr. Thompson has over 27 years of banking experience. From 2002 to 2004, he served as
Chairman of the Board of Community Bank. Mr. Thompson owns several privately held businesses located in Cabot,
Arkansas, including Transloading Service Inc., Thompson Service Inc., and Thompson Sales Inc.

CORPORATE GOVERNANCE

Duties of the Board

The Board of Directors has the responsibility to serve as the trustee for the shareholders. It also has the
responsibility for establishing broad corporate policies and for the overall performance of the Company. The Board,
however, is not involved in day-to-day operating details. Members of the Board are kept informed of the Company s
business through discussion with the Chief Executive Officer and other officers, by reviewing analyses and reports
sent to them quarterly, and by participating in Board and Committee meetings.
Corporate Governance Guidelines and Policies

We believe that good corporate governance helps ensure that the Company is managed for the long-term benefit of
its shareholders. We continue to review our corporate governance policies and practices, corporate governance rules
and regulations of the Securities and Exchange Commission (the SEC ), and the listing standards of the NASDAQ
Global Select Market on which our common stock is traded. The Board has adopted various corporate governance
guidelines and policies to assist the Board in the exercise of its responsibilities to the Company and its shareholders.
The guidelines and policies address, among other items, director independence and director qualifications. You can
access and print our corporate governance guidelines and policies, including the charters of our Audit Committee,
Compensation Committee, Nominating and Corporate Governance Committee, our Corporate Code of Ethics for
Directors, Executive Officers and Employees and other Company policies and procedures required by applicable law
or regulation on our website at www.homebancshares.com under the caption Investor Relations"/ Corporate
Profile"/ Governance Documents.
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Director Independence
NASDAQ rules require that a majority of the directors of NASDAQ-listed companies be independent. An

independent director generally means a person other than an officer or employee of the listed company or its
subsidiaries, or any other individual having a relationship which, in the opinion of the listed company s board of
directors, would interfere with the exercise of independent judgment in carrying out the responsibilities of a director.
Certain categories of persons are deemed not to be independent under the NASDAQ rules, such as persons employed
by the listed company within the last three years, and persons who have received (or whose immediate family
members have received) payments exceeding a specified amount from the listed company within the last three years,
excluding payments that are not of a disqualifying nature (such as compensation for board service, payments arising
solely from investments in the listed company s securities, and benefits under a tax-qualified retirement plan).
NASDAQ rules impose somewhat more stringent independence requirements on persons who serve as members of the
audit committee of a listed company.

Of the twelve persons who currently serve on our Board of Directors, we believe that nine are independent for
purposes of NASDAQ rules. Messrs. Allison, Strother, and Sims are not considered independent because they are
officers of Home BancShares. The Board has also determined that no member of the Audit Committee, Compensation
Committee or Nominating and Corporate Governance Committee has any material relationship with the Company
(either directly or indirectly as a partner, shareholder or officer of an organization that has a relationship with the
Company) and that all members of these committees meet the criteria for independence under the NASDAQ listing
standards.

Code of Ethics

We have adopted a Code of Ethics that applies to all of our directors, officers, and employees. We believe our
Code of Ethics is reasonably designed to deter wrongdoing and to promote honest and ethical conduct, including the
ethical handling of conflicts of interest, full, fair and accurate disclosure in filings and other public communications
made by us, compliance with applicable laws, prompt internal reporting of ethics violations, and accountability for
adherence to the Code of Ethics. This Code of Ethics is published in its entirety on our website at
www.homebancshares.com under the caption Investor Relations"/ Corporate Profile"/ Governance Documents. We will
post on our website any amendment to this code and any waivers of any provision of this code made for the benefit of
any of our senior executive officers or directors.

BOARD MEETINGS AND COMMITTEES OF THE BOARD

The business of the Company is managed under the direction of the Board of Directors, who meet on a regularly
scheduled basis during the calendar year to review significant developments affecting the Company and to act on
matters that require Board approval. Special meetings are also held when Board action is required on matters arising
between regularly scheduled meetings. Written consents to action without a meeting may be obtained if the Company
deems it more appropriate.

All members of the Board are strongly encouraged to attend each meeting of the Board and meetings of the Board
Committees on which they serve, as well as the Annual Meeting. The Board of Directors held four regularly
scheduled meetings and one special meeting during calendar year 2008. During this period all current members of the
Board participated in at least 80% of the Board and committee meetings. Our Director Attendance Policy is published
on our website at www.homebancshares.com under the caption Investor Relations"/ Corporate Profile"/ Governance
Documents.

Our Board of Directors has five standing committees: the Audit Committee, the Compensation Committee, the
Nominating and Corporate Governance Committee, the Asset/Liability Committee and the Asset Quality Committee.
Committee members are elected annually by the Board and serve until their successors are elected and qualified or
until their earlier resignation or removal.

The following table discloses the Board members who serve on each of the Board s committees and the number of
meetings held by each committee during calendar year 2008.

13
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Committees of the Board

Nominating
and
Corporate Asset
Audit Compensation Governance  Asset/Liability Quality

Robert H. Adcock, Jr. X X X
John W. Allison X X
Richard H. Ashley X X X
Dale A. Bruns Chair X
Richard A. Buckheim X
S. Gene Cauley X X
Jack E. Engelkes Chair X
James G. Hinkle X
Alex R. Lieblong X Chair
Ron W. Strother Chair Chair
William G. Thompson X X
Number of Meetings 5 7 1 4 4
Audit Committee

The Audit Committee assists the Board in fulfilling its oversight responsibility relating to the integrity of our
accounting and financial reporting processes and our financial statements, our compliance with legal and regulatory
requirements, the independent auditor s qualifications and independence, and the performance of our internal audit
function and our independent auditors. In fulfilling its duties, the Audit Committee, among other things:

prepares the Audit Committee report for inclusion in the annual proxy statement;

appoints, compensates, retains and oversees the independent auditors;

pre-approves all auditing and appropriate non-auditing services performed by the independent auditor;
discusses with the internal and independent auditors the scope and plans for their respective audits;

reviews the results of each quarterly review and annual audit by the independent auditors;

reviews the Company s financial statements and related disclosures in the Company s quarterly and annual
reports prior to filing with the SEC;

reviews the Company s policies with respect to risk assessment and risk management;

reviews the Company s internal controls, the results of the internal audit program, and the Company s
disclosure controls and procedures and quarterly assessment of such controls and procedures;

establishes procedures for handling complaints regarding accounting, internal accounting controls, and
auditing matters, including procedures for confidential, anonymous submission of concerns by employees
regarding such matters; and

reviews the Company s legal and regulatory compliance programs.
14
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The Board of Directors has adopted a written charter for the Audit Committee that meets the applicable standards
of the SEC and NASDAQ. A copy of the Audit Committee Charter is published on our website at
www.homebancshares.com under the caption Investor Relations"/ Corporate Profile"/ Governance Documents.
The Audit Committee is comprised of Jack E. Engelkes, Chairman, Robert H. Adcock, Jr., Alex R. Lieblong and
William G. Thompson. The Board has determined that each member of the Committee satisfies the independence
requirements of the NASDAQ listing standards, that each member of the Committee is financially literate,
knowledgeable and qualified to review financial statements, and that Mr. Engelkes has the attributes of an audit
committee financial expert as defined by the regulations of the SEC.
Compensation Committee
The Compensation Committee aids the Board in discharging its responsibility with respect to the compensation of
our executive officers and directors. The Compensation Committee is responsible for evaluating and approving the
Company s compensation plans and policies and for communicating the Company s compensation policies to
shareholders in our annual proxy statement. In fulfilling its duties, the Compensation Committee, among other things:
reviews and approves corporate goals and objectives relevant to the compensation of our Chief Executive
Officer ( CEO ) and Chief Operating Officer ( COO );

evaluates the performance and determines the annual compensation of the CEO and COO in accordance with
these goals and objectives;

reviews and approves the amounts and terms of the annual compensation for our other executive officers;

reviews and approves employment agreements, severance agreements or arrangements, retirement
arrangements, change in control agreements/provisions and special or supplemental benefits for the
executive officers;

reviews and makes recommendations to the Board with respect to incentive based compensation plans and
equity based plans, and establishes criteria for and grants awards to participants under such plans;

reviews and recommends to the Board the compensation for our directors; and

reviews and recommends to the Board that the Compensation Discussion and Analysis be included in the
annual proxy statement and Form 10-K annual report.

The Board of Directors has adopted a written charter for the Compensation Committee that meets the applicable
standards of the SEC and NASDAQ. The Compensation Committee Charter is published on our website at
www.homebancshares.com under the caption Investor Relations"/ Corporate Profile"/ Governance Documents.

The Compensation Committee is comprised of Dale A. Bruns, Chairman, Richard H. Ashley, Richard A.
Buckheim and Jack E. Engelkes. The Board has determined that each member of the Committee satisfies
independence requirements of the NASDAQ listing standards and Section 162(m) of the Internal Revenue Code of
1986, as amended.

The Compensation Committee charter authorizes the Committee to delegate to subcommittees of the Committee
any responsibility the Committee deems necessary or appropriate. The Committee shall not, however, delegate to a
subcommittee any power or authority required by any law, regulation or listing standard to be exercised by the
Committee as a whole. The Committee did not utilize the services of a subcommittee in 2008.

The CEO provides recommendations to the Committee regarding the form and amount of compensation paid to
executive officers who report directly to him. Additionally, the CEO and our Chief Financial Officer ( CFO ) regularly
attend Committee meetings, other than executive sessions. Traditionally, management has provided to the Committee
historical and prospective breakdowns of primary compensation components for each executive officer, including
internal pay equity analyses.

15
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Historically, the Committee meets subsequent to year end to finalize discussion regarding the Company s
performance goals for the previous and current year with respect to performance-based compensation to be paid to
executive officers and to approve its report for the annual proxy statement. These goals are approved within 90 days of
the beginning of the year. Each year in December and/or January, the Committee generally discusses any new
compensation issues, the compensation, bonus and incentive plan award analyses and the engagement of a
compensation consultant for annual executive and director compensation. The Committee also meets in December
and/or January to:

1. review and discuss the recommendations made by the CEO;

2. review the performance of the Company and the individual officers;

3. review the level to which the Company s performance goals were attained and approve short-term cash bonus
and long-term incentive awards; and

4. determine the executive officers base salaries for the following year.

Management also advises the full Board, including the Committee members, throughout the year of new issues and
developments regarding executive compensation.

Compensation Committee Interlocks And Insider Participation

During 2008, Messrs. Bruns, Ashley, Buckheim and Engelkes served as members of the Compensation Committee.
None of these four directors during 2008 or at any previous time served as an officer or employee of Home
BancShares or any of our bank subsidiaries. During 2008, none of our executive officers served as a director or
member of the compensation committee (or group performing equivalent functions) of any other entity for which any
of our independent directors served as an executive officer. See CERTAIN RELATIONSHIPS AND RELATED
TRANSACTIONS for information concerning transactions during 2008 involving Mr. Ashley.
Nominating and Corporate Governance Committee

The Nominating and Corporate Governance Committee develops and maintains the corporate governance policies
of the Company. The Committee s responsibilities include, among other things:

developing and maintaining the Company s corporate governance policies;

identifying, screening and recruiting qualified individuals to become Board members;
determining the composition of the Board and its committees;
assisting the Board in assessing the Board s effectiveness;

assisting management in preparing the disclosures regarding the Committee s operation to be included in the
Company s annual proxy statement; and

reviewing and approving all related party transactions.

The Board of Directors has adopted a written charter for the Nominating and Corporate Governance Committee
that meets the applicable standards of the SEC and NASDAQ. The Nominating and Corporate Governance Committee
Charter is published on our website at www.homebancshares.com under the caption Investor Relations"/ Corporate
Profile"/ Governance Documents.

The Nominating and Corporate Governance Committee is comprised of Alex R. Lieblong, Chairman, Robert H.
Adcock, Jr., Dale A. Bruns and William G. Thompson. The Board has determined that all members of the Committee
satisfy independence requirements of the NASDAQ listing standards. The Nominating and Corporate Governan"
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Realized gain (loss) on securities and related hedges

359 4 623 (19,927)
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Total other expense

EXPENSE:

Salaries and benefits

Professional fees

Management fees

Insurance

Other

Total expenses

INCOME (LOSS) FROM CONTINUING OPERATIONS
Income from discontinued operation - net of tax
NET INCOME (LOSS)

Basic income (loss) per common share

Diluted income (loss) per common share
Dividends declared per common share
Weighted average shares outstanding-basic

Weighted average shares outstanding-diluted

(167) (3 (910) (21,389)

473 258 1,486 988

323 367 1,021 1,065
508 186 935 479

171 275 358 668

400 349 1,247 1,626
1,875 1,435 5,047 4,826
2,641 744 6,978 (20,260)
236 285 500 1,294
$2,877 $1,029 $7,478 $(18,966)
$0.31 $0.11 $0.80 $(2.39)
$0.30 $0.11 $0.78 $(2.39)
$0.25 $0.16 $0.66 $0.44
9,406 9,320 9,349 7,924

11,906 9,320 11,849 7,924

See notes to condensed consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

For the nine months ended September 30, 2009

(dollar amounts in thousands)

(unaudited)
Accumulated
Additional Other
Common Paid-In Accumulated Comprehensive Comprehensive
Stock Capital Deficit Income/(Loss) Income Total

Balance, January 1, 2009 $ 93 $ 150,790 $ (103,114) $ (8,521) $ 39248
Net income — — 7,478 —3 7,478 7,478
Restricted Stock issuance 1 224 225
Dividends declared — (6,176) — — — (6,176)
Reclassification of gain for
sales of investment — available
for sale securities — — — 141 141 141
Increase in fair value of
derivative instruments
utilized for cash flow hedges — — — 1,898 1,898 1,898
Comprehensive income — — — —3 24,852
Balance, September 30, 2009 $ 94 $ 144838 $ (95,636) $ 8,853) $ 58,149

See notes to condensed consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(dollar amounts in thousands)

(unaudited)
For the Nine Months
Ended
September 30,
2009 2008
Cash Flows from Operating Activities:
Net income (loss) $ 7,478 $ (18,966)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization 1,069 1,044
Accretion/amortization of discount/premium on investment securities and mortgage loans
held in securitization trusts (126) 819
Realized (gain) loss on securities and related hedges (623) 19,927
Impairment loss on investment securities 119 —
Provision for loan losses 1,414 1,520
Loans held for sale lower of cost or market adjustments 307 —
Restricted stock compensation expense 224 —
Changes in operating assets and liabilities:
Proceeds from sales or repayments of mortgage loans held for sale 975 2,732
Accounts and accrued interest receivable 480 48
Prepaid and other assets (409) 207
Due to loan purchasers (192) 117
Accounts payable and accrued expenses (1,297) (1,221)
Net cash provided by operating activities 9,419 6,227
Cash Flows from Investing Activities:
Decrease in restricted cash 4,600 7,237
Purchases of investment securities (43,440) (850,609)
Proceeds from sales of investment securities 198,494 625,986
Principal repayments received on mortgage loans held in securitization trusts 55,473 70,815
Principal paydowns on investment securities - available for sale 56,453 64,043
Net cash provided by (used in) investing activities 271,580 (82,528)
Cash Flows from Financing Activities:
Proceeds from common stock issued (net) — 56,544
Proceeds from convertible preferred debentures (net) — 19,590
Payments from termination of swaps — (8,333)
(Decrease) increase in financing arrangements (207,584) 90,581
Dividends paid (4,753) (2,610)
Payments made on collateralized debt obligations (55,646) (71,672)
Net cash (used in) provided by financing activities (267,983) 84,100
Net Increase in Cash and Cash Equivalents 13,016 7,799
Cash and Cash Equivalents - Beginning of Period 9,387 5,508
Cash and Cash Equivalents - End of Period $ 22403 §$ 13,307

Supplemental Disclosure:
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Cash paid for interest $ 10,092 $ 28,030
Non-Cash Financing Activities:

Dividends declared to be paid in subsequent period $ 2355 % 1,491
Restricted stock grants $ 523 $ —
5
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2009
(unaudited)

1. restart Organization and Summary of Significant Accounting Policies

Organization - New York Mortgage Trust, Inc. together with its consolidated subsidiaries (“NYMT”, the “Company”, “we”,
“our”, and “us”) is a self-advised real estate investment trust, or REIT, in the business of acquiring and managing
primarily residential adjustable rate mortgage-backed securities issued by a United States government-sponsored
enterprise (“GSE” or “Agency”), such as the Federal National Mortgage Association (“Fannie Mae”) or the Federal Home
Loan Mortgage Corporation (“Freddie Mac”), and prime credit quality residential adjustable-rate mortgage (“ARM”)
loans, and/or prime ARM loans. We refer to residential adjustable rate mortgage-backed securities throughout this
Quarterly Report on Form 10-Q as “RMBS” and RMBS issued by a GSE as “Agency RMBS”. We also invest, although to

a lesser extent, in certain alternative real estate related and financial assets that present greater credit risk and less
interest rate risk than our current RMBS investments and prime ARM loans which may include, among other things,
non-Agency RMBS, certain non-rated residential mortgage assets, commercial mortgage-backed securities,
commercial real estate loans, collateralized loan obligations and other similar investments. We refer to our investment

in these alternative assets as our “alternative investment strategy.” We seek attractive long-term investment returns by
investing our equity capital and borrowed funds in such securities. Our principal business objective is to generate net
income for distribution to our stockholders resulting from the spread between the interest and other income we earn on

our interest-earning assets and the interest expense we pay on the borrowings that we use to finance these assets,
which we refer to as our net interest income.

The Company conducts its business through the parent company, NYMT, and several subsidiaries, including special
purpose subsidiaries established for loan securitization purposes, a taxable REIT subsidiary ("TRS") and a qualified
REIT subsidiary ("QRS"). The Company conducts certain of its operations related to its alternative investment
strategy through its wholly-owned TRS, Hypotheca Capital, LLC (“HC”), in order to utilize, to the extent permitted by
law, some or all of a net operating loss carry-forward held in HC that resulted from the Company's exit from the
mortgage lending business. Prior to March 31, 2007, the Company conducted substantially all of its mortgage lending
business through HC. The Company's wholly-owned QRS, New York Mortgage Funding, LLC
(“NYMPF”), currently holds certain mortgage-related assets under our principal investment strategy for regulatory
compliance purposes. The Company also may conduct certain of its operations related to its alternative investment
strategy through NYMF. The Company consolidates all of its subsidiaries under generally accepted accounting
principles in the United States of America (“GAAP”).

The Company is organized and conducts its operations to qualify as a REIT for federal income tax purposes. As such,
the Company will generally not be subject to federal income tax on that portion of its income that is distributed to
stockholders if it distributes at least 90% of its REIT taxable income to its stockholders by the due date of its federal
income tax return and complies with various other requirements.

Basis of Presentation - The condensed consolidated balance sheets at September 30, 2009 and December 31, 2008, the
condensed consolidated statements of operations for the three and nine months ended September 30, 2009 and 2008,
the condensed consolidated statement of stockholders’ equity for the nine months ended September 30, 2009 and the
condensed consolidated statements of cash flows for the nine months ended September 30, 2009 and 2008 are
unaudited. In our opinion, all adjustments (which include only normal recurring adjustments) necessary to present
fairly the financial position, results of operations and cash flows have been made. Certain information and footnote
disclosures normally included in financial statements prepared in accordance with GAAP have been condensed or
omitted in accordance with Article 10 of Regulation S-X and the instructions to Form 10-Q. These condensed
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
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thereto included in our Annual Report on Form 10-K for the year ended December 31, 2008, as filed with the
Securities and Exchange Commission (“SEC”). The results of operations for the three and nine months ended
September 30, 2009 are not necessarily indicative of the operating results for the full year.

The accompanying condensed consolidated financial statements include our accounts and those of our consolidated
subsidiaries. All significant intercompany amounts have been eliminated. The preparation of financial statements in
conformity with GAAP requires us to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting periods. Actual results could differ from those estimates.
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New Accounting Pronouncements - In June 2009, the Financial Accounting Statements Board (“FASB”) issued
Statement of Financial Accounting Standards (“SFAS”) No. 168, The FASB Accounting Standards Codification
(Codification “ASC”) and the Hierarchy of GAAP ("SFAS No. 168"). SFAS No. 168 replaces SFAS No. 162, The
Hierarchy of GAAP and establishes the Codification as the single source of authoritative U.S. GAAP recognized by
the FASB to be applied by nongovernmental entities. SEC rules and interpretive releases are also sources of
authoritative GAAP for SEC registrants. SFAS No. 168 modifies the GAAP hierarchy to include only two levels of
GAAP: authoritative and non-authoritative. SFAS No. 168 is effective for financial statements issued for fiscal years
ending after September 15, 2009 and interim periods within those fiscal years, and will therefore became effective for
us as of September 30, 2009. Due to the nature of this pronouncement, we do not anticipate that the adoption of SFAS
No. 168 will have a material impact on our results of operations and financial condition.

In June 2007, the Emerging Issues Task Force (“EITF”) reached consensus on Issue No. 06-11, Accounting for Income
Tax Benefits of Dividends on Share-Based Payment Award. EITF Issue No. 06-11 requires that the tax benefit related
to dividend equivalents paid on restricted stock units that are expected to vest, be recorded as an increase to additional
paid-in capital. The Company accounts for this tax benefit as a reduction to income tax expense. EITF Issue

No. 06-11 is to be applied prospectively for tax benefits on dividends declared in fiscal years beginning after
December 15, 2008. The Company adopted the provisions of EITF Issue No. 06-11 during the first quarter of

2009. The adoption of EITF Issue No. 06-11 did not have a material effect on the Company’s condensed consolidated
financial statements. EITF issue No. 6-11 has been incorporated into ASC 718 Accounting for Income Tax Benefits
of Dividends on Share-Based Payment Awards.

In December 2007, the Financial Accounting Statements Board (“FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 141, Business Combinations and issued SFAS No. 141(R) Business Combinations. SFAS No.
141(R) broadens the guidance of SFAS No. 141, extending its applicability to all transactions and other events in
which one entity obtains control over one or more other businesses. It broadens the fair value measurement and
recognition of assets acquired, liabilities assumed, and interests transferred as a result of business combinations; and it
stipulates that acquisition related costs be generally expensed rather than included as part of the basis of the
acquisition. SFAS No. 141(R) expands required disclosures to improve the ability to evaluate the nature and financial
effects of business combinations. SFAS No. 141(R) is effective for all transactions the Company closes, on or after
January 1, 2009. The Company adopted SFAS No. 141(R) as of January 1, 2009 and it did not have a material impact
on the Company’s condensed consolidated financial statements. SFAS No. 141(R) has been incorporated into ASC 805
Business Combinations.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities — an
amendment of FASB Statement No. 133. SFAS No. 161 requires enhanced disclosures about an entity’s derivative
and hedging activities, and is effective for financial statements the Company issues for fiscal years beginning after
November 15, 2008, with early application encouraged. Because SFAS No. 161 requires only additional disclosures
concerning derivatives and hedging activities, adoption of SFAS No. 161 did not affect the Company’s financial
condition, results of operations or cash flows. The Company adopted SFAS No. 161 in the first quarter of 2009 and as

a result expanded the footnote disclosure included in the condensed consolidated financial statements (see note
4). SFAS No. 161 has been incorporated into ASC 815 Derivatives and Hedging.

In May 2008, the FASB issued FSP No. APB 14-1, Accounting for Convertible Debt Instruments that may be Settled
in Cash upon Conversion (Including Partial Cash Settlement). The FSP requires the initial proceeds from the sale of
our convertible preferred debentures to be allocated between a liability component and an equity component. The
resulting discount would be amortized using the effective interest method over the period the debt is expected to
remain outstanding as additional interest expense. The FSP No. APB 14-1 is effective for our fiscal year beginning on
January 1, 2009 and requires retrospective application. The Company adopted FSP as of January 1, 2009 and it had no
impact on the Company’s condensed consolidated financial statements. FSP No. APB 14-1 has been incorporated into
ASC 470 Debt, with Conversion and Other Options.
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On October 10, 2008, the FASB issued FSP SFAS No. 157-3, Determining the Fair Value of a Financial Asset When
the Market for That Asset Is Not Active “FSP No. 157-3” clarifies the application of SFAS No. 157 in a market that is
not active and provides an example to illustrate key consideration in determining the fair value of a financial asset
when the market for that financial asset is not active. The issuance of FSP No. 157-3 did not have a significant impact
on the Company’s determination of fair value for its financial assets. FSP SFAS No. 157-3 has been incorporated into
ASC 820 Fair Value Measurements and Disclosures.

In April 2009, the FASB issued FSP SFAS No. 157-4, Determining Fair Value When the Volume and Level of
Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly
(“FSP No. 157-4”), to provide additional guidance for estimating fair value in accordance with SFAS No. 157 when the
volume and level of activity for the asset or liability have significantly decreased as well as on identifying
circumstances that indicate that a transaction is not orderly. FSP No. 157-4 provides additional guidance on
determining fair value when the volume and level of activity for the asset or liability have significantly decreased
when compared with normal market activity for the asset or liability (or similar assets or liabilities). FSP No. 157-4
further amends SFAS No. 157 to require the disclosure in interim and annual periods of the inputs and valuation
technique(s) used to measure fair value and a discussion of changes in valuation techniques and related inputs, if any,
during the period. FSP No. 157-4 is effective for the Company’s interim and annual reporting periods ending after
June 15, 2009, and should be applied prospectively. The Company adopted FSP SFAS No. 157-4 did not have a
material impact on the Company’s condensed consolidated financial statements. FSP SFAS No. 157-4 has been
incorporated into ASC 320 Accounting for Debt Securities After an Other-than-temporary Impairment.

In April 2009, the FASB issued FSP SFAS No. 115-2 and SFAS No. 124-2, Recognition and Presentation of

Other-Than-Temporary Impairments, which provides additional guidance on the recognition, presentation and

disclosure of losses in earnings for the impairment of investments in debt securities when changes in fair value of
those securities are not regularly recognized in earnings (other-than-temporary impairment for debt securities). This

FSP also requires additional disclosures regarding expected cash flows, credit losses, and aging of securities with

unrealized losses. Under this FSP, an other than temporary impairment is taken if the Company intends or is forced to

sell the related debt security before its anticipated recovery with any impairment charge recognized in the statements

of operations. Realized credit losses are also recognized in the statement of operations. The FSP is effective for the

Company’s interim and annual reporting periods ending after June 15, 2009, and should be applied prospectively. The
Company adopted FSP SFAS No. 115-2 and FSP SFAS No. 124-2 and it did not have a material impact on the

Company’s condensed consolidated financial statements. FSP SFAS No. 115-2 and SFAS No. 124-2 has been
incorporated into ASC 825 Financial Instruments, Fair Value Option and ASC 270 Interim Reporting.

In June 2009, the FASB issued SFAS No. 165, Subsequent Events which is effective for interim and annual periods
ending after June 15, 2009. SFAS No. 165 establishes general standards of accounting for and disclosure of events
that occur after the balance sheet date but before financial statements are issued or are available to be issued. It
requires the disclosure of the date through which an entity has evaluated subsequent events and the basis for that date.
The Company adopted SFAS No. 165 in the second quarter of 2009 and has evaluated all events or transactions
through November 6, 2009. During this period, we did not have any material subsequent events that impacted our
consolidated financial statements. SFAS No. 165 has been incorporated into ASC 855 Subsequent Events.

In June 2009, the FASB issued SFAS No. 166, Accounting for Transfers of Financial Assets—an amendment of FASB
Statement No. 140 (“SFAS No. 166”), which amends the derecognition guidance in SFAS No. 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities, eliminates the concept of a “qualifying
special-purpose entity” (“QSPE”) and requires more information about transfers of financial assets, including
securitization transactions as well as a company’s continuing exposure to the risks related to transferred financial
assets. The SFAS No. 166 will update ASC 810 Consolidation. SFAS No. 166 is effective for financial asset transfers
occurring after the beginning of an entity’s first fiscal year that begins after November 15, 2009 and early adoption is
prohibited. Management is currently evaluating the impact on our consolidated financial statements of adopting SFAS
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In June 2009, the FASB issued SFAS No. 167, Amendments to FASB Interpretation No. 46(R) (“SFAS No. 1677),
which amends the consolidation guidance applicable to variable interest entities. The amendments will significantly
affect the overall consolidation analysis under FASB ASC 810, Consolidation (“FASB ASC 810”) and changes the way
entities account for securitizations and special purpose entities as a result of the elimination of the QSPE concept in
SFAS No.166. SFAS No. 167 is effective as of the beginning of the first fiscal year that begins after November 15,
2009 and early adoption is prohibited. Management is currently evaluating the impact of adopting SFAS No. 167.

8
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In August 2009, the FASB issued Accounting Standards Update (“ASU”) 2009-05 Measuring Liabilities at Fair Value.
The update clarifies that the unadjusted quoted price for an identical liability, when traded as an asset in an active
market is a Level 1 measurement for the liability and provides guidance on the valuation techniques to estimate fair
value of a liability in the absence of a Level 1 measurement. The update is effective for the first interim or annual
reporting period beginning after its issuance. The update did not have a material effect on our consolidated financial
statements.

2. Investment Securities - Available for Sale

Investment securities available for sale consist of the following as of September 30, 2009 (dollar amounts in
thousands):

Amortized  Unrealized Unrealized Carrying

Cost Gains Losses Value
Agency RMBS (1) $ 218202 $ 6,687 $ —$ 224,889
Non-Agency RMBS 42,889 4,133 (2,637) 44,385
Collateralized Loan Obligations 8,988 4,332 — 13,320
Total $ 270,079 $ 15,152 % (2,637) $ 282,594

(1)- Agency RMBS only includes Fannie Mae securities at September 30, 2009.

Investment securities available for sale consist of the following as of December 31, 2008 (dollar amounts in
thousands):

Amortized Unrealized Unrealized Carrying

Cost Gains Losses Value
Agency RMBS (1) $ 454,653 $ 1,316 $ 98) $ 455871
Non-Agency RMBS 25,724 — 4,179) 21,545
Total $ 480,377 $ 1,316 $ @4.277) $ 477,416

(1)- Agency RMBS carrying value included $354.4 million of Fannie Mae and $101.5 million of Freddie Mac
securities.

The Company commenced its alternative investment strategy by purchasing $46.0 million face amount of CRATOS
CLO I collateralized loan obligations (“CLO”) on March 31, 2009 at a purchase price of approximately $9.0 million.
This transaction settled on April 7, 2009. This marked the Company’s first investment under its alternative investment
strategy. In addition, during the second and third quarters of 2009 the Company opportunistically purchased
approximately $45.0 million current par value of non-Agency RMBS at an average cost of 60.2% of par. The $45.0
million current par value of non-Agency RMBS purchased were previously rated AAA (at issuance) and represent the
senior cashflows of the applicable deal structures.

During March 2009, the Company determined that the Agency collateralized mortgage obligations (“CMO”) floaters in
its portfolio were no longer producing acceptable returns and initiated a program for the purpose of disposing of these
securities. The Company disposed approximately $159.5 million in current par value of Agency CMO floaters during
March 2009, with the balance of the Agency CMO floaters, or $34.3 million in current par value, in its portfolio being
sold in April 2009, for an aggregate disposition of approximately $193.8 million in current par value of Agency CMO
floaters and a net gain of approximately $0.1 million. As a result of this sale program, the Company incurred an
additional impairment of $0.1 million in the quarter ended March 31, 2009 as the Company intended to sell their
Agency CMO floaters.
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The following tables set forth the stated reset periods and weighted average yields of our investment securities at
September 30, 2009 (dollar amounts in thousands):

More than 24
More than 6 Months Months
Less than 6 Months to 24 Months to 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average  Carrying Average  Carrying Average  Carrying Average
Value Yield Value Yield Value Yield Value Yield

Agency RMBS $ — — $ 94,064 3.30% $130,825 4.50% $224,889 4.00%
Non-Agency RMBS 19,365 8.47% 8,597 7.47% 16,423 12.52% 44,385 9.77%
CLO 13,320 22.25% — — — — 13,320 22.25%
Total/Weighted
Average $ 32,685 14.09% $ 102,661 3.64% $ 147,248 5.39% $282,594 5.76%

The following table sets forth the stated reset periods and weighted average yields of our investment securities at
December 31, 2008 (dollar amounts in thousands):

More than 6 More than 24
Months Months
Less than 6 Months to 24 Months to 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average  Carrying Average Carrying Average  Carrying Average
Value Yield Value Yield Value Yield Value Yield

Agency RMBS $197,675 8.54% $ 66,910 3.69% $191,286 4.02% $455,871 5.99%
Non-Agency
RMBS (1) 21,476 14.11% — — 69 16.99% 21,545 14.35%
Total/Weighted
Average $219,151 9.21% $ 66,910 3.69% $191,355 4.19% $477,416 6.51%

(1)The NYMT retained securities includes $0.1 million of residual interests related to the NYMT 2006-1 transaction.

The following table presents the Company’s investment securities available for sale in an unrealized loss position,
aggregated by investment category and length of time that individual securities have been in a continuous unrealized
loss position at September 30, 2009. (dollar amounts in thousands):

Less than 12 Months Greater than 12 Months Total
Carrying  Unrealized  Carrying  Unrealized  Carrying  Unrealized
Value Losses Value Losses Value Losses
Non-Agency RMBS $ 2,134 $ 128 $ 13,492 % 2,509 $ 15,626 $ 2,637
Total $ 2,134 $ 128 $ 13,492 % 2,509 $ 15,626 $ 2,637

The following table presents the Company’s investment securities available for sale in an unrealized loss position,
aggregated by investment category and length of time that individual securities have been in a continuous unrealized
loss position at December 31, 2008.

Less than 12 Months Greater than 12 Months Total
Carrying Unrealized  Carrying  Unrealized  Carrying  Unrealized
Value Losses Value Losses Value Losses
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Agency RMBS $ 0,406 $ 98 $ —3$ —3$ 9,406 98
Non-Agency RMBS 18,649 4,179 — — 18,649 4,179
Total $ 28,055 $ 4277 $ —3$ —$ 28,055 4,277
10
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As of September 30, 2009 and the date of this filing, we either do not have the intent to sell or we believe that it is

more likely than not that we will not have to sell our portfolio of securities which are currently in unrealized loss

positions for the foreseeable future. In assessing the Company’s ability to hold its securities, it considers the
significance of each investment and the amount of impairment, as well as the Company’s current and anticipated
leverage capacity and liquidity position. In addition, the Company anticipates collecting principal repayments in

amounts sufficient to recover the amortized cost of the related non-Agency RMBS and anticipates that credit losses

will not exceed the purchased discount. Should conditions change that would require us to sell securities at a loss or

for liquidity reasons, we may no longer be able to assert that we will not have to sell our portfolio of securities which

are currently in an unrealized loss position for the foreseeable future, in which case we would then be required to

record impairment charges related to these securities.

The majority of the Company’s Agency RMBS that are classified as investment securities available for sale are
pledged as collateral for borrowings under financing arrangements (see note 5).

3. Mortgage Loans Held in Securitization Trusts (net)

Mortgage loans held in securitization trusts (net) consist of the following as of September 30, 2009 and December 31,
2008 (dollar amounts in thousands):

September ~ December

30, 31,
2009 2008
Mortgage loans principal amount (1) $ 291,423 $§ 347,546
Deferred origination costs — net 1,840 2,197
Reserve for loan losses (2,323) (1,406)
Total $ 290,940 $ 348,337

(1)Includes $1.3 million and $1.9 million in real estate owned through foreclosure as of September 30, 2009 and
December 31, 2008, respectively.

Reserve for Loan losses - The following table presents the activity in the Company’s reserve for loan losses on
mortgage loans held in securitization trusts for the nine months ended September 30, 2009 and 2008 (dollar amounts
in thousands).

September 30,
2009 2008
Balance at beginning of period $ 1,406 $ 1,647
Provisions for loan losses 1,414 1,433
Charge-offs 497) (1,674)
Balance at the end of period $ 2,323 $ 1,406

On a ongoing basis, the Company evaluates the adequacy of its reserve for loan losses. The Company’s reserve for
loan losses at September 30, 2009 was $2.3 million, representing 80 basis points of the outstanding principal balance

of loans held in securitization trusts as compared to 40 basis points as of December 31, 2008. As part of the

Company’s reserve adequacy analysis, management will access an overall level of reserves while also assessing credit
losses inherent in each non-performing mortgage loan held in securitization trusts. These estimates involve the

consideration of various credit related factors, including but not limited to, current housing market conditions, current

loan to value ratios, collateral value, delinquency status, borrower’s current economic and credit status and other
relevant factors.
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All of the Company’s mortgage loans held in securitization trusts are pledged as collateral for the collateralized debt
obligations (“CDO”) issued by the Company (see note 6). As of September 30, 2009, the Company’s net investment in
the securitization trusts, which is the maximum amount of the Company’s investment that is at risk to loss and
represents the difference between the carrying amount of the loans and the amount of CDO’s outstanding, was $10.7
million.

11
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The following tables set forth delinquent mortgage loans in our securitization trusts as of September 30, 2009 and
December 31, 2008 (dollar amounts in thousands):

September 30, 2009

Number of
Delinquent Total % of Loan
Days Late Loans Dollar Amount Portfolio
30-60 1 3 76 0.03%
61-90 5 3,219 1.10%
90+ 26 13,145 4.51%
Real estate owned through foreclosure 3 1,260 0.43%
December 31, 2008
Number of Total % of
Delinquent Dollar Loan
Days Late Loans Amount Portfolio
30-60 3 9% 1,363 0.39%
61-90 1 263 0.08%
90+ 13 5,734 1.65%
Real estate owned through foreclosure 4 1,927 0.55%

4. Derivative Instruments and Hedging Activities

The Company enters into derivatives instruments to manage its interest rate risk exposure. These derivative
instruments include interest rate swaps and caps entered into to reduce interest expense costs related to our repurchase
agreements, CDQO’s and our subordinated debentures. The Company’s interest rate swaps are designated as cash flow
hedges against the benchmark interest rate risk associated with its short term repurchase agreements. There were no
costs incurred at the inception of our interest rate swaps, under which the Company agrees to pay a fixed rate of
interest and receive a variable interest rate based on one month LIBOR, on the notional amount of the interest rate
swaps. The Company’s interest rate swap notional amounts are based on an amortizing schedule fixed at the start date
of the transaction. The Company’s interest rate cap transactions are designated as cashflow hedges against the
benchmark interest rate risk associated with the CDO’s and the subordinated debentures. The interest rate cap
transactions were initiated with an upfront premium that is being amortized over the life of the contract.

The Company documents its risk-management policies, including objectives and strategies, as they relate to its
hedging activities, and upon entering into hedging transactions, documents the relationship between the hedging
instrument and the hedged liability contemporaneously. The Company assesses, both at inception of a hedge and on
an on-going basis, whether or not the hedge is “highly effective” when using the matched term basis.

The Company discontinues hedge accounting on a prospective basis and recognizes changes in the fair value through
earnings when: (i) it is determined that the derivative is no longer effective in offsetting cash flows of a hedged item
(including forecasted transactions); (ii) it is no longer probable that the forecasted transaction will occur; or (iii) it is
determined that designating the derivative as a hedge is no longer appropriate. The Company’s derivative instruments
are carried on the Company’s balance sheet at fair value, as assets, if their fair value is positive, or as liabilities, if their
fair value is negative. The Company’s derivative instruments are designated as “cash flow hedges,” changes in their fair
value are recorded in accumulated other comprehensive income/(loss), provided that the hedges are effective. A
change in fair value for any ineffective amount of the Company’s derivative instruments would be recognized in
earnings. The Company has not recognized any change in the value of its existing derivative instruments through
earnings as a result of ineffectiveness of any of its hedges.
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The following table presents the fair value of derivative instruments and their location in the Company’s condensed
consolidated balance sheets at September 30, 2009 and December 31, 2008, respectively (amounts in thousands):

September 30, December 31,

Derivative Designated as Hedging Balance Sheet Location 2009 2008
Interest Rate Caps Derivative Assets $ 15 $ 22
Interest Rate Swaps Derivative Liabilities 3,025 4,194

The following table presents the impact of the Company’s derivative instruments on the Company’s accumulated other
comprehensive income/(loss) for the nine months ended September 30, 2009 and 2008 (amounts in thousands):

Nine Months Ended
September 30

Derivative Designated as Hedging Instruments 2009 2008
Accumulated other comprehensive income/(loss) for derivative instruments:
Balance at beginning of the period $ (5,560) $ (1,951)
Unrealized gain on interest rate caps 729 602
Unrealized gain on interest rate swaps 1,169 1,481
Reclassification adjustment for net gains/losses included in net income for hedges — —
Balance at the end of the period $ (3,662) $ 132

The Company estimates that over the next 12 months, approximately $2.5 million of the net unrealized losses on the
interest rate swaps will be reclassified from accumulated other comprehensive income/(loss) into earnings.

The following table details the impact of the Company’s interest rate swaps and interest rate caps included in interest
expense for the three and nine months ended September 30, 2009 and 2008 (amounts in thousands):

Three Months ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Interest Rate Caps:
Interest expense-investment securities and loans held in
securitization trusts $ 157 $ 171 $ 485 $ 528
Interest expense-subordinated debentures 90 77 252 218
Interest Rate Swaps:
Interest expense-investment securities and loans held in
securitization trusts 799 167 2,464 285

Interest Rate Swaps - The Company is required to pledge assets under a bi-lateral margin arrangement, including
either cash or Agency RMBS, as collateral for its interest rate swaps, whose collateral requirements vary by
counterparty and change over time based on the market value, notional amount, and remaining term of the interest rate
swap (“Swap”). In the event the Company is unable to meet a margin call under one of its Swap agreements, thereby
causing an event of default or triggering an early termination event under one of its Swap agreements, the
counterparty to such agreement may have the option to terminate all of such counterparty’s outstanding Swap
transactions with the Company. In addition, under this scenario, any close-out amount due to the counterparty upon
termination of the counterparty’s transactions would be immediately payable by the Company pursuant to the
applicable agreement. The Company believes it was in compliance with all margin requirements under its Swap
agreements as of September 30, 2009 and December 31, 2008. The Company had $3.2 million and $4.2 million of
restricted cash related to margin posted for Swaps as of September 30, 2009 and December 31, 2008, respectively.
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The use of interest rate swaps exposes the Company to counterparty credit risks in the event of a default by a Swap
counterparty. If a counterparty defaults under the applicable Swap agreement the Company may be unable to collect
payments to which it is entitled under its Swap agreements, and may have difficulty collecting the assets it pledged as
collateral against such Swaps. The Company currently has in place with all outstanding Swap counterparties bi-lateral
margin agreements thereby requiring a party to post collateral to the Company for any valuation deficit. This
arrangement is intended to limit the Company’s exposure to losses in the event of a counterparty default.

13
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The following table presents information about the Company’s interest rate swaps as of September 30, 2009 and
December 31, 2008 (amounts in thousands):

September 30, 2009 December 31, 2008
Weighted Weighted
Average Average
Fixed Pay Fixed Pay
Notional Interest Notional Interest
Maturity (1) Amount Rate Amount Rate
Within 30 Days $ 2,260 2.99% $ 2,960 3.00%
Over 30 days to 3 months 4,180 2.99 5,220 3.00
Over 3 months to 6 months 5,770 2.99 7,770 2.99
Over 6 months to 12 months 19,100 2.98 13,850 2.99
Over 12 months to 24 months 54,700 3.01 48,640 2.99
Over 24 months to 36 months 10,140 3.01 34,070 3.03
Over 36 months to 48 months 17,760 3.08 7,560 3.01
Over 48 months — — 17,200 3.08
Total $ 113,910 3.01% $ 137,270 3.01%

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

Interest Rate Caps — Interest rate caps are designated by the Company as cash flow hedges against interest rate risk
associated with the Company’s CDQO’s and the subordinated debentures. The interest rate caps associated with the
CDO’s are amortizing contractual notional schedules determined at origination and had $411.4 million and $456.9
million outstanding as of September 30, 2009 and December 31, 2008, respectively. These interest rate caps are
utilized to cap the interest rate on the CDO’s at a fixed-rate when one month LIBOR exceeds a predetermined rate. In
addition, the Company has an interest rate cap contract on $25.0 million of subordinated debentures that effectively
caps three month LIBOR at 3.75% until March 31, 2010.

5. Financing Arrangements, Portfolio Investments

The Company has entered into repurchase agreements with third party financial institutions to finance its agency
RMBS portfolio. The repurchase agreements are short-term borrowings that bear interest rates typically based on a
spread to LIBOR, and are secured by the securities which they finance. At September 30, 2009, the Company had
repurchase agreements with an outstanding balance of $194.7 million and a weighted average interest rate of
0.39%. As of December 31, 2008, the Company had repurchase agreements with an outstanding balance of $402.3
million and a weighted average interest rate of 2.62%. At September 30, 2009 and December 31, 2008, securities
pledged by the Company as collateral for repurchase agreements had estimated fair values of $208.3 million and
$456.5 million, respectively. All outstanding borrowings under our repurchase agreements mature within 30 days. As
of September 30, 2009, the average days to maturity for all repurchase agreements are 25 days. The Company had
outstanding repurchase agreements with five different financial institutions as of September 30, 2009 and six as of
December 31, 2008.

As of September 30, 2009, our Agency RMBS are financed with $194.7 million of repurchase agreement funding with
an advance rate of 93.6% that implies an overall haircut of 6.4%.

14
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As of September 30, 2009, the Company had $22.4 million in cash and $74.3 million in unencumbered investment
securities to meet additional haircut or market valuation requirements including $60.9 million of RMBS, of which
$16.6 million are Agency RMBS.

6. Collateralized Debt Obligations

The Company’s CDOs, which are recorded as liabilities on the Company’s balance sheet, are secured by ARM loans
pledged as collateral, which are recorded as assets of the Company. As of September 30, 2009 and December 31,
2008, the Company had CDOs outstanding of $280.2 million and $335.6 million, respectively. As of September 30,
2009 and December 31, 2008, the current weighted average interest rate on these CDOs was 0.63% and 0.85%,
respectively. The CDOs are collateralized by ARM loans with a principal balance of $291.4 million and $347.5
million at September 30, 2009 and December 31, 2008, respectively. The Company retained the owner trust
certificates, or residual interest, for three securitizations, and, as of September 30, 2009 and December 31, 2008, had a
net investment in the securitizations trusts after loan loss reserves of $10.7 million and $12.7 million, respectively.

The CDO transactions include amortizing interest rate cap contracts with an aggregate notional amount of $411.4
million as of September 30, 2009 and an aggregate notional amount of $456.9 million as of December 31, 2008,
which are recorded as derivative assets of the Company. The interest rate caps are carried at fair value and totaled
$14,535 as of September 30, 2009 and $18,575 as of December 31, 2008, respectively. The interest rate cap reduces
interest rate risk exposure on these transactions.

7. Discontinued Operation

In connection with the sale of our mortgage origination platform assets during the quarter ended March 31, 2007, we
classified our mortgage lending segment as a discontinued operation. As a result, we have reported revenues and
expenses related to the segment as a discontinued operation and the related assets and liabilities as assets and
liabilities related to a discontinued operation for all periods presented in the accompanying condensed consolidated
financial statements. Certain assets, such as the deferred tax asset, and certain liabilities, such as subordinated debt
and liabilities related to lease facilities not sold, are part of our ongoing operations and accordingly, we have not
included these items as part of the discontinued operation.

Balance Sheet Data

The components of assets related to the discontinued operation as of September 30, 2009 and December 31, 2008 are
as follows (dollar amounts in thousands):

September  December

30, 31,
2009 2008
Accounts and accrued interest receivable $ 20 $ 26
Mortgage loans held for sale (net) 4,096 5,377
Prepaid and other assets 428 451
Total assets $ 4,544 $ 5,854

The components of liabilities related to the discontinued operation as of September 30, 2009 and December 31, 2008
are as follows (dollar amounts in thousands):

September  December
30, 31,
2009 2008

Table of Contents 44



Edgar Filing: HOME BANCSHARES INC - Form PRE 14A

Due to loan purchasers $ 354 % 708
Accounts payable and accrued expenses 1,886 2,858
Total liabilities $ 2,240 $ 3,566
15
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Statements of Operations Data

The statements of operations of the discontinued operation for the three and nine months ended September 30, 2009
and 2008 are as follows (dollar amounts in thousands):

Three Months Nine Months
Ended September 30, Ended September 30,
2009 2008 2009 2008
Revenues $ 395 $ 203 $ 905 $ 1,136
Expenses 159 (82) 405 (158)
Income from discontinued operation-net of tax $ 236 $ 285 $ 500 $ 1,294

8. Commitments and Contingencies

Loans Sold to Investors - For loans originated and sold by our discontinued mortgage lending business, the Company
is not exposed to long term credit risk. In the normal course of business, however, the Company is obligated to
repurchase loans based on violations of representations and warranties in the sale agreement, or early payment
defaults. The Company did not repurchase any loans during the nine months ended September 30, 2009.

The Company periodically receives repurchase requests based on alleged violations of representations and warranties,

each of which management reviews to determine, based on management’s experience, whether such requests may
reasonably be deemed to have merit. As of September 30, 2009, we had a total of $1.5 million of unresolved

repurchase requests that management concluded may reasonably be deemed to have merit against which the Company

has a reserve of approximately $0.3 million. The reserve is based on one or more of the following factors; historical

settlement rates, property value securing the loan in question and specific settlement discussions with third parties.

Outstanding Litigation - The Company is at times subject to various legal proceedings arising in the ordinary course
of business. As of September 30, 2009, the Company does not believe that any of its current legal proceedings,
individually or in the aggregate, will have a material adverse effect on its operations, financial condition or cash flows.

Leases - The Company leases its corporate office and equipment under short-term lease agreements expiring at
various dates through 2013. All such leases are accounted for as operating leases. Total lease expense for property
and equipment amounted to $0.1 million and $0.2 million for the three and nine months ended September 30, 2009.

Letters of Credit — The Company maintains a letter of credit in the amount of $0.2 million in lieu of a cash security
deposit for its current corporate headquarters, located at 52 Vanderbilt Avenue in New York City, for its landlord,
Vanderbilt Associates I, L.L.C, as beneficiary. This letter of credit is secured by cash deposited in a bank account
maintained at JP Morgan Chase bank.
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9. Concentrations of Credit Risk

At September 30, 2009, there were geographic concentrations of credit risk exceeding 5% of the total loan balances
within mortgage loans held in the securitization trusts. At December 31, 2008, there were geographic concentrations
of credit risk exceeding 5% of the total loan balances within mortgage loans held in the securitization trusts and
retained interests in our REMIC securitization, NYMT 2006-1, The Company sold all the retained interests related to
NYMT 2006-1 during the quarter ended September 30, 2009. At September 30, 2009 and December 31, 2008, the
geographic concentrations of credit risk exceeding 5% are as follows:

September December

30, 31,
2009 2008
New York 39.4% 30.7%
Massachusetts 23.7% 17.2%
New Jersey 8.3% 6.0%
Florida 5.8% 7.8%

10. Fair Value of Financial Instruments

The Company has established and documented processes for determining fair values. Fair value is based upon quoted
market prices, where available. If listed prices or quotes are not available, then fair value is based upon internally
developed models that primarily use inputs that are market-based or independently-sourced market parameters,
including interest rate yield curves.

A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is
significant to the fair value measurement. The three levels of valuation hierarchy are defined as follows:

Level 1 - inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active
markets.

Level 2 - inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets,
and inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the
financial instrument.

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

The following describes the valuation methodologies used for the Company’s financial instruments measured at fair
value, as well as the general classification of such instruments pursuant to the valuation hierarchy.

a. Investment Securities Available for Sale (RMBS) - Fair value for the RMBS in our portfolio is based on quoted
prices provided by dealers who make markets in similar financial instruments. The dealers will incorporate common
market pricing methods, including a spread measurement to the Treasury curve or interest rate swap curve as well as
underlying characteristics of the particular security including coupon, periodic and life caps, collateral type, rate reset
period and seasoning or age of the security. If quoted prices for a security are not reasonably available from a dealer,
the security will be re-classified as a Level 3 security and, as a result, management will determine the fair value based
on characteristics of the security that the Company receives from the issuer and based on available market
information. Management reviews all prices used in determining valuation to ensure they represent current market
conditions. This review includes surveying similar market transactions, comparisons to interest pricing models as well
as offerings of like securities by dealers. The Company's investment securities that are comprised of RMBS are valued
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based upon readily observable market parameters and are classified as Level 2 fair values.

b. Investment Securities Available for Sale (CLO) - The fair value of the CLO notes, as of September 30, 2009, was
based on management’s valuation determined by using a discounted future cash flows model that management believes
would be used by market participants to value similar financial instruments. If a reliable market for these assets
develops in the future, management will consider quoted prices provided by dealers who make markets in similar
financial instruments in determining the fair value of the CLO notes. The CLO notes are classified as Level 3 fair
values.
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c. Interest Rate Swaps and Caps - The fair value of interest rate swaps and caps are based on using market accepted
financial models as well as dealer quotes. The model utilizes readily observable market parameters, including
treasury rates, interest rate swap spreads and swaption volatility curves. The Company’s interest rate caps and swaps
are classified as Level 2 fair values.

The following table presents the Company’s financial instruments measured at fair value on a recurring basis as of
September 30, 2009 and December 31, 2008 on the condensed consolidated balance sheets (dollar amounts in
thousands):

Assets Measured at Fair Value on a Recurring Basis
at September 30, 2009

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale $ —$ 269274 $ 13,320 $ 282,594
Derivative assets (interest rate caps) — 15 — 15
Total $ —3$ 269,289 $ 13,320 $ 282,609
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps) $ —3$ 3,025 $ —9$ 3,025
Total $ —3$ 3,025 $ —3 3,025

Assets Measured at Fair Value on a Recurring Basis

at December 31, 2008

Level 1 Level 2 Level 3 Total
Assets carried at fair value:
Investment securities available for sale $ —$ 477416 $ —$ 477416
Derivative assets (interest rate caps) — 22 — 22
Total $ —$ 477,438 $ —$ 477438
Liabilities carried at fair value:
Derivative liabilities (interest rate swaps) $ —3$ 4,194 $ —9 4,194
Total $ —3 4,194 $ —3$ 4,194

The following table details changes in valuation for the Level 3 assets for the three and nine months ended September
30, 2009 (amounts in thousands):

Investment securities available for sale

Three Nine
Months Months
Ended Ended

September  September
30, 2009 30, 2009

Beginning Balance $ 8,988 $ —
Total gains (realized/unrealized)

Included in earnings (1) 155 260
Included in other comprehensive income/(loss) 4,177 4,332
Purchases — 8,728
Ending Balance $ 13,320 $ 13,320
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(1) - Amounts included in interest income-investment securities and loans held in securitizations trusts.
18
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Any changes to the valuation methodology are reviewed by management to ensure the changes are appropriate. As
markets and products develop and the pricing for certain products becomes more transparent, the Company continues
to refine its valuation methodologies. The methods described above may produce a fair value calculation that may not
be indicative of net realizable value or reflective of future fair values. Furthermore, while the Company believes its
valuation methods are appropriate and consistent with other market participants, the use of different methodologies, or
assumptions, to determine the fair value of certain financial instruments could result in a different estimate of fair
value at the reporting date. The Company uses inputs that are current as of each reporting date, which may include
periods of market dislocation, during which time price transparency may be reduced. This condition could cause the
Company’s financial instruments to be reclassified from Level 2 to Level 3 in future periods.

The following table presents assets measured at fair value on a non-recurring basis as of September 30, 2009 and
December 31, 2008 on the condensed consolidated balance sheet (dollar amounts in thousands):

Assets Measured at Fair Value on a Non-Recurring

Basis
at September 30, 2009
Level 1 Level 2 Level 3 Total
Mortgage loans held for sale (Net) $ —$ —$ 4.096 $ 4,096
Mortgage loans held in securitization trusts (net) — impaired
loans (1) $ —3 —3 6,068 $ 6,068
(1) Includes $0.4 million in real estate owned through
foreclosure.
Assets Measured at Fair Value on a Non-Recurring
Basis
at December 31, 2008
Level 1 Level 2 Level 3 Total
Mortgage loans held for sale (net) $ —$ —3$ 5,377 $ 5,377
Mortgage loans held in securitization trusts (net) — impaired
loans (1) $ —3 —3 2958 $ 2,958

(1) Includes $0.5 million in real estate owned through foreclosure.

The following table presents losses incurred for assets measured at fair value on a non-recurring basis for the three and
nine months ended September 30, 2009 and September 30, 2008 on the condensed statements of operations (dollar
amounts in thousands):

Three Months Ended Nine Months Ended
September  September  September  September
30, 2009 30, 2008 30, 2009 30, 2008

Mortgage loans held for sale (net) $ —3 34 3 245 § 433
Mortgage loans held in securitization trusts (net) — impaired
loans $ 525 $ 7 $ 1,414 $ 1,440

Mortgage Loans Held in Securitization Trusts (net) — Impaired Loans — Impaired mortgage loans held in the
securitization trusts are recorded at amortized cost less specific loan loss reserves. Impaired loan value is based on
management’s estimate of the net realizable value taking into consideration local market conditions of the distressed
property, updated appraisal values of the property and estimated expenses required to remediate the impaired loan.

Table of Contents 51



Edgar Filing: HOME BANCSHARES INC - Form PRE 14A

Mortgage Loans Held for Sale (net) —The fair value of mortgage loans held for sale (net) are estimated by the Company
based on the price that would be received if the loans were sold as whole loans taking into consideration the
aggregated characteristics of the loans such as, but not limited to, collateral type, index, interest rate, margin, length of
fixed interest rate period, life cap, periodic cap, underwriting standards, age and credit.
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The following table presents the carrying value and estimated fair value of the Company’s financial instruments, at
September 30, 2009 and December 31, 2008 (dollar amounts in thousands):

September 30, 2009 December 31, 2008
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
Financial assets:
Cash and cash equivalents $ 22403 $ 22403 $ 9,387 $ 9,387
Restricted cash 3,359 3,359 7,959 7,959
Investment securities — available for sale 282,594 282,594 477,416 477,416
Mortgage loans held in securitization trusts (net) 290,940 266,189 348,337 343,028
Derivative assets 15 15 22 22
Assets related to discontinued operation-Mortgage loans
held for sale (net) 4,096 4,096 5,377 5,377
Financial Liabilities:
Financing arrangements, portfolio investments 194,745 194,745 402,329 402,329
Collateralized debt obligations 280,223 183,090 335,646 199,503
Derivative liabilities 3,025 3,025 4,194 4,194
Subordinated debentures (net) 44,823 24,067 44,618 10,049
Convertible preferred debentures (net) 19,814 18,981 19,702 16,363

In addition to the methodology to determine the fair value of the Company’s financial assets and liabilities reported at
fair value on a recurring basis and non-recurring basis, as previously described, the following methods and

assumptions were used by the Company in arriving at the fair value of the Company’s other financial instruments in
the following table:

a. Cash and cash equivalents and restricted cash: Estimated fair value approximates the carrying value of such
assets.

b. Mortgage Loans Held in Securitization Trusts - Mortgage loans held in the securitization trusts are recorded at
amortized cost. Fair value is estimated using pricing models and taking into consideration the aggregated
characteristics of groups of loans such as, but not limited to, collateral type, index, interest rate, margin, length of
fixed-rate period, life cap, periodic cap, underwriting standards, age and credit estimated using the estimated market
prices for similar types of loans.

c. Financing arrangements, portfolio investments — The fair value of these financing arrangements approximates cost
as they are short term in nature and mature in 30 days.

d. Collateralized debt obligations — The fair value of these collateralized debt obligations is based on discounted
cashflows as well as market pricing on comparable obligations.

e. Subordinated debentures (net) — The fair value of these subordinated debentures (net) is based on discounted
cashflows using management’s estimate for market yields.

f.  Convertible preferred debentures (net) — The fair value of the convertible preferred debentures (net) is based on
discounted cashflows using management’s estimate for market yields.
11. Capital Stock and Earnings per Share
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The Company had 400,000,000 shares of common stock, par value $0.01 per share, authorized with 9,419,094 and
9,320,094 shares issued and outstanding as of September 30, 2009 and December 31, 2008, respectively. The
Company had 200,000,000 shares of preferred stock, par value $0.01 per share, authorized, including 2,000,000 shares
of Series A Cumulative Convertible Redeemable Preferred Stock (“Series A Preferred Stock™) authorized. As of
September 30, 2009 and December 31, 2008, the Company had issued and outstanding 1,000,000 shares, of Series A
Preferred Stock. Of the common stock authorized at September 30, 2009, 4,111 shares were reserved for issuance as
Restricted Stock awards to employees, officers and directors pursuant to the 2005 Stock Incentive Plan.
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On February 21, 2008, the Company completed the issuance and sale of 7.5 million shares of its common stock in a

private placement at a price of $8.00 per share. This private offering of the Company’s common stock generated net
proceeds to the Company of $56.5 million after payment of private placement fees and expenses. The Company

filed a resale shelf registration statement on Form S-3 on April 4, 2008, registering for resale the 7.5 million shares

issued in February 2008, which became effective on April 18, 2008.

The Board of Directors declared a one-for-two reverse stock split of the Company’s common stock, effective on May
27, 2008, decreasing the number of shares then outstanding to approximately 9.3 million shares. All per share and
share amounts provided in the quarterly report have been restated to give to effect the reverse stock split.

The following table presents cash dividends declared by the Company on its common stock from January 1, 2008
through September 30, 2009.

Cash

Dividend

Period Declaration Date Record Date Payment Date Per Share
Third Quarter 2009 September 29, 2009 October 13, 2009 October 26, 2009 $ 025
Second Quarter 2009 June 15, 2009 June 26, 2009 July 27, 2009 0.23
First Quarter 2009 March 25, 2009 April 6, 2009 April 27, 2009 0.18
Fourth Quarter 2008 December 23, 2008 January 7, 2009 January 26, 2009 $ 0.10
Third Quarter 2008 September 26, 2008 October 10, 2008 October 27, 2008 0.16
Second Quarter 2008 June 30, 2008 July 10, 2008 July 25, 2008 0.16
First Quarter 2008 April 21, 2008 April 30, 2008 May 15,2008 0.12

The following table presents cash dividends declared by the Company on its Series A Preferred Stock from January 1,
2008 through September 30, 2009.

Cash

Dividend

Period Declaration Date Record Date Payment Date Per Share
Third Quarter 2009 September 29 , 2009 September 30, 2009  October 30,2009 $ 0.63
Second Quarter 2009 June 15, 2009 June 30, 2009 July 30, 2009 $ 058
First Quarter 2009 March 25, 2009 March 31, 2009 April 30, 2009 0.50
Fourth Quarter 2008 December 23, 2008 December 31, 2008 January 30,2009 $ 0.50
Third Quarter 2008 September 29, 2008 September 30, 2008  October 30, 2008 0.50
Second Quarter 2008 June 30, 2008 June 30, 2008 July 30, 2008 0.50
First Quarter 2008 April 21, 2008 March 31, 2008 April 30,2008 0.50

The Company calculates basic net income (loss) per share by dividing net income (loss) for the period by the
weighted-average shares of common stock outstanding for that period. Diluted net income (loss) per share takes into
account the effect of dilutive instruments, such as convertible preferred stock, stock options and unvested restricted or
performance stock, but uses the average share price for the period in determining the number of incremental shares
that are to be added to the weighted-average number of shares outstanding.
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The following table presents the computation of basic and diluted net income (loss) per share for the periods indicated
(in thousands, except per share amounts):

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Numerator:
Net income (loss) — Basic $ 2,877 $ 1,029 $ 7,478 $ (18,966)
Net income (loss) from continuing operations 2,641 744 6,978 (20,260)
Net income from discontinued operations (net
of tax) 236 285 500 1,294
Effect of dilutive instruments:
Convertible preferred debentures (1) 662 537 1,807 1,612
Net income (loss) — Dilutive 3,539 1,029 9,285 (18,966)
Net income (loss) from continuing operations 3,303 744 8,785 (20,260)
Net income from discontinued operations (net
of tax) $ 236 $ 285 $ 500 $ 1,294
Denominator:
Weighted average basis shares outstanding 9,406 9,320 9,349 7,919
Effect of dilutive instruments:
Convertible preferred debentures (1) 2,500 2,500 2,500 2,344
Weighted average dilutive shares outstanding 11,906 9,320 11,849 7,919
EPS:
Basic EPS $ 0.31 $ 0.11 $ 0.80 $ (2.39)
Basic EPS from continuing operations 0.28 0.08 0.75 (2.55)
Basic EPS from discontinued operations (net
of tax) 0.03 0.03 0.05 0.16
Dilutive EPS $ 0.30 $ 0.11 $ 0.78 $ (2.39)
Dilutive EPS from continuing operations 0.28 0.08 0.74 (2.55)
Basic EPS from discontinued operations (net
of tax) 0.02 0.03 0.04 0.16

(1) — Amount excluded from dilutive calculation in 2008 as it is anti-dilutive.

12. Convertible Preferred Debentures (net)

As of September 30, 2009, there were 1.0 million shares of our Series A Preferred Stock outstanding, with an
aggregate redemption value of $20.0 million. The Series A Preferred Stock matures on December 31, 2010, at which
time any outstanding shares must be redeemed by the Company at the $20.00 per share liquidation
preference. Because of this mandatory redemption feature, the Company classifies these securities as a liability on its
balance sheet, and accordingly, the corresponding dividend as an interest expense.

We issued these shares of Series A Preferred Stock to JMP Group Inc. and certain of its affiliates for an aggregate

purchase price of $20.0 million. The Series A Preferred Stock entitles the holders to receive a cumulative dividend of

10% per year, subject to an increase to the extent any future quarterly common stock dividends exceed $0.20 per

share. The Company paid a third quarter 2009 common stock dividend of $0.25, resulting in an increase in the

dividend rate for the Series A Preferred Stock in the 2009 third quarter to 12.5% (per annum). The Series A Preferred

Stock is convertible into shares of the Company’s common stock based on a conversion price of $8.00 per share of
common stock, which represents a conversion rate of two and one-half (2 ¥2) shares of common stock for each share

of Series A Preferred Stock.

Table of Contents 56



Edgar Filing: HOME BANCSHARES INC - Form PRE 14A

13. Related Party Transactions

On January 18, 2008, the Company entered into an advisory agreement with Harvest Capital Strategies LLC (“HCS”)
(formerly known as JMP Asset Management LLC), pursuant to which HCS is responsible for implementing and
managing the Company’s investments in alternative real estate-related and financial assets, which is referred to in this
report to as the “alternative investment strategy.” The Company entered into the advisory agreement concurrent and in
connection with its private placement of Series A Preferred Stock to JMP Group Inc. and certain of it affiliates. HCS
is a wholly-owned subsidiary of JMP Group Inc. Pursuant to Schedule 13D’s filed with the SEC, as of December 31,
2008, HCS and JMP Group Inc. beneficially owned approximately 16.8% and 12.2%, respectively, of the Company’s
common stock, and 100%, collectively, of it Series A Preferred Stock.
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Pursuant to the advisory agreement, HCS is responsible for managing investments made by HC and NYMF (other
than certain RMBS that are held in these entities for regulatory compliance purposes) as well as any additional
subsidiaries acquired or formed in the future to hold investments made on the Company’s behalf by HCS. The
Company refers to these subsidiaries in its periodic reports filed with the Securities and Exchange Commission as the
“Managed Subsidiaries.” On March 31, 2009, the Company commenced its alternative investment strategy by
purchasing approximately $9.0 million in collateralized loan obligations. The Company’s investment in these assets
was completed in connection with the acquisition by JMP Group Inc. of the investment adviser of the collateralized
loan obligations. The Company expects that, from time to time in the future, certain of its alternative investments will
take the form of a co-investment alongside or in conjunction with JMP Group Inc. or certain of its affiliates. In
accordance with investment guidelines adopted by the Company’s Board of Directors, any subsequent alternative
investments by the Managed Subsidiaries must be approved by the Board of Directors and must adhere to investment
guidelines adopted by the Board of Directors. The advisory agreement provides that HCS will be paid a base advisory
fee that is a percentage of the “equity capital” (as defined in the advisory agreement) of the Managed Subsidiaries,
which may include the net asset value of assets held by the Managed Subsidiaries as of any fiscal quarter end, and an
incentive fee upon the Managed Subsidiaries achieving certain investment hurdles. For the three and nine months
ended September 30, 2009, HCS earned a base advisory fee of approximately $0.2 million and $0.6 million,
respectively. For the three and nine months ended September 30, 2008, HCS earned a base advisory fee of
approximately $0.2 million and $0.5 million, respectively. In addition, in the three months and nine months ended
September 30, 2009, HCS earned an incentive fee of approximately $0.3 million and $0.3 million, respectively. There
was no incentive fee earned in the nine months ended September 30, 2008. As of September 30, 2009, HCS was
managing approximately $41.3 million of assets on the Company’s behalf.

14. Income Taxes

At September 30, 2009, the Company had approximately $62.9 million of net operating loss carryforwards which may
be used to offset future taxable income. The carryforwards will expire in 2024 through 2028. The Internal Revenue
Code places certain limitations on the annual amount of net operating loss carryforwards that can be utilized if certain
changes in the Company’s ownership occur. The Company may have undergone an ownership change within the
meaning of IRC section 382 that would impose such a limitation, but a final conclusion has not been made. At this
time, based on management’s initial assessment of the limitations, management does not believe that the limitation
would cause a significant amount of the Company's net operating losses to expire unused. The Company continues to
maintain a reserve for 100% of the deferred tax benefits.

15. Stock Incentive Plan

Pursuant to the 2005 Stock Incentive Plan (the "Plan"), eligible employees, officers and directors of the
Company are offered the opportunity to acquire the Company's common stock through the award of Restricted Stock
under the Plan. The maximum number of Restricted Stock awards that may be granted under the Plan is 103,111.

The Company awarded 99,000 shares of Restricted Stock under the Plan on July 13, 2009, of which 34,335 shares
have fully vested. As of September 30, 2009, 4,111 shares remain available for issuance under the Plan. During the
three and nine months ended September 30, 2009, the Company recognized non-cash compensation expense of $0.2
million and $0.2 million, respectively. Dividends are paid on all Restricted Stock issued, whether those shares are
vested or not. In general, unvested Restricted Stock is forfeited upon the recipient's termination of employment.
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A summary of the status of the Company's non-vested Restricted Stock as of September 30, 2009 and changes during

the nine months then ended is presented below:

Non-vested shares at beginning of year, January 1, 2009

Granted
Forfeited
Vested

Non-vested shares as of September 30, 2009
Weighted-average fair value of Restricted Stock granted during the period

There was no outstanding non-vested Restricted Stock for the previous period.
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Number of  Weighted
Non-vested  Average

Restricted  Grant Date

Shares Fair Value
-3 -
99,000 5.28
(34,335) 5.28
64,665 $ 5.28
99,000 $ 5.28
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains certain forward-looking statements. Forward-looking statements are

those which are not historical in nature. They can often be identified by their inclusion of words such as “will,”
“anticipate,” “estimate,” “should,” “expect,” “believe,” “intend” and similar expressions. Any projection of revenues, earnin
losses, capital expenditures, distributions, capital structure or other financial terms is a forward-looking
statement. Certain statements regarding the following particularly are forward-looking in nature:

. our business strategy;

future performance, developments, market forecasts or projected dividends;
o projected acquisitions or joint ventures; and
. projected capital expenditures.

It is important to note that the description of our business, in general, and our investment in real estate-related and
certain alternative assets, in particular, is a statement about our operations as of a specific point in time and is not
meant to be construed as an investment policy. The types of assets we hold, the amount of leverage we use or the
liabilities we incur and other characteristics of our assets and liabilities disclosed in this report as of a specified period
of time are subject to reevaluation and change without notice.

Our forward-looking statements are based upon our management’s beliefs, assumptions and expectations of our future
operations and economic performance, taking into account the information currently available to us. Forward-looking
statements involve risks and uncertainties, some of which are not currently known to us and many of which are
beyond our control and that might cause our actual results, performance or financial condition to be materially
different from the expectations of future results, performance or financial condition we express or imply in any
forward-looking statements. Some of the important factors that could cause our actual results, performance or
financial condition to differ materially from expectations are:

eour portfolio strategy and operating strategy may be changed or modified by our management without advance
notice to you or stockholder approval and we may suffer losses as a result of such modifications or changes;

eour ability to successfully implement and grow our alternative investment strategy and to identify suitable
alternative assets;

emarket changes in the terms and availability of repurchase agreements used to finance our investment portfolio
activities;

. reduced demand for our securities in the mortgage securitization and secondary markets;
® interest rate mismatches between our interest-earning assets and our borrowings used to fund such purchases;
o changes in interest rates and mortgage prepayment rates;

o increased rates of default and/or decreased recovery rates on our assets;
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changes in the financial markets and economy generally, including the continued or accelerated deterioration of the
U.S. economy;
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. effects of interest rate caps on our adjustable-rate mortgage-backed securities;
. the degree to which our hedging strategies may or may not protect us from interest rate volatility;
. potential impacts of our leveraging policies on our net income and cash available for distribution;

e our board’s ability to change our operating policies and strategies without notice to you or stockholder approval;

eour ability to manage, minimize or eliminate liabilities stemming from the discontinued operation including, among
other things, litigation, repurchase obligations on the sales of mortgage loans and property leases;

eactions taken by the U.S. and foreign governments, central banks and other governmental and regulatory bodies for
the purpose of stabilizing the financial credit and housing markets, and economy generally, including loan
modification programs;

. changes to the nature of the guarantees provided by Fannie Mae and Freddie Mac; and

ethe other important factors identified, or incorporated by reference into this report, including, but not limited to
those under the captions “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and “Quantitative and Qualitative Disclosures about Market Risk”, and those described in Part I, Item 1A — “Risk
Factors” of our Annual Report on Form 10-K for the year ended December 31, 2008, and the various other factors
identified in any other documents filed by us with the SEC.

We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise. In light of these risks, uncertainties and assumptions, the events described by
our forward-looking events might not occur. We qualify any and all of our forward-looking statements by these
cautionary factors. In addition, you should carefully review the risk factors described in other documents we file from
time to time with the SEC.

General

New York Mortgage Trust, Inc., together with its consolidated subsidiaries (“NYMT”, the “Company”, “we”, “our”, and “us”)
a self-advised real estate investment trust, or REIT, in the business of acquiring and managing primarily residential
adjustable-rate, hybrid adjustable-rate and fixed-rate mortgage-backed securities (“RMBS”), for which the principal and
interest payments are guaranteed by a U.S. Government agency, such as the Government National Mortgage
Association (“Ginnie Mae”) or a U.S. Government-sponsored entity (“GSE” or “Agency”), such as the Federal National
Mortgage Association (“Fannie Mae”) or the Federal Home Loan Mortgage Corporation (“Freddie Mac”), which we refer
to collectively as “Agency RMBS,” and prime credit quality residential adjustable-rate mortgage (“ARM”) loans, or prime
ARM loans. We also acquire and manage, although to a lesser extent, certain alternative real estate-related and
financial assets that present greater credit risk and less interest rate risk than our investments in Agency RMBS and
prime ARM loans, which may include, among other things, non-Agency RMBS and certain non-rated residential
mortgage assets, commercial mortgage-backed securities (“CMBS”), commercial real estate loans, collateralized loan
obligations (“CLO”) and other similar investments. We refer to our investments in Agency RMBS, prime ARM loans

and certain legacy non-Agency RMBS as our “principal investment strategy” and investments in certain alternative real
estate-related and financial assets that present greater credit risk as our “alternative investment strategy” and such assets

as our “alternative assets.” We elected to be taxed as a REIT for federal income tax purposes commencing with our
taxable year ended on December 31, 2004. Therefore, we generally will not be subject to federal income tax on our
taxable income that is distributed to our stockholders.
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Our investment strategy historically has focused on holding a portfolio comprised of Agency RMBS, prime ARM
loans held in securitization trusts, and, to a lesser extent, on certain non-agency RMBS rated in the highest rating
category by two rating agencies. The prime ARM loans in our portfolio were originated by us through Hypotheca
Capital, LLC (“HC,” then doing business as The New York Mortgage Company LLC), our wholly-owned subsidiary
and former mortgage lending business, or purchased from third parties, and were subsequently securitized by us and
are held in our four securitization trusts.
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In connection with a $20.0 million private investment in our Series A Cumulative Convertible Redeemable preferred
stock (the “Series A Preferred Stock™) by JMP Group Inc. and certain of its affiliates (collectively, the “JMP Group”) on
January 18, 2008, we entered into an advisory agreement with Harvest Capital Strategies LLC (“HCS,” formerly known
as JMP Asset Management LLC), an affiliate of the JMP Group, on the same date, pursuant to which HCS manages
the assets held by HC and New York Mortgage Funding, LLC other than certain Agency RMBS held in these entities
for regulatory compliance purposes, as well as any additional subsidiaries acquired or formed in the future to hold
investments made on the Company’s behalf. We refer to these entities as the “Managed Subsidiaries.” We expect these
assets to include certain types of alternative assets described above. We formed this relationship with HCS and the
JMP Group for the purpose of improving our capitalization and diversifying our investment strategy away from a
strategy focused exclusively on investments in Agency RMBS, in part to achieve attractive risk-adjusted returns, and

to potentially utilize all or part of an approximately $62.9 million net operating loss carry-forward held by HC at
September 30, 2009. On March 31, 2009, we initiated our first investment under the alternative investment strategy.

Our principal business objective is to generate net income for distribution to our stockholders resulting from the
spread between the interest and other income we earn on our interest-earning assets and the interest expense we pay
on the borrowings that we use to finance these assets, which we refer to as our net interest income. We intend to
achieve this objective by investing in a broad class of real estate-related and financial assets to construct an investment
portfolio that is designed to achieve attractive risk-adjusted returns and that is structured to comply with the various
federal income tax requirements for REIT status and to maintain our exemption from registration under the
Investment Company Act of 1940, as amended (the “Investment Company Act”). Because we intend to continue to
qualify as a REIT and to maintain our exemption from registration under the Investment Company Act, we will be
required to invest a substantial majority of our assets in qualifying real estate assets, such as Agency RMBS, mortgage
loans and other liens on and interests in real estate.

Recent Events
Continued Deployment of Capital Under Alternative Investment Strategy

On March 31, 2009, we commenced our alternative investment strategy by purchasing $9 million of discounted notes

issued by Cratos CLO I, Ltd. a CLO. The purchase of these assets closed on April 7, 2009. As of September 30,

2009, the CLO’s portfolio was comprised of approximately $473.9 million par amount of senior secured corporate
loans, extended to more than 88 different borrowers and was diversified by industry, geography and borrower

classification. Our investment in this CLO was completed in connection with the acquisition of the CLO’s investment
adviser by JMP Group Inc.

In addition, during the 2009 second quarter and continuing through the third quarter, the Company deployed capital
under its alternative investment strategy by investing approximately $27.1 million in non-Agency RMBS which were
previously rated in the highest rating categories by one or more of the rating agencies. The Company purchased these
securities for an average purchase price equal to 60.2% of current par value. As of September 30, 2009, the Company
had $24.1 million invested in non-Agency RMBS with an average price equal to of 60.4% of current par value and an
estimated a risk adjusted average yield of approximately 15.8%.

Each of the assets described under this caption is held in HC and managed by HCS.

Known Material Trends and Commentary

General. The well publicized disruptions in the credit markets that began in 2007 escalated throughout 2008 and
spread to the financial markets and the greater economy. The financial and credit markets continued to experience

difficulties during most of the 2009 first half, but have shown signs of improvement more recently.
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As discussed under the caption “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations Current Market Conditions and Known Material Trends” in our Annual Report on Form 10-K for the year
ended December 31, 2008, U.S. and foreign governments, central banks and other governmental and regulatory bodies
have taken or are considering taking numerous actions to address the financial and credit crisis and the global
recession, such as the U.S. government’s passage of a $787 billion economic stimulus plan and the Troubled Asset
Relief Program, the Homeowner Affordability and Stability Plan (“HASP”), and the Federal Reserve Bank’s (“Federal
Reserve”) commitment to purchase up to $1.25 trillion of Agency RMBS. We refer you to the caption in our Form
10-K noted in the immediately preceding sentence for more information regarding these initiatives.
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In addition to the initiatives referred to in the immediately preceding paragraph and described in our Annual Report
on Form 10-K for the year ended December 31, 2008, as a further response to the continued challenges in the credit
and financial markets, the U.S. Government and the Federal Reserve, as applicable, have announced the creation of
new initiatives and modifications to certain existing initiatives supported or backed by the U.S. Government or the
Federal Reserve. The Term Asset-Backed Securities Loan Facility, or TALF, was first announced by the U.S.
Treasury on November 25, 2008, and has been expanded in size and scope since its initial announcement. Under the
TALF, the Federal Reserve Bank of New York makes non-recourse loans to borrowers to fund their purchase of
eligible assets, currently certain ABS but not RMBS. Currently, TALF loans have three-year terms, have interest due
monthly, are exempt from mark-to-market accounting rules and margin calls related to a decrease in the underlying
collateral value, are pre-payable in whole or in part, and prohibit the substitution of any underlying collateral. It is
expected that the TALF loans will require that any payments of principal made on the underlying collateral will
reduce the principal amount of the TALF loan pro rata based upon the original loan-to-value ratio.

The nature of the eligible assets under TALF has been expanded several times. The U.S. Treasury has stated that
through its expansion of the TALF, non-recourse loans will be made available to investors to fund certain purchases of
legacy securitization assets. In May 2009, the Federal Reserve announced that certain types of CMBS are now eligible
for TALF financing. The TALF-eligibility requirements for CMBS include, but are not limited to, the following: (i) at
closing, the CMBS must have been rated in the highest long-term investment-grade rating category of an eligible
rating agency, (ii) the CMBS must not have been junior to other securities with claims on the same pool of loans, and
(iii) payments on the CMBS must be applied to both principal and interest (no interest only or principal only). Other
types of TALF-eligible assets are expected to include certain non-Agency RMBS. On August 17, 2009, the Federal
Reserve and the Treasury announced that they approved an extension of the TALF. With respect to newly issued
asset-backed securities and legacy CMBS, the TALF was extended through March 31, 2010 and, with respect to
newly issued CMBS, the TALF was extended through June 30, 2010. In connection with the announcement of such
extension, the Federal Reserve and the Treasury announced that they did not anticipate any further additions to the
types of collateral that are eligible for the TALF.

While we are considering utilizing the TALF program to the extent feasible, we can provide no assurance that we will
be eligible to do so, or if eligible, will be able to utilize it successfully.

In addition, on March 23, 2009, the U.S. Government announced that the U.S. Treasury in conjunction with the
Federal Deposit Insurance Corporation, and the Federal Reserve, would create the Public-Private Investment Program,
or PPIP. The PPIP aims to recreate a market for specific illiquid residential and commercial loans and securities
through a number of joint public and private investment funds. The PPIP is designed to draw new private capital into
the market for these securities and loans by providing government equity co-investment and attractive public
financing. Since September 30, 2009 the U.S. Treasury has announced the closing of five legacy securities PPIP
funds, each with at least $500.0 million of committed equity capital from investors.

Although these aggressive steps are intended to protect and support the U.S. housing and mortgage market, we
continue to operate under very difficult market conditions. As a result, the outcome of these events remain highly
uncertain and we cannot predict whether or when such actions may occur or what impact, if any, such actions could
have on our business, results of operations and financial condition.

Mortgage asset values. The Federal Reserve’s announcement on January 9, 2009 that it had begun to buy Agency
RMBS, combined with the Federal Reserve’s announcement in March 2009 of an increase of up to $750 billion in its
commitment to purchase Agency RMBS has resulted in a substantial increase in the sale prices of Agency
RMBS. The Federal Reserve announced on September 23, 2009 an increase of up to $1.25 trillion in its commitment
to purchase Agency RMBS and up to $200 million of agency debt. We believe that the stronger backing for the
guarantors of Agency RMBS, resulting from the conservatorship of Fannie Mae and Freddie Mac, along with the U.S.
Treasury’s commitment to purchase senior preferred stock in these companies and the Federal Reserve’s Agency
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RMBS purchase program has positively impacted the value of our Agency RMBS. However, we expect this positive
impact to be partially offset in future months due to expected increases in prepayment rates resulting from greater
refinancing activity.
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With respect to non-Agency RMBS and other alternative assets, available leverage has decreased significantly in the
past few years, which has negatively affected the liquidity of these assets and has contributed to the significant rise in
market yields on these types of assets. As described above, there has been significant government action aimed at
increasing the liquidity of various types of non-Agency RMBS and certain other alternative assets. However,
non-Agency RMBS and certain other alternative assets have continued to experience significant price volatility, which
has made it more difficult to accurately value these assets. The PPIP program has the potential to increase available
leverage to finance the purchase of non-Agency RMBS and certain other alternative assets; however, the effect of this
program on the liquidity of non-Agency RMBS and certain other alternative assets is currently unknown.

Financing markets and liquidity. Financing and liquidity markets continued to show signs of improvement during the
third quarter. As of September 30, 2009, we had outstanding repurchase borrowings from five counterparties, as
compared to six counterparties at December 31, 2008 and five counterparties at September 30, 2008. The Company
does not anticipate difficulty financing its Agency RMBS portfolio.

As noted above, available leverage for non-Agency RMBS and certain other alternative assets has remained scarce
due to the recent conditions in the credit markets and reductions in the value of various types of RMBS. As of
September 30, 2009, our investment in CLO and non-Agency RMBS was unlevered.

Financing costs and interest rates. As of September 30, 2009, 30-day LIBOR was 0.25 % while the Fed Funds
effective rate was 0.07% as compared to 30-day LIBOR of 0.44% and a Fed Funds effective rate of 0.14% at
December 31, 2008. Because of continued uncertainty in the credit markets and difficult U.S. economic conditions,
we expect that interest rates are likely to remain at these historically low levels until such time as the economic data
begin to confirm an improvement in the overall economy.

Prepayment rates. As a result of various government initiatives, including HASP and the reduction in intermediate
and longer-term treasury yields, rates on conforming mortgages have declined, nearing historical lows during the first
nine months of 2009. Hybrid and adjustable-rate mortgage originations have declined substantially, as rates on these
types of mortgages are comparable with rates available on 30-year fixed-rate mortgages. We experienced similar
prepayment rates on both our Agency RMBS and prime ARM loans during the quarter ended September 30, 2009 as
compared to the quarter ended June 30, 2009. We expect that the constant prepayment rate, or CPR, will remain in a
range of between 17%-22% CPR during the fourth quarter of 2009 based on current market interest rates, however,
future CPRs may be affected by current and future government initiatives, if any, and the resulting impact on
borrowers’ ability to refinance, mortgage interest rates in the market and home values.

Presentation Format

In connection with the sale of substantially all of our wholesale and retail mortgage lending platform assets during the
first quarter of 2007, we classified certain assets and liabilities related to our mortgage lending segment as a
discontinued operation in accordance with the provisions of FASB ASC 205-20 Presentation of Financial Statements
Discontinued Operations. As a result, we have reported revenues and expenses related to the segment as a
discontinued operation and the related assets and liabilities as assets and liabilities related to a discontinued operation
for all periods presented in the accompanying condensed consolidated financial statements. Our continuing operations
are primarily comprised of what had been our portfolio management operations. In addition, certain assets such as the
deferred tax asset, and certain liabilities, such as subordinated debt and liabilities related to leased facilities not
sold, have become part of the ongoing operations of NYMT and accordingly, we have not classified such assets or
liabilities as a discontinued operation in accordance with the provisions of FASB ASC 205-20.

The Company completed a one for two reverse stock split of its common stock in May 2008. All share amounts and
earnings per share disclosures have been restated to reflect this reverse stock split.
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Significance of Estimates and Critical Accounting Policies

A summary of our critical accounting policies is included in Item 7 of our Annual Report on Form 10-K for the year
ended December 31, 2008 and “Note 1 — Significant Accounting Policies” to the consolidated financial statements
included therein. There have been no significant changes to those policies during 2009.

Summary of Operations

Net Interest Spread. For the three and nine months ended September 30, 2009, our net income was dependent upon the
net interest income (the interest income on portfolio assets net of the interest expense and hedging costs associated
with such assets) generated from our portfolio of RMBS, CLO and mortgage loans held in securitization trusts. The
net interest spread on our investment portfolio was 413 basis points for the quarter ended September 30, 2009, as
compared to 361 basis points for the quarter ended June 30, 2009, and 136 basis points for the quarter ended
September 30, 2008.

Financing. During the quarter ended September 30, 2009, we continued to employ a balanced and diverse funding mix

to finance our assets. At September 30, 2009, our Agency RMBS portfolio was funded with approximately $194.7

million of repurchase agreement borrowing, or approximately 35.4% of our total liabilities, at a weighted average

interest rate of 0.39%. The Company’s average haircut on its repurchase borrowings was approximately 6.4% at
September 30, 2009. As of September 30, 2009, the loans held in securitization trusts were permanently financed with

approximately $280.2 million of CDOs, or approximately 51.0% of our total liabilities, at an average interest rate of

0.63%. The Company has a net equity investment of $10.7 million in the securitization trusts.

At September 30, 2009 our leverage ratio for our RMBS investment portfolio, which we define as our outstanding

indebtedness under repurchase agreements divided by the sum of stockholders’ equity and our convertible preferred
debentures, was 2.5 to 1. Excluding the convertible preferred debentures, the leverage ratio for our RMBS investment

portfolio was 3.3 to 1. Given the continued uncertainty in the credit markets, we believe that maintaining a maximum

leverage ratio in the range of 6 to 8 times for our Agency RMBS portfolio and an overall Company leverage ratio of 4

to 5 times is appropriate at this time. To date, the Company has used cash from operating activities to purchase its

alternative assets.

Prepayment Experience. The cumulative prepayment rate (“CPR”) on our overall mortgage portfolio averaged
approximately 22.5% during the three months ended September 30, 2009, as compared to 21.4% for the three months
ended June 30, 2009. CPRs on our purchased portfolio of RMBS averaged approximately 20.4% for the three months
ended September 30, 2009, as compared to 20.2% for the three months ended June 30, 2009. The CPRs on our
mortgage loans held in our securitization trusts averaged approximately 24.7% during the three months ended
September 30, 2009, as compared to 22.3% for the three months ended June 30, 2009. When prepayment
expectations over the remaining life of assets increase, we have to amortize premiums over a shorter time period
resulting in a reduced yield to maturity on our investment assets. Conversely, if prepayment expectations decrease,
the premium would be amortized over a longer period resulting in a higher yield to maturity. We monitor our
prepayment experience on a monthly basis and adjust the amortization of our net premiums accordingly.
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Financial Condition

As of September 30, 2009, we had approximately $608.1 million of total assets, as compared to approximately $853.3
million of total assets as of December 31, 2008. The decrease in total assets resulted primarily from our sale of all
CMO Agency floaters totaling approximately $245.2 million.

Balance Sheet Analysis - Asset Quality

Investment Securities - Available for Sale - The following tables set forth the credit characteristics of our securities
portfolio as of September 30, 2009 and December 31, 2008 (dollar amounts in thousands):

September 30, Sponsor or Rating Par Carrying % of
2009 S&P/Moodys/Fitch Value Value  Portfolio Coupon Yield
Agency RMBS FNMA $213,802 $ 224,889 79.6% 5.14% 4.00%
Non-Agency 11.38
RMBS AAA/Aaa 2,398 1,870  0.7% 498 % %
11.08
AA/Aa 15,677 12970 46% 170% %
A/A 4,040 3260 12% 151% 634%
BBB/Baa 609 451 01% 415% 877 %
BB/Ba 1,273 976 03% 5.02% 855%
B/B 7,186 5398 19% 5.64% 972%
CCC or Below 29,006 19460 69% 524% 942%
12.43
CLO BBB/Baa 10,400 4680 1.7% 153% %
20.61
BB/Ba 15,300 4590 16% 283% %
35.47
B/B 20,250 4050 14% 543% %
Total/Weighted average $319,941 $ 282,594 1000% 4.74% 5.76 %
December 31, Sponsor or Rating Par Carrying % of
2008 S&P/Moodys/Fitch Value Value  Portfolio Coupon Yield
Agency RMBS FNMA/FHLMC $455,447 $ 455,871  95% 3.67% 599%
Non-Agency 15.85
RMBS AAA/Aaa 23,289 18,118 4 % 127% %
AA/Aa 609 530 0 % 122% 432 %
A/A 3,648 2,828 1 % 230% 4.08 %
20.33
CCC/Caa or Below 2,058 69 0 % 567% %
0.00
Not Rated 404 — 0% 567% %
Total/Weighted average $485,455 $ 477416 100% 355% 651 %

Mortgage Loans Held in Securitization Trusts (net) - Included in our portfolio are ARM loans that we originated or
purchased in bulk from third parties that met our investment criteria and portfolio requirements. These loans were
initially classified as “mortgage loans held for investment” during a period of aggregation and until the portfolio reached
a size sufficient for us to securitize such loans. Once the securitization of these loans qualified as a financing for
GAAP purposes, the loans were then re-classified as “mortgage loans held in securitization trusts (net).”
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New York Mortgage Trust 2006-1, qualified as a sale under GAAP, which resulted in the recording of residual assets
and mortgage servicing rights. The Company sold all the residual assets related to the 2006-1 securitization during the
third quarter ended September 30, 2009 incurring a realized loss of approximately $32,000.
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The following table details mortgage loans held in securitization trusts at September 30, 2009 (dollar amounts in
thousands):

Par Value Coupon Carrying Value Yield
September 30, 2009 $ 291,423 5.05%$ 290,940 5.41%

At September 30, 2009, mortgage loans held in securitization trusts totaled approximately $290.9 million, or 47.8% of
our total assets. Of this mortgage loan investment portfolio, 100% are traditional ARMs or hybrid ARMs, 81.2% of
which are ARM loans that are interest only. On our hybrid ARMs, interest rate reset periods are predominately five
years or less and the interest-only period is typically 10 years, which mitigates the “payment shock™ at the time of
interest rate reset. None of the mortgage loans held in securitization trusts are payment option-ARMs or ARMs with
negative amortization.

The following table sets forth the composition of our portfolio of mortgage loans held in securitization trusts as of
September 30, 2009 (dollar amounts in thousands):

Loans Held in SecuritizationTrusts:

Average High Low
General Loan Characteristics:
Original Loan Balance (dollar amounts in thousands) $ 453 $ 2950 $ 48
Coupon Rate 5.43% 7.50% 2.50%
Gross Margin 2.37% 5.00% 1.13%
Lifetime Cap 11.24% 13.25% 9.13%
Original Term (Months) 360 360 360
Remaining Term (Months) 307 315 274
Average Months to Reset 10 18 1
Original Average FICO Score 733 820 593
Original Average LTV 70.19 95.00 13.94
Index / Reset Characteristics:
Weighted
Average Gross
Index Type Margin (%)

General Loan Characteristics:
One Month Libor 2.9% 1.67%
Six Month Libor 71.7% 2.41%
One Year Libor 16.3% 2.27%
One Year CMT 9.1% 2.66%
Total / Weighted Average 100.0% 2.39%
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The following table details loan summary information for loans held in securitization trusts at September 30, 2009

(dollar amounts in thousands).

Description
Property Loan
Type Balance Count
Single <=$100 12
Family <=$250 75
<=$500 125
<=$1,000 53
>$1,000 26
Summary 291
2-4  <=$100 1
FAMILY  <=$250 6
<=$500 18
<=$1,000 4
>$1,000 -
Summary 29
Condo <=$100 17
<=$250 87
<=$500 77
<=$1,000 29
>$1,000 13
Summary 223
CO-OP  <=$100 4
<=$250 24
<=$500 35
<=$1,000 19
>$1,000 5
Summary 87
PUD <=$100 2
<=$250 22
<=$500 21
<=$1,000 7
>$1,000 4
Summary 56
Summary <= $100 36
<=$250 214
<=$500 276
<=$1,000 112
>$1,000 48
Grand Total 686
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Interest Rate %

Max
5.88
7.25
7.13
6.38
6.25
7.25
6.63
6.75
7.25
6.88

7.25
6.38
6.50
6.88
6.13
6.13
6.88
5.50
6.25
6.38
5.63
6.00
6.38
5.63
6.50
6.88
5.88
6.13
6.88
6.63
7.25
7.25
6.88
6.25
7.25

Min
3.38
3.88
2.75
1.63
1.50
1.50
6.63
4.38
2.13
4.63

2.13
4.00
3.25
1.50
1.63
4.88
1.50
4.63
4.00
1.38
4.75
2.25
1.38
5.25
2.75
2.75
4.14
4.22
2.75
3.38
2.75
1.38
1.63
1.50
1.38

Final
Maturity

Periodic
Payment
Terms Prior

Avg Min Max(months)Liens

419301/34/01/35
509701/32/01/35
5u41201/82/01/36
50[5901/33/01/35
5(8501/8%/01/36
5(BB01/82/01/36
602301/83/01/35
512501/84/01/35
504301/84/01/36
516601/88/01/35

5(08501/84/01/36
501801/33/01/35
508701/82/01/36
503101/32/01/35
508301/33/01/35
50%901/69/01/35
5(K8101/82/01/36
51@p01/32/01/35
51201/32/01/35
50%301/32/01/35
5132301/34/01/35
4171801/32/01/35
508Y01/32/01/35
50#01/83/01/35
5(801/33/01/35
508Y01/32/01/35
50%301/32/01/35
504601/32/01/35
508J01/82/01/36
51@901/32/01/35
508301/82/01/36
508101/82/01/36
5(P201/33/01/35
504401/84/01/36
5(¥301/82/01/36

360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA
360 NA

Principal

Amount

of Loans

Subject to

Face Carrying Delinquent
Amount  Amount Principal

of of or

Mortgage Mortgage Interest
1,874 $ 846 $ =
15,106 13,407 287
46,851 43,653 3,556
40,324 38,326 3,169
45,082 44,434 6,247
149,237 $ 140,666 $ 13,259
80 $ 75 °$ 76
1,115 1,001 -
6,522 6,290 513
3,068 3,042 -
10,785 $ 10,408 $ 589
2,812 § 1,258 § -
16,788 15,576 723
26,485 25,473 649
20,717 19,796 546
20,373 19,690 -
87,175 $ 81,793 $ 1,918
1,350 $ 222 % -
4,710 4,273 212
14,317 13,003 -
13,252 12,909 -
7,544 7,008 -
41,173 ' $ 37415 $ 212
438 § 29 $ -
4,795 4,179 183
7,409 7,127 279
4,746 4,555 -
5,233 5,181 -
22,621 $ 21,141 $ 462
6,554 $ 2,500 $ 76
42,514 38,436 1,405
101,584 95,546 4,997
82,107 78,628 3,715
78,232 76,313 6,247
310,991 $ 291,423 $§ 16,440
74
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The following table details activity for loans held in securitization trusts for the nine months ended September 30,
2009.

Current Principal Premium Loan Reserve Net Carrying Value
Balance, January 1, 2009 $ 347,546 $ 2,197 $ (1,406) $ 348,337
Additions — — — —
Principal repayments (56,123) — — (56,123)
Provision for loan losses — — (1,414) (1,414)
Charge-offs — — 497 497
Amortization for premium — (357) — (357)
Balance, September 30, 2009  $ 291,423 $ 1,840 $ (2,323) $ 290,940

Cash and cash equivalents - We had unrestricted cash and cash equivalents of $22.4 million at September 30, 2009
versus $9.4 million at December 31, 2008.

Restricted Cash - Restricted cash of $3.4 million at September 30, 2009 includes $3.2 million held by counterparties

as collateral for hedging instruments and $0.2 million as collateral for a letter of credit related to the Company’s lease
of its corporate headquarters. Restricted cash of $8.0 million at December 31, 2008 includes $7.7 million held by

counterparties as collateral for hedging instruments and a repurchase agreement and $0.3 million held as collateral for

two letters of credit related to the Company’s lease of office space, including its corporate headquarters.

Accounts and accrued interest receivable - Accounts and accrued interest receivable includes accrued interest
receivable for the investment securities and mortgage loans held in securitization trusts.

Prepaid and other assets - Prepaid and other assets totaled $1.6 million as of September 30, 2009 and $1.2 million as
of December 31, 2008. Prepaid and other assets consist mainly of $0.5 million of capitalization expenses related to
equity and bond issuance cost, $0.5 million related to insurance costs and $0.2 million of capitalized servicing costs.

Assets Related to Discontinued Operation:

Mortgage Loans Held for Sale (net) - Mortgage loans that we have originated but do not intend to hold for investment
and are held pending sale to investors are classified as mortgage loans held for sale. We had mortgage loans held for
sale (net) of $4.1 million at September 30, 2009 as compared to $5.4 million at December 31, 2008.

Balance Sheet Analysis - Financing Arrangements

Financing Arrangements, Portfolio Investments - As of September 30, 2009 and December 31 2008, there were
approximately $194.7 million and $402.3 million of repurchase borrowings outstanding, respectively. Our repurchase
agreements typically have terms of 30 days or less. As of September 30, 2009, the current weighted average
borrowing rate on these financing facilities was 0.39% as compared to 2.62% as of December 31, 2008.

Collateralized Debt Obligations - As of September 30, 2009 and December 31, 2008, we have CDOs outstanding of
approximately $280.2 million and $335.6 million, respectively, with an average interest rate of 0.63% and 0.85%,
respectively.

Subordinated Debentures - As of September 30, 2009, we have trust preferred securities outstanding of $44.8 million
with an average interest rate of 6.13%. As of December 31, 2008, we had trust preferred securities outstanding of
$44.6 million with an average interest rate of 6.61%. The securities are fully guaranteed by the Company with respect
to distributions and amounts payable upon liquidation, redemption or repayment. These securities are classified as
subordinated debentures in the liability section of our consolidated balance sheet.
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Convertible Preferred Debentures - As of September 30, 2009 and December 31, 2008, there were 1.0 million shares
of our Series A Preferred Stock outstanding with an aggregate redemption value of $20.0 million. The Series A
Preferred Stock entitles the holders to receive a cumulative dividend of 10% per year, subject to an increase to the
extent any future quarterly common stock dividends exceed $0.20 per share. The Company declared a 2009 third
quarter common stock dividend of $0.25 resulting in an increase in the Series A Preferred Stock dividend rate for the
20009 third quarter to 12.5% (per annum). The Series A Preferred Stock is convertible into shares of our common
stock based on a conversion price of $8.00 per share of common stock, which represents a conversion rate of two and
one-half (2 1/2) shares of common stock for each share of Series A Preferred Stock. The Series A Preferred Stock
matures on December 31, 2010, at which time any outstanding shares must be redeemed by us at the $20.00 per share
liquidation preference. Pursuant to GAAP, because of this mandatory redemption feature, we classify these securities
as convertible preferred debentures in the liability section of our balance sheet.

Derivative Assets and Liabilities - We generally attempt to hedge only the risk related to changes in the interest rates,
usually a London LIBOR or a U.S. Treasury rate.

In order to mitigate these risks, we enter into interest rate swap agreements whereby we receive floating rate payments
in exchange for fixed rate payments, effectively converting the borrowing to a fixed rate. We also enter into interest
rate cap agreements whereby, in exchange for a fee, we are reimbursed for interest paid in excess of a contractually
specified capped rate.

Derivative financial instruments contain credit risk to the extent that the institutional counterparties may be unable to

meet the terms of the agreements. We minimize this risk by limiting our counterparties to major financial institutions

with good credit ratings. The Company regularly monitors the potential risk of loss with any one party resulting from

this type of credit risk. In addition, the Company has in place with all outstanding swap counterparties bi-lateral

margin agreements thereby requiring a party to post collateral to the Company for any valuation deficit. This

arrangement is intended to limit the Company’s exposure to losses in the event of a counterparty default. Accordingly,
we do not expect any material losses as a result of default by other parties.

We enter into derivative transactions solely for risk management purposes and not for speculation. The decision of
whether or not a given transaction (or portion thereof) is hedged is made on a case-by-case basis, based on the risks
involved and other factors as determined by senior management, including the financial impact on income and asset
valuation and the restrictions imposed on REIT hedging activities by the Internal Revenue Code, among others. In
determining whether to hedge a risk, we may consider whether other assets, liabilities, firm commitments and
anticipated transactions already offset or reduce the risk. All transactions undertaken as a hedge are entered into with
a view towards minimizing the potential for economic losses that could be incurred by us. Generally, all derivatives
entered into are intended to qualify as cashflow hedges in accordance with GAAP, unless specifically precluded. To
this end, the terms of the hedges are matched closely to the terms of the hedged items to minimize
ineffectiveness. We closely monitor the hedge’s effectiveness and record the related ineffectiveness into earnings.

The following table summarizes the estimated fair value of derivative assets and liabilities as of September 30, 2009
and December 31, 2008 (dollar amounts in thousands):

September 30,  December 31,

2009 2008
Derivative Assets:
Interest rate caps $ 15 $ 22
Total $ 15 % 22
Derivative Liabilities:
Interest rate swaps $ 3,025 $ 4,194
Total $ 3,025 $ 4,194
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Balance Sheet Analysis - Stockholders’ Equity
Stockholders’ equity at September 30, 2009 was $58.1 million and included $12.5 million of net unrealized gains on
available for sale securities and a $3.7 million unrealized loss related to cashflow hedges presented as accumulated

other comprehensive income/(loss).
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Results of Operations
Overview of Performance

For the three and nine months ended September 30, 2009 we reported net income of $2.9 million and $7.5 million,
respectively, as compared to net income of $1.0 million and a net loss of $19.0 million, for the same periods in 2008.

The main components of the change in net income (loss) for the three and nine months ended September 30, 2009 as
compared to the same period for the prior year are detailed in the following table (dollar amounts in thousands, except
per share data):

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

2009 2008 Difference 2009 2008 Difference
Net interest income from
investment securities and
loans held in
securitization trusts $ 6,130 $ 3,632 $ 2498 $ 17,159 $ 10,335 $ 6,824
Net interest income 4,683 2,182 2,501 12,935 5,955 6,980
Provision for loan losses (526) ) (519) (1,414) (1,462) 48
Impairment loss on
investment securities — — — (119) — (119)
Realized gain (loss) on
securities and related
hedges 359 4 355 623 (19,927) 20,550
Total expenses 1,875 1,435 441 5,047 4,826 221
Income (loss) from
continuing operations 2,641 744 1,896 6,978 (20,260) 27,238
Income from
discontinued operation -
net of tax 236 285 (49) 500 1,294 (794)
Net income (loss) $ 2,877 $ 1,029 $ 1,847 $ 7,478 $ (18,966) $ 26,444
Basic income (loss) per
common share $ 0.31 $ 0.11 $ 020 $ 0.80 $ 239 % 3.19
Diluted income (loss) per
common share $ 0.30 $ 0.16 $ 0.19 $ 0.78 $ 239 $ 3.17

The increase in net income of $1.8 million for the quarter ended September 30, 2009 as compared to the same period
in the previous year was due mainly to a $2.5 million increase in net interest margin on the investment portfolio and
on the loans held in securitization trusts. The improved net interest margin was offset by an increase in provision for
loan losses of $0.5 million. The improved net interest margin for our portfolio was due primarily to the transition out
of lower yielding Agency CMO floaters in March and April of 2009 and into higher yielding non-agency RMBS, and
to a lesser extent, a CLO. In addition, improved borrowing costs for the Company’s repurchase agreements and
collateralized debt obligations contributed to the improved results.

The $26.4 million improvement in net income for the nine months ended September 30, 2009 as compared to the prior
year period was due primarily to significantly improved operating conditions and a lower interest rate
environment. Lower interest rates and a portfolio restructuring during the nine months ended September 30, 2009
resulted in a $7.0 million improvement in net interest margin as compared to the nine months ended September 30,
2008. The large realized loss recorded in 2008 was primarily a result of the March 2008 market disruption and the
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Company’s response to such disruption. The Company sold an aggregate of $592.8 million of Agency RMBS in its
portfolio during March 2008 in an effort to reduce its leverage and improve its liquidity position in response to the
market disruption, and incurred a loss of $15.0 million. In addition, the Company terminated a total of $517.7 million
of notional interest rate swaps in the quarter ended March 31, 2008, resulting in a realized loss of $4.8 million.
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Comparative Net Interest Income

Our results of operations for our investment portfolio during a given period typically reflect the net interest spread
earned on our investment portfolio of Agency RMBS, non-Agency RBMS, loans held in securitization trusts, and to a
lesser extent, CLOs. The net interest spread is impacted by factors such as our cost of financing, the interest rate our
investments are earning and our interest hedging strategies. Furthermore, the amount of premium or discount paid on
purchased portfolio investments and the prepayment rates on portfolio investments will impact the net interest spread
as such factors will be amortized over the expected term of such investments. The following tables set forth the
changes in net interest income, yields earned on securities and mortgage loans and rates on financial arrangements for
the three and nine months ended September 30, 2009 and 2008 (dollar amounts in thousands, except as noted):

Average
Balance
($ Millions)
Interest income:
Investment securities and
loans held in the
securitization trusts $ 6103
Amortization of net
premium (39.3)
Interest income/weighted
average $ 5710
Interest expense:
Investment securities and
loans held in the
securitization trusts $ 4959
Subordinated debentures 45.0
Convertible preferred
debentures 20.0
Interest expense/weighted
average $ 5609
Net interest
income/weighted average
Average
Balance
($ Millions)
Interest income:
Investment securities and
loans held in the
securitization trusts $ 6793
Amortization of net
premium (23.1)
$ 6562
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For the Three Months Ended September 30,

2009 2008
Yield/ Average

Amount Rate Balance Amount
($ Millions)

$ 75% 498% $ 872.5 $ 10,517

400 0.62% 1.9 (193)

$ 7,994 5.60% $ 874.4 $ 10,324

$ 1,864 1.47% $ 779.9 $ 6,692

785 6.83% 45.0 913

662 12.95% 20.0 537

$ 3,311 231% $ 844.9 $ 8,142

$ 4,683 3.29% $ 2,182

For the Nine Months Ended September 30,

2009 2008
Yield/ Average
Amount Rate Balance Amount
($ Millions)
$ 23,849 4.68% $ 929.8 $ 34,775
351 0.24% 1.1 (443)
$ 24,200 4.92% $ 9309 $ 34332

Yield/
Rate

4.82%
(0.10)%

4.72%

3.36%
7.94%

10.51%
3.77%

0.95%

Yield/
Rate

4.99%

(0.07)%
4.92%
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Interest income/weighted
average

Interest expense:
Investment securities and
loans held in the

securitization trusts $ 5775 7,041 1.60% $ 846.0 $ 23,997 3.73%
Subordinated debentures 45.0 2,417 7.06% 45.0 2,768 8.08%
Convertible preferred

debentures 20.0 1,807 11.87% 20.0 1,612 10.59%
Interest expense/weighted

average $ 6425 11,265 230% $ 911.0 $ 28377 4.09%
Net interest

income/weighted average 12,935 2.62% $ 5,995 0.83%
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The following table sets forth, among other things, the net interest spread, since inception, for our portfolio of
investment securities available for sale, mortgage loans held for investment and mortgage loans held in securitization
trusts, excluding the costs of our subordinated debentures and convertible preferred debentures.

Weighted

Average Average

Interest Cash Yield Constant

Earning Weighted on Interest Prepayment

Assets Average Earning Costof  Net Interest Rate
Quarter Ended ($ millions) Coupon Assets Funds Spread (CPR)
September 30, 2009 $ 571.0 4.98 % 5.60 % 1.47 % 4.13 % 22.5 %
June 30, 2009 $ 600.5 4.99 % 5.09 % 1.48 % 3.61 % 21.4 %
March 31, 2009 $797.2 4.22 % 4.31 % 1.79 % 2.52 % 12.3 %
December 31, 2008 $ 841.7 4.77 % 4.65 % 334 % 1.31 % 9.2 %
September 30, 2008 $ 874.5 4.81 % 4.72 % 3.36 % 1.36 % 13.8 %
June 30, 2008 $ 899.3 4.86 % 4.78 % 335 % 1.43 % 14.0 %
March 31, 2008 $1,019.2 5.24 % 5.20 % 4.35 % 0.85 % 13.0 %
December 31, 2007 $799.2 5.90 % 5.79 % 533 % 0.46 % 19.0 %
September 30, 2007 $ 865.7 5.93 % 5.72 % 5.38 % 0.34 % 21.0 %
June 30, 2007 $ 948.6 5.66 % 5.55 % 543 % 0.12 % 21.0 %
March 31, 2007 $1,022.7 5.59 % 5.36 % 534 % 0.02 % 19.2 %
December 31, 2006 $1,111.0 5.53 % 5.35 % 526 % 0.09 % 17.2 %
September 30, 2006 $1,287.6 5.50 % 5.28 % 512 % 0.16 % 20.7 %
June 30, 2006 $1,217.9 5.29 % 5.08 % 4.30 % 0.78 % 19.8 %
March 31, 2006 $1,478.6 4.85 % 4.75 % 4.04 % 0.71 % 18.7 %
December 31, 2005 $1,499.0 4.84 % 4.43 % 3.81 % 0.62 % 26.9 %
September 30, 2005 $1,494.0 4.69 % 4.08 % 3.38% 0.70 % 29.7 %
June 30, 2005 $1,590.0 4.50 % 4.06 % 3.06 % 1.00 % 30.5 %
March 31, 2005 $1,477.9 4.39 % 4.01 % 2.86 % 1.15 % 29.2 %
December 31, 2004 $1,325.7 4.29 % 3.84 % 2.58 % 1.26 % 23.7 %
September 30, 2004 $776.5 4.04 % 3.86 % 245 % 1.41 % 16.0 %
Comparative Expenses (dollar amounts in thousands)

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

Expenses: 2009 2008 % Change 2009 2008 % Change
Salaries and benefits $ 473 % 258 833% $ 1,486 $ 988 50.4 %
Professional fees 323 367 (12.0)% 1,021 1,065 “4.1) %
Management fees 508 186 173.1 % 935 479 95.2 %
Insurance 171 275 (37.8)% 358 668 (46.4) %
Other 400 349 14.6 % 1,247 1,626 (23.3) %
Total Expenses $ 1,875 $ 1,435 307% $ 5,047 $ 4,826 4.6 %

The increase in expenses of approximately $0.4 million for the three months ended September 30, 2009 as compared
to the same period in 2008 is primarily due to $0.2 million in compensation related to a performance based incentive
accrual and a $0.3 million increase in incentive based management fees. The $0.5 million increase in salaries and
benefits for the nine months ended September 30, 2009 is due to higher incentive based compensation accruals. In
addition, the management fees increase of $0.5 million is due to incentive fees under the advisory agreement, based on
performance. These increases in expenses during the nine months ended September 30, 2009 were partially offset by
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lower insurance costs and reduced other expenses. Other expenses during the nine months ended September 30, 2008
included a non-recurring penalty fees totaling approximately $0.7 million that was paid to investors in the Company’s
February 2008 private placement of common stock.
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Off-Balance Sheet Arrangements

Since inception, we have not maintained any relationships with unconsolidated entities or financial partnerships, such
as entities often referred to as structured finance or special purpose entities, established for the purpose of facilitating
off-balance sheet arrangements or other contractually narrow or limited purposes. Further, we have not guaranteed
any obligations of unconsolidated entities nor do we have any commitment or intent to provide funding to any such
entities. Accordingly, we are not materially exposed to any market, credit, liquidity or financing risk that could arise
if we had engaged in such relationships.

Liquidity and Capital Resources

Liquidity is a measure of our ability to meet potential cash requirements, including ongoing commitments to repay
borrowings, fund and maintain investments, fund our operations, pay dividends to our stockholders and other general
business needs. We recognize the need to have funds available for our operating businesses and meet these potential
cash requirements. Our investments and assets generate liquidity on an ongoing basis through mortgage principal and
interest payments, prepayments and net earnings held prior to payment of dividends. In addition, depending on
market conditions, the sale of investment securities or capital market transactions may provide additional
liquidity. We intend to meet our liquidity needs through normal operations with the goal of avoiding unplanned sales
of assets or emergency borrowing of funds. At September 30, 2009, we had cash balances of $22.4 million, $60.9
million in unencumbered RMBS securities, including $16.6 million in Agency RMBS, and borrowings of $194.7
million under outstanding repurchase agreements. At September 30, 2009, we also utilized longer-term capital
resources, including CDOs outstanding of $280.2 million, subordinated debt of $44.8 million (in the form of trust
preferred securities) and $19.8 million of convertible preferred debentures. Based on our current investment portfolio,
leverage ratio and available borrowing arrangements, we believe our existing cash balances, funds available under our
current repurchase agreements and cash flows from operations will meet our liquidity requirements for at least the
next 12 months.

To finance our RMBS investment portfolio, we generally seek to borrow between six and eight times the amount of
our equity. At September 30, 2009, our leverage ratio for our RMBS investment portfolio, which we define as our

outstanding indebtedness under repurchase agreements divided by the sum of total stockholders’ equity and the
convertible preferred debentures, was 2.5:1; excluding the convertible preferred debentures our leverage ratio was

3.3:1. As of September 30, 2009, our investment in CLO and non-Agency RMBS was unlevered. Given the continued

uncertainty in the global credit markets and economy, we believe it is prudent and appropriate to currently employ

leverage at a level below our targeted leverage range.

We had outstanding repurchase agreements, a form of collateralized short-term borrowing, with five different
financial institutions as of September 30, 2009. These agreements are secured by our RMBS and bear interest rates
that have historically moved in close relationship to LIBOR. Our borrowings under repurchase agreements are based
on the fair value of our RMBS portfolio. Interest rate changes can have a negative impact on the valuation of these
securities, reducing the amount we can borrow under these agreements. Moreover, our repurchase agreements allow
the counterparties to determine a new market value of the collateral to reflect current market conditions and because
these lines of financing are not committed, the counterparty can call the loan at any time. If a counterparty determines
that the value of the collateral has decreased, the counterparty may initiate a margin call and require us to either post
additional collateral to cover such decrease or repay a portion of the outstanding borrowing, on minimal
notice. Moreover, in the event an existing counterparty elected to not reset the outstanding balance at its maturity into
a new repurchase agreement, we would be required to repay the outstanding balance with cash or proceeds received
from a new counterparty or to surrender the mortgage-backed securities that serve as collateral for the outstanding
balance, or any combination thereof. If we are unable to secure financing from a new counterparty and had to
surrender the collateral or sell it at a distressed price, we could incur a significant loss.
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We enter into interest rate swap agreements as a mechanism to reduce the interest rate risk of the RMBS portfolio. At
September 30, 2009, we had $113.9 million in notional interest rate swaps outstanding. Should market rates for
similar term interest rate swaps drop below the fixed rates we have agreed to on our interest rate swaps, we will be
required to post additional margin to the swap counterparty, reducing available liquidity. The weighted average
maturity of the swaps was 2.8 years at September 30, 2009.
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We also own approximately $4.1 million of loans held for sale. Our inability to sell these loans at all or on favorable
terms could adversely affect our profitability as any sale for less than the current reserved balance would result in a
loss. Currently, these loans are not financed or pledged.

As it relates to loans sold previously under certain loan sale agreements by our discontinued mortgage lending
business, we may be required to repurchase some of those loans or indemnify the loan purchaser for damages caused
by a breach of the loan sale agreement. While in the past we complied with the repurchase demands by repurchasing
the loan with cash and reselling it at a loss, thus reducing our cash position; since December 31, 2007, we have
addressed these requests by attempting to negotiate a net cash settlement based on the actual or assumed loss on the
loan in lieu of repurchasing the loans. The Company periodically receives repurchase requests, each of which
management reviews to determine, based on management’s experience, whether such request may reasonably be
deemed to have merit. As of September 30, 2009, the amount of repurchase requests outstanding was approximately
$1.5 million, against which we had a reserve of approximately $0.3 million. We cannot assure you that we will be
successful in settling the remaining repurchase demands on favorable terms, or at all. If we are unable to continue to
resolve our current repurchase demands through negotiated net cash settlements, our liquidity could be adversely
affected. In addition, we may be subject to new repurchase requests from investors with whom we have not settled or
with respect to repurchase obligations not covered under the settlement.

We paid a fourth quarter 2008 cash dividend of $0.10 in January 2009, a first quarter 2009 cash dividend of $0.18 per
common share in April 2009, a second quarter 2009 dividend of $0.23 per common share in July 2009 and a third
quarter 2009 cash dividend of $0.25 per common share in October 2009 the third quarter 2009 dividend was paid to
common stockholders of record as of October 13, 2009.

On January 31, 2009 we paid the 2008 fourth quarter $0.50 per share cash dividend, or $0.5 million in the aggregate,
on shares of the Series A Preferred Stock to holders of record on December 31, 2008. On April 30, 2009, we paid a
$0.50 per share cash dividend, or $0.5 million in the aggregate, on shares of our Series A Preferred Stock to holders of
record as of March 31, 2009. On July 30, 2009, we paid a $0.575 per share cash dividend, or $0.6 million in the
aggregate, on shares of our Series A Preferred Stock to holders of record as of June 30, 2009 and on October 30, 2009,
we paid a $0.625 per share cash dividend, or $0.6 million in the aggregate, on shares of our Series A Preferred Stock
to holders of record as of September 30, 2009. As described above, pursuant to the terms of the Series A Preferred
Stock, we are required to increase the quarterly dividend on the Series A Preferred Stock, on a pro rata basis, to the
extent our future quarterly common stock dividends exceed $0.20 per share.

Our board of directors will continue to evaluate our dividend policy each quarter and will make adjustments as
necessary, based on a variety of factors, including, among other things, the need to maintain our REIT status, our
financial condition, liquidity, earnings projections and business prospects. Our dividend policy does not constitute an
obligation to pay dividends, which only occurs when our board of directors declares a dividend.

We intend to make distributions to our stockholders to comply with the various requirements to maintain our REIT
status and to minimize or avoid corporate income tax and the nondeductible excise tax. However, differences in
timing between the recognition of REIT taxable income and the actual receipt of cash could require us to sell assets or
to borrow funds on a short-term basis to meet the REIT distribution requirements and to avoid corporate income tax
and the nondeductible excise tax.

Advisory Agreement
On January 18, 2008, we entered into an advisory agreement with HCS, pursuant to which HCS will advise, manage

and make investments on behalf the Managed Subsidiaries. Pursuant to the advisory agreement, HCS is entitled to
receive the following compensation:
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base advisory fee equal to 1.50% per annum of the “equity capital” (as defined in advisory agreement) of the Managed
Subsidiaries is payable by us to HCS in cash, quarterly in arrears; and

eincentive compensation equal to 25% of the GAAP net income of the Managed Subsidiaries attributable to the
investments that are managed by HCS that exceed a hurdle rate equal to the greater of (a) 8.00% and (b) 2.00% plus
the ten year treasury rate for such fiscal year will be payable by us to HCS in cash, quarterly in arrears; provided,
however, that a portion of the incentive compensation may be paid in shares of our common stock.
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If we terminate the advisory agreement (other than for cause) or elect not to renew it, we will be required to pay
JMPAM a cash termination fee equal to the sum of (i) the average annual base advisory fee and (ii) the average annual
incentive compensation earned during the 24-month period immediately preceding the date of termination.

For the three and nine months ended September 30, 2009, we paid HCS a base advisory fee of $0.2 million and $0.6
million, respectively, and incentive compensation of $0.3 million and $0.3 million, respectively.

Inflation

For the periods presented herein, inflation has been relatively low and we believe that inflation has not had a material
effect on our results of operations.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Market risk is the exposure to loss resulting from changes in interest rates, credit spreads, foreign currency exchange
rates, commodity prices and equity prices. Because we are invested solely in U.S.-dollar denominated instruments,
primarily residential mortgage instruments, and our borrowings are also domestic and U.S. dollar denominated, we are
not subject to foreign currency exchange, or commodity and equity price risk; the primary market risk that we are
exposed to is interest rate risk and its related ancillary risks. Interest rate risk is highly sensitive to many factors,
including governmental monetary and tax policies, domestic and international economic and political considerations
and other factors beyond our control. All of our market risk sensitive assets, liabilities and related derivative positions
are for non-trading purposes only.

Management recognizes the following primary risks associated with our business and the industry in which we
conduct business:

Interest rate risk

Liquidity risk

Prepayment risk

Credit risk

Market (fair value) risk
Interest Rate Risk
Interest rates are sensitive to many factors, including governmental, monetary, tax policies, domestic and international
economic conditions, and political or regulatory matters beyond our control. Changes in interest rates affect the value
of our RMBS and ARM loans we manage and hold in our investment portfolio, the variable-rate borrowings we use to
finance our portfolio, and the interest rate swaps and caps we use to hedge our portfolio. All of our portfolio interest
market risk sensitive assets, liabilities and related derivative positions are managed with a long term perspective and
are not for trading purposes.
Interest rate risk is measured by the sensitivity of our current and future earnings to interest rate volatility, variability
of spread relationships, the difference in re-pricing intervals between our assets and liabilities and the effect that
interest rates may have on our cash flows, especially the speed at which prepayments occur on our residential

mortgage related assets. Changes in interest rates can affect our net interest income, which is the difference between
the interest income earned on assets and our interest expense incurred in connection with our borrowings.
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Our adjustable-rate hybrid ARM assets reset on various dates that are not matched to the reset dates on our repurchase
agreements. In general, the repricing of our repurchase agreements occurs more quickly than the repricing of our
assets. First, our floating rate borrowings may react to changes in interest rates before our adjustable rate assets
because the weighted average next re-pricing dates on the related borrowings may have shorter time periods than that
of the adjustable rate assets. Second, interest rates on adjustable rate assets may be limited to a “periodic cap” or an
increase of typically 1% or 2% per adjustment period, while our borrowings do not have comparable limitations.
Third, our adjustable rate assets typically lag changes in the applicable interest rate indices by 45 days due to the
notice period provided to adjustable rate borrowers when the interest rates on their loans are scheduled to change.
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We seek to manage interest rate risk in the portfolio by utilizing interest rate swaps, caps and Eurodollar futures, with
the goal of optimizing the earnings potential while seeking to maintain long term stable portfolio values. We
continually monitor the duration of our mortgage assets and have a policy to hedge the financing such that the net
duration of the assets, our borrowed funds related to such assets, and related hedging instruments, are less than one
year.

Interest rates can also affect our net return on hybrid ARM securities and loans net of the cost of financing hybrid
ARMs. We continually monitor and estimate the duration of our hybrid ARMs and have a policy to hedge the
financing of the hybrid ARMs such that the net duration of the hybrid ARMs, our borrowed funds related to such
assets, and related hedging instruments are less than one year. During a declining interest rate environment, the
prepayment of hybrid ARMs may accelerate (as borrowers may opt to refinance at a lower rate) causing the amount of
liabilities that have been extended by the use of interest rate swaps to increase relative to the amount of hybrid ARMs,
possibly resulting in a decline in our net return on hybrid ARMs as replacement hybrid ARMs may have a lower yield
than those being prepaid. Conversely, during an increasing interest rate environment, hybrid ARMs may prepay
slower than expected, requiring us to finance a higher amount of hybrid ARMs than originally forecast and at a time
when interest rates may be higher, resulting in a decline in our net return on hybrid ARMs. Our exposure to changes in
the prepayment speeds of hybrid ARMs is mitigated by regular monitoring of the outstanding balance of hybrid
ARMs, and adjusting the amounts anticipated to be outstanding in future periods and, on a regular basis, making
adjustments to the amount of our fixed-rate borrowing obligations for future periods.

We utilize a model based risk analysis system to assist in projecting portfolio performances over a scenario of
different interest rates. The model incorporates shifts in interest rates, changes in prepayments and other factors
impacting the valuations of our financial securities, including mortgage-backed securities, repurchase agreements,
interest rate swaps and interest rate caps.

Based on the results of the model, as of September 30, 2009, instantaneous changes in interest rates would have the
following effect on net interest income: (dollar amounts in thousands)

Changes in Net Interest Income
Changes in Net Interest

Changes in Interest Rates Income
+200 $ (4,144 )
+100 $ (1,851 )
-100 $ 1,770

Interest rate changes may also impact our net book value as our mortgage assets and related hedge derivatives are
marked-to-market each quarter. Generally, as interest rates increase, the value of our mortgage assets decreases and as
interest rates decrease, the value of such investments will increase. In general, we would expect however that, over
time, decreases in value of our portfolio attributable to interest rate changes will be offset, to the degree we are
hedged, by increases in value of our interest rate swaps, and vice versa. However, the relationship between spreads on
securities and spreads on swaps may vary from time to time, resulting in a net aggregate book value increase or
decline. However, unless there is a material impairment in value that would result in a payment not being received on
a security or loan, changes in the book value of our portfolio will not directly affect our recurring earnings or our
ability to make a distribution to our stockholders.
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Liquidity Risk

Liquidity is a measure of our ability to meet potential cash requirements, including ongoing commitments to repay
borrowings, fund and maintain investments, pay dividends to our stockholders and other general business needs. We
recognize the need to have funds available to operate our business. It is our policy to have adequate liquidity at all
times. We plan to meet liquidity through normal operations with the goal of avoiding unplanned sales of assets or
emergency borrowing of funds.

Our principal sources of liquidity are the repurchase agreements on our RMBS, the CDOs we have issued to finance
our loans held in securitization trusts, the principal and interest payments from mortgage assets and cash proceeds
from the issuance of equity securities (as market and other conditions permit). We believe our existing cash balances
and cash flows from operations will be sufficient for our liquidity requirements for at least the next 12 months.

As it relates to our investment portfolio, derivative financial instruments we use to hedge interest rate risk subject us
to “margin call” risk. If the value of our pledged assets decreases, due to a change in interest rates, credit characteristics,
or other pricing factors, we may be required to post additional cash or asset collateral, or reduce the amount we are
able to borrower versus the collateral. Under our interest rate swaps typically we pay a fixed rate to the counterparties
while they pay us a floating rate. If interest rates drop below the fixed rate we are paying on an interest rate swap, we
may be required to post cash margin.

Prepayment Risk

When borrowers repay the principal on their mortgage loans before maturity or faster than their scheduled
amortization, the effect is to shorten the period over which interest is earned, and therefore, reduce the yield for
mortgage assets purchased at a premium to their then current balance, as with the majority of our assets. Conversely,
mortgage assets purchased for less than their then current balance exhibit higher yields due to faster prepayments.
Furthermore, prepayment speeds exceeding or lower than our modeled prepayment speeds impact the effectiveness of
any hedges we have in place to mitigate financing and/or fair value risk. Generally, when market interest rates decline,
borrowers have a tendency to refinance their mortgages, thereby increasing prepayments.

Our prepayment model will help determine the amount of hedging we use to off-set changes in interest rates. If actual
prepayment rates are higher than modeled, the yield will be less than modeled in cases where we paid a premium for
the particular mortgage asset. Conversely, when we have paid a premium, if actual prepayment rates experienced are
slower than modeled, we would amortize the premium over a longer time period, resulting in a higher yield to
maturity.

In an increasing prepayment environment, the timing difference between the actual cash receipt of principal paydowns
and the announcement of the principal paydown may result in additional margin requirements from our repurchase
agreement counterparties.

We mitigate prepayment risk by constantly evaluating our mortgage assets relative to prepayment speeds observed for
assets with a similar structure, quality and characteristics. Furthermore, we stress-test the portfolio as to prepayment
speeds and interest rate risk in order to further develop or make modifications to our hedge balances. Historically, we
have not hedged 100% of our liability costs due to prepayment risk.

Credit Risk

Credit risk is the risk that we will not fully collect the principal we have invested in mortgage loans or other assets due
to either borrower defaults, or a counterparty failure. Our portfolio of loans held in securitization trusts as of
September 30, 2009 consisted of approximately $280.2 million of securitized first liens originated in 2005 and earlier.
The securitized first liens were principally originated by our subsidiary, HC, prior to our exit from the mortgage

Table of Contents 93



Edgar Filing: HOME BANCSHARES INC - Form PRE 14A

lending business. These are predominately high-quality loans with an average loan-to-value (“LTV”) ratio at origination
of approximately 70.2%, and average borrower FICO score of approximately 733. In addition, approximately 68.4%
of these loans were originated with full income and asset verification. While we feel that our origination and
underwriting of these loans will help to mitigate the risk of significant borrower default, on these loans, we cannot
assure you that all borrowers will continue to satisfy their payment obligations under these loans and thereby avoid
default.
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As of September 30, 2009, we owned approximately $44.4 million on non-Agency RMBS senior securities. The
non-Agency RMBS has a weighted average amortized purchase price of approximately 71.2% of current par
value. Management believes the purchase price discount coupled with the credit support within the bond structure
protects the Company from principal loss under most stress scenarios for these non-Agency RMBS. In addition, we
own approximately $13.3 million of collateralized loan obligations at a discounted purchase price of approximately
19.22% of par. The securities are backed by a portfolio of middle market corporate loans.

Market (Fair Value) Risk

Changes in interest rates also expose us to market risk that the market value (fair) value on our assets may decline. For
certain of the financial instruments that we own, fair values will not be readily available since there are no active
trading markets for these instruments as characterized by current exchanges between willing parties. Accordingly, fair
values can only be derived or estimated for these investments using various valuation techniques, such as computing
the present value of estimated future cash flows using discount rates commensurate with the risks involved. However,
the determination of estimated future cash flows is inherently subjective and imprecise. Minor changes in assumptions
or estimation methodologies can have a material effect on these derived or estimated fair values. These estimates and
assumptions are indicative of the interest rate environments as of September 30, 2009, and do not take into
consideration the effects of subsequent interest rate fluctuations.

We note that the values of our investments in mortgage-backed securities and in derivative instruments, primarily
interest rate hedges on our debt, will be sensitive to changes in market interest rates, interest rate spreads, credit
spreads and other market factors. The value of these investments can vary and has varied materially from period to
period. Historically, the values of our mortgage loan portfolio have tended to vary inversely with those of its
derivative instruments.

The following describes the methods and assumptions we use in estimating fair values of our financial instruments:

Fair value estimates are made as of a specific point in time based on estimates using present value or other valuation
techniques. These techniques involve uncertainties and are significantly affected by the assumptions used and the
judgments made regarding risk characteristics of various financial instruments, discount rates, estimate of future
cashflows, future expected loss experience and other factors.

Changes in assumptions could significantly affect these estimates and the resulting fair values. Derived fair value
estimates cannot be substantiated by comparison to independent markets and, in many cases, could not be realized in
an immediate sale of the instrument. Also, because of differences in methodologies and assumptions used to estimate
fair values, the fair values used by us should not be compared to those of other companies.

The fair values of the Company's RMBS are generally based on market prices provided by dealers who make markets
in these financial instruments. If the fair value of a security is not reasonably available from a dealer, management
estimates the fair value based on characteristics of the security that the Company receives from the issuer and on
available market information.

The fair value of mortgage loans held in securitization trusts is estimated using pricing models and taking into
consideration the aggregated characteristics of groups of loans such as, but not limited to, collateral type, index,
interest rate, margin, length of fixed-rate period, life cap, periodic cap, underwriting standards, age and credit
estimated using the estimated market prices for similar types of loans. Due to significant market dislocation over the
past 18 months, secondary market prices were given minimal weighting when arriving at loan valuation at September
30, 2009 and December 31, 2008 fair value.

The fair value of these collateralized debt obligations is based on discounted cashflows as well as market pricing on
comparable collateralized debt obligations.
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The market risk management discussion and the amounts estimated from the analysis that follows are forward-looking
statements that assume that certain market conditions occur. Actual results may differ materially from these projected
results due to changes in our portfolio assets and borrowings mix and due to developments in the domestic and global
financial and real estate markets. Developments in the financial markets include the likelihood of changing interest
rates and the relationship of various interest rates and their impact on our portfolio yield, cost of funds and cash flows.
The analytical methods that we use to assess and mitigate these market risks should not be considered projections of
future events or operating performance.

As a financial institution that has only invested in U.S.-dollar denominated instruments, primarily residential mortgage
instruments, and has only borrowed money in the domestic market, we are not subject to foreign currency exchange or
commodity price risk. Rather, our market risk exposure is largely due to interest rate risk. Interest rate risk impacts our
interest income, interest expense and the market value on a large portion of our assets and liabilities. The management
of interest rate risk attempts to maximize earnings and to preserve capital by minimizing the negative impacts of
changing market rates, asset and liability mix, and prepayment activity.

The table below presents the sensitivity of the market value and net duration changes of our portfolio as of
September 30, 2009, using a discounted cash flow simulation model assuming an instantaneous interest rate shift.
Application of this method results in an estimation of the fair market value change of our assets, liabilities and
hedging instruments per 100 basis point (“bp”) shift in interest rates.

The use of hedging instruments is a critical part of our interest rate risk management strategies, and the effects of these
hedging instruments on the market value of the portfolio are reflected in the model's output. This analysis also takes
into consideration the value of options embedded in our mortgage assets including constraints on the re-pricing of the
interest rate of assets resulting from periodic and lifetime cap features, as well as prepayment options. Assets and
liabilities that are not interest rate-sensitive such as cash, payment receivables, prepaid expenses, payables and accrued
expenses are excluded.

Changes in assumptions including, but not limited to, volatility, mortgage and financing spreads, prepayment
behavior, defaults, as well as the timing and level of interest rate changes will affect the results of the model.
Therefore, actual results are likely to vary from modeled results.

Market Value Changes
Changes in Changes in Net
Interest Rates Market Value Duration
(Amount in thousands)
+200 $ (10,983) 1.34 years
+100 $ (5,032) 1.25 years
Base — 0.81 years
-100 $ 3,617 0.43 years

It should be noted that the model is used as a tool to identify potential risk in a changing interest rate environment but
does not include any changes in portfolio composition, financing strategies, market spreads or changes in overall
market liquidity.

Based on the assumptions used, the model output suggests a very low degree of portfolio price change given increases
in interest rates, which implies that our cash flow and earning characteristics should be relatively stable for
comparable changes in interest rates.

Although market value sensitivity analysis is widely accepted in identifying interest rate risk, it does not take into
consideration changes that may occur such as, but not limited to, changes in investment and financing strategies,

changes in market spreads and changes in business volumes. Accordingly, we make extensive use of an earnings
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simulation model to further analyze our level of interest rate risk.
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There are a number of key assumptions in our earnings simulation model. These key assumptions include changes in
market conditions that affect interest rates, the pricing of ARM products, the availability of investment assets and the
availability and the cost of financing for portfolio assets. Other key assumptions made in using the simulation model
include prepayment speeds and management's investment, financing and hedging strategies, and the issuance of new
equity. We typically run the simulation model under a variety of hypothetical business scenarios that may include
different interest rate scenarios, different investment strategies, different prepayment possibilities and other scenarios
that provide us with a range of possible earnings outcomes in order to assess potential interest rate risk. The
assumptions used represent our estimate of the likely effect of changes in interest rates and do not necessarily reflect
actual results. The earnings simulation model takes into account periodic and lifetime caps embedded in our assets in
determining the earnings at risk.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures - We maintain disclosure controls and procedures that are designed
to ensure that information required to be disclosed in the reports that we file or submit under the Securities Exchange
Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the
rules and forms of the SEC, and that such information is accumulated and communicated to our management as
appropriate to allow timely decisions regarding required disclosures. An evaluation was performed under the
supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial
Officer, of the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended) as of September 30, 2009. Based upon that evaluation, our
Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were
effective as of September 30, 2009.

Changes in Internal Control over Financial Reporting - There has been no change in our internal control over financial

reporting during the quarter ended September 30, 2009 that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1A. Risk Factors

There have been no material changes to the risk factors disclosed in Item 1A. “Risk Factors” in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2008.

Item 6. Exhibits

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

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

NEW YORK MORTGAGE TRUST, INC.
Date: November 6, 2009 By: /s/ Steven R. Mumma
Steven R. Mumma

Chief Executive Officer, President and Chief Financial Officer
(Principal Executive Officer and Principal Financial Officer)
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EXHIBIT INDEX

Description

Articles of Amendment and Restatement of New York Mortgage Trust, Inc. (Incorporated by
reference to Exhibit 3.1 to the Company’s Registration Statement on Form S-11 as filed with the
Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004).

Articles of Amendment of the Registrant (Incorporated by reference to Exhibit 3.1 to the
Company’s Current Report on Form 8-K filed on October 4, 2007).

Articles of Amendment of the Registrant (Incorporated by reference to Exhibit 3.2 to the
Company’s Current Report on Form 8-K filed on October 4, 2007).

Articles of Amendment of the Registrant (Incorporated by reference to Exhibit 3.1(d) to the
Company’s Current Report on Form 8-K filed on May 16, 2008).

Articles of Amendment of the Registrant (Incorporated by reference to Exhibit 3.1(e) to the
Company’s Current Report on Form 8-K filed on May 16, 2008).

Articles of Amendment of the Registrant (Incorporated by reference to Exhibit 3.1(f) to the
Company’s Current Report on Form 8-K filed on June 15, 2009).

Bylaws of New York Mortgage Trust, Inc. (Incorporated by reference to Exhibit 3.2 to the
Company’s Registration Statement on Form S-11 as filed with the Securities and Exchange
Commission (Registration No. 333-111668), effective June 23, 2004).

Amendment No. 1 to Bylaws of New York Mortgage Trust, Inc. (Incorporated by reference to
Exhibit 3.2(b) to Registrant's Annual Report on Form 10-K filed on March 16, 2006).

Form of Common Stock Certificate. (Incorporated by reference to Exhibit 4.1 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004).

Junior Subordinated Indenture between The New York Mortgage Company, LLC and

JPMorgan Chase Bank, National Association, as trustee, dated September 1, 2005.

(Incorporated by reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K as filed
with the Securities and Exchange Commission on September 6, 2005).

Amended and Restated Trust Agreement among The New York Mortgage Company, LLC,
JPMorgan Chase Bank, National Association, Chase Bank USA, National Association and the
Administrative Trustees named therein, dated September 1, 2005. (Incorporated by reference to
Exhibit 4.2 to the Company’s Current Report on Form 8-K as filed with the Securities and
Exchange Commission on September 6, 2005).

Articles Supplementary Establishing and Fixing the Rights and Preferences of Series A
Cumulative Redeemable Convertible Preferred Stock of the Company (Incorporated by
reference to Exhibit 4.1 to the Company’s Current Report on Form 8-K filed on January 25,
2008).
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Form of Series A Cumulative Redeemable Convertible Preferred Stock Certificate
(Incorporated by reference to Exhibit 4.2 to the Company’s Current Report on Form 8-K filed on
January 25, 2008).
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10.1

10.2

31.1

32.1
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Form of Restricted Stock Award Agreement for Officers (Incorporated by reference to Exhibit
10-1 to the Company’s Current Report on Form 8-K as filed with the Securities and Exchange
Commission on July14, 2009.)

Form of Restricted Stock Award Agreement for Directors (Incorporated by reference to Exhibit
10.2 to the Company’s Current Report on Form 8-K as filed with the Securities and Exchange
Commission on July14, 2009).

Section 302 Certification of Chief Executive Officer and Chief Financial Officer.*

Section 906 Certification of Chief Executive Officer and Chief Financial Officer.*
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