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PARTI
Part I
Item 1. Financial Statements

ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except share and per share amounts)

June 30,2011 December 31,

(Unaudited) 2010(1)
ASSETS
Cash and cash equivalents $ 401,844 $ 282,626
Reverse repurchase agreements 593,865 1,006,163
Investments, at fair value:
U.S. Treasury Securities (including pledged assets of $476,863 and $660,823,
respectively) 748,118 1,100,447
Securities borrowed 519,929 216,676
Agency Mortgage-Backed Securities (including pledged assets of $82,193,414 and

$67,787,023, respectively) 96,773,448 78,440,330
Agency debentures (including pledged assets of $459,283 and $1,068,869,

respectively) 703,093 1,108,261
Investments with affiliates 261,659 252,863

Corporate debt, held for investment 27,982 21,683

Receivable for Investment sold 40,751 151,460

Accrued interest and dividends receivable 386,160 345,250

Receivable from Prime Broker 3,272 3,272

Receivable for advisory and service fees 19,666 16,172

Intangible for customer relationships, net 12,141 9,290

Goodwill 42,030 42,030

Interest rate swaps, at fair value - 2,561

Other derivative contracts, at fair value 767 2,607

Other assets 22,282 24,899

Total assets $ 100,557,007 $ 83,026,590

LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities:

U.S. Treasury Securities sold, not yet purchased, at fair value $ 491,740 $ 909,462
Repurchase agreements 78,447,165 65,533,537
Securities loaned, at fair value 447,330 217,841
Payable for Investments purchased 4,824,618 4,575,026
Convertible Senior Notes 600,000 600,000
Accrued interest payable 122,753 115,766
Dividends payable 539,970 404,220
Interest rate swaps, at fair value 1,035,215 754,439
Other derivative contracts, at fair value - 2,446
Accounts payable and other liabilities 78,895 8,921

Total liabilities 86,587,686 73,121,658
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6.00% Series B Cumulative Convertible Preferred Stock:
4,600,000 shares authorized, 1,649,047 and 1,652,047 shares issued and

outstanding, respectively

Stockholders’ Equity:
7.875% Series A Cumulative Redeemable Preferred Stock: 7,412,500
authorized, issued and outstanding
Common stock, par value $.01 per share, 1,987,987,500 authorized, 831,047,443
and 631,594,205 issued and outstanding, respectively
Additional paid-in capital
Accumulated other comprehensive income (loss)
Accumulated deficit
Total stockholders’ equity

Total liabilities, Series B Cumulative Convertible Preferred Stock and
stockholders’ equity

() Derived from the audited consolidated financial statements at December 31, 2010.

See notes to consolidated financial statements.

39,959 40,032
177,088 177,088
8,310 6,316
12,579,012 9,175,245
2,049,831 1,164,642

(884,879 ) (658,391 )
13,929,362 9,864,900

$ 100,557,007 $ 83,026,590
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)
(dollars in thousands, except share and per share amounts)

Interest income:
Investments
U.S. Treasury Securities
Securities loaned
Total interest income

Interest expense:
Repurchase agreements
Convertible Senior Notes
U.S. Treasury Securities sold, not yet purchased
Securities borrowed
Total interest expense

Net interest income

Other income (loss):
Investment advisory and other fee income
Net gains (losses) on sales of Mortgage-Backed
Securities and agency debentures
Dividend income
Net gains (losses) on trading assets
Net gain (losses) on interest-only
Mortgage-Backed Securities
Income (expense) from underwriting
Subtotal
Realized gains (losses) on interest rate swaps(1)
Unrealized gains (losses) on interest rate swaps
Subtotal
Total other (loss) income

Expenses:
Distribution fees
General and administrative expenses
Total expenses

Income (loss) before income taxes and income from

equity method investment in affiliate

Income taxes
Income (loss) from equity method investment in
affiliate

(Unaudited)
For the Quarters Ended

June 30, 2011

$948,703 $642,782
6,497 40
1,868 860
957,068 643,682
100,164 96,975
6,900 6,966
4,772 24
1,484 742
113,320 104,707
843,748 538,975
20,710 13,863
7,336 39,041
8,230 7,330
(5,712 ) 77
276 -
(77 ) 500
30,763 60,811
(216,760 ) (175,535
(466,943 ) (593,038
(683,703 ) (768,573
(652,940 ) (707,762
57,229 41,540
57,229 41,540

133,579 (210,327

(12,762 ) (8,837
- 935

June 30, 2010 June 30, 2011

~— N N

)

For the Six Months Ended

$1,786,583
11,322
3,211
1,801,116

202,766
13,667
9,758
2,585
228,776

1,572,340

37,917

34,521
14,527
13,100

276
2,827
103,168
(422,908
(297,635
(720,543
(617,375

109,056

109,056
845,909

(26,337

1,140

~— O N

)

June 30, 2010

$1,296,717
40
1,314
1,298,071

189,064
10,161
24
1,129
200,378

1,097,693

26,409

86,003
15,294
77

500
128,283
(356,373
(709,770
(1,066,143
(937,860

360

81,561

81,921
77,912

(16,151

1,075

)
)
)
)

)



Edgar Filing: ANNALY CAPITAL MANAGEMENT INC - Form 10-Q
Net income (loss) 120,817 (218,229 ) 820,712 62,836

Dividends on preferred stock 4,267 4,625 8,534 9,250

Net income (loss) available (related) to common
shareholders $116,550 $(222,854 ) $812,178 $53,586

Net income (loss) available (related) per share to
common shareholders:

Basic $0.14 $(0.40 ) $1.03 $0.10
Diluted $0.14 $(0.40 ) $1.00 $0.10
Weighted average number of common shares
outstanding:
Basic 822,623,370 559,700,836 787,712,527 557,360,358
Diluted 827,754,731 559,700,836 827,622,301 557,418,175
Net income (loss) $120,817 $(218,229 ) $820,712 62,336

Other comprehensive income (loss):
Unrealized gains (losses) on available-for-sale

securities 1,047,639 664,544 905,412 671,960
Unrealized losses on interest rate swaps - 26,846 14,298 62,927
Reclassification adjustment for net (gains) losses

included in net income (loss) (7,336 ) (39,041 ) (34,521 ) (86,003 )
Other comprehensive income (loss) 1,040,303 652,349 885,189 648,884

Comprehensive income (loss) $1,161,120 $434,120 $1,705,901 $711,720

(1) Interest expense related to the Company’s interest rate swaps is recorded in Realized losses on interest rate swaps
on the Consolidated Statements of Operations and Comprehensive Income.

See notes to consolidated financial statements.
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(dollars in thousands, except per share data)

(Unaudited)
Accumulated
Common  Additional Other
Preferred Stock Paid-In  Comprehensive Accumulated
Stock Par Value Capital Income Deficit Total

BALANCE,
DECEMBER 31, 2009 $ 177,088 $ 5531 $§ 7,817,454 $ 1,891,317 $ (336,964 ) $§ 9,554,426

Net income - - - - 62,836 62,836
Other comprehensive
income - -
Exercise of stock options
Stock option expense and
long-term compensation
expense - - 2,366 - - 2,366
Conversion of Series B
cumulative preferred stock - - 16 - - 16
Net proceeds from direct
purchase and dividend
reinvestment - 66 116,092 - - 116,158
Preferred Series A
dividends
declared $0.9844 per share
Preferred Series B
dividends declared $0.750

- 648,884 - 648,884
1,810 - - 1,811

1
—

(7,297 ) (7,297 )

per share - - - - (1,953 ) (1,953 )
Common dividends

declared, $1.33 per share - - - - (744,411 ) (744,411 )

BALANCE, JUNE 30,

2010 $ 177,088 $ 5598 $ 7,937,738 $ 2,540,201 $ (1,027,789) $ 9,632,836

BALANCE,

DECEMBER 31, 2010 $ 177,088 $ 6,316 $ 9,175245 § 1,164,642 $ (658,391 ) $ 9,864,900

Net income - - - - 820,712 820,712
Other comprehensive

income - - - 885,189 - 885,189
Exercise of stock options - 5 6,107 - - 6,112
Stock option expense and

long-term compensation

expense - 3 2,456 - - 2,459
Conversion of Series B

cumulative preferred stock - - 73 - - 73
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Net proceeds from direct
purchase and dividend

reinvestment - 261 455,445 - - 455,706
Follow-on offering net

proceeds - 1,725 2,939,686 - - 2,941,411
Preferred Series A

dividends

declared $0.9844 per share
Preferred Series B
dividends declared $0.750

(7,298 ) (7,298 )

per share - - - - (1,237 ) (1,237 )
Common dividends
declared, $1.27 per share - - - - (1,038,665) (1,038,665 )

BALANCE, JUNE 30,
2011 $ 177,088 $ 8,310 § 12,579,012 $ 2,049,831 $ (884,879 ) $ 13,929,362

See notes to consolidated
financial statements.
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)

(Unaudited)

For the Six Months Ended
June 30,2011  June 30, 2010

For the Quarters Ended
June 30,2011  June 30, 2010
Cash flows from operating activities:

Net income (loss) $120,817 $(218,229 ) $820,712 $62,836
Adjustments to reconcile net income (loss) to net
cash provided by operating activities:
Amortization of Investment premiums and
discounts, net 126,501 137,177 301,244 301,184
Amortization of intangibles 469 406 835 813
Amortization of deferred expenses 900 900 1,800 1,350
(Gains) losses on sales of Mortgage-Backed
Securities and Agency debentures (7,336 ) (39,041 ) (34,521 ) (86,003 )
Stock option and long-term compensation
expense 1,197 1,195 2,459 2,366
Unrealized (gains) losses on interest rate
swaps 466,943 593,038 297,635 709,770
Unrealized (gains) losses on interest-only
Mortgage-Backed Securities (276 ) - (276 ) -
Net (gains) losses on trading securities 5,712 (77 ) (13,100 ) (77 )
Gain on investment with affiliate, equity
method - (75 ) (98 ) (215 )
Proceeds from repurchase agreements from
Broker Dealer 260,778,820 321,240,241 563,508,986 571,380,890
Payments on repurchase agreements from
Broker Dealer (264,821,370) (317,501,255) (562,783,026) (566,328,315)
Proceeds from reverse repurchase agreements
to Broker Dealer 48,545,230 6,235,790 104,692,314 8,963,059
Payments on reverse repurchase agreements
to Broker Dealer (47,785,998 ) (6,012,400 ) (104,274,988) (8,777,082 )
Proceeds from reverse repurchase agreements
to Shannon 7,045 - 7,045 -
Payments on reverse repurchase agreements
to Shannon (12,073 ) - (12,073 ) -
Proceeds from securities borrowed 1,459,729 635,782 2,452,768 1,112,091
Payments on securities borrowed (1,610,944 ) (817,892 ) (2,756,021 ) (1,325,256 )
Proceeds from securities loaned 1,328,957 810,273 2,504,167 1,369,825
Payments on securities loaned (1,241,479 ) (628,408 ) (2,274,678 ) (1,156,640 )
Payments on U.S. Treasury Securities (4,691,219 ) (436,433 ) (12,889,942 ) (436,433 )
Proceeds from U.S. Treasury Securities 4,674,592 376,600 12,797,913 376,600
Net payments on derivatives (1,803 ) (1,018 )y (2,774 ) (1,018 )
Net change in:
Other assets 64,740 22,084 685 (11,831 )
Accrued interest and dividend receivable 8,027 (3,777 ) (40,644 ) (2,031 )
Advisory and service fees receivable (3,035 ) (1,645 ) (3,494 ) (794 )

11



Interest payable
Accounts payable and other liabilities
Net cash provided by (used in) operating

activities

Cash flows from investing activities:

Payments on purchases of Mortgage-Backed
Securities and agency debentures

Proceeds from sales of Mortgage-Backed
Securities and agency debentures

Principal payments on Mortgage-Backed

Securities

Proceeds from Agency debentures called

Payments on purchase of corporate debt

Net gains (losses) on other derivative securities

Principal payments on corporate debt

Purchase of investment in affiliate

Purchase of customer relationships

Payments on reverse repurchase agreements

Proceeds from reverse repurchase agreements
Net cash provided by (used in) investing

activities

Cash flows from financing activities:
Proceeds from repurchase agreements
Principal payments on repurchase agreements
Issuance of Convertible Senior Notes
Proceeds from exercise of stock options
Net proceeds from follow-on offerings
Proceeds from direct purchases and dividend
reinvestments
Dividends paid
Net cash provided by (used in) financing

activities

Net increase (decrease) in cash and cash

equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Interest paid

Taxes paid

Noncash investing activities:
Receivable for Investments sold
Payable for Investments purchased
Net change in unrealized loss on
available-for-sale securities and interest rate
swaps, net of reclassification adjustment

Noncash financing activities:
Dividends declared, not yet paid
Conversion of Series B cumulative preferred

stock

9,652
(192

(2,576,394

(5,632,236
2,035,385

3,804,919
23,352
(7,425
(3,480
687
(57,500
(3,555

160,147

62,388,848

)
)

)

)
)

)
)

(59,883,047 )

3,675

454,564
(502,961

2,461,079

44,832

357,012
$401,844
$320,428
$3,275

$40,751
$4,824,618

$1,040,303

$539,970

$24

)

11,020
(36,475

4,367,781

)

(17,120,818 )

2,257,455

10,547,250
874,000

(3,442,113

53,484,381

)

(54,621,012 )

753

640
(368,406

(1,503,644

(577,976

905,955
$327,979
$269,222
$6,985

$78,581
$4,867,945

$652,349

$380,636

)
)
)
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6,987
69,974

2,379,889

(32,289,712

5,433,231

9,354,570
617,598
(7,425
11,518
1,155
(57,500
(3,555

)

)

(16,940,120 )

127,836,494

(115,648,826)

6,112
2,941,411

455,706
(911,448

14,679,449

119,218

282,626
$401,844
$644,697
$25,676

$40,751
$4,824,618

$885,189

$539,970

$73

)

9,905
23,811

6,188,805

(26,116,401 )

4,231,735

16,738,045
874,000

(4,032,426
4,291,430

(4,013,617

)

)

111,006,473
(114,270,342)

582,000
1,811

116,158
(787,877

(3,351,777

(1,176,589

1,504,568
$327,979
$546,846
$16,608

$78,581
$4,867,945

$648,884

$380,636

$16

12
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See notes to consolidated financial statements.
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ANNALY CAPITAL MANAGEMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Annaly Capital Management, Inc. (“Annaly” or the “Company”’) was incorporated in Maryland on November 25,
1996. The Company commenced its operations of purchasing and managing an investment portfolio of
mortgage-backed securities on February 18, 1997, upon receipt of the net proceeds from the private placement of
equity capital, and completed its initial public offering on October 14, 1997. The Company is a real estate investment
trust (“REIT”) under the Internal Revenue Code of 1986, as amended. Fixed Income Discount Advisory Company
(“FIDAC”) is a registered investment advisor and is a wholly owned taxable REIT subsidiary of the Company. On June
27, 2006, the Company made a majority equity investment in an affiliated investment fund (the “Fund”), which is now
wholly owned by the Company. During the third quarter of 2008, the Company formed RCap Securities, Inc.
(“RCap”). RCap was granted membership in the Financial Industry Regulatory Authority (“FINRA”) on January 26,
2009, and operates as a broker-dealer. RCap is a wholly owned taxable REIT subsidiary of the Company. On
October 31, 2008, the Company acquired Merganser Capital Management, Inc. (“Merganser””). Merganser is a
registered investment advisor and is a wholly owned taxable REIT subsidiary of the Company. In 2010, the Company
established Shannon Funding LLC (““Shannon’), which provides warehouse financing to residential mortgage
originators in the United States. In 2010, the Company also established Charlesfort Capital Management LLC
(“Charlesfort”), which engages in corporate middle market lending transactions. In 2011, the Company established
FIDAC UK Limited (“FIDAC UK”), which provides advice on commercial real estate transactions, including
sale-leaseback and single tenant net leased properties across Europe. FIDAC UK is owned by FIDAC.

A summary of the Company’s significant accounting policies follows:

Basis of Presentation - The accompanying unaudited consolidated financial statements have been prepared in
conformity with the instructions to Form 10-Q and Article 10, Rule 10-01 of Regulation S-X for interim financial
statements. Accordingly, they may not include all of the information and footnotes required by accounting principles
generally accepted in the United States of America ("GAAP").

The consolidated financial statements include the accounts of the Company, FIDAC, FIDAC UK, Merganser, RCap,
Shannon, Charlesfort and the Fund. All intercompany balances and transactions have been eliminated.

Beginning with our consolidated financial statements for the six month period ending June 30, 2011, the Company
reclassified previously presented financial information so that amounts previously presented in the Consolidated
Statements of Operations and Comprehensive Income (Loss) as interest expense on swaps are presented in Other
income (loss) as Realized gains (losses) on interest rate swaps. Consolidated financial statements for periods prior to
June 30, 2011 will be conformed to the restated presentation. Interest expense for the quarter and six months ended
June 30, 2010 decreased by $175.5 million and $356.4 million and Other income (loss) decreased by the same
amounts, respectively. Additionally, in the Consolidated Statements of Operations and Comprehensive Income (Loss),
prior year amounts from interest income on investments were separated into interest income on investments and
interest income on U.S. Treasury Securities. Interest expense on Convertible Senior Notes and Securities borrowed for
the prior period were placed on the incorrect line in the Consolidated Statements of Operations and Comprehensive
Income (Loss) and have been corrected in the current period. In the Consolidated Statements of Cash Flows, prior
amounts for Proceeds from sale of agency debentures and Payments on purchases of agency debentures were
reclassified to Proceeds from sales of Mortgage-Backed Securities and agency debentures and Payments on purchases
of Mortgage-Backed Securities and agency debentures, respectively. Additionally, in the Consolidated Statements of
Cash Flows, Purchases of trading securities and Proceeds from sales of trading securities for the quarter and six

14
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months ended June 30, 2011 have been separated into Payments on U.S. Treasury Securities, Proceeds from U.S.
Treasury Securities and Net payments on derivatives.

Cash and Cash Equivalents - Cash and cash equivalents include cash on hand and cash held in money market
funds on an overnight basis.

Reverse Repurchase Agreements - The Company may invest its daily available cash balances via reverse
repurchase agreements to provide additional yield on its assets. These investments will typically be recorded as short
term investments and will generally mature daily. Reverse repurchase agreements are recorded at cost and are
collateralized by mortgage-backed securities pledged by the counterparty to the agreement. Reverse repurchase
agreements entered into by Rcap are recorded on trade date at the contract amount, are collateralized by
mortgage-backed securities and generally mature within 90 days. Margin calls are made by RCap as appropriate
based on the daily valuation of the underlying collateral versus the contract price. RCap generates income from the
spread between what is earned on the reverse repurchase agreements and what is paid on the matched repurchase
agreements. Cash flows related to RCap’s matched book activity are included in cash flows from operating activities.
Reverse repurchase agreements entered into by the Company are included in cash flows from investing activities.

15
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Securities borrowed and loaned transactions — RCap records securities borrowed and loaned transactions at fair value.
Securities borrowed transactions require RCap to provide the counterparty with collateral in the form of cash or other
securities. RCap receives collateral in the form of cash or other securities for securities loaned transactions. For these
transactions, the fees received or paid by RCap are recorded as interest income or expense. On a daily basis, market
value changes of securities borrowed or loaned against may require counterparties to deposit additional collateral or
RCap to return collateral pledged, when appropriate.

U.S. Treasury Securities - During the second quarter 2010, RCap commenced trading U.S. Treasury securities for its
proprietary portfolio, which consists of long and short positions on U.S. Treasury bills, notes, and bonds. U.S.
Treasury securities are classified as trading investments and are recorded on trade date at cost. Changes in fair value
are reflected in the Company’s consolidated statements of operations. U.S. Treasury bills trade at a discount to par with
the difference between proceeds received upon maturity and purchase price recognized as interest income in the
Company’s consolidated statements of operations. Interest income on U.S. Treasury notes and bonds is accrued based
on the outstanding principal amount of those investments and their contractual terms. Premiums and discounts
associated with the purchase of the U.S. Treasury notes and bonds are amortized into interest income over the
projected lives of the securities using the interest method.

Investment Securities —Agency mortgage-backed securities, Agency debentures, and corporate debt are referred to
herein as “Investment Securities.” Although the Company generally intends to hold most of its mortgage-backed
securities and Agency debentures until maturity, it may, from time to time, sell any of its mortgage-backed securities
and Agency debentures as part of its overall management of its portfolio. Investment Securities classified as
available-for-sale are reported at estimated fair value, based on fair values obtained and compared to independent
sources, with unrealized gains and losses excluded from earnings and reported as a separate component of
stockholders’ equity. Investment Securities transactions are recorded on the trade date. Realized gains and losses on
sales of Investment Securities are determined using the specific identification method.

On April 1, 2011, the Company elected the fair value option for interest-only mortgage-backed securities acquired on
or after such date. These interest-only mortgage-backed securities represent the Company’s right to receive a specified
proportion of the contractual interest flows of specific agency securities. Interest-only securities acquired on or after
April 1, 2011 are measured at fair value through earnings in the Company’s consolidated statements of operations and
comprehensive income. The interest-only securities are included in Mortgage-Backed Securities, at fair value on the
accompanying consolidated statements of financial condition.

Agency Mortgage-Backed Securities and Agency Debentures — The Company invests primarily in mortgage
pass-through certificates, collateralized mortgage obligations and other mortgage-backed securities representing
interests in or obligations backed by pools of mortgage loans, and certificates guaranteed by Ginnie Mae, Freddie Mac
or Fannie Mae (collectively, “Agency Mortgage-Backed Securities””). The Company also invests in Agency debentures
issued by Federal Home Loan Bank (“FHLB”), Freddie Mac, and Fannie Mae.

Management evaluates available-for-sale securities for other-than-temporary impairment at least on a quarterly basis,
and more frequently when economic or market concerns warrant such evaluation. The Company determines if it (1)
has the intent to sell the securities, (2) is more likely than not that it will be required to sell the securities before
recovery, or (3) does not expect to recover the entire amortized cost basis of the securities. Further, the security is
analyzed for credit loss (the difference between the present value of cash flows expected to be collected and the
amortized cost basis). The credit loss, if any, will then be recognized in the consolidated statement of operations,
while the balance of losses related to other factors will be recognized in other comprehensive income (“OCI”). There
was no other-than-temporary impairment for the quarters and six months ended June 30, 2011 and 2010.
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Interest income is accrued based on the outstanding principal amount of the Investment Securities and their
contractual terms. Premiums and discounts associated with the purchase of the Investment Securities are amortized
into interest income over the projected lives of the securities using the interest method. The Company’s policy for
estimating prepayment speeds for calculating the effective yield is to evaluate historical performance, consensus
prepayment speeds, and current market conditions. Dividend income on available-for-sale equity securities is
recorded on the ex-dividend date on an accrual basis.

Derivative Instruments — The Company accounts for interest rate swaps at fair value as either assets or liabilities on
the consolidated statement of financial condition. The changes in the fair value of the interest rate swaps are
recognized in earnings. The Company uses interest rate swaps to manage its exposure to changing interest rates on its
repurchase agreements. Net payments on interest rate swaps are included in the consolidated statement of cash flows
as a component of net income (loss). Unrealized gains (losses) on interest rate swaps are removed from net income
(loss) as an adjustment to cash flows from operating activities.

The Company elects to net by counterparty the fair value of interest rate swap contracts. These contracts contain
legally enforceable provisions that allow for netting or setting off of all individual swap receivables and payables with
each counterparty and, therefore, the fair value of those swap contracts are netted by counterparty. The credit support
annex provisions of the Company’s interest rate swap contracts allow the parties to mitigate their credit risk by
requiring the party which is out of the money to post collateral. As the Company elects to net by counterparty the fair
value of interest rate swap contracts, it also nets by counterparty any collateral exchanged as part of the interest rate
swap contracts. Substantially all collateral is non-cash.

In addition, the Company’s agreements with certain of its counterparties with whom it has both interest rate swap
contracts and master repurchase agreements contain legally enforceable provisions that allow for netting or setting off
of on an aggregate basis all receivables, payables and collateral postings required under both the interest rate swap
contract and the master repurchase agreement with respect to each such counterparty.

RCap enters into U.S Treasury, Eurodollar, and federal funds futures and options contracts for speculative or hedging
purposes. RCap maintains a margin account which is settled daily with futures and options commission merchants.
Changes in the unrealized gains or losses on the futures and options contracts are reflected in the Company’s
statements of operations.

Credit Risk — The Company has limited its exposure to credit losses on its portfolio of Agency Mortgage-Backed
Securities by only purchasing securities issued by Freddie Mac, Fannie Mae or Ginnie Mae and Agency debentures
issued by the FHLB, Freddie Mac and Fannie Mae. The payment of principal and interest on the Freddie Mac and
Fannie Mae Agency Mortgage-Backed Securities are guaranteed by those respective agencies, and the payment of
principal and interest on the Ginnie Mae Agency Mortgage-Backed Securities are backed by the full faith and credit of
the U.S. government. Principal and interest on Agency debentures are guaranteed by the agency issuing the
debenture. Substantially all of the Company’s Investment Securities have an actual or implied “AAA” rating. The
Company faces credit risk on the portions of its portfolio which are not Agency Mortgage-Backed Securities and
Agency debentures.

Market Risk - Weakness in the mortgage market may adversely affect the performance and market value of the
Company’s investments. This could negatively impact the Company’s net book value. Furthermore, if many of the
Company’s lenders are unwilling or unable to provide additional financing, the Company could be forced to sell
its Investment Securities at an inopportune time when prices are depressed. The Company does not anticipate having
difficulty converting its assets to cash or extending financing terms due to the fact that its Agency Mortgage-Backed
Securities and Agency debentures have an actual or implied “AAA” rating and principal payment is guaranteed by
Freddie Mac, Fannie Mae, or Ginnie Mae.
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Repurchase Agreements - The Compan