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PART I: FINANCIAL INFORMATION
Item 1. Financial Statements
NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(dollar amounts in thousands)

March 31,
2007 December 31,
(unaudited) 2006
ASSETS
Cash and cash equivalents $ 1,734 $ 969
Restricted cash 2,979 3,151
Investment securities - available for sale 447,063 488,962
Accounts and accrued interest receivable 18,272 5,189
Mortgage loans held in securitization trusts 544,046 588,160
Prepaid and other assets 20,544 20,951
Derivative assets 1,300 2,632
Assets related to discontinued operation 126,641 212,894
Total Assets $ 1,162,579 $ 1,322,908
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Financing arrangements, portfolio investments $ 434,894 $ 815,313
Collateralized debt obligations 501,853 197,447
Accounts payable and accrued expenses 6,569 5,871
Subordinated debentures 45,000 45,000
Derivative liabilities 183 —
Liabilities related to discontinued operation 108,960 187,705
Total liabilities 1,097,459 1,251,336
Commitments and Contingencies (note 13)
Stockholders’ Equity:
Common stock, $0.01 par value, 400,000,000 shares authorized,
18,162,749 shares
issued and 18,100,531 outstanding at March 31, 2007 and 18,325,187
shares
issued and 18,077,880 outstanding at December 31, 2006 182 183
Additional paid-in capital 98,888 99,509
Accumulated other comprehensive loss (5,470) (4,381)
Accumulated deficit (28,480) (23,739)
Total stockholders’ equity 65,120 71,572
Total Liabilities and Stockholders’ Equity $ 1,162,579 $ 1,322,908
See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Three Months Ended

March 31,
2007 2006
(amounts, except per share amounts, in

thousands)

(unaudited)
Revenue:
Interest income investment securities and loans held in
securitization trusts $ 13,713 $ 17,584
Interest expense investment securities and loans held in
securitization trusts 13,084 14,079
Net interest income from investment securities and loans held in
securitization trusts 629 3.505
Subordinated debentures 882 885
Net interest (expense) income (253) 2,620
Other expense:
Realized loss on investment securities — (969)
Expenses:
Salaries and benefits 345 250
Marketing and promotion 23 8
Data processing and communications 37 56
Professional fees 100 94
Depreciation and amortization 68 67
Other 74 87
Total expenses 647 562
(Loss) income from continuing operations (900) 1,089
Loss from discontinued operation-net of tax (3,841) (2,885)
Net loss $ (4,741) $ (1,796)
Basic and diluted loss per share $ (0.26) $ (0.10)
Weighted average shares outstanding - basic and diluted 18,078 17,967

See notes to consolidated financial statements.
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Balance, January 1,
2007 -

Stockholders’ Equity
Net loss

Dividends declared
Vested restricted stock
Decrease in net
unrealized loss on
available for sale
securities

Decrease in net
unrealized gain on
derivative instruments
Comprehensive loss
Balance, March 31,
2007 -

Stockholders’ Equity
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

For the Three Months Ended March 31, 2007

Accumulated
Additional Other
Common Paid-In Stockholders’ Comprehensiv€omprehensive
Stock Capital Deficit (Loss)/Income (Loss)/Income Total
(dollar amounts in thousands)
(unaudited)
$ 183 % 99,509 $ (23,739) $ (4,381) —39 71,572
— — 4,741) —3 (4,741) (4,741)
— (909) — — — (909)
(D 288 — — — 287
— — — 241 241 241
— — — (1,330) (1,330) (1,330)
— — — —3 (5,830) —
$ 182 % 08,888 $ (28,480) $ (5,470) $ 65,120

See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities:

Net loss income

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

Depreciation and amortization

Amortization of premium on investment securities and mortgage

loans

Gain on sale of retail lending platform

Loss on sale of current period securitized loans
Loss on sale of securities and related hedges
Restricted stock compensation expense
Stock option grants - compensation expense
Deferred tax benefit

Change in value of derivatives

Loan losses

(Increase) decrease in operating assets:
Purchase of mortgage loans held for sale
Origination of mortgage loans held for sale
Proceeds from sales of mortgage loans

Due from loan purchasers

Escrow deposits - pending loan closings
Accounts and accrued interest receivable
Prepaid and other assets

Increase (decrease) in operating liabilities:
Due to loan purchasers

Accounts payable and accrued expenses
Other liabilities

Net cash provided by operating activities

Cash Flows from Investing Activities:

Restricted cash

Purchase of investment securities

Principal repayments received on mortgage loans held in
securitization trusts

Proceeds from sale of investment securities

Principal paydown on investment securities

Purchases of property and equipment

Disposal of fixed assets

Net cash provided by investing activities

For the Three Months Ended

March 31,
2007 2006
(dollar amounts in thousands)
(unaudited)

(4,741) $ (1,796)
490 565
564 446

(5,585) —

— 773
— 969
287 264
— 4
— (2,916)
119 (125)
2,971 —
— (213,367)
(300,863) (422,247)
345,205 628,314
26,948 20,612
3,303 (1,513)
199 (2,353)
1,925 583

(4,656) (21)

(74) (5,861)
(103) 307
65,989 2,638
172 2,181
— (124,896)
43,809 40,405
— 159,040
41,945 54,475
(369) (626)
485 —
86,042 130,579

8



Edgar Filing: NEW YORK MORTGAGE TRUST INC - Form 10-Q

See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS - (continued)

Cash Flows from Financing Activities:
Repurchase of common stock

Change in financing arrangements, net
Dividends paid

Net cash 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

Supplemental Disclosure

Cash paid for interest

NON CASH INVESTING ACTIVITIES
Non-cash purchase of investment securities

Non Cash Financing Activities
Dividends declared to be paid in subsequent period

$

For the Three Months Ended

March 31,

2007 2006

(dollar amounts in thousands)

(unaudited)
(150,349)
917)
(151,266)
765
969
1,734 $
16,171 $
—
909 $

See notes to consolidated financial statements.

(299)
(132,591)
(3,834)
(136,724)

(3,507)
9,056
5,549

22,688

60,000

2,547
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2007
(unaudited)

1. Summary of Significant Accounting Policies

Organization — New York Mortgage Trust, Inc. (“NYMT” or the “Company”) is a self-advised real estate investment trust
("REIT") that invests in and manages a portfolio of mortgage loans and mortgage-backed securities. Until March 31,

2007, when the Company sold substantially all of the assets of its mortgage origination business and exited the

mortgage lending business, the Company originated mortgage loans through its wholly-owned subsidiary, The New

York Mortgage Company, LLC (“NYMC”), which, following the transactions, remains one of the Company’s
wholly-owned subsidiaries (see note 11).

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.

On March 31, 2007, we completed the sale of substantially all of the operating assets related to NYMC'’s retail
mortgage lending platform, to IndyMac Bank, F.S.B. (“Indymac”), a wholly-owned subsidiary of Indymac Bancorp,
Inc., for a purchase price of $13.5 million in cash and the assumption of certain of our liabilities by Indymac. Included
in the transaction, among other things, was the assumption by Indymac of leases held by NYMC for approximately 20
full service and approximately 10 satellite retail mortgage lending offices (excluding the lease for the Company’s
corporate headquarters, which is being assigned, as previously announced, under a separate agreement to Lehman
Brothers Holding, Inc.), the tangible personal property located in those approximately 30 retail mortgage lending
offices, NYMC'’s pipeline of residential mortgage loan applications (the ‘“Pipeline Loans”), escrowed deposits related to
the Pipeline Loans, customer lists and intellectual property and information technology systems used by NYMC in the
conduct of its retail mortgage lending platform. Indymac assumed the obligations of NYMC under the Pipeline Loans
and substantially all of NYMC'’s liabilities under the purchased contracts and purchased assets arising after the closing
date. Indymac has also agreed to pay (i) the first $500,000 in severance expenses with respect to “transferred
employees” (as defined in the asset purchase agreement filed as Exhibit 10.62 to our Annual Report on Form 10-K) and
(ii) severance expenses in excess of $1.1 million arising after the closing with respect to transferred employees. As

part of the Indymac transaction, the Company has agreed, for a period of 18 months, not to compete with Indymac
other than in the purchase, sale, or retention of mortgage loans. Indymac has hired substantially all of our branch
employees and loan officers and a majority of NYMC employees based out of our corporate headquarters.

In connection with the sale of the assets of our wholesale mortgage origination platform assets on February 22, 2007
and the sale of the assets of our retail mortgage lending platform on March 31, 2007 (see note 11), during the fourth
quarter of 2006, we classified our mortgage lending segment as a discontinued operation in accordance with the
provisions of Statement of Financial Accounting Standards (“SFAS”) No. 144 “Accounting for the Impairment or
Disposal of Long-Lived Assets”. 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 the discontinued
operation for all periods presented in the accompanying consolidated financial statements. Certain assets, such as the
deferred tax asset, and certain liabilities, such as subordinated debt and liabilities related to leased facilities not
assigned to Indymac will become part of the ongoing operations of NYMT and accordingly, have not been classified
as a discontinued operation in accordance with the provisions of SFAS No. 144. (See note 11).

While the Company sold substantially all of the assets of its wholesale and retail mortgage lending platforms and
exited the mortgage lending business as of March 31, 2007, it retains certain liabilities associated with that former line

11
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of business. Among these liabilities are the costs associated with the disposal of the mortgage loans held for sale,
potential repurchase and indemnification obligations (including early payment defaults) on previously sold mortgage
loans and remaining lease payment obligations on real and personal property.

Basis of Presentation — The consolidated financial statements include the accounts of the Company and its subsidiaries.
All intercompany accounts and transactions are eliminated in consolidation. Certain prior period amounts have been
reclassified to conform to current period classifications. In addition, certain previously reported discontinued

operation balances have been reclassified to continuing operations, including restricted cash, derivative asset balance
related to interest rate caps and certain accrued expenses.

As used herein, references to the “Company,” “NYMT,” “we,”
collectively with its subsidiaries.

our” and “us” refer to New York Mortgage Trust, Inc.,

Concurrent with the closing of the Company’s initial public offering (“IPO”) on June 24, 2004, 100,000 of the 2,750,000
shares exchanged for the equity interests of NYMC, were placed in escrow through December 31, 2004 and were
available to satisfy any indemnification claims the Company may have had against Steven B. Schnall, the Company’s
Chairman, and then President and Co-Chief Executive Officer, Joseph V. Fierro, the then Chief Operating Officer of
NYMC, and each of their affiliates, as the contributors of NYMC, for losses incurred as a result of defaults on any
residential mortgage loans originated by NYMC and closed prior to the completion of the IPO. As of December 31,
2004, the amount of escrowed shares was reduced by 47,680 shares, representing $493,000 for estimated losses on
loans closed prior to the Company’s IPO. Furthermore, the contributors of NYMC amended the escrow agreement to
extend the escrow period to December 31, 2005 for the remaining 52,320 shares. On or about December 31, 2005, the
escrow period was extended for an additional year to December 31, 2006. During 2006 the Company concluded that
all indemnification claims related to the escrowed shares have been determined and that no additional losses were
incurred by the Company as a result of defaults on any residential mortgage loans originated by NYMC and closed
prior completion of the IPO. Accordingly, we have concluded that no further indemnification was necessary. The
remaining 52,320 shares were then released from escrow.

Use of Estimates — The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America (“GAAP”) requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. The Company’s estimates and
assumptions primarily arise from risks and uncertainties associated with interest rate volatility, prepayment volatility
and credit exposure. Although management is not currently aware of any factors that would significantly change its
estimates and assumptions in the near term, future changes in market conditions may occur which could cause actual
results to differ materially.

8
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2007
(unaudited)

Cash and Cash Equivalents — Cash and cash equivalents include cash on hand, amounts due from banks and overnight
deposits. The Company maintains its cash and cash equivalents in highly rated financial institutions, and at times these
balances exceed insurable amounts.

Restricted Cash — Restricted cash is held by counterparties as collateral for hedging instruments, and two letters of
credit related to the Company’s lease of office space, including its corporate headquarters.

Investment Securities Available for Sale — The Company’s investment securities are residential mortgage-backed
securities comprised of Ginnie Mae (“GNMA”) and “AAA”- rated adjustable-rate securities, including adjustable-rate
loans that have an initial fixed-rate period. Investment securities are classified as available for sale securities and are
reported at fair value with unrealized gains and losses reported in other comprehensive income (“OCI”). Realized gains
and losses recorded on the sale of investment securities available for sale are based on the specific identification
method and included in gain on sale of securities and related hedges. Purchase premiums or discounts on investment
securities are accreted or amortized to interest income over the estimated life of the investment securities using the
interest method. Investment securities may be subject to interest rate, credit and/or prepayment risk.

When the fair value of an available for sale security is less than amortized cost, management considers whether there
is an other-than-temporary impairment in the value of the security (e.g., whether the security will be sold prior to the
recovery of fair value). Management considers at a minimum the following factors that, both individually or in
combination, could indicate the decline is “other-than-temporary:” 1) the length of time and extent to which the market
value has been less than book value; 2) the financial condition and near-term prospects of the issuer; or 3) the intent
and ability of the Company to retain the investment for a period of time sufficient to allow for any anticipated
recovery in market value. If, in management’s judgment, an other-than-temporary impairment exists, the cost basis of
the security is written down to the then-current fair value, and the unrealized loss is transferred from accumulated
other comprehensive income as an immediate reduction of current earnings (i.e., as if the loss had been realized in the
period of impairment). Even though no credit concerns exist with respect to an available for sale security, an
other-than-temporary impairment may be evident if management determines that the Company does not have the
intent and ability to hold an investment until a forecasted recovery of the value of the investment.

Accounts and accrued interest receivable — amounts include $13.5 million related to the sale of the retail mortgage lending segment to
Indymac. On April 2, 2007, Indymac paid the Company $11.2 million in cash and established a $2.3 million escrow account to support
warranties and indemnifications related to the sale. In addition, accrued interest receivable for investment securities and mortgage loans held in
securitization trusts are also included.

Due from Loan Purchasers and Escrow Deposits — Pending Loan Closings— Amounts due from loan purchasers are a
receivable for the principal and premium due to us for loans sold and shipped but for which payment has not yet been
received at period end. Escrow deposits pending loan closing are advance cash fundings by us to escrow agents to be
used to close loans within the next one to three business days.

Mortgage Loans Held for Sale — Mortgage loans held for sale represent originated mortgage loans held for sale to third
party investors. The loans are initially recorded at cost based on the principal amount outstanding net of deferred

direct origination costs and fees. The loans are subsequently carried at the lower of cost or fair value. Fair value is
determined by examining outstanding commitments from investors or current investor yield requirements, calculated

on an aggregate loan basis, less an estimate of the costs to close the loan, and the deferral of fees and points received,
plus the deferral of direct origination costs. Gains or losses on sales are recognized at the time title transfers to the

13
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investor which is typically concurrent with the transfer of the loan files and related documentation and are based upon
the difference between the sales proceeds from the final investor and the adjusted book value of the loan sold.

Mortgage Loans Held in Securitization Trusts — Mortgage loans held in securitization trusts are certain adjustable rate
mortgage (“ARM”) loans transferred to New York Mortgage Trust 2005-1, New York Mortgage Trust 2005-2 and New
York Mortgage Trust 2005-3 that have been securitized into sequentially rated classes of beneficial interests.

Mortgage loans held in securitization trusts are recorded at amortized cost, using the same accounting principles as
those used for mortgage loans held for investment. From time to time the Company may sell certain securities from its
securitizations resulting in a permanent financing. See Collateralized Debt Obligations below for further description.

Interest income is accrued and recognized as revenue when earned according to the terms of the mortgage loans and
when, in the opinion of management, it is collectible. The accrual of interest on loans is discontinued when, in
management’s opinion, the interest is not collectible in the normal course of business, but in no case when payment
becomes greater than 90 days delinquent. Loans return to accrual status when principal and interest become current
and are anticipated to be fully collectible.

9
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2007
(unaudited)

Loan Loss Reserves on Mortgage Loans. We established a reserve for loan losses based on management’s judgment
and estimate of credit losses inherent in our portfolio of residential mortgage loans held for sale, loans held for
investment, and loans held in securitization trusts.

Estimation involves the consideration of various credit-related factors including but not limited to, the current housing
market conditions, loan-to-value ratios, delinquency status, historical credit loss severity rates, purchased mortgage
insurance, the borrower’s credit and other factors deemed to warrant consideration. Additionally, we look at the
balance of any delinquent loan and compare that to the value of the property. As many of the loans involved in the
current reserve process were funded in the past six to twelve months, we typically rely on the original appraised value
of the property, unless there is evidence that the original appraisal should not be relied upon. If there is a doubt to the
objectivity of the original property value assessment, we either utilize various internet based property data services to
look at comparable properties in the same area, or consult with a realtor in the property’s area.

Comparing the current loan balance to the original property value determines the current loan-to-value (“LTV”) ratio of
the loan. Generally we estimate that a first lien loan on a property that goes into a foreclosure process and becomes

real estate owned (“REQ”), results is the property being disposed of at approximately 68% of the property’s original
value. This estimate is based on management’s long term experience in similar market conditions. Thus, for a first lien
loan that is delinquent, we will adjust the property value down to approximately 68% of the original property value

and compare that to the current balance of the loan. The difference, plus an estimate of past interest due, determines

the base reserve taken for that loan. This base reserve for a particular loan may be adjusted if we are aware of specific
circumstances that may affect the outcome of the loss mitigation process for that loan. Predominately, however, we

use the base reserve number for our reserve.

Reserves for second liens are larger than that for first liens as second liens are in a junior position and only receive
proceeds after the claims of the first lien holder are satisfied. As with first liens, we may occasionally alter the base
reserve calculation but that is in a minority of the cases and only if we are aware of specific circumstances that pertain
to that specific loan.

At March 31, 2007, we had a loan loss reserve of $1.2 million on mortgage loans held for sale, $2.1 million in
reserves for indemnifications and repurchase requests and had incurred $3.2 million of loan losses during the three
months ended March 31, 2007.

Property and Equipment, Net — Property and equipment have lives ranging from three to ten years, and are stated at
cost less accumulated depreciation and amortization. Depreciation is determined in amounts sufficient to charge the
cost of depreciable assets to operations over their estimated service lives using the straight-line method. Leasehold
improvements are amortized over the lesser of the life of the lease or service lives of the improvements using the
straight-line method.

Financing Arrangements, Portfolio Investments — Portfolio investments are typically financed with repurchase
agreements, a form of collateralized borrowing which is secured by portfolio securities on the balance sheet. Such
financings are recorded at their outstanding principal balance with any accrued interest due recorded as an accrued
expense.

Financing Arrangements, Mortgage Loans Held for Sale — Mortgage loans held for sale is typically financed with
warehouse facilities that are collateralized by loans we originated or purchased from third parties. Such financings are
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recorded at their outstanding principal balance with any accrued interest due recorded as an accrued expense.

Collateralized Debt Obligations — CDOs are securities that are issued and secured by ARM loans. For financial
reporting purposes, the ARM loans held as collateral are recorded as assets of the Company and the CDO is recorded
as the Company’s debt. Our CDO securitization transactions include interest rate caps which are held by the
securitization trust and recorded as an asset or liability of the Company. (see note 9).

Securitized transactions — The Company, as transferor, securitizes mortgage loans and securities by transferring the
loans or securities to entities (“Transferees”) which generally qualify under GAAP as “qualifying special purpose entities”
(“QSPE’s”) as defined under SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities—a replacement of FASB Statement No. 125 (“Off Balance Sheet Securitizations”)”. The
QSPEs issue investment grade and non-investment grade securities. Generally, the investment grade securities are

sold to third party investors, and the Company retains the non-investment grade securities. If a transaction meets the
requirements for sale recognition under GAAP, and the Transferee meets the requirements to be a QSPE, the assets
transferred to the QSPE are considered sold, and gain or loss is recognized. The gain or loss is based on the price of
the securities sold and the estimated fair value of any securities and servicing rights retained over the cost basis of the
assets transferred net of transaction costs. If subsequently the Transferee fails to continue to qualify as a QSPE, or the
Company obtains the right to purchase assets out of the Transferee, then the Company may have to include in its
financial statements such assets, or potentially, all the assets of such Transferee.

Subordinated Debentures — Subordinated debentures are trust preferred securities that 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 the Company’s consolidated balance
sheet.

Derivative Financial Instruments — The Company has developed risk management programs and processes, which
include investments in derivative financial instruments designed to manage market risk associated with its mortgage
lending and its mortgage-backed securities investment activities.

10
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2007
(unaudited)

All derivative financial instruments are reported as either assets or liabilities in the consolidated balance sheet at fair
value. The gains and losses associated with changes in the fair value of derivatives not designated as hedges are
reported in current earnings. If the derivative is designated as a fair value hedge and is highly effective in achieving
offsetting changes in the fair value of the asset or liability hedged, the recorded value of the hedged item is adjusted
by its change in fair value attributable to the hedged risk. If the derivative is designated as a cash flow hedge, the
effective portion of change in the fair value of the derivative is recorded in OCI and is recognized in the income
statement when the hedged item affects earnings. The Company calculates the effectiveness of these hedges on an
ongoing basis, and, to date, has calculated effectiveness of approximately 100%. Ineffective portions, if any, of
changes in the fair value or cash flow hedges are recognized in earnings.

Risk Management — Derivative transactions are entered into by the Company solely for risk management purposes. The
decision of whether or not an economic risk within a given transaction (or portion thereof) should be hedged for risk
management purposes 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, asset valuation and restrictions imposed by the Internal
Revenue Code among others. In determining whether to hedge a risk, the Company may consider whether other

assets, liabilities, firm commitments and anticipated transactions already offset or reduce the risk. All transactions
undertaken to hedge certain market risks are entered into with a view towards minimizing the potential for economic
losses that could be incurred by the Company. Under SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities”, as amended and interpreted, (“SFAS No. 133”), the Company is required to formally document its
hedging strategy before it may elect to implement hedge accounting for qualifying derivatives. Accordingly, all
qualifying derivatives are intended to qualify as fair value, or cash flow hedges, or free standing derivatives. To this
end, terms of the hedges are matched closely to the terms of hedged items with the intention of minimizing
ineffectiveness.

In the normal course of its mortgage loan origination business, the Company entered into contractual interest rate lock
commitments (“IRLC”) to extend credit to finance residential mortgages. These commitments, which contain fixed
expiration dates, become effective when eligible borrowers lock-in a specified interest rate within time frames
established by the Company’s origination, credit and underwriting practices. Interest rate risk arises if interest rates
change between the time of the lock-in of the rate by the borrower and the sale of the loan. Under SFAS No. 133, the
IRLCs are considered undesignated or free-standing derivatives. Accordingly, such IRLCs are recorded at fair value
with changes in fair value recorded to current earnings. Mark to market adjustments on IRLCs are recorded from the
inception of the interest rate lock through the date the underlying loan is funded. The fair value of the IRLCs is
determined by the interest rate differential between the contracted loan rate and the currently available market rates as
of the reporting date.

To mitigate the effect of the interest rate risk inherent in providing IRLCs from the lock-in date to the funding date of
a loan, the Company generally enters into forward sale loan contracts (“FSLC”). The FSLCs in place prior to the
funding of a loan are undesignated derivatives under SFAS No. 133 and are marked to market through current
earnings. The remaining IRLCs and FLSCs relate to the mortgage loans held for sale. The Company does not expect
to enter in to new IRLCs or FLSCs following the disposition of the remaining mortgage loans held for sale.

Derivative instruments contain an element of risk in the event that the counterparties may be unable to meet the terms
of such agreements. The Company minimizes its risk exposure by limiting the counterparties with which it enters into
contracts to banks, investment banks and certain private investors who meet established credit and capital guidelines.
Management does not expect any counterparty to default on its obligations and, therefore, does not expect to incur any
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loss due to counterparty default. These commitments and option contracts are considered in conjunction with the
Company’s valuation of its mortgage loans held for sale.

The Company uses other derivative instruments, including treasury, agency or mortgage-backed securities forward
sale contracts which are also classified as free-standing, undesignated derivatives and thus are recorded at fair value
with the changes in fair value recognized in current earnings.

Once a loan has been funded, the Company’s primary risk objective for its mortgage loans held for sale is to protect
earnings from an unexpected charge due to a decline in value. The Company’s strategy is to engage in a risk
management program involving the designation of FSLCs (the same FSLCs entered into at the time of rate lock) to
hedge most of its mortgage loans held for sale. The FSLCs have been designated as qualifying hedges for the funded
loans and the notional amount of the forward delivery contracts, along with the underlying rate and critical terms of
the contracts, are equivalent to the unpaid principal amount of the mortgage loan being hedged. The FSLCs effectively
fix the forward sales price and thereby offset interest rate and price risk to the Company. Accordingly, the Company
evaluates this relationship quarterly and, at the time the loan is funded, classifies and accounts for the FSLCs as cash
flow hedges.

11
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Interest Rate Risk — The Company hedges the aggregate risk of interest rate fluctuations with respect to its borrowings,
regardless of the form of such borrowings, which require payments based on a variable interest rate index. The
Company generally intends to hedge only the risk related to changes in the benchmark interest rate (London Interbank
Offered Rate (“LIBOR”) or a Treasury rate).

In order to reduce such risks, the Company enters into swap agreements whereby the Company receives floating rate
payments in exchange for fixed rate payments, effectively converting the borrowing to a fixed rate. The Company also
enters into cap agreements whereby, in exchange for a fee, the Company is reimbursed for interest paid in excess of a
certain capped rate.

To qualify for cash flow hedge accounting, interest rate swaps and caps must meet certain criteria, including:
. the items to be hedged expose the Company to interest rate risk; and
-the interest rate swaps or caps are expected to be and continue to be highly effective in reducing the Company’s
exposure to interest rate risk.

The fair values of the Company’s interest rate swap agreements and interest rate cap agreements are based on market
values provided by dealers who are familiar with the terms of these instruments. Correlation and effectiveness are
periodically assessed at least quarterly based upon a comparison of the relative changes in the fair values or cash flows
of the interest rate swaps and caps and the items being hedged.

For derivative instruments that are designated and qualify as a cash flow hedge (i.e. hedging the exposure to
variability in expected future cash flows that is attributable to a particular risk), the effective portion of the gain or loss
on the derivative instruments are reported as a component of OCI and reclassified into earnings in the same period or
periods during which the hedged transaction affects earnings. The remaining gain or loss on the derivative instruments
in excess of the cumulative change in the present value of future cash flows of the hedged item, if any, is recognized
in current earnings during the period of change.

With respect to interest rate swaps and caps that have not been designated as hedges, any net payments under, or
fluctuations in the fair value of, such swaps and caps, 