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EXPLANATORY NOTE

This Amendment No. 2 on Form 10-K/A for the year ended December 31, 2004 is being filed to include (i) our audited
consolidated financial statements and the audit report of KPMG LLP (“KPMG”), our independent registered public
accounting firm, thereon, (ii) management’s report on internal control over financial reporting, (iii) a statement that the
independent registered public accounting firm that audited the consolidated financial statements included in this annual report
on Form 10-K/A has issued an audit report on management’s assessment of the effectiveness of our internal control over
financial reporting, (iv) the audit report of KPMG relating to management’s assessment of the effectiveness of our internal
control over financial reporting, and (v) the consent of KPMG.
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PARTI
ITEM 1. BUSINESS

Unless the context otherwise requires, the terms “Company,” “we,” “us,” and “our” refer to Impac Mortgage Holdings,
Inc. (“IMH”), a Maryland corporation incorporated in August 1995, and its wholly-owned subsidiaries, IMH Assets Corp., or
“IMH Assets,” Impac Warehouse Lending Group, Inc., or “IWLG,” Impac Multifamily Capital Corporation, or “IMCC,” and
Impac Funding Corporation, or “IFC,” together with its wholly-owned subsidiaries Impac Secured Assets Corp., or “ISAC,”
and Novelle Financial Services, Inc., or “Novelle.” ‘

Forward-Looking Statements

This report on Form 10-K/A contains certain forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements, some of which
are based on various assumptions and events that are beyond our control, may be identified by reference to a future period or
periods or by the use of forward-looking terminology, such as “may,” “will,” “believe,” “expect,” “likely,” “should,”
“anticipate,” or similar terms or variations on those terms or the negative of those terms. The forward-looking statements are
based on current management expectations. Actual results may differ materially as a result of several factors, including, but
not limited to, failure to achieve projected earnings levels; the ability to generate sufficient liquidity and conduct our
operations as planned; the ability to access the equity markets; delays in raising, or the inability to raise, additional capital,
either through equity offerings, lines of credit or otherwise as a result of, among other things, market conditions or the delay
in providing audited financial statements and the auditor’s report on our internal control over financial reporting for the fiscal
year ended 2004; the ability to generate taxable income and to pay dividends; interest rate fluctuations and changes in
expectations of future interest rates; changes in prepayment rates and effectiveness of prepayment penalties on our
mortgages; the availability of financing and, if available, the terms of any financing; continued ability to access the
securitization markets or other funding sources; risks related to our ability to maintain an effective system of internal control
over financial reporting and disclosure controls and procedures due to reported or potential material weaknesses and the
ability to remediate any material weaknesses; changes in markets which the Company serves; the effectiveness of risk
management strategies; and changes in other general market and economic conditions. For a discussion of these and other
risks and uncertainties that could cause actual results to differ from those contained in the forward-looking statements, see
“Risk Factors” and Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in
this report. We do not undertake, and specifically disclaim any obligation, to publicly release the results of any revisions that
may be made to any forward-looking statements to reflect the occurrence of anticipated or unanticipated events or
circumstances after the date of such statements.

Available Information

Our Internet website address is www.impaccompanies.com. We make our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and proxy statement for our annual stockholders’ meetings, as well as
any amendments to those reports, available free of charge through our website as soon as reasonably practicable after we
electronically file such material with, or furnish it to, the Securities and Exchange Commission, or “SEC.” You can leam
more about us by reviewing our SEC filings on our website by clicking on “Stockholder Relations” located on our home page
and proceeding to “Financial Reports.” We also make available on our website, under “Corporate Governance,” charters for
the committees of our board of directors, our Code of Business Conduct and Ethics, our Corporate Governance Guidelines
and other company information, including amendments to such documents and waivers, if any to our Code. These documents
will also be furnished, free of charge, upon written request to Impac Mortgage Holdings, Inc., Attention: Stockholder
Relations, 1401 Dove Street, Newport Beach, California 92660. The SEC also maintains a website at www.sec.gov that
contains reports, proxy statements and other information regarding SEC registrants, including the Company.

General Overview

We are a mortgage real estate investment trust, or “REIT,” that is a nationwide acquirer, originator, seller and investor
of non-conforming Alt-A mortgages, or “Alt-A mortgages,” and to a lesser extent, small-balance, multi-family mortgages, or
“multi-family mortgages” and sub-prime, or “B/C mortgages.” We also provide warehouse and repurchase financing to
originators of mortgages.



We operate three core businesses:

»  the long-term investment operations that is conducted by IMH, IMH Assets and IMCC,
» the mortgage operations that is conducted by IFC, ISAC and Novelle; and

» the warehouse lending operations that is conducted by IWLG.

The long-term investment operations primarily invest in adjustable rate and fixed rate Alt-A mortgages that are
acquired and originated by our mortgage operations. Alt-A mortgages are primarily first lien mortgages made to borrowers
whose credit is generally within typical Fannie Mae and Freddie Mac guidelines, but have loan characteristics that make
them non-conforming under those guidelines. Some of the principal differences between mortgages purchased by Fannie Mae
and Freddie Mac and Alt-A mortgages are as follows:

» credit and income histories of the mortgagor;
*  documentation required for approval of the mortgagor; and
»  loan balances in excess of maximum Fannie Mae and Freddie Mac lending limits.

For instance, Alt-A mortgages may not have certain documentation or verifications that are required by Fannie Mae
and Freddie Mac and, therefore, in making our credit decisions, we are more reliant upon the borrower’s credit score and the
adequacy of the underlying collateral. We believe that Alt-A mortgages provide an attractive net earnings profile by
producing higher yields without commensurately higher credit losses than other types of mortgages.

The long-term investment operations also originate and invest in multi-family mortgages that are primarily adjustable
rate mortgages with initial fixed interest rate periods of two-, three-, five-, seven- and ten-years that subsequently adjust to
adjustable rate mortgages, or “hybrid ARMs,” with balances that generally range from $500,000 to $5.0 million. Multi-
family mortgages have interest rate floors, which is the initial start rate, and prepayment penalty periods of three-, five-,
seven- and ten-years. Multi-family mortgages provide greater asset diversification on our balance sheet as borrowers of
multi-family mortgages typically have higher credit scores and multi-family mortgages typically have lower loan-to-value
ratios, or “LTV ratios,” and longer average term to payoff than Alt-A mortgages.

The long-term investment operations generate earnings primarily from net interest income earned on mortgages held
for long-term investment, or “long-term mortgage portfolio.” The long-term mortgage portfolio as reported on our
consolidated balance sheet consists of mortgages held as collateralized mortgage obligations, or “CMO,” and mortgages
held-for-investment. Investments in Alt-A mortgages and multi-family mortgages are initially financed with short-term
borrowings under reverse repurchase agreements which are subsequently converted to long-term financing in the form of
CMO financing. Cash flow from the long-term mortgage portfolio and proceeds from the sale of capital stock also finance
new Alt-A and multi-family mortgages.

The mortgage operations acquire, originate, sell and securitize primarily adjustable rate and fixed rate Alt-A mortgages
and, to a lesser extent, B/C mortgages. The mortgage operations generate income by securitizing and selling mortgages to
permanent investors, including the long-term investment operations. This business also earns revenue from fees associated
with mortgage servicing rights, master servicing agreements and interest income eamed on mortgages held for sale. The
mortgage operations use warehouse facilities provided by the warehouse lending operations to finance the acquisition and
origination of mortgages.

The warehouse lending operations provide short-term financing to mortgage loan originators, including our mortgage
operations, by funding mortgages from their closing date until sale to pre-approved investors. This business earns fees from
warehouse transactions as well as net interest income from the difference between its cost of borrowings and the interest
earned on warehouse advances.

Our goal is to generate consistent and reliable taxable income for distribution as dividends to our stockholders
primarily from earnings generated by our core operating businesses. For financial information relating to the long-term
investment operations, mortgage operations and warehouse lending operations, please refer to Item 7. “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated financial statements
beginning on page F-1.




Long-Term Investment Operations

The long-term investment operations invest primarily in Alt-A mortgages and, to a lesser extent, multi-family
mortgages and generate revenue primarily from net interest income on its long-term mortgage portfolio. Net interest income
represents the difference between income received on mortgages and the corresponding cost of financing. Net interest income
also includes (1) amortization of acquisition costs on mortgages acquired from the mortgage operations, (2) accretion of loan
discounts, which represents the amount allocated to mortgage servicing rights when they are sold to third parties and
mortgages are transferred to the long-term investment operations from the mortgage operations and retained for long-term
investment, (3) amortization of CMO securitization expenses and, to a lesser extent, (4) amortization of CMO bond
discounts. Net cash payments on derivative instruments are included in gain (loss) on derivative instruments which is a
component of non-interest income on our financial statements. For additional information regarding the classification of
interest income, interest expense and non-interest income items refer to Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Results of Operations and Financial Condition.”

The mortgage operations supports the investment objectives of the long-term investment operations by supplying
mortgages at prices that are comparable to those available through mortgage bankers and brokers and other third parties. We
believe that retaining mortgages acquired and originated by our mortgage operations gives us a competitive advantage
because of our historical understanding of the underlying credit of these mortgages and the extensive information on the
performance and prepayment patterns of these types of mortgages. We also believe that Alt-A mortgages provide an
attractive net earnings profile by producing higher yields without commensurately higher credit risks than other types of
mortgages.

Long-Term Mortgage Portfolio

Alt-A mortgages that we retain for long-term investment are primarily adjustable rate mortgages, or “ARMs,” hybrid
ARMs and, to a lesser extent, fixed rate mortgages, or “FRMs.” The interest rate on ARM:s are typically tied to an index,
such as the six-month London Interbank Offered Rate, or “LIBOR,” plus a spread and adjust periodically, subject to lifetime
interest rate caps and periodic interest rate and payment caps. The initial interest rates on ARMs are typically lower than
average comparable FRMs but may be higher than average comparable FRMs over the life of the mortgage. Hybrid ARMs
are mortgages with maturity periods ranging from 15 to 30 years with initial fixed interest rate periods generally ranging
from two to ten years, which subsequently adjust to ARMs. The majority of mortgages retained by the long-term investment
operations have prepayment penalty features with prepayment penalty periods ranging from six months to seven years.
Prepayment penalties may be assessed to the borrower if the borrower refinances or, in some cases, sells the home.

During 2004, the long-term investment operations retained $16.9 billion in principal balance of primarily adjustable
rate Alt-A mortgages for long-term investment which were initially acquired and originated by the mortgage operations. In
addition, the long-term investment operations originated $458.5 million of multi-family mortgages. The retention and
origination of Alt-A and multi-family mortgages increased the long-term mortgage portfolio to $21.9 billion at year-end
2004. The following table presents selected information on mortgages held as CMO collateral, which comprise a substantial
portion of the long-term mortgage portfolio, for the periods indicated:

As of December 31,
2004 2003 2002
Percent Alt-A mortgages 99 99 99
Percent ARMs 90 86 85
Percent FRMs 10 14 15
Percent hybrid ARMs 70 48 35
Percent of interest-only 63 34 10
Weighted average coupon 5.62 5.56 6.57
Weighted average margin 3.61 3.10 3.01
Weighted average original LTV ratio 76 79 82
Weighted average original credit score 696 694 683
Percent with prepayment penalty 76 81 76
Prior 12-month prepayment rate : 29 28 25
Lifetime prepayment rate : 21 21 33
Percent of mortgages in California 62 64 63
Percent purchase transactions 60 57 62
Percent owner occupied 81 87 93
Percent first lien 99 99 99




The following table presents mortgages retained and originated by the long-term investment operations by loan
characteristic for the periods indicated (dollars in thousands):

For the year ended December 31,

2004 2003 2002
Principal Principal Principal
Balance % Balance % Balance %
Mortgages by Type:
Fixed rate first trust deeds $ 1,195,200 7 % 706,227 12§ 599,566 15
Fixed rate second trust deeds 244 491 1 6,744 0 311 0
Adjustable rate first trust deeds:
LIBOR ARMs (1) 2,754,757 16 1,670,720 27 2,352,863 60
LIBOR hybrid ARMs (1) 13,173,928 76 3,694,687 61 964,316 25
Total adjustable rate first trust
deeds 15,928,685 92 5,365,407 88 3,317,179 85

Total mortgages retained $ 17,368,376 100 § 6,078,378 100 $§ 3,917,056 100
Mortgages by Credit Quality:

Alt-A mortgages $ 16,846,781 97 $ 5,760,779 95 $ 3,875,903 99
Multi-family mortgages 458,532 3 290,527 5 25,799 1
B/C mortgages (1) 63,063 0 27,072 0 15,354 0
Total mortgages retained $ 17,368,376 100 $ 6,078,378 100 $ 3,917,056 100

Mortgages by Purpose:
Purchase § 10,516,622 61 $ 3,408,584 56 § 2,353,727 60
Refinance 6,851,754 39 2,669,794 44 1,563,329 40

Total mortgages retained $ 17,368,376 100 $ 6,078,378 100 $ 3,917,056 100

Mortgages by Prepayment Penalty:
With prepayment penalty $ 12,657,395 73 $ 4,823,027 79 § 3,100,540 79
Without prepayment penalty 4,710,981 27 1,255,351 21 816,516 21

Total mortgages retained $§ 17,368,376 100 § 6,078,378 100 $ 3,917,056 100

(1) Primarily includes mortgages indexed to one-, three- and six-month LIBOR and one-year LIBOR. Also includes
minimal amounts of mortgages indexed to the prime lending rate and constant maturity Treasury index.

For additional information regarding the long-term mortgage portfolio refer to Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” “Note C—CMO Collateral,” and “Note D—Mortgages Held for
Investment” in the accompanying notes to the consolidated financial statements.

Financing
We primarily finance our long-term mortgage portfolio as follows:
+ issuance of CMO borrowings;
+  short-term borrowings under reverse repurchase agreements, prior to securitization as CMOs; and
«  proceeds from the sale of capital stock.

As we accumulate mortgages we may issue CMOs secured by such mortgages as a means of financing. The decision to
issue CMOs is based on our current and future investment needs, market conditions and other factors. Each issue of CMOs is
fully payable from the principal and interest payments on the underlying mortgages securing such debt and any cash or other
collateral pledged as a condition of receiving the desired rating on the debt. We earn a net interest spread on interest income
on mortgages held as CMO collateral less interest and other expenses associated with the acquisition or origination of the
loans and with CMO financing. Net interest spreads may be directly impacted by levels of early prepayment of underlying
mortgages and, to the extent each CMO class has variable rates of interest, may be affected by changes in short-term interest
rates. Our CMOs typically are structured as adjustable rate securities that are indexed to one-month LIBOR and fixed rate
securities with interest payable monthly.




When we issue CMOs for financing purposes, we seek an investment grade rating for our CMOs by nationally
recognized rating agencies. To secure such ratings, it is often necessary to incorporate certain structural features that provide
for credit enhancement. This can include the pledge of collateral in excess of the principal amount of the securities to be
issued, a bond guaranty insurance policy for some or all of the issued securities, or additional forms of mortgage insurance.
The need for additional collateral or other credit enhancements depends upon factors such as the type of collateral provided,
the interest rates paid, the geographic concentration of the mortgaged property securing the collateral and other criteria
established by the rating agencies. The pledge of additional collateral reduces our capacity to raise additional funds through
short-term secured borrowings or additional CMOs, and diminishes the potential expansion of our long-term mortgage
portfolio. As a result, our objective is to pledge additional collateral for CMOs only in the amount required to obtain an
investment grade rating by nationally recognized rating agencies. Qur total loss exposure is limited to total capital invested in
the CMOs at any point in time.

For additional information regarding CMOs refer to Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Liquidity” and “Note H—CMO Borrowings” in the accompanying notes to the
consolidated financial statements.

Prior to the issuance of CMOs, we use reverse repurchase agreements as short-term financing at interest rates that are
consistent with our investment objectives. A reverse repurchase agreement acts as a financing vehicle under which we
effectively pledge our mortgages as collateral to secure a short-term loan. Generally, the other party to the agreement makes
the loan in an amount equal to a percentage of the market value of the pledged collateral. At maturity of the reverse
repurchase agreement, we are required to pay interest and repay the loan and correspondingly in return, we receive our
collateral. Our borrowing agreements require us to pledge cash, additional mortgages or additional investment securities
backed by mortgages in the event the market value of existing collateral declines. We may be required to sell assets to reduce
our borrowings to the extent that cash reserves are insufficient to cover such deficiencies in collateral.

For additional information regarding reverse repurchase agreements refer to Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Liquidity” and “Note G—Reverse Repurchase Agreements” in
the accompanying notes to the consolidated financial statements.

Interest Rate Risk Management

Our primary objective is to manage exposure to the variability in future cash flows attributable to the variability of one-
month LIBOR, which is the underlying index of our adjustable rate CMO borrowings. We also monitor on an ongoing basis
the prepayment risks that arise in fluctuating interest rate environments. Our interest rate risk management program is
formulated with the intent to mitigate the potential adverse effects of changing interest rates on cash flows on adjustable rate
CMO borrowings.

To mitigate our exposure to the effect of changing interest rates on cash flows on our adjustable rate CMO borrowings,
we acquire derivatives in the form of interest rate swaps, or “swaps,” interest rate cap agreements, or “caps” and interest rate
floor agreements, or “floors,” collectively, “derivatives.” For additional information regarding interest rate risk management
activities refer to Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” Item
7A. “Quantitative and Qualitative Disclosures About Market Risk” and “Note O—Derivative Instruments” in the
accompanying notes to the consolidated financial statements.

Mortgage Operations

The mortgage operations acquire, originate, sell and securitize primarily adjustable rate and fixed rate Alt-A mortgages
and, to a lesser extent B/C mortgages, from correspondents, mortgage bankers and brokers and retail customers.

Correspondent Acquisition Channel. The mortgage operations acquire adjustable rate and fixed rate Alt-A mortgages
from its network of third party correspondents on a flow basis (loan-by-loan) or on a bulk basis (multiple loans) from
approved correspondent mortgage companies. Correspondents originate and close mortgages under the mortgage operations’
mortgage programs. Correspondents include savings and loan associations, commercial banks and mortgage bankers. The
mortgage operations acts as an intermediary between the originators of mortgages that may not meet the guidelines for
purchase by Fannie Mae and Freddie Mac and permanent investors in mortgage-backed securities secured by or representing
an ownership interest in such mortgages. The mortgage operations also acquires Alt-A mortgages on a bulk basis from
approved correspondent sellers that are underwritten to guidelines substantially similar to Alt-A loan programs, but not
specific to those of the mortgage operations.




Wholesale and Retail Origination Channel. The mortgage operations market, underwrite, process and fund mortgages
for wholesale and, to a lesser extent, retail customers. The wholesale origination channel works directly with mortgage
bankers and brokers to originate, underwrite and fund their mortgages. Many wholesale customers cannot conduct business
with the mortgage operations as correspondents because they do not have the necessary net worth or financing to close
mortgages in their name. Through its retail channel, the mortgage operations markets mortgages directy to the public.

B/C Origination Channel. Novelle originates B/C mortgages through a network of wholesale mortgage brokers and
sells its mortgages to third party investors for cash gains.

Marketing Strategy

We believe that we can compete effectively with other Alt-A mortgage conduits through our efficient loan purchasing
process, flexible purchase commitment options, competitive pricing and by designing Alt-A mortgages that suit the needs of
our correspondents and mortgage bankers and brokers and their borrowers. Our principle strategy is to expand our market
position as a low-cost nationwide acquirer and originator of Alt-A mortgages, while continuing to emphasize an efficient
centralized operating structure. To help accomplish this, we have developed a second-generation web-based automated
underwriting and pricing system called Impac Direct Access System for Lending, or “iDASLg2.” iDASLg?2 substantially
increases efficiencies for our customers and our mortgage operations by significantly decreasing the processing time for a
mortgage while improving employee productivity and maintaining superior customer service.

iDASLg? is an interactive Internet-based system that allows our customers to automatically underwrite mortgages,
enabling our customers to pre-qualify borrowers for various mortgage programs and receive automated approval decisions.
iDASLg?2 is intended to increase efficiencies not only for our customers but also for the mortgage operations by significantly
decreasing the processing time for a mortgage. We believe iDASLg2 improves employee production and maintains superior
customer service, which together leads to higher closing ratios, improved profit margins and increased profitability at all
levels of our business operations. Most importantly, iDASLg2 allows 1is to move closer to our correspondents and mortgage
bankers and brokers with minimal future capital investment while maintaining centralization, a key factor in the success of
our operating strategy. All of our correspondents submit mortgages via IDASLg2 and all wholesale mortgages delivered by
mortgage bankers and brokers are directly underwritten through iDASLg2. However, mortgages purchased on a bulk basis
from approved correspondent sellers that are not underwritten specifically to our Alt-A mortgage guidelines are not
underwritten through iDASLgZ.

We also focus on expansion opportunities to attract correspondent originators and mortgage bankers and brokers to our
nationwide network in order to increase mortgage acquisitions and originations in a controlled manner. This allows us to shift
the high fixed costs of interfacing with the homeowner to our correspondents and mortgage bankers and brokers. This
marketing strategy is designed to accomplish the following three objectives:

*  attract a geographically diverse group of both large and small correspondent originators and mortgage bankers and
brokers;

+  establish relationships with correspondents and mortgage bankers and brokers that facilitate their ability to offer a
variety of loan products designed by the mortgage operations; and

+  purchase mortgages and securitize and sell them in the secondary market or to the long-term investment
operations.

In order to accomplish our production objectives, we design and offer mortgage products that we believe are attractive
to potential Alt-A borrowers and to end-investors in Alt-A mortgages and mortgage-backed securities. We have historically
emphasized and continue to emphasize flexibility in our mortgage product mix as part of our strategy to attract and establish
long-term relationships with our correspondents and mortgage bankers and brokers. We also maintain relationships with
numerous investors so that we may develop mortgage products that may be of interest to them as market conditions change.
In response to the needs of our correspondents, and as part of our strategy to facilitate the sale of our mortgages through the
mortgage operations, our marketing strategy offers efficient response time in the purchase process, direct and frequent
contact with our correspondents and mortgage bankers and brokers through a trained sales force and flexible commitment
programs. Finally, due to the price sensitivity of most homebuyers, we are competitive in pricing our products in order to
attract sufficient numbers of mortgages.




Underwriting

We have developed comprehensive purchase guidelines for the acquisition and origination of mortgages. Each
mortgage underwritten assesses the borrower’s credit score and ability to repay the mortgage obligation and the adequacy of
the mortgaged property as collateral for the mortgage. Subject to certain exceptions and the type of mortgage product, each
purchased mortgage generally conforms to the loan parameters and eligibility requirements specified in our seller/servicer
guide with respect to, among other things, loan amount, type of property, compliance, LTV ratio, mortgage insurance, credit
history, debt service-to-income ratio, appraisal and loan documentation.

All mortgages acquired or originated under our loan programs are underwritten either by our employees or by
contracted mortgage insurance companies or delegated sellers. Under all of our underwriting methods, loan documentation
requirements for verifying the borrower’s income and assets vary according to LTV ratios and other factors. Generally, as the
standards for required documentation are lowered, the borrowers” down payment requirements are increased and the required
LTV ratios are decreased. The borrower is also required to have a stronger credit history, larger cash reserves and an
appraisal of the property that may be validated by an enhanced desk or field review, depending on the loan program. Lending
decisions are based on a risk analysis assessment after the review of the entire mortgage file. Each mortgage is individually
underwritten with emphasis placed on the overall quality of the mortgage.

Seller Eligibility Requirements

Mortgages acquired by the mortgage operations are originated by various sellers, including mortgage bankers, savings
and loan associations and commercial banks. Sellers are required to meet certain regulatory, financial, insurance and
performance requirements established by us before they are eligible to participate in our mortgage purchase programs. Selters
must also submit to periodic reviews to ensure continued compliance with these requirements. Qur current criteria for seller
participation generally includes a minimum tangible net worth requirement of $500,000, approval as a Fannie Mae or Freddie
Mac seller/servicer in good standing, a Housing and Urban Development, or “HUD,” approved mortgagee in good standing
or a financial institution that is insured by the Federal Deposit Insurance Corporation, or “FDIC,” or comparable federal or
state agency, and that the seller is examined by a federal or state authority.

In addition, sellers are required to have comprehensive mortgage origination quality control procedures. In connection
with its qualification, each seller enters into an agreement that generally provides for recourse by us against the seller in the
event of a breach of representations or warranties made by the seller with respect to mortgages sold to us, which includes but
is not limited to any fraud or misrepresentation during the mortgage loan origination process or upon early payment default
on mortgages.

Mortgage Acquisitions and Originations

Mortgages acquired and originated by the mortgage operations are adjustable rate and fixed rate Alt-A mortgages. A
portion of Alt-A mortgages that are acquired and originated by the mortgage operations exceed the maximum principal
balance for a conforming loan purchased by Fannie Mae or Freddie Mac, which is currently $359,650, and are referred to as
“jumbo loans.” We generally do not acquire or originate Alt-A mortgages with principal balances above $2.0 million. Alt-A
mortgages generally consist of mortgages that are acquired and originated in accordance with underwriting or product
guidelines that differ from those applied by Fannie Mae and Freddie Mac. Alt-A mortgages may involve greater risk as a
result of different underwriting and product guidelines. Additionally, a portion of mortgages acquired and originated through
the mortgage operations are B/C mortgages, which may entail greater credit risks than Alt-A mortgages. B/C mortgages
represented 3% and 6% of total acquisitions and originations during 2004 and 2003, respectively.

We generally do not originate B/C mortgages with principal balances above $650,000. In general, B/C mortgages are
residential mortgages made to borrowers with lower credit ratings than borrowers of Alt-A mortgages. B/C mortgages are
normally subject to higher rates of loss and delinquency than Alt-A mortgages acquired and originated by the mortgage
operations. As a result, B/C mortgages normally bear a higher rate of interest and are typically subject to higher fees than Alt-
A mortgages. In general, greater emphasis is placed upon the value of the mortgaged property and, consequently, the quality
of appraisals, and less upon the credit history of the borrower in underwriting B/C mortgages than in underwriting Alt-A
mortgages. In addition, B/C mortgages are generally subject to lower LTV ratios than Alt-A mortgages.

Mortgages acquired or originated by the mortgage operations are generally secured by first liens and, to a lesser extent,
second liens on single-family residential properties with either adjustable rate or fixed rates of interest. FRMs have a constant
interest rate over the life of the loan, which is generally 15 or 30 years. The interest rates on ARMs are typically tied to an
index, such as six-month LIBOR, plus a spread and adjust periodically, subject to lifetime interest rate caps and periodic



interest rate and pavment caps. The initial interest rates on ARMs are typically lower than the average comparable FRM but
may be higher than average comparable FRMs over the life of the loan. We acquire and originate mortgages with the
following most common loan characteristics, although we may purchase mortgages with other interest rate, prepayment and
maturity characteristics:

+  FRMs that have original terms to maturity ranging from 15 to 30 years with six-month to five-year prepayment
penalty periods;

«  ARMs that adjust based on one-, three- and six-month LIBOR and one-year LIBOR with terms to maturity ranging
from 15 to 30 years with six-month to five-year prepayment penalty periods;

*+  two-, three-, five- and seven-year hybrid ARMs with terms to maturity ranging from 15 to 30 years that
subsequently adjust to one-, three- and six-month LIBOR and one-year LIBOR with six-month to five-year
prepayment penalty periods; and

+ adjustable rate and fixed rate interest-only mortgages with 5 to 10 year interest-only periods and terms to maturity
of 30 years with six-month to five-year prepayment penalty periods.




The following table presents the mortgage operations’ acquisitions and originations by loan characteristic for the
periods indicated (in thousands):

For the year ended December 31,

2004 2003 2002
Principal Principal Principal
Balance Y% Balance % Balance %
Mortgages by Type:
Fixed rate first trust deeds $ 1,968,502 9 $§ 3,812,952 40 $ 2,159,696 36
Fixed rate second trust deeds 755,913 3 181,173 2 82,145 2
Adjustable rate first trust deeds:
LIBOR ARMs (1) 3,382,978 15 1,611,392 17 2,426,865 41
LIBOR hybrids (1) 16,105,711 73 3,919,604 41 1,276,792 21
Total adjustable rate first trust
deeds 19,488,689 88 5,530,996 58 3,703,657 62
Total mortgage
acquisitions and
originations $ 22,213,104 100 § 9,525,121 100 § 5,945,498 100
Mortgages by Channel:
Correspondent acquisitions:
Flow acquisitions $ 10,996,260 50 § 35,399,428 57 $ 4,286,905 72
Bulk acquisitions 8,537,504 38 2,159,116 23 164,636 3
Total correspondent acquisitions 19,533,764 88 7,558,544 80 4,451,541 75
Wholesale and retail originations 1,994,569 9 1,468,697 15 1,089,008 18
B/C originations. 684,771 3 497,880 5 404,949 7
Total mortgage
acquisitions and
originations $ 22,213,104 100 § 9,525,121 100 § 5,945,498 100
Mortgages by Credit Quality:
Alt-A mortgages $ 21,453,383 97 § 8,988,018 94 § 5,515,573 93
B/C mortgages (2) 759,721 3 537,103 6 429,925 7
Total mortgage
acquisitions and
originations $ 22,213,104 100 § 9,525,121 100 $§ 5,945,498 100
Mortgages by Purpose:
Purchase $ 13,373,840 60 $ 4,683,202 49 § 3,288,566 55
Refinance 8,839,264 40 4,841,919 51 2,656,932 45
Total mortgage
acquisitions and
originations 3 22,213,104 100 § 9,525,121 100 $ 5,945,498 100
Mortgages by Prepayment Penalty:
With prepayment penalty $ 15965959 72 $ 7,165,949 75§ 4,677,078 79
Without prepayment penalty 6,247,145 28 2,359,172 25 1,268,420 21
Total mortgage
acquisitions and
originations $ 22,213,104 100 $ 9,525,121 100 $ 35,945,498 100

(1) Primarily includes mortgages indexed to one-, three- and six-month LIBOR and one-year LIBOR. Also includes
minimal amounts of mortgages indexed to the prime lending rate and constant maturity Treasury index.

{2) The year ended December 31, 2004, 2003 and 2002 includes $684.8 million, $497.9 million and $404.9 million,
respectively, of B/C mortgages originated by Novelle that were subsequently sold to third party investors for cash
gains.




Our mortgage acquisition and origination activities focus on those regions of the country where higher volumes of Alt-
A mortgages are originated including California, Florida, New York, Colorado, New Jersey, Maryland, Virginia, Illinois,
Arizona and Nevada. During the years ended December 31, 2004 and 2003, 69% and 76%, respectively, of mortgage
acquisitions and originations were secured by combined California and Florida properties.

Of the $22.2 billion in principal balance of mortgages acquired and originated in 2004, $9.1 billion, or 42%, were
acquired from our top ten correspondents. No single correspondent, banker or broker accounted for more than 10% of the
total mortgages acquired and originated by the mortgage operations in 2004.

Securitization and Sale

After acquiring mortgages from correspondents on a flow or bulk basis and originating mortgages through wholesale
and retail channels, the mortgage operations sells and securitizes mortgages to permanent investors. The mortgage operations
sells its ARM acquisitions to the long-term investment operations at prices comparable to prices available from third party
investors at the date of sale. When a sufficient volume of FRMs with similar characteristics has been accumulated, generally
$100 million to $350 million, the mortgage operations may (1) sell bulk packages, referred to as whole loan sales, to third
party investors, (2) securitize mortgages through the issuance of mortgage-backed securities in the form of real estate
mortgage investment conduits, or “REMICs,” or (3) sell them to the long-term investment operations.

During 2004, the mortgage operations sold $16.9 billion in principal balance of mortgages to the long-term investment
operations, sold $1.6 billion in principal balance of mortgages as whole loan sales and sold $3.7 billion in principal balance
of mortgages as REMICs. Generally, the mortgage operations sells all of its mortgage acquisitions and originations to third
party investors as servicing released, which means that it does not retain primary mortgage servicing rights. However, the
mortgage operations does retain rights as master servicer for its securitizations, see “Master Servicing” below.

The period of time between when we commit to purchase mortgages and the time we sell or securitize mortgages
generally ranges from 15 to 45 days, depending on certain factors, including the length of the purchase commitment period,
volume by product type and the securitization process. REMICs are accounted for as sales transactions. REMIC securities
generally consist of one or more classes of “regular interests” and a single class of “residual interest.” The regular interests
are tailored to the needs of investors and may be issued in multiple classes with varying maturities, average lives and interest
rates. REMICs created by us are structured so that one or more of the classes of securities are rated investment grade by at
least one nationally recognized rating agency. The ratings for our REMICs are based upon the perceived credit risk by the
applicable rating agency of the underlying mortgages, the structure of the securities and the associated level of credit
enhancement. Credit enhancement is designed to provide protection to the security holders in the event of borrower defaults
and other losses including those associated with fraud or reductions in the principal balances or interest rates on mortgages as
required by law or a bankruptcy court.

Master Servicing

We retain master servicing rights on substantially all of our Alt-A and multi-family mortgage acquisitions and
originations. Our function as master servicer includes collecting loan payments from loan servicers and remitting loan
payments, less master servicing fees receivable and other fees, to a trustee or other purchaser for each series of mortgage-
backed securities or loans master serviced. In addition, as master servicer, we monitor compliance with our servicing
guidelines and are required to perform, or to contract with a third party to perform, all obligations not adequately performed
by any loan servicer. We may also be required to advance funds or we may cause our loan servicers to advance funds to
cover interest payments not received from borrowers depending on the status of their mortgages. We also earn income or
incur expense on principal and interest payments we receive from our borrowers until those payments are remitted to the
investors in those mortgages. Master servicing fees are generally 0.03% per annum on the declining principal balances of the
loans serviced. At year-end 2004, we master serviced 120,889 mortgages with a principal balance of $28.4 billion.
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The following table presents the amount of delinquent mortgages in our master servicing portfolio for the periods
indicated (dollars in thousands):

As of December 31,
2004 2003 2002
% of % of % of
Principal Master Principal Master Principal Master
Balance of Servicing Balance of Servicing Balance of Servicing
Mortgages Portfolio Mortgages Portfolio Mortgages Portfolio
Loans delinquent for:
60-89 days $ 205,486 0.72% $ 105,455 0.76% $ 100,878 1.16%
90 days and over 87,277 0.31 87,297 0.63 71,466 0.82
Total 60 days and over 292,763 1.03 192,752 1.39 172,344 1.98
Foreclosures pending 258,189 0.91 158,261 1.14 212,309 2.44
Bankruptcies pending 23,807 0.08 19,912 0.14 26,402 0.30
Total $ 574,759 2.02% $ 370,925 2.67% § 411,055 4.72%

Servicing

We sell or subcontract all of our servicing obligations to independent third parties pursuant to sub-servicing
agreements. We believe that the sale of servicing rights or the selection of third-party sub-servicers is more effective than
establishing a servicing department within our mortgage operations. However, part of our responsibility is to continually
monitor the performance of servicers or sub-servicers through performance reviews and regular site visits. Depending on our
reviews, we may in the future rely on our internal default management group to take an ever more active role to assist
servicers or sub-servicers in the servicing of our mortgages. Servicing includes collecting and remitting loan payments,
making required advances, accounting for principal and interest, holding escrow or impound funds for payment of taxes and
insurance, if applicable, making required inspections of the mortgaged property, contacting delinquent borrowers, and
supervising foreclosures and property dispositions in the event of un-remedied defaults in accordance with our guidelines.
Servicing fees are charged on the declining principal balances of loans services and generally range from 0.25% per annum
for FRMs, 0.375% per annum for ARMs, 0.50% per annum for B/C mortgages and 0.75% per annum for properties secured
by second liens. To the extent the mortgage operations finances the acquisition of mortgages with warehouse facilities
provided by the warehouse lending operations, the mortgage operations pledges mortgages and the related servicing rights to
the warehouse lending operations as collateral. As a result, the warehouse lending operations has an absolute right to control
the servicing of such mortgages, including the right to collect payments on the underlying mortgages, and to foreclose upon
the underlying real property in the case of default. Typically, the warechouse lending operations delegates its right to service
the mortgages securing the warehouse line to the mortgage operations.

The following table presents information regarding our master servicing owned portfolio, including mortgages held-
for-sale and mortgages held for long-term investment, for the periods shown (dollars in millions, except average loan size):

As of December 31,

2004 2003 2002
Beginning servicing portfolio $ 1,402.1 $ 2,6534 § 17544
Add: Loan acquisitions and originations 222131 9,525.1 5,945.5
Less: Servicing transferred and principal repayment (1) (21,924.4) (10,776.4) (5,046.5)
Ending servicing portfolio $. 1,690.8 $ 1,402.1 $ 2,6534
Number of loans serviced o ‘ 9,256 6,695 15,987
Average loan size $ 183,000 $ 209,000 $ 166,000
Weighted average coupon 6.62 % 6.28 % 7.26 %

(1) Includes the sale of mortgages on a servicing released basis, the sale of servicing rights on mortgages owned and
scheduled and unscheduled principal repayments.
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Interest Rate Risk Management

The mortgage operations manages interest rate risk and price volatility on its pipeline of rate-locked mortgage loans, or
“mortgage pipeline,” during the time it commits to acquire or originate mortgages at a pre-determined rate and the time it
sells the mortgage loans. To mitigate interest rate and price volatility risks, the mortgage operations may enter into
derivatives. The nature and quantity of derivatives are determined based on various factors, including market conditions and
the expected volume of mortgage acquisitions and originations. For additional information regarding interest rate risk
management activities refer to Item 7A. “Quantitative and Qualitative Disclosures About Market Risk” and “Note O—
Derivative Instruments” in the accompanying notes to the consolidated financial statements.

Warehouse Lending Operations

The warehouse lending operations provide warehouse financing to affiliated companies and reverse repurchase
financing to approved non-affiliated mortgage bankers, or “non-affiliated clients,” some of which are correspondents of the
mortgage operations, to finance mortgages during the time from the closing of the mortgages to sale or other settlement with
pre-approved investors. The warehouse lending operations relies mainly on the sale or liquidation of the mortgages as a
source of repayment. Any claim of the warehouse lending operations as a secured lender in a bankruptcy proceeding may be
subject to adjustment and delay. Borrowings under warehouse facilities are presented on our balance sheet as finance
receivables. Terms of non-affiliated clients” warehouse lines, including the commitment amount, are determined based upon
the financial strength, historical performance and other qualifications of the borrower. As of December 31, 2004, the
warehouse lending operations had approved warehouse lines to non-affiliated clients of $738.7 million, of which $471.8
million was outstanding, as compared to $1.0 billion and $630.0 million, respectively, as of December 31, 2003.

Regulation

We establish underwriting guidelines that include provisions for inspections and appraisals, require credit reports on
prospective borrowers and determine maximum loan amounts. Our mortgage acquisition and origination activities are subject
to, among other laws, the Equal Credit Opportunity Act, Federal Truth-in-Lending Act, Fair Credit Reporting Act, Fair and
Accurate Credit Transaction Act, Fair Housing Act, Gramm-Leach-Bliley Act, Telephone Consumer Protection Act, Can
Spam Act, Real Estate Settlement Procedures Act and Home Mortgage Disclosure Act and the regulations promulgated
thereunder. These laws and regulations, among other things, prohibit discrimination and require the disclosure of certain
basic information to mortgagors concerning credit terms and settlement costs, prohibit the payment of kickbacks for the
referral of business incident to a real estate settlement service, limit payment for settlement services to the reasonable value
of the services rendered and goods furnished, restrict the marketing practices we may use to find customers, require us to
safeguard non-public information about our customers and require the maintenance and disclosure of information regarding
the disposition of mortgage applications based on race, gender, geographical distribution, price and income level. Our
mortgage acquisition and origination activities are also subject to state and local laws and regulations, including state
licensing laws, anti-predatory lending laws, and may also be subject to applicable state usury statutes. IFC is an approved
Fannie Mae seller/servicer and is an approved servicer of Freddie Mac. In addition, IFC is required annually to submit to
Fannie Mae and Freddie Mac audited financial statements, or the equivalent, according to the financial reporting
requirements of each regulatory entity for its sellers/servicers. IFC’s affairs are also subject to examination by Fannie Mae
and Freddie Mac at any time to assure compliance with applicable regulations, policies and procedures.

Competition

In acquiring and originating Alt-A mortgages and issuing securities backed by such loans, we compete with other
established mortgage conduit programs, investment banking firms, savings and loan associations, banks, thrift and loan
associations, finance companies, mortgage bankers and brokers, insurance companies, other lenders and other entities
purchasing mortgage assets. As the Federal Reserve continues to raise interest rates at a measured pace and the number of
mortgage refinance opportunities diminish, the mortgage industry may experience a consolidation that may reduce the
number of current correspondents and independent mortgage bankers and brokers available to the mortgage operations,
reducing our potential customer base and resulting in the mortgage operations acquiring and originating a larger percentage
of mortgages from a smaller number of customers. In addition, until the consolidation occurs in the mortgage industry, price
competition among competitors can affect the profitability on the sale of mortgage loans or the return on investments as
mortgage lenders are willing to cut their profitability margins to maintain current production levels. Changes of this nature
could negatively impact our businesses.
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Mortgage-backed securities issued by the mortgage operations and the long-term investment operations face
competition from other investment opportunities available to prospective investors. We face competition in our mortgage
operations and warehouse lending operations from other financial institutions, including but not limited to banks and
investment banks. Our main competitors include Countrywide Home Loans, IndyMac Bancorp, Inc., Greenpoint Financial
Corporation, Residential Funding Corporation, Aurora Loan Services, Inc., Credit Suisse First Boston Corporation and Bear
Stearns and Company, Inc.

Competition can take place on various levels, including convenience in obtaining a mortgage, service, marketing,
origination channels and pricing. We depend primarily on correspondents and independent mortgage bankers and brokers for
the acquisition and origination of mortgages. These independent mortgage bankers and brokers deal with multiple lenders for
gach prospective borrower, We compete with these lenders for the independent bankers and brokers’ business on the basis of
price, service, loan fees, costs and other factors. Our competitors also seek to establish relationships with such bankers and
brokers, who are not obligated by contract or otherwise to do business with us. Many of the institutions with which we
compete in our mortgage operations and warehouse lending operations have significantly greater financial resources than we
have. However, we can compete effectively with other Alt-A mortgage conduits through our efficient loan purchasing
process, flexible purchase commitment options and competitive pricing and by designing Alt-A mortgage programs that suit
the needs of our correspondents and their borrowers, which is intended to provide sufficient credit quality to our investors.

Risk factors, as outlined below, provide additional information related to risks associated with competition in the
mortgage banking industry.

Employees

As of December 31, 2004, we had a total of 752 full- and part-time employees and temporary and contract employees.
Management believes that relations with its employees are good. We are not a party to any collective bargaining agreements.

Revisions in Policies and Strategies

Our board of directors has approved our investment and operating policies and strategies. Our core operations involve
the acquisition and origination of mortgages and their subsequent securitization and sale. We also act as a warehouse lender
providing financing facilities to mortgage originators. These operations and their associated policies and strategies, are
further described herein. Our board of directors has delegated asset/liability management to the Asset/Liability Committee, or
*ALCO,” which reports to the board of directors at least quarterly. See a further discussion of ALCO in Item 7.
“Management’s Discussion of Financial Condition and Results of Operations” and Item 7A. “Quantitative and Qualitative
Disclosures About Market Risk.” Any of our policies, strategies and activities may be modified or waived by our board of
directors without stockholder consent. Developments in the market, which affect the policies and strategies mentioned herein
or which change our assessment of the market, may cause our board of directors to revise our policies and financing
strategies.

We have elected to qualify as a REIT for tax purposes. We have adopted certain compliance guidelines, which include
restrictions on the acquisition, holding and sale of assets. Prior to the acquisition of any asset, we determine whether the asset
meets REIT requirements. Substantially all of the assets that we have acquired and will acquire for investment are expected
to qualify as REIT assets. This REIT requirement limits our investment strategies.

The long-term investment operations primarily invest in Alt-A and multi-family mortgages and, to a lesser extent, B/C
mortgages. The long-term investment operation does not limit the proportion of its assets that may be invested in each type of
mortgage.

We closely monitor our acquisition and investment in mortgage assets and the sources of our income, including income
or expense from interest rate risk management strategies, to ensure at all times that we maintain our qualifications as a REIT.
We have developed certain accounting systems and testing procedures to facilitate our ongoing compliance with the REIT
provisions of the Internal Revenue Code. No changes in our investment policies and operating strategies, including credit
criteria for mortgage asset investments, may be made without the approval of our board of directors.
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We may at times and on terms that our board of directors deems appropriate:

»  Issue senior securities — In May 2004, we issued 2,000,000 shares of our 9.375% Series B Cumulative Redeemable
Preferred Stock, par value $0.01 per share, liquidation preference $25.00 per share. In November and December
2004, we issued an aggregate of 4,300,000 shares of our 9.125% Series C Cumulative Redeemable Preferred
Stock, par value $0.01 per share, liquidation preference $25.00 per share;

*  Borrow money - We finance our operations in large part through the issuance of CMOs and short-term borrowings
under reverse repurchase agreements;

*  Make loans to other persons - The warehouse lending operations provide reverse repurchase financing to affiliated
companies and to approved non-affiliated clients, some of which are correspondents of the mortgage operations, to
finance mortgages during the time from the closing of the mortgages to their sale or other settlement with pre-
approved investors; <

«  Engage in the purchase and sale of investments - In connection with the issuance of mortgage-backed securities by
our mortgage operations in the form of REMICs, our long-term investment operations may retain senior or
subordinated securities on a short- or long-term basis;

*  Repurchase or otherwise reacquire our shares or other securities in the future - During 2000, we adopted a
repurchase plan to repurchase up to $3.0 million of our common stock in the open market. During 2001 and 2000,
we repurchased 1,015,950 shares for $2.3 million. All repurchased shares were cancelled. During 2002 and 2003,
we did not repurchase any shares of common stock. In February of 2004, the share repurchase program was
cancelled by our board of directors.

We may also offer securities in exchange of property, invest in securities of other issuers for the purpose of exercising
control and underwrite the securities of other issuers, although we have not done so in the past three years and have no
present intention to do so. Historically, we have and intend to continue to distribute annual reports to our stockholders,
including financial statements audited by independent auditors, describing our current business and strategy.

Risk Factors

Some of the following risk factors relate to a discussion of our assets. For additional information on our asset
categories refer to Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” “Note
B—Mortgages Held-for-Sale,” “Note C— CMO Collateral” and “Note D—Mortgages Held-for-Investment” and in the
accompanying notes to the consolidated financial statements.

Risks Related To Our Businesses

A prolonged economic downturn or recession would likely result in a reduction of our mortgage origination activity
which could adversely affect our financial results.

The United States economy has undergone in the past and may in the future, undergo, a period of economic slowdown,
which some observers view as a recession. An economic downturn or a recession may have a significant adverse impact on
our operations and our financial condition. For example, a reduction in new mortgages may adversely affect our ability to
maintain or expand our long-term mortgage portfolio, our principal means of generating earnings. In addition, a decline in
new mortgage activity may likely result in reduced activity for our warehouse lending operations and our long-term
investment operations. In the case of our mortgage operations, a decline in mortgage activity may result in fewer loans that
meet its criteria for purchase and securitization or sale, thus resulting in a reduction in interest income and fees and gain on
sale of loans. We may also experience larger than previously reported losses on our long-term mortgage portfoho duetoa
higher level of defaults or foreclosures or higher loss rates on our mortgages.

If we are unable to generate sufficient liquidity we may be unable to conduct our operations as planned.

If we cannot generate sufficient liquidity, we may be unable to continue to grow our operations, grow our asset base,
maintain our current interest rate risk management policies and pay dividends. We have traditionally derived our liquidity
from the following primary sources:

* financing facilities provided to us by others to acquire or originate mortgage assets;
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»  whole loan sales and securitizations of acquired or originated mortgages;
»  our issuance of equity and debt securities;

¢ excess cash flow from our long-term mortgage portfolio; and

+  earnings from operations.

We cannot assure you that any of these alternatives will be available to us, or if available, that we will be able to
negotiate favorable terms. Our ability to meet our long-term liquidity requirements is subject to the renewal of our credit and
repurchase facilities and/or obtaining other sources of financing, including additional debt or equity from time to time. Any
decision by our lenders and/or investors to make additional funds available to us in the future will depend upon a number of
factors, such as our compliance with the terms of our existing credit arrangements, our financial performance, industry and
market trends in our various businesses, the lenders’ and/or investors’ own resources and policies concerning loans and
investments, and the relative attractiveness of alternative investment or lending opportunities. If we cannot raise cash by
selling debt or equity securities, we may be forced to sell our assets at unfavorable prices or discontinue various business
activities. Our inability to access the capital markets could have a negative impact on our growth of taxable income and also
our ability to pay dividends.

Any significant margin calls under our financing facilities would adversely affect our liquidity and may adversely
affect our financial results.

Prior to the fourth quarter of 1998, we generally had no difficulty in obtaining favorable financing facilities or in
selling acquired mortgages. However, during the fourth quarter of 1998, the mortgage industry experienced substantial
turmoil as a result of a lack of liquidity in the secondary markets. At that time, investors expressed unwillingness to purchase
interests in securitizations due, in part, to:

+ the lack of financing to acquire these securitization interests;

»  the widening of returns expected by institutional investors on securitization interests over the prevailing Treasury
rate; and

*  market uncertainty.

As a result, during this period many mortgage originators, including us, were unable to access the securitization market
on favorable terms. This resulted in some companies declaring bankruptcy. Some companies, like us, were required to sell
loans on a whole loan basis and liquidate holdings of mortgage-backed securities to repay short-term borrowings. However,
the large amount of mortgages available for sale on a whole loan basis affected the pricing offered for these mortgages, which
in turn reduced the value of the collateral underlying the financing facilities. Therefore, many providers of financing facilities
initiated margin calls. Margin calls resulted when our lenders evaluated the market value of the collateral securing our
financing facilities and required us to provide them with additional equity or collateral to secure our borrowings.

Our financing facilities were short-term borrowings and due to the turmoil in the mortgage industry during the latter
part of 1998 many traditional providers of financing facilities were unwilling to provide facilities on favorable terms, or at
all. Our current financing facilities continue to be short-term borrowings and we expect this to continue. If we cannot renew
or replace maturing borrowings, we-may have to sell, on a whole loan basis, the loans securing these facilities, which,
depending upon market conditions may result in substantial losses.

We face risks related to our recent accounting restatements.

On July 22, 2004, we publicly announced that we had discovered accounting inaccuracies in previously reported
financial statements. As a result, following consultation with our auditors, we decided to restate our financial statements for
the three months ended March 31, 2004 and 2003, the three and six months ended June 30, 2003, the three and nine months
ended September 30, 2003 and for each of the years ended December 31, 2003, 2002 and 2001. The restatements relate to a
correction to our revenue recognition policy with respect to the cash sales of mortgage servicing rights to unrelated third
parties when the mortgage loans are retained, our accounting for derivatives and interest rate risk management activities, the
accounting for loan purchase commitments as derivatives and selected elimination entries to consolidate IFC with that of

15




IMH. We also corrected a clerical error in the calculation of earnings per share for the six months ended June 30, 2004. The
effect of this restatement on net earnings (loss) and the correction of basic and diluted earnings per share were as follows:

Net Effect of Restatement on Net Earnings (Loss)
(in millions)

Change in
Net Earnings
(Loss)

For the three months ended March 31, 2004 $ 36.7)
For the year ended December 31, 2003 21.7
For the nine months ended September 30, 2003 12.8
For the three months ended September 30, 2003 11.2
For the six months ended June 30, 2003 1.7
For the three months ended June 30, 2003 24
For the three months ended March 31, 2003 (0.7
For the year ended December 31, 2002 (34.6)
For the year ended December 31, 2001 (35.4)

Net Effect of Correction on Earnings per Share

Change in

Basic Diluted
EPS EPS

For the six months ended June 30, 2004 $ 014 § 0.13

The restatement of our financial statements could lead to litigation claims and/or regulatory proceedings against us.
The defense of any such claims or proceedings may cause the diversion of management’s attention and resources, and we
may be required to pay damages if any such claims or proceedings are not resolved in our favor. Any litigation or regulatory
proceeding, even if resolved in our favor, could cause us to incur significant legal and other expenses. We also may have
difficulty raising equity capital or obtaining other financing, such as lines of credit or otherwise. We may not be able to
effectuate our current operating strategy, including the ability to originate, acquire or securitize mortgage loans for retention
or sale at projected levels. We may be subject to resignation of our current external auditors which may, among other things,
cause a delay in the preparation of future financial statements and increase expenditures related to the retention of new
external auditors and the lead time required to become familiar with our operations. The process of retaining new external
auditors may limit our access to the capital markets for an extended period of time. Moreover, we may be the subject of
negative publicity focusing on the financial statement inaccuracies and resulting restatement and negative reactions from our
stockholders, creditors or others with which we do business. The occurrence of any of the foregoing could harm our business
and reputation and cause the price of our securities to decline, and could result in a delisting of our securities from the New
York Stock Exchange.

Since we are reporting in this annual report and may report in the future that our system of internal control over
financial reporting and disclosure controls and procedures are ineffective, we may not be able to accurately report
our financial results or prevent fraud, which could adversely affect the trading price of our securities or our ability to
raise capital.

Effective internal control over financial reporting and disclosure controls and procedures are necessary for us to
provide reliable financial reports and effectively prevent fraud and operate successfully as a public company. If we cannot
provide reliable financial reports or prevent fraud, our reputation and operating results would be harmed. As a result, current
and potential stockholders could lose confidence in our financial reporting which would harm our business and the trading
price of our securities. We are reporting in this annual report, and may discover in the future, areas of our disclosure controls
and procedures and internal control over financial reporting that need improvement. We have identified material weaknesses
in our internal control over financial reporting which we believe require remediation.

Furthermore, in connection with the restatement of our consolidated financial statements, we noted, and our auditors
noted in a letter to management and the audit committee, certain matters involving internal controls and operations that we
considered to be a material weakness, as defined by the Public Company Accounting Oversight Board, or “PCAOB.” We
needed to improve the evaluation and documentation of accounting policies and procedures for complex transactions, such as
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transfers of financial assets, derivatives and hedge accounting and allowance for credit losses. We did not have a sufficient
amount or type of staff in the financial reporting and accounting departments. Furthermore, we also noted significant
deficiencies in that our internal audit function did not provide an adequate or effective monitoring of our controls and we
needed to evaluate whether we have appropriate internal resources to manage and monitor work performed by our outsourced
tax compliance function.

We cannot be certain that our efforts to improve our internal control over financial reporting and disclosure controls
and procedures will be successful or that we will be able to maintain adequate controls over our financial processes and
reporting in the future. Any failure to develop or maintain effective controls or difficulties encountered in their
implementation or other effective improvement of our internal control over financial reporting and disclosure controls and
procedures could harm our operating results, or cause us to fail to meet our reporting obligations. If we are unable to
adequately establish or improve our internal control over financial reporting, our external auditors will not be able to issue an
unqualified opinion on the effectiveness of our internal control over financial reporting. Due to the reported material
weaknesses in management’s assessment of our internal control over financial reporting and the conclusion that that our
internal control over financial reporting is not effective as of December 31, 2004, our external auditors have issued an
adverse opinion on the effectiveness of our internal control over financial reporting. Ineffective internal control over financial
reporting and disclosure controls and procedures and any material weakness in our internal control over financial reporting
could also cause investors to lose confidence in our reported financial information, which would likely have a negative effect
on the trading price of our securities or could affect our ability to access the capital markets and which could result in
regulatory proceedings against us by, among others, the SEC. For a further discussion of our material weaknesses, please
refer to “Item 9A-Controls and Procedures.”

In addition, a material weakness in internal control over financial reporting, which may lead to deficiencies in the
preparation of financial statements, could lead to litigation claims and/or regulatory proceedings against us. The defense of
any such claims or proceedings may cause the diversion of management’s attention and resources, and we may be required to
pay damages if any such claims or proceedings are not resolved in our favor. Any litigation or regulatory proceeding, even if
resolved in our favor, could cause us to incur significant legal and other expenses. Such events could harm our business,
affect our ability to raise capital and adversely affect the trading price of our securities.

Qur failure to include audited financial statements and our reports on our internal control over financial reporting in
our previously filed annual report may subject us to regulatory or litigation proceedings, may adversely impact our
ability to obtain financing or raise capital and could adversely affect the trading price of our securities.

We are required under the Exchange Act, and the regulations promulgated thereunder, to include audited financial
statements and an audit report of a registered public accounting firm on such financial statements in our annual reports on
Form 10-K. On March 31, 2005, we filed with the SEC our annual report on Form 10-K with unaudited financial statements
and without management’s assessment of the effectiveness of internal control over financial reporting and the audit report
thereon. As a result, we may be subject to regulatory action by, among others, the SEC. Our failure to previously file these
required items have caused us to lose our eligibility to use a registration statement on Form S-3 until that date which is twelve
months from the date of this amendment. Such loss of eligibility could adversely affect our ability to generate liquidity
through the public issuance of our equity and debt securities on a rapid basis, which could have a negative impact on our
business activities, although we may be able to raise capital through other means. We contacted the SEC regarding our S-3
eligibility and are intending to seek relief from the SEC in this regard; however, we may not be successful in obtaining such
relief. Current and potential stockholders could lose confidence in our financial reporting and operations as a result of our
failure to include audited financial statements in our previously filed annual report or any loss of our Form S-3 eligibility.
Such loss of confidence may adversely affect the trading price of our securities and our ability to access the capital markets
for additional funding.

We incurred net losses in accordance with GAAP for fiscal years 1997, 1998, 2000 and 2001 and may incur losses in
the future.

During the years ended December 31, 2001 and 2000, we experienced a net loss of $2.2 million and $54.5 million. The
2001 loss was related to a loss on derivatives and the 2000 loss was the result of write-downs of non-performing investment
securities secured by mortgages and additional increases in the provision for loan losses to provide for the deterioration of the
performance of collateral supporting specific investment securities for 2000. During the year ended December 31, 1998, we
experienced a net loss of $5.9 million primarily as the mortgage industry experienced substantial turmoil as a result of a lack
of liquidity in the secondary markets, which caused us to sell mortgages at losses to meet margin calls on our financing
facilities. During the year ended December 31, 1997, we experienced a net loss of $16.0 million. The net loss incurred during
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1997 included an accounting charge of $44.4 million that was the result of expenses related to the termination and buyout of
our management agreement with Imperial Credit Advisors, Inc. We cannot be certain that revenues will remain at current
levels or improve or that we will generate net earnings in the future, which could prevent us from effectuating our business
strategy.

If we are unable to complete securitizations or if we experience delayed mortgage loan sales or securitization closings,
we could face a liquidity shortage which would adversely affect our operating results.

We rely significantly upon securitizations to generate cash proceeds to repay borrowings and replenish our borrowing
capacity. If there is a delay in a securitization closing or any reduction in our ability to complete securitizations we may be
required to utilize other sources of financing, which, if available at all, may not be on similar terms. In addition, delays in
closing mortgage sales or securitizations of our mortgages increase our risk by exposing us to credit and interest rate risks for
this extended period of time. Furthermore, gains on sales from certain of our securitizations represent a significant portion of
the taxable income dividend up from our taxable REIT subsidiary, IFC. Several factors could affect our ability to complete
securitizations of our mortgages, including:

*  conditions in the securities and secondary markets;

»  credit quality of the mortgages acquired or originated through our mortgage operations;
+  volume of our mortgage loan acquisitions and originations;

*  our ability to obtain credit enhancements; and

»  lack of investors purchasing higher risk components of the securities.

If we are unable to sell a sufficient number of mortgages at a premium or profitably securitize a significant number of
our mortgages in a particular financial reporting period, then we could experience lower net earnings or a loss for that period,
which could have a material adverse affect on our operations. We cannot assure you that we will be able to continue to
profitably securitize or sell our loans on a whole loan basis, or at all.

The market for first loss risk securities, which are securities that take the first loss when mortgages are not paid by the
borrowers, is generally limited. In connection with our REMIC securitizations, we endeavor to sell all securities subjecting us
to a first loss risk. If we cannot sell these securities, we may be required to hold them for an extended period, subjecting us to
a first loss risk.

Our borrowings and use of substantial leverage may cause losses.
Our use of CMOs may expose our operations to credit losses.

To grow our long-term mortgage portfolio, we borrow a substantial portion of the market value of substantially all of
our investments in mortgages in the form of CMOs. There are no limitations on the amount of CMO borrowings we may
incur, other than the aggregate value of the underlying mortgages. We currently use CMOs as financing vehicles to increase
our leverage since mortgages held for CMO collateral are retained for investment.

Retaining mortgages as collateral for CMOs exposes our operations to greater credit losses than does the use of other
securitization techniques that are treated as sales because as the equity holder in the security, we are allocated losses from the
liquidation of defaulted loans first prior to any other security holder. Although our liability under a collateralized mortgage
obligation is limited to the collateral used to create the collateralized mortgage obligation, we generally are required to make
a cash equity investment to fund collateral in excess of the