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Agency RMBS 

We invest a portion of Five Oaks’ capital in Agency RMBS, which are RMBS for 

which the principal and interest payments are guaranteed by a U.S. Government agency, 

such as Ginnie Mae, or a U.S. Government-sponsored entity, such as Fannie Mae or 

Freddie Mac. The Agency RMBS Five Oaks owns and may acquire could be secured by 

fixed-rate mortgages, adjustable-rate mortgages or hybrid adjustable-rate mortgages. 

Fixed rate mortgages have interest rates that are fixed for the term of the loan and do not 

adjust. The interest rates on ARMs generally adjust annually (although some may adjust 

more frequently) to an increment over a specified interest rate index. Hybrid ARMs have 

interest rates that are fixed for a specified period of time (typically three, five, seven or 

ten years) and, thereafter, adjust to an increment over a specified interest rate index. 

ARMs and hybrid ARMs generally have periodic and lifetime constraints on how much 

the loan interest rate can change on any predetermined interest rate reset date. 

The types of Agency RMBS in which we invest and intend to continue to invest 

for Five Oaks are as follows: 

Mortgage pass-through Mortgage pass-through certificates are securities 

representing interests in “pools” of mortgage loans 
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certificates secured by residential real property where payments of 

both interest and principal, plus pre-paid principal, on 

the securities are made monthly to holders of the 

securities, in effect “passing through” monthly 

payments made by the individual borrowers on the 

mortgage loans that underlie the securities, net of fees 

paid to the issuer/guarantor and servicers of the 

securities.  The principal and interest payments of these 

Agency RMBS are guaranteed by Fannie Mae, Freddie 

Mac and Ginnie Mae, and are backed primarily by 

single family mortgage loans.  

Collateralized mortgage 

obligations 

CMOs are securities that are structured from residential 

pass-through certificates, which receive monthly 

payments of principal and interest. CMOs divide the 

cash flows that come from the underlying mortgage 

pass-through certificates into different classes of 

securities that may have different maturities and 

different weighted average lives than the underlying 

pass-through certificates.  CMOs may be collateralized 

by whole mortgage loans but are more typically 

collateralized by portfolios of residential mortgage 

pass-through securities issued directly by or under the 

auspices of Fannie Mae, Freddie Mac or Ginnie Mae.  

CMOs include stripped securities, which are mortgage-

backed securities structured with two or more classes 

that receive different distributions of principal or 

interest on a pool of Agency RMBS. Stripped securities 

include interest only Agency RMBS and inverse 

interest only Agency RMBS, each of which we may 

invest in subject to maintaining Five Oaks’ qualification 

as a REIT. 

Interest only Agency RMBS 

(IOs) 

IOs are a stripped security that entitles the holder to 

receive monthly interest payments only.  IOs represent 

the stream of interest payments on a pool of mortgages, 

either fixed rate mortgages or hybrid ARMs. The value 

of IOs depends primarily on two factors – interest rates 

and the rate of principal payments (particularly 

prepayments). If we decide to invest in these types of 

securities, we anticipate doing so primarily to take 

advantage of particularly attractive prepayment-related 

or structural opportunities in the Agency RMBS 

markets. 

Inverse interest only Agency IIOs are IOs that have interest rates that move in the 
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RMBS (IIOs) opposite direction of an interest rate index, such a 

LIBOR, and are subject to caps and floors. Inverse 

interest only Agency RMBS entitles the holder to 

interest only payments based on a notional principal 

balance, which is typically equal to a fixed rate of 

interest on the notional principal balance less a floating 

rate of interest on the notional principal balance that 

adjusts according to an index subject to set minimum 

and maximum rates. The value of IIOs will generally 

decrease when its related index rate increases and 

increase when its related index rate decreases. 

TBAs We may utilize “to-be-announced” forward contracts in 

order to invest in Agency RMBS. Pursuant to these 

TBAs, we would agree to purchase, for future delivery, 

Agency RMBS with certain principal and interest terms 

and certain types of underlying collateral, but the 

particular Agency RMBS to be delivered would not be 

identified until shortly before the TBA settlement date. 

Our ability to purchase Agency RMBS through TBAs 

may be limited by the 75% income and asset tests 

applicable to REITs 

Non-Agency RMBS 

We invest a portion of Five Oaks’ capital in Non-Agency RMBS. Non-Agency 

RMBS are residential mortgage securities that are not guaranteed by a U.S. Government 

agency or a U.S. Government-sponsored entity.  Our investment focus will be on Non-

Agency RMBS that when originally issued were rated in the highest rating category by 

one or more of the nationally recognized statistical rating organizations but that trade at a 

discount to par at the time of purchase. 

The mortgage loan collateral for Non-Agency RMBS consists of residential 

mortgage loans that do not generally conform to underwriting guidelines issued by a U.S. 

Government agency or U.S. Government-sponsored entity due to certain factors, 

including mortgage balances in excess of Agency underwriting guidelines and borrower 

characteristics, loan characteristics and level of documentation that are below Agency 

underwriting guidelines and therefore are not issued or guaranteed by an agency. The 

mortgage loan collateral may be classified as subprime, Alternative-A or prime 

depending on the borrower’s credit rating. The Non-Agency RMBS we may acquire 

could be secured by fixed-rate mortgages, adjustable-rate mortgages or hybrid adjustable-

rate mortgages. 

Other Mortgage-Related Investments 

Other residential mortgage-related investments in which we may invest for Five 

Oaks are as follows: 
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Prime mortgage loans Prime mortgage loans are residential mortgage loans 

that conform to the underwriting guidelines of a U.S. 

Government agency or a GSE but that do not carry any 

credit guarantee from either a U.S. Government agency 

or a GSE. Jumbo prime mortgage loans are prime 

mortgage loans that conform to such underwriting 

guidelines except as to loan size. 

Non-prime mortgage loans Non-prime mortgage loans are residential mortgage 

loans that do not meet all of the underwriting guidelines 

of the GSEs. Consequently, these loans may carry 

higher credit risk than prime mortgage loans. Non-

prime mortgage loans may allow borrowers to qualify 

for a mortgage loan with reduced or alternative forms of 

documentation. This category includes loans commonly 

referred to as Alt-A or as subprime. 

Other MBS We may also invest in mortgage-backed securities, or 

MBS, for which the principal and interest payments are 

guaranteed by a U.S. Government-sponsored entity but 

for which the underlying mortgage loans are secured by 

real property other than single family residences. These 

may include, but are not limited to the Fannie Mae’s 

DUS (Delegated Underwriting and Servicing) MBS, 

Freddie Mac’s Multifamily Mortgage Participation 

Certificates and Ginnie Mae’s project loan pools or 

CMOs structured from such collateral. We may invest 

in credit enhancement or B Notes derived from pools of 

Agency and/or non-Agency pools. 

Mortgage-related derivatives As part of our investment and risk management 

strategy, we may enter into derivative transactions as a 

method of enhancing our risk/return profile and/or 

hedging existing or emerging risks within our 

investment portfolio. These transactions may include, 

but are not limited to, buying or selling forward 

positions and credit default swaps. We intend to 

implement this strategy based upon overall market 

conditions, the level of volatility in the mortgage 

market, the size of Five Oaks’ investment portfolio and 

Five Oaks’ intention to qualify as a REIT. 

Other real estate related 

investments 

Other real estate related investments may include excess 

interest-only instruments and other investments that 

may arise as the mortgage market evolves. 
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For the services we render under the management agreement, Five Oaks pays us a 

management fee in an amount equal to 1.5% per annum, calculated and payable monthly 

in arrears, of our stockholders’ equity. For purposes of calculating the management fee, 

“stockholders’ equity” means the sum of the net proceeds from any issuances of Five 

Oaks’ equity securities since inception (allocated on a pro rata daily basis for such 

issuances during the fiscal quarter of any such issuance), plus retained earnings, 

calculated in accordance with GAAP at the end of the most recently completed fiscal 

quarter (without taking into account any non-cash equity compensation expense incurred 

in current or prior periods), less any amount that paid for repurchases of shares of 

common stock, excluding any unrealized gains, losses or other non-cash items that have 

impacted stockholder’s equity as reported in the financial statements prepared in 

accordance with GAAP, regardless of whether such items are included in other 

comprehensive income or loss, or in net income, and excluding one-time events pursuant 

to changes in GAAP and certain other non-cash charges after discussions between us and 

Five Oaks’ independent directors and after approval by a majority of such independent 

directors. We use the proceeds from the Management Fee in part to pay compensation to 

our officers and personnel who, notwithstanding that certain of them are also officers of 

Five Oaks, receive no compensation directly from Five Oaks. 
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 all costs and expenses associated with Five Oaks’ formation and capital 

raising activities, including the costs and expenses of the preparation of 

registration statements, any and all costs and expenses of Five Oaks’ 

May 2012 private placement, any subsequent private or public offerings 

and any filing fees and costs of Five Oaks being a public company, 

including filings with the SEC, the Financial Industry Regulatory 

Authority and the NYSE (or any other exchange or over-the-counter 

market), among other such entities;  

 all costs and expenses in connection with the acquisition, origination, 

disposition, development, modification, protection, maintenance, 

financing, refinancing, hedging, administration and ownership of Five 

Oaks’ assets (including costs and expenses incurred for transactions that 

are not subsequently completed), including costs and expenses incurred in 

contracting with third parties, including our affiliates, to provide such 

services, such as legal fees, accounting fees, consulting fees, loan 

servicing fees, trustee fees, appraisal fees, insurance premiums, 

commitment fees, brokerage fees, guaranty fees, ad valorem taxes, costs of 

diligence, foreclosure, maintenance, repair and improvement of property 

and premiums for insurance on property owned or leased by Five Oaks;  

 all legal, audit, accounting, consulting, underwriting, brokerage, listing, 

filing, custodian, transfer agent, rating agency, registration and other fees 

and charges, printing, engraving and other expenses and taxes incurred in 

connection with the issuance, distribution, transfer, registration and stock 

exchange listing of Five Oaks’ equity securities or debt securities;  

 all costs and expenses in connection with legal, accounting, due diligence 

(including due diligence costs for assets that are not subsequently 

acquired), securitization, property management, brokerage, leasing and 

other services that outside professionals or outside consultants perform or 

otherwise would perform on Five Oaks behalf and that are performed by 

us or our affiliates; 

 all expenses relating to communications to holders of Five Oaks’ equity 

securities or debt securities and the other third party services utilized in 

maintaining relations with holders of such securities and in complying 

with the continuous reporting and other requirements of governmental 

bodies or agencies (including the SEC), including any costs of computer 

services in connection with this function, the cost of printing and mailing 

certificates for such securities and proxy solicitation materials and reports 

to holders of Five Oaks’ securities and the cost of any reports to third 

parties required under any indenture to which Five Oaks is a party; 

 all costs and expenses of money borrowed by Five Oaks, including 

principal, interest and the costs associated with the establishment and 
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maintenance of any credit facilities, warehouse loans, repurchase 

agreements and other indebtedness of Five Oaks (including commitment 

fees, accounting fees, legal fees, closing and other costs and expenses);  

 all taxes and license fees applicable to Five Oaks, including interest and 

penalties thereon;  

 all fees paid to and expenses of third-party advisers and independent 

contractors, consultants, managers and other agents (including real estate 

underwriters, brokers and special servicers) engaged by Five Oaks or by 

us for Five Oaks’ account;  

 all insurance costs incurred by Five Oaks, including any costs to obtain 

liability or other insurance to indemnify us and underwriters of any of Five 

Oaks’ securities;  

 all costs and expenses relating to the acquisition of, and maintenance and 

upgrades to, Five Oaks’ portfolio accounting systems;  

 all compensation and fees paid to Five Oaks’ directors (excluding those 

directors who are also our officers or employees), all expenses of Five 

Oaks’ directors (including those directors who are also our employees), 

the cost of directors’ and officers’ liability insurance and premiums for 

errors and omissions insurance and any other insurance deemed necessary 

or advisable by Five Oaks’ board of directors for Five Oaks’ benefit and 

that of Five Oaks’ directors and officers (including those directors who are 

also our employees);  

 all third-party legal, accounting and auditing fees and expenses and other 

similar services relating to Five Oaks operations (including all quarterly 

and annual audit or tax fees and expenses and all outsourced internal audit 

costs); 

 all of our third-party legal, expert and other fees and expenses relating to 

any actions, proceedings, lawsuits, demands, causes of action and claims, 

whether actual or threatened, made by or against us or Five Oaks (in 

connection with our services on its behalf) or which we or Five Oaks is 

authorized or obligated to pay under applicable law or its or our governing 

instruments or by our board of directors;  

 any judgment or settlement of pending or threatened proceedings (whether 

civil, criminal or otherwise) against Five Oaks or us, or against any of 

Five Oaks’ directors or officers in his or her capacity as such for which 

Five Oaks is required to indemnify such director or officer by any court or 

governmental agency, or settlement of pending or threatened proceedings;  
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 all reasonable and documented travel and related expenses of directors, 

officers and employees of Five Oaks or us, incurred in connection with 

attending meetings of Five Oaks’ board of directors, attending meetings of 

holders of Five Oaks’ securities or performing other business activities 

that relate to Five Oaks, including reasonable and documented travel and 

expenses incurred in connection with the purchase, consideration for 

purchase, financing, refinancing, sale or other disposition of any asset or 

potential investment or establishment and maintenance of any repurchase 

agreements, warehouse facilities, borrowings under programs established 

by the U.S. Government, other secured and unsecured forms of 

borrowings or any of Five Oaks’ securities offerings, in each case to the 

extent that such expenses are reimbursable under Five Oaks’ travel and 

expense reimbursement policy (provided that such policy and any material 

changes to such policy are mutually approved by us and Five Oaks by a 

majority vote of its independent directors);  

 all expenses of organizing, modifying or dissolving Five Oaks and costs 

preparatory to entering into a business or activity or of winding up or 

disposing of a business activity;  

 all expenses relating to payments of dividends or interest or distributions 

in cash or any other form made or caused to be made by Five Oaks’ board 

of directors to or on account of holders of Five Oaks’ securities, including 

in connection with any dividend reinvestment plan;  

 all costs and expenses associated with any computer software, hardware, 

electronic equipment or purchased information technology services from 

third party vendors that is used primarily for Five Oaks;  

 costs and expenses incurred with respect to market information systems 

and publications, research publications and materials, including financial 

analytics and market data, and settlement, clearing and custodial fees and 

expenses relating to any of Five Oaks’ assets;  

 the costs and expenses incurred with respect to administering the Manager 

Equity Plan (and any additional equity incentive plans adopted by Five 

Oaks in the future);  

 the costs and expenses of maintaining compliance with all U.S. federal, 

state and local income tax provisions and regulations and any applicable 

regulatory body rules and regulations;  

 expenses relating to any office or office facilities, including disaster 

backup recovery sites and facilities, maintained for Five Oaks separate 

from our offices;  
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 all other expenses relating to Five Oaks’ business and investment 

operations, including the costs and expenses of acquiring, originating, 

owning, protecting, maintaining, financing, refinancing, developing, 

modifying and disposing of assets; and  

 all other reasonable and documented expenses actually incurred by our us 

or our affiliates or our or their respective managers, officers, directors, 

employees, members, representatives or agents, or any affiliates thereof, 

that are reasonably necessary for the performance by us of our duties and 

obligations under the management agreement.  

In addition, Five Oaks may be required to pay its pro rata portion of our rent, 

telephone, utilities, office furniture, equipment, machinery and other office, internal and 

overhead expenses required for Five Oaks’ operations. 

We will not be reimbursed for the salaries and other compensation of our (and our 

affiliates’) personnel other than our chief financial officer, general counsel and other 

corporate finance, tax, accounting, internal audit, legal risk management, operations, 

compliance and other non-investment personnel who spend all or a portion of their time 

managing our affairs, based on the percentage of time each spends on our affairs. 

In addition to the above, we may retain, for and on behalf of Five Oaks, such 

services of accountants, legal counsel, appraisers, insurers, brokers, transfer agents, 

registrars, financial printers, developers, investment banks, financial advisors, internal 

audit service providers, due diligence firms, underwriting review firms, banks and other 

lenders, surveyors, engineers, environmental and seismic consultants, information 

technology consultants, tax advisors and preparers, other consultants, agents, contractors, 

vendors, advisors and others we deem necessary or advisable in connection with the 

management and operations of Five Oaks. Notwithstanding anything contained herein to 

the contrary, we shall have the right to cause any such services to be rendered by our 

employees or affiliates. Except as otherwise provided herein, Five Oaks will pay or 

reimburse us or our affiliates performing such services for the cost thereof; , that 

such costs and reimbursements are no greater than those which would be payable to 

outside professionals or consultants engaged to perform such services pursuant to 

agreements negotiated on an arm’s-length basis.
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 us a management fee in an amount 

equal to 1.5% per annum, calculated and payable monthly in arrears, of our stockholders’ 

equity, as defined in Item 5 to exclude unrealized gains, losses and other non-cash items. 

As the result of a fee structure that is not directly tied to Five Oaks’ performance, but 

instead on a measure of stockholders’ equity, we may not be sufficiently incentivized to 

pursue a business strategy that maximizes risk-adjusted returns on the Five Oaks 

portfolio. Instead, we are incentivized to increase stockholders’ equity, for example by 

recommending follow-on stock offerings, in a manner that may not necessarily be in line 

with the interests of Five Oaks’ existing stockholders. Furthermore, we have a contractual 

as opposed to fiduciary relationship with Five Oaks under the management agreement. 

 

To the extent deemed appropriate, we may in the future adopt additional conflict of 

interest resolution policies and procedures designed to protect the business interests of 

Five Oaks.
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Our Investment Strategy 

Five Oaks’ objective is to provide attractive risk-adjusted returns to its investors 

over time through a combination of dividends and capital appreciation, and relies on our 

expertise in meeting this objective. We selectively construct and actively manage a 

diversified mortgage investment portfolio by identifying asset classes that, when properly 

financed and hedged, are designed to produce attractive risk-adjusted returns across a 

variety of market conditions and economic cycles. We believe that the residential 

mortgage market will undergo dramatic change in the coming years as the role of GSEs is 

diminished, which we expect will create attractive investment opportunities for Five 

Oaks.  

We intend to continue to invest in, finance and manage mortgage-related 

investments, which we define as Agency RMBS, Non-Agency RMBS and other 

mortgage-related investments.  We assess the allocation of investments across Five Oaks’ 

target asset classes based on the risk-adjusted relative value of each asset and the overall 

contribution of each asset to the performance of its investment portfolios and the value 

added to its investment portfolios. Additional factors that may impact the allocation of 

our investments include security, structure, seniority, credit enhancement, legal matters, 

geography and the profiles of underlying borrowers.  

We are a relative value investor in RMBS. We use a cross-product approach, 

conducting top-down market assessments with respect to various subsets of the RMBS 

market in order to identify the most attractive segments and investment opportunities. In 

employing this detailed analysis, we seek to best capture market inefficiencies and 

identify the most attractive securities. We select our RMBS based on factors that include 

extensive analysis of the underlying loans, including prepayment trends, average 

remaining life, amortization schedules, fixed versus floating interest rates, geographic 

concentration, property type, loan-to-value ratios and credit scores. The multi-trillion 

dollar size of the U.S. RMBS market enables us to be selective with our investments and 

target only the securities we deem to be the most attractive. We believe this holistic, 

relative-value approach to the Non-Agency and Agency RMBS investments has the 

potential to generate higher risk-adjusted returns than an approach that focuses on a 

single sector of the residential mortgage market. 

We construct and manages our RMBS investment portfolio through the use of 

focused qualitative and quantitative analysis, which helps us manage risk on a security-

by-security and portfolio basis. We rely on a variety of proprietary and third-party 

analytical tools and models, which we customize to our needs. We focus on in-depth 

analysis of the numerous factors that influence our target assets, including: 

 fundamental market and sector review; 

 cash flow analysis; 

 disciplined security selection; 
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 controlled risk exposure; and 

 balance sheet management. 

We also use these tools to guide the hedging strategies we have developed to the 

extent consistent with the requirements for Five Oaks’ qualification as a REIT.  

Investment Guidelines 

Five Oaks’ board of directors has adopted a set of investment guidelines that sets 

forth target asset classes and other criteria to be used by us to evaluate specific assets as 

well as overall portfolio composition. We make determinations as to the percentage of its 

assets that will be invested in each of the target asset classes, consistent with the 

investment guidelines adopted by Five Oaks’ board of directors and the limits necessary 

to maintain Five Oaks’ qualification as a REIT and its exclusion under the Investment 

Company Act. Our investment decisions depend on prevailing market conditions and 

may change over time in response to opportunities available in different interest rate, 

economic and credit environments. We have invested in both Agency and Non-Agency 

RMBS in Five Oaks’ current portfolio. We cannot predict, however, the percentage of 

Five Oaks’ assets that will be invested in any of the target asset classes at any given time 

in the future.  

 

 

 

 

Five Oaks’ investment guidelines may be changed from time to time by its board 

of directors without the approval of its stockholders. Changes to Five Oaks’ investment 

guidelines may include modification or expansion of the types of assets in which it may 

invest.  Any changes to these investment guidelines will be disclosed in the next required 

periodic report following the approval of such changes by Five Oaks’ board of directors. 
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Our Financing Strategy and Leverage 

We advise and assist Five Oaks to fund the acquisition of its assets through the 

use of leverage from a number of financing sources, subject to maintaining its 

qualification as a REIT. We intend to assist Five Oaks in financing Agency and Non-

Agency RMBS primarily through the use of repurchase agreements.  

Five Oaks’ organizational documents and investment guidelines do not place any 

limit on the maximum amount of leverage that it may use, it is not required to maintain 

any particular debt-to-equity leverage ratio, and it may also change its financing strategy 

and leverage without the consent of its stockholders. 

Nonetheless, we advise Five Oaks to borrow between three and six times the 

amount of its stockholders’ equity.  The goal of the leverage strategy that we recommend 

is to ensure that, at all times, Five Oaks’ investment portfolio’s leverage ratio is 

appropriate for the level of risk inherent in the investment portfolio and that each asset 

class has individual leverage targets that are appropriate for its potential price volatility. 

Hedging Strategy 

As part of the risk management strategy that we apply to Five Oaks, we actively 

manage the financing, interest rate, credit, prepayment and convexity risks associated 

with holding a portfolio of Agency and Non-Agency RMBS. We utilize our expertise to 

manage these risks on Five Oaks’ behalf, and, subject to maintaining its qualification as a 

REIT, we may incorporate various hedging, asset/liability risk management and credit 

risk mitigation techniques in order to facilitate our risk management process.  

Interest Rate Risk 

We assist Five Oaks in hedging some of its exposure to potential interest rate 

mismatches between the interest earned on longer term investments and the borrowing 

costs on its shorter term borrowings. Because a majority of leverage will continue to be in 

the form of repurchase agreements, financing costs will fluctuate based on short-term 

interest rate indices, such as the London Interbank Offered Rate, or LIBOR. Because 

some of Five Oaks’ investments will be in assets that have fixed rates of interest and 

mature in up to 30 years, the interest earned on those assets will generally not move in 

tandem with the interest rates paid on the repurchase agreements, which generally have a 

maturity of less than one year. As a result, Five Oaks may experience reduced income or 

losses based on these rate movements. In order to mitigate such risk, we may utilize 

certain hedging techniques to effectively lock in the spread between the interest earned 

on assets and the interest paid on financing costs. Subject to maintaining Five Oaks’ 

qualification as a REIT, these hedging techniques may include interest rate swap 

agreements, interest rate swaptions, interest rate caps or floor contracts, futures or 

forward contracts and other derivative securities.  
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Prepayment Risk 

Because residential borrowers are able to prepay their mortgage loans at par at 

any time, Five Oaks faces the risk that it will experience a return of principal on its 

investments earlier than anticipated, and it may have to re-invest that principal at 

potentially lower yields. Because prepayments on residential mortgages generally 

accelerate when interest rates decrease and slow when interest rates increase, mortgage 

securities typically have “negative convexity.” In other words, certain mortgage securities 

in which Five Oaks invests may increase in price more slowly than most other RMBS, or 

even fall in value, as interest rates decline. Conversely, certain mortgage securities in 

which Five Oaks invests may decrease in value more quickly than most other RMBS of 

similar duration as interest rates increase. In order to manage prepayment and interest rate 

risks, we monitor, among other things, our “duration gap” and convexity exposure. 

Duration is the relative expected percentage change in market value of our assets that 

would be caused by a parallel change in short and long-term interest rates. Convexity 

exposure relates to the way the duration of a mortgage security changes when the interest 

rate and prepayment environment changes.  

Credit Risk 

We advise Five Oaks to accept mortgage credit exposure at levels we deem 

prudent as an integral part of our diversified investment strategy. Therefore, Five Oaks 

may retain the risk of potential credit losses on the loans underlying the Non-Agency 

RMBS it holds. We will seek to manage this risk through prudent asset selection, pre-

acquisition due diligence, post-acquisition performance monitoring, sale of assets which 

we identify as experiencing negative credit trends, the use of various types of credit 

enhancements and by using non-recourse financing, which limits Five Oaks’ exposure to 

credit losses to the specific pool of mortgages subject to the provisions of the non-

recourse financing. Subject to maintaining Five Oaks’ qualification as a REIT, our 

overall management of credit exposure may also include credit default swaps or other 

financial derivatives that we believe are appropriate. Additionally, we intend to vary the 

percentage mix of Agency and Non-Agency RMBS in an effort to actively adjust our 

credit exposure and to improve the risk/return profile of the investment portfolio. 

Nevertheless, actual credit losses could adversely affect operating results. 
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