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MFA MORTGAGE INVESTMENTS, INC.
CONSOLIDATED BALANCE SHEETS

September 30, December 31,
(In Thousands, Except Per Share Amounts) 2008 2007

(Unaudited)
Assets:
  Investment securities at fair value (including pledged mortgage-backed
   securities (“MBS”) of $10,097,782 and $8,046,947 at September 30,
   2008 and December 31, 2007, respectively) (Notes 3, 7 and 9) $ 10,260,648 $ 8,302,797
  Cash and cash equivalents (Note 2(c)) 438,530 234,410
  Restricted cash (Note 2(d)) - 4,517
  Interest receivable (Note 4) 51,318 43,610
  Interest rate swap agreements (“Swaps”), at fair value
   (Notes 2(m), 5 and 9) 8,172 103
  Real estate, net (Note 6) 11,410 11,611
  Goodwill (Note 2(f)) 7,189 7,189
  Prepaid and other assets 1,787 1,622
     Total Assets $ 10,779,054 $ 8,605,859

Liabilities:
  Repurchase agreements (Note 7) $ 9,379,474 $ 7,526,014
  Accrued interest payable 20,464 20,212
  Mortgage payable on real estate (Note 6) 9,347 9,462
  Swaps, at fair value (Notes 2(m), 5 and 9) 58,612 99,836
  Dividends and dividend equivalents payable (Note 10(b)) - 18,005
  Accrued expenses and other liabilities 7,055 5,067
     Total Liabilities 9,474,952 7,678,596

Commitments and contingencies (Note 8)

Stockholders’ Equity:
   Preferred stock, $.01 par value; series A 8.50% cumulative redeemable;
    5,000 shares authorized; 3,840 shares issued and
    outstanding at September 30, 2008 and December 31, 2007 ($96,000
    aggregate liquidation preference) (Note 10) $ 38 $ 38
  Common stock, $.01 par value; 370,000 shares authorized;
    206,556 and 122,887 issued and outstanding at September 30, 2008
    and December 31, 2007, respectively  (Note 10) 2,067 1,229
  Additional paid-in capital, in excess of par 1,702,242 1,085,760
  Accumulated deficit (163,410) (89,263)
  Accumulated other comprehensive loss (Note 12) (236,835) (70,501)
     Total Stockholders’ Equity 1,304,102 927,263
     Total Liabilities and Stockholders’ Equity $ 10,779,054 $ 8,605,859

The accompanying notes are an integral part of the consolidated financial statements.

1

Edgar Filing: MFA MORTGAGE INVESTMENTS - Form 10-Q

4



MFA MORTGAGE INVESTMENTS, INC.
CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended Nine Months Ended
September 30, September 30,

(In Thousands, Except Per Share Amounts) 2008 2007 2008 2007
(Unaudited)

Interest Income:
Investment securities (Note 3) $ 139,419 $ 95,590 $ 383,026 $ 270,329
Cash and cash equivalent investments 1,529 1,126 6,711 2,208
      Interest Income 140,948 96,716 389,737 272,537

      Interest Expense (Note 7) 85,033 81,816 255,166 232,424

      Net Interest Income 55,915 14,900 134,571 40,113

Other (Loss)/Income:
Net loss on sales of MBS (Note 3) - (22,027) (24,530) (22,140)
Other-than-temporary impairment on investment
 securities (Note 3) (183) - (5,051) -
Revenue from operations of real estate (Note 6) 407 405 1,219 1,231
Loss on termination of Swaps, net (Note 5(a)) (986) (560) (92,467) (384)
Miscellaneous other income, net 68 103 247 327
      Other Losses (694) (22,079) (120,582) (20,966)

Operating and Other Expense:
Compensation and benefits (Note 13) 3,264 1,819 8,595 4,840
Real estate operating expense and mortgage interest (Note
6) 439 451 1,312 1,300
New business initiative (Note 14) - - 998 -
Other general and administrative expense 1,465 1,241 3,936 3,669
      Operating and Other Expense 5,168 3,511 14,841 9,809

Income/(Loss) from Continuing Operations 50,053 (10,690) (852) 9,338

Discontinued Operations: (Note 6)
Gains-tax refunds - 257 - 257
      Income from Discontinued Operations - 257 - 257

Net Income/(Loss) Before Preferred Stock Dividends 50,053 (10,433) (852) 9,595
Less:  Preferred Stock Dividends 2,040 2,040 6,120 6,120
      Net Income/(Loss) to Common Stockholders $ 48,013 $ (12,473) $ (6,972) $ 3,475

Income/(Loss) Per Share of Common Stock: (Note 11)
Income/(loss) per share from continuing operations – basic
 and diluted $ 0.24 $ (0.15) $ (0.04) $ 0.04
Income from discontinued operations – basic and diluted - - - -
Income/(Loss) Per Share of Common Stock –
  Basic and Diluted $ 0.24 $ (0.15) $ (0.04) $ 0.04
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Dividends Declared Per Share of Common Stock
  (Note 10(b)) $ 0.20 $ 0.09 $ 0.38 $ 0.17

Weighted average shares outstanding:
      Basic 199,406 85,986 170,111 82,893
      Diluted 199,849 85,986 170,111 82,927

The accompanying notes are an integral part of the consolidated financial statements.

2
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MFA MORTGAGE INVESTMENTS, INC.
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

Nine Months
Ended

(In Thousands, Except Per Share Amounts)
September 30,

2008
(Unaudited)

Preferred Stock, Series A 8.50% Cumulative Redeemable – Liquidation
  Preference $25.00 per share:
Balance at September 30, 2008 and December 31, 2007 (3,840 shares) $ 38

Common Stock, Par Value $0.01:
Balance at December 31, 2007 (122,887 shares) 1,229
  Issuance of common stock (83,669 shares) 838
Balance at September 30, 2008 (206,556 shares) 2,067

Additional Paid-in Capital, in Excess of Par:
Balance at December 31, 2007 1,085,760
  Issuance of common stock, net of expenses 615,584
  Share-based compensation expense 944
  Shares withheld upon exercise of common stock options (22 shares) (46)
Balance at September 30, 2008 1,702,242

Accumulated Deficit:
Balance at December 31, 2007 (89,263)
  Net loss (852)
  Dividends declared on common stock (66,858)
  Dividends declared on preferred stock (6,120)
  Dividends declared on dividend equivalent rights (“DERs”) (317)
Balance at September 30, 2008 (163,410)

Accumulated Other Comprehensive Loss:
Balance at December 31, 2007 (70,501)
  Unrealized losses on investment securities, net (215,627)
  Unrealized gains on Swaps 49,293
Balance at September 30, 2008 (236,835)

Total Stockholders’ Equity at September 30, 2008 $ 1,304,102

The accompanying notes are an integral part of the consolidated financial statements.

3
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MFA MORTGAGE INVESTMENTS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended
September 30,

(In Thousands) 2008 2007
(Unaudited)

Cash Flows From Operating Activities:
Net (loss)/income $ (852) $ 9,595
Adjustments to reconcile net (loss)/income to net cash provided by operating
activities:
Losses on sales of MBS 25,101 22,143
Gains on sales of MBS (571) (3)
Losses on termination of Swaps 92,467 627
Gain on termination of Swaps - (243)
Amortization of purchase premiums on MBS, net of accretion of discounts 15,335 22,780
Amortization of premium cost for interest rate cap agreements (“Caps”) - 278
Increase in interest receivable (7,708) (2,830)
Depreciation and amortization on real estate, including discontinued operations 355 315
Increase in other assets and other (319) (610)
Increase in accrued expenses and other liabilities 1,988 1,188
Increase/(decrease) in accrued interest payable 252 (4,417)
Other-than-temporary impairment charges 5,051 -
Tax refunds-discontinued operations - (257)
Equity-based compensation expense 944 240
Negative amortization and principal accretion on investment securities (493) (266)
   Net cash provided by operating activities 131,550 48,540

Cash Flows From Investing Activities:
Principal payments on MBS and other investment securities 1,119,414 1,384,417
Proceeds from sales of MBS 1,851,019 705,723
Purchases of MBS and other investment securities (5,188,932) (2,655,870)
   Net cash used by investing activities (2,218,499) (565,730)

Cash Flows From Financing Activities:
Decrease in restricted cash 4,517 -
Principal payments on repurchase agreements (44,159,270) (30,175,629)
Proceeds from borrowings under repurchase agreements 46,012,730 30,766,867
Payments on termination of Swaps (91,868) (384)
Proceeds from issuances of common stock 616,376 110,769
Dividends paid on preferred stock (6,120) (6,120)
Dividends paid on common stock and DERs (85,181) (19,009)
Principal payments on mortgage (115) (109)
   Net cash provided by financing activities 2,291,069 676,385

Net increase in cash and cash equivalents 204,120 159,195
Cash and cash equivalents at beginning of period 234,410 47,200
Cash and cash equivalents at end of period $ 438,530 $ 206,395
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The accompanying notes are an integral part of the consolidated financial statements.
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MFA MORTGAGE INVESTMENTS, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Three Months Ended Nine Months Ended
September 30, September 30,

(In Thousands) 2008 2007 2008 2007
(Unaudited)

Net income/(loss) before preferred stock dividends $ 50,053 $ (10,433) $ (852) $ 9,595
Other Comprehensive Income/(Loss):
  Unrealized (loss)/gain on investment securities, net (152,191) 17,841 (208,886) 4,071
  Reclassification adjustment for MBS sales - 11,757 (8,241) 10,875
  Reclassification adjustment for net losses included in net
   income/(loss) for other-than-temporary impairments 96 - 1,500 -
  Unrealized loss on Caps arising during period, net - - - (83)
  Unrealized(loss)/gain on Swaps arising during period, net (10,448) (42,461) 321 (27,956)
  Reclassification adjustment for net losses included in net
   income/(loss) from Swaps 773 - 48,972 -
   Comprehensive loss before preferred stock dividends $ (111,717) $ (23,296) $ (167,186) $ (3,498)
Dividends on preferred stock (2,040) (2,040) (6,120) (6,120)
   Comprehensive Loss to Common Stockholders $ (113,757) $ (25,336) $ (173,306) $ (9,618)

The accompanying notes are an integral part of the consolidated financial statements.

5

Edgar Filing: MFA MORTGAGE INVESTMENTS - Form 10-Q

10



MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

1. Organization

MFA Mortgage Investments, Inc. (the “Company”) was incorporated in Maryland on July 24, 1997 and began
operations on April 10, 1998.  The Company has elected to be treated as a real estate investment trust (“REIT”) for U.S.
federal income tax purposes.  In order to maintain its qualification as a REIT, the Company must comply with a
number of requirements under federal tax law, including that it must distribute at least 90% of its annual net taxable
ordinary net income to its stockholders, subject to certain adjustments.  (See Note 10(b).)

2. Summary of Significant Accounting Policies

(a)      Basis of Presentation and Consolidation
The accompanying interim unaudited financial statements have been prepared in accordance with the rules and
regulations of the Securities and Exchange Commission (“SEC”).  Certain information and note disclosures normally
included in financial statements prepared in accordance with U.S. generally accepted accounting principles (“GAAP”)
have been condensed or omitted according to such SEC rules and regulations.  Management believes, however, that
these disclosures are adequate to make the information presented therein not misleading.  The accompanying financial
statements should be read in conjunction with the financial statements and notes thereto included in the Company's
Annual Report on Form 10-K for the year ended December 31, 2007.  In the opinion of management, all normal and
recurring adjustments necessary to present fairly the financial condition of the Company at September 30, 2008 and
results of operations for all periods presented have been made.  The results of operations for the nine-month period
ended September 30, 2008 should not be construed as indicative of the results to be expected for the full year.

The accompanying consolidated financial statements have been prepared on the accrual basis of accounting in
accordance with GAAP.  The preparation of financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period.  Actual results could differ from those estimates.

(b)      MBS/Investment Securities
The Company’s investment securities are comprised primarily of hybrid and adjustable-rate MBS (collectively,
“ARM-MBS”) that are issued or guaranteed as to principal and/or interest by a federally chartered corporation, such as
Fannie Mae or Freddie Mac, or an agency of the U.S. government, such as Ginnie Mae (collectively, “Agency MBS”),
or are rated AAA by a nationally recognized rating agency, such as Moody’s Investors Services, Inc., Standard &
Poor’s Corporation (“S&P”) or Fitch, Inc. (“Rating Agencies”).  Hybrid MBS have interest rates that are fixed for a
specified period and, thereafter, generally reset annually.  To a lesser extent, the Company also holds investments in
non-Agency MBS, mortgage-related securities and other investments that are rated below AAA.  At September 30,
2008, the Company held securities with a carrying value of $26.0 million rated below AAA.  (See Note 3.)

The Company accounts for its investment securities in accordance with Statement of Financial Accounting Standards
(“FAS”) No. 115, “Accounting for Certain Investments in Debt and Equity Securities,” which requires that investments in
securities be designated as either “held-to-maturity,” “available-for-sale” or “trading” at the time of acquisition.  All of the
Company’s investment securities are designated as available-for-sale and are carried at their fair value with unrealized
gains and losses excluded from earnings and reported in other comprehensive income/(loss), a component of
Stockholders’ Equity.  (See Notes 2(k) and 9.)  The Company determines the fair value of its investment securities
based upon prices obtained from a third-party pricing service and broker quotes.  The Company applies the guidance
prescribed in Financial Accounting Standards Board (“FASB”) Staff Position FAS 115-1 and FAS 124-1, “The Meaning
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of Other-Than-Temporary Impairment and its Application to Certain Investments” (the “FASB Impairment
Position”).  (See Note 2(e).)

Although the Company generally intends to hold its investment securities until maturity, it may, from time to time,
sell any of its securities as part of the overall management of its business.  The available-for-sale designation provides
the Company with the flexibility to sell its investment securities.  Upon the sale of an investment security, any
unrealized gain or loss is reclassified out of accumulated other comprehensive income/(loss) to earnings as a realized
gain or loss using the specific identification method.

6
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MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Interest income is accrued based on the outstanding principal balance of the investment securities and their contractual
terms.  Premiums and discounts associated with the Agency MBS and MBS rated AA and higher are amortized into
interest income over the life of such securities using the effective yield method, adjusted for actual prepayment
activity in accordance with FAS No. 91, “Accounting for Nonrefundable Fees and Costs Associated with Originating
or Acquiring Loans and Initial Direct Costs of Leases.”  Certain of the Agency MBS owned by the Company
contractually provide for negative amortization, which occurs when the full amount of the stated coupon interest due
on the distribution date for an MBS is not received from the underlying mortgages.  The Company recognizes such
interest shortfall on its Agency MBS as interest income with a corresponding increase in the related Agency MBS
principal value (i.e., par) as the interest shortfall is guaranteed by the issuing agency.

Interest income on the Company’s securities rated A or lower, is recognized in accordance with Emerging Issues Task
Force (“EITF”) of the FASB Consensus No. 99-20, “Recognition of Interest Income and Impairment on Purchased and
Retained Beneficial Interests in Securitized Financial Assets” (“EITF 99-20”).  Pursuant to EITF 99-20, cash flows from
a security are estimated applying assumptions used to determine the fair value of such security and the excess of the
future cash flows over the initial investment is recognized as interest income under the effective yield method.  The
Company reviews and, if appropriate, makes adjustments to its cash flow projections at least quarterly and monitors
these projections based on input and analysis received from external sources, internal models, and its judgment about
interest rates, prepayment rates, the timing and amount of credit losses and other factors.  Changes in cash flows from
those originally projected, or from those estimated at the last evaluation, may result in a prospective change in interest
income recognized on, or the carrying value of, such securities.  For each security, the Company assesses the
applicability of EITF 99-20 at the date of acquisition and on a subsequent basis for securities that have experienced
both an other-than-temporary impairment and a downgrade in rating to single A or lower by a Rating Agency.  (See
Note 3.)

The Company’s MBS pledged as collateral against repurchase agreements and Swaps are included in investment
securities on the Consolidated Balance Sheets and the value of the MBS pledged are disclosed parenthetically.  (See
Notes 3 and 7.)

(c)       Cash and Cash Equivalents
Cash and cash equivalents include cash on deposit with financial institutions and investments in high quality overnight
money market funds, all of which have original maturities of three months or less.  At September 30, 2008 all of the
Company’s cash investments were in high quality overnight money market funds.  The carrying amount of cash
equivalents is deemed to be their fair value.

On September 29, 2008, the U.S. Treasury Department announced that it had opened its Temporary Guarantee
Program for Money Market Funds, under which it guarantees the share price of eligible money market funds that
apply and pay for inclusion in the program.  The program covers shareholders of participating funds as of the close of
business on September 19, 2008.  Each of the money market funds in which the Company is invested has elected to
participate in the program.  As a result, up to $421.7 million of the Company’s money market investments was insured
as of September 30, 2008.  The program will be in effect for an initial three-month period, after which the Secretary of
the U.S. Treasury Department will have the option to renew the program up to the close of business on September 18,
2009.

(d)       Restricted Cash
Restricted cash represents cash held in interest-bearing accounts by counterparties as collateral against the Company’s
Swaps and/or repurchase agreements.  Restricted cash is not available to the Company for general corporate purposes,
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but may be applied against payments due to Swap or repurchase agreement counterparties or returned to the Company
when the collateral requirements are exceeded or, at the maturity of the Swap or repurchase agreement.  The Company
did not have restricted cash at September 30, 2008 and had restricted cash of $4.5 million pledged against its Swaps at
December 31, 2007.  (See Notes 5 and 7.)

(e)        Credit Risk/Other-Than-Temporary Impairment
The Company limits its exposure to credit losses on its investment portfolio by requiring that at least 50% of its
investment portfolio consist of hybrid and adjustable-rate MBS that are either (i) Agency MBS or (ii) rated in one of
the two highest rating categories by at least one Rating Agency.  The remainder of the Company’s investment portfolio
may consist of direct or indirect investments in: (i) other types of MBS and residential mortgage loans; (ii) other
mortgage and real estate-related debt and equity; (iii) other yield instruments (corporate or government); and (iv) other
types of assets approved by the Company’s Board of Directors (the “Board”) or a committee thereof.  At

7
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MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

September 30, 2008, all of the Company’s MBS were secured by first lien mortgages on one-to-four family
properties.  At September 30, 2008, 93.4% of the Company’s assets consisted of Agency MBS and related receivables,
2.0% were MBS rated AAA by a Rating Agency and related receivables and 4.1% were cash and cash equivalents
combined these assets comprised 99.5% of the Company’s total assets.  The Company’s remaining assets consisted of
Swaps, an investment in real estate, securities rated below AAA, goodwill, prepaid, and other assets.  (See Note 3.)

The Company recognizes impairments on its investment securities in accordance with the FASB Impairment Position,
which, among other things, specifically addresses: the determination as to when an investment is considered impaired;
whether that impairment is other-than-temporary; the measurement of an impairment loss; accounting considerations
subsequent to the recognition of an other-than-temporary impairment; and certain required disclosures about
unrealized losses that have not been recognized as other-than-temporary impairments.

The Company assesses its investment securities for other-than-temporary impairment on at least a quarterly
basis.  When the fair value of an investment is less than its amortized cost at the balance sheet date of the reporting
period for which impairment is assessed, the impairment is designated as either “temporary” or “other-than-
temporary.”  If it is determined that impairment is other-than-temporary, then an impairment loss is recognized in
earnings reflecting the entire difference between the investment's cost basis and its fair value at the balance sheet date
of the reporting period for which the assessment is made.  The measurement of the impairment is not permitted to
include partial recoveries subsequent to the balance sheet date.  Following the recognition of an other-than-temporary
impairment, the fair value of the investment becomes the new cost basis of the investment and is not adjusted for
subsequent recoveries in fair value through earnings.  Because management’s assessments are based on factual
information as well as subjective information available at the time of assessment, the determination as to whether an
other-than-temporary impairment exists and, if so, the amount considered other-than-temporarily impaired, or not
impaired, is subjective and, therefore, the timing and amount of other-than-temporary impairments constitute material
estimates that are susceptible to significant change.

Upon a decision to sell an impaired available-for-sale investment security on which the Company does not expect the
fair value of the investment to fully recover prior to the expected time of sale, the investment shall be deemed
other-than-temporarily impaired in the period in which the decision to sell is made.  The Company recognizes an
impairment loss when the impairment is deemed other-than-temporary even if a decision to sell has not been
made.  Even if the inability to collect is not probable, the Company may recognize an other-than-temporary loss if, for
example, the Company does not have the intent and ability to hold a security until its fair value has recovered.  The
Company did not recognize any other-than-temporary impairment on any of its Agency MBS during the three or nine
months ended September 30, 2008 and September 30, 2007.

Certain of the Company’s non-Agency investment securities were purchased at a discount to par value, with a portion
of such discount considered credit protection against future credit losses.  The initial credit protection (i.e., discount)
on these MBS may be adjusted over time, based on review of the investment or, if applicable, its underlying collateral,
actual and projected cash flow from such collateral, economic conditions and other factors.  If the performance of
these securities is more favorable than forecasted, a portion of the amount designated as credit discount may be
accreted into interest income over time.  Conversely, if the performance of these securities is less favorable than
forecasted, impairment charges and write-downs of such securities to a new cost basis could result.  During the nine
months ended September 30, 2008, the Company recognized impairment charges of $5.1 million against its
non-Agency investment securities, of which $183,000 was recognized during the three months ended September 30,
2008 in accordance with EITF 99-20.  The Company did not have any impairment charges against any of its
investment securities during the three and nine months ended September 30, 2007.  At September 30, 2008, the
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Company had $26.0 million, or 0.2% of its assets, invested in investment securities rated below AAA, which had an
amortized cost of $43.7 million.  (See Note 3.)

(f)      Goodwill
The Company accounts for its goodwill in accordance with FAS No. 142, “Goodwill and Other Intangible Assets” (“FAS
142”) which provides, among other things, how entities are to account for goodwill and other intangible assets that
arise from business combinations or are otherwise acquired.  FAS 142 requires that goodwill be tested for impairment
annually or more frequently under certain circumstances.  At September 30, 2008 and December 31, 2007, the
Company had goodwill of $7.2 million, which represents the unamortized portion of the excess of the fair value of its
common stock issued over the fair value of net assets acquired in connection with its

8
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MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

formation in 1998.  Goodwill is tested for impairment at least annually at the entity level.  Through September 30,
2008, the Company had not recognized any impairment against its goodwill.

(g)      Real Estate
At September 30, 2008, the Company indirectly held 100% of the ownership interest in Lealand Place, a 191-unit
apartment property located in Lawrenceville, Georgia (“Lealand”), which is consolidated with the Company.  This
property was acquired through a tax-deferred exchange under Section 1031 of the Internal Revenue Code of 1986, as
amended (the “Code”).  (See Note 6.)

The property, capital improvements and other assets held in connection with this investment are carried at cost, net of
accumulated depreciation and amortization.  Maintenance, repairs and minor improvements are expensed in the period
incurred, while real estate assets, except land, and capital improvements are depreciated over their useful life using the
straight-line method.

(h)      Repurchase Agreements
The Company finances the acquisition of its MBS through the use of repurchase agreements.  Under these repurchase
agreements, the Company sells securities to a lender and agrees to repurchase the same securities in the future for a
price that is higher than the original sale price.  The difference between the sale price that the Company receives and
the repurchase price that the Company pays represents interest paid to the lender.  Although structured as a sale and
repurchase, under repurchase agreements, the Company pledges its securities as collateral to secure a loan which is
equal in value to a specified percentage of the fair value of the pledged collateral, while the Company retains
beneficial ownership of the pledged collateral.  At the maturity of a repurchase agreement, the Company is required to
repay the loan and concurrently receives back its pledged collateral from the lender.  With the consent of the lender,
the Company may renew a repurchase agreement at the then prevailing financing terms.  Margin calls, whereby a
lender requires that the Company pledge additional securities or cash as collateral to secure borrowings under its
repurchase agreements with such lender, are routinely experienced by the Company as the value of the MBS pledged
as collateral declines due to scheduled monthly amortization and prepayments of principal on such MBS.  In addition,
margin calls may also occur when the fair value of the MBS pledged as collateral declines due to changes in market
interest rates, spreads or other market conditions.  Through September 30, 2008, the Company had satisfied all of its
margin calls and had not sold assets in response to any margin call.  (See Note 7.)

Original terms to maturity of the Company’s repurchase agreements generally range from one month to 60
months.  Should a counterparty decide not to renew a repurchase agreement at maturity, the Company must either
refinance elsewhere or be in a position to satisfy the obligation.  If, during the term of a repurchase agreement, a
lender should file for bankruptcy, the Company might experience difficulty recovering its pledged assets and may
have an unsecured claim against the lender’s assets for the difference between the amount loaned to the Company plus
interest due to the counterparty and the fair value of the collateral pledged to such lender.  The Company had no
outstanding borrowings at September 30, 2008 with Lehman Brothers Holdings Inc. (“Lehman”), who filed for
bankruptcy in September 2008, or any of its subsidiaries, nor was Lehman significant to the Company’s borrowing
capacity.  The Company generally seeks to diversify its exposure by entering into repurchase agreements with at least
four separate lenders with a maximum loan from any lender of no more than three times the Company’s stockholders’
equity.  At September 30, 2008, the Company had outstanding balances under repurchase agreements with 16 separate
lenders with a maximum net exposure (the difference between the amount loaned to the Company, including interest
payable, and the fair value of the securities pledged by the Company as collateral, including accrued interest on such
securities) to any single lender of $95.5 million related to repurchase agreements, or 7.3% of stockholders’
equity.  (See Note 7.)
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(i)      Equity Based Compensation
The Company accounts for its stock-based compensation in accordance with FAS No. 123R, “Share-Based Payment,”
(“FAS 123R”).  The Company uses the Black-Scholes-Merton option model to value its stock options.  There are
limitations inherent in this model, as with all other models currently used in the market place to value stock
options.  For example, the Black-Scholes-Merton option model has not been designed to value stock options which
contain significant restrictions and forfeiture risks, such as those contained in the stock options that are issued to
certain employees.  Significant assumptions are made in order to determine the Company’s option value, all of which
are subjective.  The fair value of the Company’s stock options are expensed using the straight-line method.

Pursuant to FAS 123R, compensation expense for restricted stock awards, restricted stock units (“RSUs”) and stock
options is recognized over the vesting period of such awards, based upon the fair value of such awards at the

9
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grant date.  DERs attached to such awards are charged to stockholders’ equity when declared.  Equity based awards for
which there is no risk of forfeiture are expensed upon grant, or at such time that there is no longer a risk of
forfeiture.  A zero forfeiture rate is applied to the Company’s equity based awards, given that such awards have been
granted to a limited number of employees, (primarily long-term executives that have employment agreements with the
Company) and that historical forfeitures have been minimal.  Should information arise indicating that forfeitures may
occur, the forfeiture rate would be revised and accounted for as a change in estimate.  To the extent that dividends or
DERs are paid pursuant to the terms of any unvested equity based awards, the grantees of such awards are not
required to return such payments to the Company.  Accordingly, payments made on any such awards that ultimately
do not vest are recognized as additional compensation expense at the time an award is forfeited.  With respect to
certain restricted stock grants, however, dividends accrue to the benefit of the grantee but are only paid to the extent
that these restricted shares vest.  To the extent that these restricted stock grants are forfeited by the grantee prior to
vesting, all accrued but unpaid dividends will be retained by the Company.  There were no forfeitures of any equity
based compensation awards during the three and nine month periods ended September 30, 2008 and September 30,
2007.  (See Note 13.)

(j)      Earnings per Common Share (“EPS”)
Basic EPS is computed by dividing net income/(loss) allocable to holders of common stock by the weighted average
number of shares of common stock outstanding during the period.  Diluted EPS is computed by dividing net
income/(loss) available to holders of common stock by the weighted average shares of common stock and common
equivalent shares outstanding during the period.  For the diluted EPS calculation, common equivalent shares
outstanding includes the weighted average number of shares of common stock outstanding adjusted for the effect of
dilutive unexercised stock options, non-vested restricted shares and non-vested RSUs outstanding using the treasury
stock method.  Under the treasury stock method, common equivalent shares are calculated assuming that all dilutive
common stock equivalents are exercised and the proceeds, along with future compensation expenses for unvested
stock options and RSUs, are used to repurchase shares of the Company’s outstanding common stock at the average
market price during the reporting period.  No dilutive common share equivalents are included in the computation of
any diluted per share amount for a period in which a net operating loss is reported.  (See Note 11.)

(k)      Comprehensive Income/(Loss)
Comprehensive income/(loss) for the Company includes net income/(loss), the change in net unrealized gains/(losses)
on investment securities and derivative hedging instruments, adjusted by realized net gains/(losses) included in net
income/(loss) for the period and reduced by dividends on the Company’s preferred stock.

(l)       U.S. Federal Income Taxes
The Company has elected to be taxed as a REIT under the provisions of the Code and the corresponding provisions of
state law.  The Company expects to operate in a manner that will enable it to continue to be taxed as a REIT.  A REIT
is not subject to tax on its earnings to the extent that it distributes its taxable ordinary net income to its
stockholders.  As such, no provision for current or deferred income taxes has been made in the accompanying
consolidated financial statements.

(m)      Derivative Financial Instruments/Hedging Activity
The Company hedges a portion of its interest rate risk through the use of derivative financial instruments, which, to
date, have been comprised of Swaps and Caps (collectively, “Hedging Instruments”).  The Company accounts for
Hedging Instruments in accordance with FAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”
(“FAS 133”) as amended by FAS No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging
Activities,” and FAS No. 149 “Amendment of Statement 133 on Derivative Instruments and Hedging Activities.”  The
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Company’s Hedging Instruments are carried on the balance sheet at their fair value, as assets, if their fair value is
positive, or as liabilities, if their fair value is negative.  Since the Company’s Hedging Instruments are designated as
“cash flow hedges,” the change in the fair value of any such instrument is recorded in other comprehensive
income/(loss) provided that the hedge is effective.  The change in fair value of any ineffective amount of a Hedging
Instrument is recognized in earnings.  To date, the Company has recognized gains and losses realized on Swaps that
have been terminated early and deemed ineffective.  The Company has not recognized any change in the value of its
Hedging Instruments in earnings as a result of any Hedging Instrument or a portion thereof being ineffective.

Upon entering into hedging transactions, the Company documents the relationship between the Hedging Instruments
and the hedged liability.  The Company also documents its risk-management policies, including

10
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objectives and strategies, as they relate to its hedging activities.  The Company assesses, both at inception of a hedge
and on an on-going basis, whether or not the hedge is “highly effective,” as defined by FAS 133.  The Company
discontinues hedge accounting on a prospective basis and recognizes changes in fair value reflected in earnings when:
(i) it is determined that the derivative is no longer effective in offsetting cash flows of a hedged item (including
forecasted transactions); (ii) it is no longer probable that the forecasted transaction will occur; or (iii) it is determined
that designating the derivative as a Hedging Instrument is no longer appropriate.

The Company utilizes Hedging Instruments to manage a portion of its interest rate risk and does not enter into
derivative transactions for speculative or trading purposes.  (See Notes  2(n) and 5.)

Interest Rate Swaps
No cost is incurred by the Company at the inception of a Swap.  Based upon the contractual terms of a Swap
Agreement, which vary by counterparty, the Company is required to pledge cash or securities equal to a specified
percentage of the notional amount of the Swap to the counterparty as collateral, or may be entitled to receive collateral
from a Swap counterparty.  The Company does not offset cash collateral receivables or payables against its net
derivative positions.  The Company did not have restricted cash at September 30, 2008 and had restricted cash of $4.5
million pledged against its Swaps at December 31, 2007.  If, during the term of the Swap, a Counterparty should file
for bankruptcy, the Company might experience difficulty recovering its pledged assets and may have an unsecured
claim against the counterparty’s assets for the difference between the fair value of the Swap and the fair value of the
collateral pledged to such counterparty.  When the Company enters into a Swap, it agrees to pay a fixed rate of interest
and to receive a variable interest rate, based on the London Interbank Offered Rate (“Libor”).  The Company’s Swaps are
designated as cash flow hedges against certain of its current and forecasted borrowings under repurchase agreements.

While the fair value of the Company’s Swaps are reflected in the consolidated balance sheets, the notional amounts are
not.  All changes in the value of Swaps are recorded in accumulated other comprehensive income/(loss), provided that
the hedge remains effective.  The Company’s Swaps are valued by a third party pricing service, which prices are
independently reviewed by the Company for reasonableness.  If it becomes probable that the forecasted transaction
(which in this case refers to interest payments to be made under the Company’s short-term borrowing agreements) will
not occur by the end of the originally specified time period, as documented at the inception and throughout the term of
the hedging relationship, then the related gain or loss in accumulated other comprehensive income/(loss) is recognized
through earnings.

The gain or loss from a terminated Swap remains in accumulated other comprehensive income/(loss) until the
forecasted interest payments affect earnings.  However, if it is probable that the forecasted interest payments will not
occur, then the entire gain or loss is recognized though earnings.

(n)      Adoption of New Accounting Standards and Interpretations
Fair Value Measurements
On January 1, 2008, the Company adopted FAS No. 157, “Fair Value Measurements” (“FAS 157”), which defines fair
value, establishes a framework for measuring fair value in accordance with GAAP and expands disclosures about fair
value measurements.

The changes to previous practice resulting from the application of FAS 157 relate to the definition of fair value, the
methods used to measure fair value, and the expanded disclosures about fair value measurements.  The definition of
fair value retains the exchange price notion used in earlier definitions of fair value.  FAS 157 clarifies that the
exchange price is the price in an orderly transaction, that is not a forced liquidation or distressed sale, between market
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participants to sell the asset or transfer the liability in the market in which the reporting entity would transact for the
asset or liability, that is, the principal or most advantageous market for the asset or liability.  The transaction to sell the
asset or transfer the liability is a hypothetical transaction at the measurement date, considered from the perspective of
a market participant that holds the asset or owes the liability.  FAS 157 provides a consistent definition of fair value
which focuses on exit price and prioritizes, within a measurement of fair value, the use of market-based inputs over
entity-specific inputs in active markets.  In addition, FAS 157 provides a framework for measuring fair value, and
establishes a three-level hierarchy for fair value measurements based upon the transparency of inputs to the valuation
of an asset or liability as of the measurement date.  (See Notes 2(o) and  9.)

FAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (“FAS 159”) permits entities to elect
to measure many financial instruments and certain other items at fair value.  Unrealized gains and
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losses on items for which the fair value option has been elected will be recognized in earnings at each subsequent
reporting date.  A decision to elect the fair value option for an eligible financial instrument, which can be made on an
instrument by instrument basis, is irrevocable.  The Company’s adoption of FAS 159 on January 1, 2008 did not have a
material impact on its consolidated financial statements, as the Company did not elect the fair value option.

FASB Interpretation No. 39-1, “Amendment of FASB Interpretation (“FIN”) No. 39.” (“FIN 39-1”), defines “right of setoff”
and specifies what conditions must be met for a derivative contract to qualify for this right of setoff.  FIN 39-1 also
addresses the applicability of a right of setoff to derivative instruments and clarifies the circumstances in which it is
appropriate to offset amounts recognized for those instruments in the balance sheet.  In addition, FIN 39-1 permits
offsetting of fair value amounts recognized for multiple derivative instruments executed with the same counterparty
under a master netting arrangement and fair value amounts recognized for the right to reclaim cash collateral (a
receivable) or the obligation to return cash collateral (a payable) arising from the same master netting arrangement as
the derivative instruments.  The Company does not offset cash collateral receivables or payables against its net
derivative positions.  The Company’s adoption of FIN 39-1 on January 1, 2008 did not have any impact on its
consolidated financial statements.  The Company did not have restricted cash at September 30, 2008 and had restricted
cash of $4.5 million pledged against its Swaps at December 31, 2007.

On March 20, 2008, the FASB issued FAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities,
an amendment of FASB Statement No. 133” (“FAS 161”).  FAS 161 provides for enhanced disclosures about how and
why an entity uses derivatives and how and where those derivatives and related hedged items are reported in the
entity’s financial statements.  FAS 161 also requires certain tabular formats for disclosing such information.  FAS 161
is effective for fiscal years and interim periods beginning after November 15, 2008 (i.e., calendar year 2009 for the
Company) with early application encouraged.  FAS 161 applies to all entities and all derivative instruments and
related hedged items accounted for under FAS 133.  Among other things, FAS 161 requires disclosures of an entity’s
objectives and strategies for using derivatives by primary underlying risk and certain disclosures about the potential
future collateral or cash requirements (that is, the effect on the entity’s liquidity) as a result of contingent credit-related
features.  The Company’s adoption of FAS 161 on  June 30, 2008, resulted in additional disclosures about the
Company’s Hedging Instruments which did not have any impact on the Company’s results of operations or financial
condition.

(o)      Recently Issued Accounting Standards
In February 2008, the FASB issued FASB Staff Position (“FSP”) 140-3, “Accounting for Transfers of Financial Assets
and Repurchase Financing Transactions,” (“FSP 140-3”), which provides guidance on accounting for transfers of
financial assets and repurchase financings.  FSP 140-3 presumes that an initial transfer of a financial asset and a
repurchase financing are considered part of the same arrangement (i.e., a linked transaction) under FAS No. 140
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities” (“FAS 140”).  However,
if certain criteria, as described in FSP 140-3, are met, the initial transfer and repurchase financing shall not be
evaluated as a linked transaction and shall be evaluated separately under FAS 140.  If the linked transaction does not
meet the requirements for sale accounting, the linked transaction shall generally be accounted for as a forward
contract, as opposed to the current presentation, where the purchased asset and the repurchase liability are reflected
separately on the balance sheet.

FSP 140-3 is effective on a prospective basis for fiscal years beginning after November 15, 2008, with earlier
application not permitted.  The Company does not expect that the adoption of FSP 140-3, will have a material impact
on the Company’s financial statements.
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In June 2007, the American Institute of Certified Public Accountants (“AICPA”) issued Statement of Position (“SOP”)
07-01 “Clarification of the Scope of the Audit and Accounting Investment Companies and Accounting by Parent
Companies and Equity Method Investors for Investments in Investment Companies” (“SOP 07-1”) which provides
guidance for determining whether an entity is within the scope of the guidance in the AICPA Audit and Accounting
Guide for Investment Companies.  On February 6, 2008, the FASB indefinitely deferred the effective date of SOP
07-1.

On October 10, 2008, the FASB issued FSP No. 157-3, “Determining the Fair Value of a Financial Asset When the
Market for That Asset Is Not Active”  (“FSP 157-3”).  FSP 157-3 clarifies the application of FAS 157 in a market that is
not active and provides an example to illustrate key consideration in determining the fair value of a financial asset
when the market for that financial asset is not active.  The issuance of FSP 157-3 did not have any impact on the
Company’s determination of fair value for its financial assets.   (See notes 2(n) and 9.)
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(p)      Reclassifications
Certain prior period amounts have been reclassified to conform to the current period presentation.

3. Investment Securities

At September 30, 2008 and December 31, 2007, the Company’s investment securities portfolio consisted primarily of
pools of ARM-MBS.  The Company’s non-Agency MBS are categorized based on the lowest rating issued by a Rating
Agency at balance sheet date. The following tables present certain information about the Company's investment
securities at September 30, 2008 and December 31, 2007.

September 30, 2008

(In Thousands)

Principal/
Current

Face
Purchase
Premiums

Purchase
Discounts

Amortized
Cost (1)

Carrying
Value/

Fair Value

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Net
Unrealized
Gain/(Loss)

Agency MBS:
   Fannie Mae $ 9,195,875 $ 118,028 $ (1,424) $ 9,312,479 $ 9,226,429 $ 21,917 $ (107,967) $ (86,050)
   Ginnie Mae 32,047 570 - 32,617 32,290 27 (354) (327)
   Freddie Mac 747,660 11,260 - 771,692 765,110 635 (7,217) (6,582)
Non-Agency MBS:
   Rated AAA (2) 284,709 2,036 (214) 286,531 210,853 - (75,678) (75,678)
   Rated AA+ 790 - (3) 787 474 - (313) (313)
   Rated A+ 553 - (2) 551 255 - (296) (296)
   Rated BBB+ 316 - (4) 312 89 - (223) (223)
   Rated BB (3) 42,652 - (479) 41,990 25,120 - (16,870) (16,870)
   Rated below BB 238 - (154) 84 28 5 (61) (56)
    Total $ 10,304,840 $ 131,894 $ (2,280) $ 10,447,043 $ 10,260,648 $ 22,584 $ (208,979) $ (186,395)

December 31, 2007

(In Thousands)

Principal/
Current

Face
Purchase
Premiums

Purchase
Discounts

Amortized
Cost (1)

Carrying
Value/

Fair Value

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Net
Unrealized
Gain/(Loss)

Agency MBS:
   Fannie Mae $ 7,157,079 $ 91,610 $ (706) $ 7,247,983 $ 7,287,111 $ 47,486 $ (8,358) $ 39,128
   Ginnie Mae 172,340 3,173 - 175,513 174,089 78 (1,502) (1,424)
   Freddie Mac 393,441 6,221 - 409,337 408,792 781 (1,326) (545)
Non-Agency MBS:
   Rated AAA 430,025 2,341 (987) 431,379 424,954 97 (6,522) (6,425)
   Rated AA+ 1,413 - - 1,413 1,392 - (21) (21)
   Rated A+ 989 - (3) 986 967 - (19) (19)
   Rated BBB+ 565 - (6) 559 543 - (16) (16)
   Rated BB and below 1,648 - (136) 1,512 1,646 134 - 134
   Unrated 3,095 - (127) 2,968 1,689 35 (1,314) (1,279)
     Total MBS $ 8,160,595 $ 103,345 $ (1,965) $ 8,271,650 $ 8,301,183 $ 48,611 $ (19,078) $ 29,533
Income notes (4) - 1,915 1,614 - (301) (301)
    Total $ 8,160,595 $ 103,345 $ (1,965) $ 8,273,565 $ 8,302,797 $ 48,611 $ (19,379) $ 29,232
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(1) Includes principal payments receivable, which are not included in the Principal/Current Face. Amortized cost is
reduced by other-than-temporary impairments recognized.

(2) On October 28, 2008, S&P downgraded one MBS to BBB. This MBS, which remained rated AAA by Fitch, Inc,
had an amortized cost of $39.1 million and a fair value of $25.0 million.

(3) Includes one MBS with an amortized cost of $41.9 million and a fair value of $25.1 million that was rated BB by S&P
and rated AAA by Fitch, Inc.

(4) Other investments are comprised of income notes, which are unrated securities collateralized by capital securities of a
diversified pool of issuers, consisting primarily of depository institutions and insurance companies. In June 2008, the
Company wrote-off its remaining investment in income notes, taking a $1.0 million impairment charge against such
investment.

13

Edgar Filing: MFA MORTGAGE INVESTMENTS - Form 10-Q

26



MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Agency MBS: Agency MBS are guaranteed as to principal and/or interest by a federally chartered corporation, such as
Fannie Mae or Freddie Mac, or an agency of the U.S. government, such as Ginnie Mae, and, as such, carry an implied
AAA rating.  The payment of principal and/or interest on Ginnie Mae MBS is backed by the full faith and credit of the
U.S. government.  During the third quarter of 2008, Fannie Mae and Freddie Mac were placed in conservatorship
under the newly-created Federal Housing Finance Agency (“FHFA”).  By placing Fannie Mae and Freddie Mac under
conservatorship, it is believed that there is now significantly stronger backing for these guarantors.

Non-Agency MBS:  The Company’s non-Agency MBS are certificates that are backed by pools of single-family
mortgage loans, which are not guaranteed by the U.S. government, any federal agency or any federally chartered
corporation.  Non-Agency MBS may be rated from AAA to B by one or more of the Rating Agencies or may be
unrated (i.e., not assigned a rating by any of the Rating Agencies).  The rating indicates the credit worthiness of the
investment, indicating the obligor’s ability to meet its financial commitment on the obligation.

The following table presents information about the Company’s investment securities that were in an unrealized loss
position at September 30, 2008.

Unrealized Loss Position For:
Less than 12 Months 12 Months or more Total

(In Thousands)
Fair

Value
Unrealized

losses

Number
of

Securities
Fair

Value
Unrealized

losses

Number
of

Securities
Fair

Value
Unrealized

losses
Agency MBS:
  Fannie Mae $ 5,616,014 $ 97,611 295 $ 560,813 $ 10,356 111 $ 6,176,827 $ 107,967
  Ginnie Mae 14,749 116 8 9,426 238 6 24,175 354
  Freddie Mac 594,056 6,248 44 40,948 969 28 635,004 7,217
Non-Agency MBS:
  Rated AAA (1) 104,332 46,866 2 106,521 28,812 13 210,853 75,678
  Rated AA+ - - - 474 313 1 474 313
  Rated A+ - - - 255 296 1 255 296
  Rated BBB+ - - - 88 223 1 88 223
  Rated BB (2) 25,061 16,870 1 - - - 25,061 16,870
  Rated below BB 22 61 1 - - - 22 61
  Total temporarily
    impaired securities $ 6,354,234 $ 167,772 351 $ 718,525 $ 41,207 161 $ 7,072,759 $ 208,979

(1) On October 28, 2008, S&P downgraded one AAA rated MBS, which had an amortized cost of $39.1 million and
a fair value of $25.0 million at September 30, 2008, to BBB. This MBS remained rated AAA by Fitch, Inc.

(2) Is comprised of one non-Agency MBS, with an amortized cost of $41.9 million, that was rated BB by S&P and
rated AAA by Fitch, Inc.

The Company monitors the performance and market value of its investment securities portfolio on an ongoing
basis.  During the nine months ended September 30, 2008, the Company recognized aggregate other-than-temporary
impairment charges of $5.1 million against BB rated non-Agency MBS and unrated investment securities, of which
$183,000 was recognized during the three months ended September 30, 2008.
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At September 30, 2008, the Company determined that it had the intent and ability to hold its securities in an
unrealized loss position until market recovery or maturity.  As such, the Company considers the impairment of its
securities to be temporary.  The receipt of principal, at par, and interest on Agency MBS is guaranteed by the
respective Agency guarantor and the decline in the value of the non-Agency MBS was not related to the performance
of these securities but rather an overall widening of spreads for many types of fixed income products, due to reduced
liquidity in the market.  The Company’s assessment of its ability and intent to continue to hold its securities may
change over time, given, among other things, the dynamic nature of markets and other variables.  Future sales or
changes in the Company’s assessment of its ability and/or intent to hold impaired investment securities could result in
the Company recognizing other-than-temporary impairment charges or realizing losses on sales in the future.

In March 2008, in response to tightening of credit conditions, the Company adjusted its balance sheet strategy
decreasing its target debt-to-equity multiple range to 7x to 9x from its historical range of 8x to 9x.  In order to
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reduce its borrowings, the Company sold MBS with an amortized cost of $1.876 billion and realized aggregate net
losses of $24.5 million, comprised of gross losses of $25.1 million and gross gains of $571,000.  During the quarter
ended September 30, 2008, the Company continued to target a relatively low, on an historical basis, leverage
multiple.  As of September 30, 2008, the Company’s debt-to-equity multiple was 7.2x. The Company has not sold any
investment securities since it modified its leverage strategy in March 2008.

The following table presents the impact of the Company’s investment securities on its other comprehensive
income/(loss) for the three and nine months ended September 30, 2008 and 2007.

Three Months Ended
September 30,

Nine Months Ended
September 30,

(In Thousands) 2008 2007 2008 2007
Accumulated other comprehensive income/(loss)
 from investment securities:
Unrealized (loss)/gain on investment securities at
  beginning of period $ (34,300) $ (45,647) $ 29,232 $ (30,995)
 Unrealized (loss)/gain on investment securities, net (152,191) 17,841 (208,886) 4,071
 Reclassification adjustment for MBS sales
   included in net income/(loss) - 11,757 (8,241) 10,875
 Reclassification adjustment for other-than-
   temporary impairment included in net income/(loss) 96 - 1,500 -
Balance at the end of period $ (186,395) $ (16,049) $ (186,395) $ (16,049)

The following table presents components of interest income on the Company’s investment securities portfolio for the
three and nine months ended September 30, 2008 and 2007.

Three Months Ended
September 30,

Nine Months Ended
September 30,

(In Thousands) 2008 2007 2008 2007
Coupon interest on MBS $ 143,844 $ 101,817 $ 398,311 $ 293,002
Interest on income notes - 50 50 107
Premium amortization (4,486) (6,377) (15,549) (22,936)
Discount accretion 61 100 214 156
Interest income on investment securities, net $ 139,419 $ 95,590 $ 383,026 $ 270,329

The following table presents certain information about the Company’s MBS that will reprice or amortize based on
contractual terms, which do not consider prepayments assumptions, at September 30, 2008.

September 30, 2008
Months to Coupon Reset or Contractual
Payment Fair Value % of Total WAC (1)
(Dollars in Thousands)
Within one month $ 469,996 4.6% 5.13%

Edgar Filing: MFA MORTGAGE INVESTMENTS - Form 10-Q

29



One to three months 56,592 .6 5.79
Three to 12 Months 435,987 4.2 5.23
One to two years 581,016 5.7 5.08
Two to three years 2,131,780 20.7 5.95
Three to five years 1,734,167 16.9 5.50
Five to 10 years 4,851,110 47.3 5.58
  Total $ 10,260,648 100.0% 5.58%

(1)  "WAC" is the weighted average coupon rate on the Company’s MBS, which is higher than the net yield that will
be earned on such MBS.  The net yield is primarily reduced by net premium amortization and the contractual delay in
receiving payments, which delay varies by issuer.

15
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MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

The following table presents information about the Company's MBS pledged as collateral under repurchase
agreements and in connection with Swaps at September 30, 2008.

MBS Pledged Under Repurchase
Agreements MBS Pledged Against Swaps

(In Thousands)

Fair Value/
Carrying

Value
Amortized

Cost

Accrued
Interest

on
Pledged

MBS

Fair
Value/

Carrying
Value

Amortized
Cost

Accrued
Interest

on
Pledged

MBS

Total Fair
Value of

MBS
Pledged and

Accrued
Interest

MBS Pledged:
  Fannie Mae $ 9,069,987 $ 9,152,944 $ 41,910 $ 44,480 $ 44,829 $ 198 $ 9,156,575
  Freddie Mac 700,672 706,283 6,487 25,488 25,823 235 732,882
  Ginnie Mae 22,709 22,956 104 3,892 3,912 19 26,724
  Rated AAA 205,493 278,663 1,286 - - - 206,779
  Rated BB 25,061 41,931 209 - - - 25,270

$ 10,023,922 $ 10,202,777 $ 49,996 $ 73,860 $ 74,564 $ 452 $ 10,148,230

4.     Interest Receivable

The following table presents the Company’s interest receivable by investment category at September 30, 2008 and
December 31, 2007.

(In Thousands)
September 30,

2008
December 31,

2007
MBS interest receivable:
   Fannie Mae $ 42,635 $ 36,376
   Freddie Mac 6,958 4,177
   Ginnie Mae 151 870
   Rated AAA 1,320 2,070
   Rated AA 4 7
   Rated A & A- 3 5
   Rated BBB and BBB- 1 3
   Rated BB 210 2
   Rated below BB 1 5
     Total MBS interest receivable $ 51,283 $ 43,515
   Income notes - 3
   Money market investments 35 92
     Total interest receivable $ 51,318 $ 43,610

5.     Hedging Instruments
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As part of the Company’s interest rate risk management process, it periodically hedges a portion of its interest rate risk
by entering into derivative financial instrument contracts.  For the nine months ended September 30, 2008, the
Company’s derivatives were entirely comprised of Swaps, which have the effect of modifying the repricing
characteristics of the Company’s repurchase agreements and cash flows on such liabilities.

The following table presents the fair value of derivative instruments and their location in the Company’s Consolidated
Balance Sheets at September 30, 2008 and December 31, 2007.

Derivates Designated as
Hedging Instruments
Under Statement 133 Balance Sheet Location

September 30,
2008

December 31,
2007

(In Thousands)
Swap assets Assets-Swaps, at fair value $ 8,172 $ 103
Swap liabilities Liabilities-Swaps, at fair value (58,612) (99,836)

$ (50,440) $ (99,733)
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MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

The following table presents the impact of the Company’s Hedging Instruments, on the Company’s accumulated other
comprehensive income/(loss) for the three and nine months ended September 30, 2008 and 2007.

Three Months Ended
September 30,

Nine Months Ended
September 30,

(In Thousands) 2008 2007 2008 2007
Accumulated other comprehensive
 (loss)/income from Hedging Instruments:
Balance at beginning of period $ (40,765) $ 15,024 $ (99,733) $ 602
  Unrealized (losses)/gains on Hedging
   Instruments (10,448) (42,461) 321 (28,039)
  Reclassification adjustment for net losses
    included in net income/(loss) from
     Hedging Instruments 773 - 48,972 -
Balance at the end of period $ (50,440) $ (27,437) $ (50,440) $ (27,437)

(a)      Swaps
The Company is required to pledge assets as collateral for certain of its Swaps, which collateral requirements vary by
counterparty and change over time based on the market value, notional amount, and remaining term of the
Swap.  Certain of the Company’s Swap agreements include financial covenants, which, if breached, could cause an
event of default or early termination event to occur under such agreements.  If the Company were to cause an event of
default or trigger an early termination event under one of its Swap agreements, the counterparty to such agreement
may have the option to terminate all of its outstanding Swap transactions with the Company and, if applicable, any
close-out amount due to the counterparty upon termination of such transactions would be immediately payable by the
Company pursuant to such agreement.  The Company remained in compliance with all of such financial covenants as
of September 30, 2008.  

The Company had MBS with a fair value of $73.9 million and $79.9 million pledged as collateral against its Swaps at
September 30, 2008 and December 31, 2007, respectively.  The Company had no cash pledged against its Swaps at
September 30, 2008 and $4.5 million of restricted cash pledged against Swaps at December 31, 2007.

The use of Hedging Instruments exposes the Company to counterparty credit risks.  In the event of a default by a
Swap counterparty, the Company may not receive payments to which it is entitled under the terms of its Swap
agreements, and may have difficulty receiving back its assets pledged as collateral against such Swaps.  On September
15, 2008, Lehman filed a petition for bankruptcy.  At that time, the Company had two Swaps outstanding with
Lehman Brothers Special Financing Inc. (“LBSF”), a subsidiary guaranteed by Lehman, with an aggregate notional
amount of $27.5 million.  The bankruptcy filing of Lehman, which was LBSF’s credit support provider, triggered an
event of default under the master swap agreement between the Company and LBSF.  As a result, the Company
exercised its early termination rights with respect to these Swaps, which were in a liability position to the Company at
the time.  In accordance with the terms of the master swap agreement, the Company calculated the aggregate amount
payable to the Company by LBSF in respect of the early termination of the Swaps to be $145,000, which represented
the set off amount by which the value of the collateral pledged by the Company to LBSF pursuant to the terms of the
Swaps exceeded the contractual settlement amount of the Company’s net liability upon termination of the Swaps.  As a
result, the Company forfeited its collateral, comprised of restricted cash and one MBS, held by LBSF and recognized
an aggregate loss of $986,000 upon early termination of the Swaps.  This loss was comprised of the contractual
settlement amount of $841,000 owed by the Company to LBSF upon early termination of the Swaps and a $145,000
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write-off against an unsecured receivable from LBSF.  At September 30, 2008, the Company was an unsecured
creditor to LBSF with respect to the $145,000 and anticipates filing a proof of claim with respect to such amount in
connection with Lehman and LBSF’s bankruptcy.  At September 30, 2008, the Company had no outstanding contracts
with Lehman and all of the Company’s remaining Swap counterparties were rated “A” or better by a Rating Agency.

Certain of the Company’s Swap agreements include financial covenants, which, if breached, could cause an event of
default or early termination event to occur under such agreements.  If the Company were to trigger an event of default
or early termination event under one of its Swap agreements, the counterparty to such agreement may have the option
to terminate all of its outstanding Swap transactions with the Company and, if applicable, any close-out amount due to
the counterparty upon termination of such transactions would be immediately payable by the Company pursuant to
such agreement, resulting in an adverse change in the Company’s liquidity position. The

17
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MFA MORTGAGE INVESTMENTS, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Company was in compliance with all of its financial covenants as of September 30, 2008.  

The following table presents the weighted average rate paid and received for the Company’s Swaps and the net impact
of Swaps on the Company’s interest expense for the three and nine months ended September 30, 2008 and 2007.

Three Months Ended
September 30,

Nine Months Ended
September 30,

(Dollars In Thousands) 2008 2007 2008 2007
Weighted average Swap rate paid 4.18% 5.04% 4.33% 5.00%
Weighted average Swap rate
received 2.64% 5.37% 3.15% 5.35%
Net addition to (reduction of)
interest
 expense from Swaps $ 15,879 $ (2,525) $ 39,774 $ (6,346)

In March 2008, the Company terminated 48 Swaps with an aggregate notional amount of $1.637 billion, resulting in
net realized losses of $91.5 million.  In connection with the termination of these Swaps, the Company repaid the
repurchase agreements that such Swaps hedged.  To date, except for gains and losses realized on Swaps terminated
early and deemed ineffective, the Company has not recognized any change in the value of its Hedging Instruments in
earnings as a result of the hedge or a portion thereof being ineffective.

At September 30, 2008, the Company had Swaps with an aggregate notional balance of $4.206 billion, (which
included $300.0 million of forward-starting swaps) which had gross unrealized losses of $58.6 million and gross
unrealized gains of $8.2 million and extended 31 months on average with a maximum term of approximately seven
years.  At December 31, 2007, the Company had Swaps with an aggregate notional balance of $4.628 billion, which
had gross unrealized losses of $99.8 million and gross unrealized gains of $103,000.

The following table presents information about the Company’s Swaps at September 30, 2008 and December 31, 2007.

September 30, 2008 December 31, 2007

Maturity (1)
Notional
Amount

Weighted
Average

Fixed Pay
Interest

Rate
Notional
Amount

Weighted
Average

Fixed Pay
Interest

Rate
(Dollars In Thousands)
Within 30 days $ 80,941 3.94% $ 69,561 4.95%
Over 30 days to 3 months 155,499 4.13 179,207 4.79
Over 3 months to 6 months 230,044 4.05 233,753 4.83
Over 6 months to 12 months 426,309 4.05
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