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PART I
ITEM 1. FINANCIAL STATEMENTS

INVESCO MORTGAGE CAPITAL INC. AND SUBSIDIARIES
(A Maryland Corporation in the Developmental Stage)

CONSOLIDATED BALANCE SHEETS

$ in thousands, except per share amounts

ASSETS

Unsettled purchased mortgage-backed securities, at fair value
Subscription receivable
Subscription receivable — related party
Cash
Accrued interest receivable
Deferred offering costs
Other assets
Total assets

LIABILITIES AND SHAREHOLDER’S EQUITY
Liabilities:
Payable for unsettled securities
Accounts payable and accrued expenses
Due to affiliate
Total liabilities

Shareholder’s equity:

Preferred Stock: par value $0.01 per share; 50,000,000 shares authorized, O
shares issued and outstanding

Common Stock: par value $0.01 per share; 450,000,000 shares authorized,
100 shares issued and outstanding

Additional paid in capital

Accumulated other comprehensive loss

Common stock subscribed - 8,575,000 shares at $20 per share

Accumulated deficit during development stage
Total shareholder’s equity
Total liabilities and shareholder’s equity

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

June 30, December 31,
2009 2008
(Unaudited)
183,710 —
170,000 —
1,500 —
1 1
29 —
2,414 978
1,388 —
359,042 979
184,333 —
2,629 —
1,327 1,000
188,289 1,000
1 1
(594) —
171,500 —
(154) (22)
170,753 21
359,042 979




INVESCO MORTGAGE CAPITAL INC. AND SUBSIDIARIES
(A Maryland Corporation in the Developmental Stage)

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Period from Period from Period from
June 5, 2008 June 5, 2008 June 5, 2008
For the Three (Date of For the Six (Date of (Date of
Months Ended Inception) to Months Ended Inception) to Inception) to
$ in thousands June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008 June 30, 2009
Revenues — — — — —
Operating expenses 59 — 104 — 104
Organizational costs 25 — 28 — 50
Net loss (84) — (132) — (154)
Net loss per share NM NM NM NM NM

NM = not meaningful

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



INVESCO MORTGAGE CAPITAL INC. AND SUBSIDIARIES
(A Maryland Corporation in the Developmental Stage)

CONSOLIDATED STATEMENT OF SHAREHOLDER’S EQUITY
For the period June 5, 20908 (Date of Inception) to June 30, 2009

(Unaudited)
Accumulated
Accumulated Deficit
) Additional Other Common During
$ in thousands, except per share Common Stock Paid in Comprehensive Stock Development
amounts Shares Amount Capital Loss Subscribed Stage Total
Balance at June 5, 2008 - —_— - - - - -
Issuance of Common Stock 100 —_ 1 —_ — — 1
Net loss — — — — — (22) (22)
Balance at December 31, 2008 100 — 1 — — 22) 21)
Net loss -_— —_— -—_ - - (132) (132)
Unrealized loss on unsettled securities,
net - —_— -—_ (594) — _— (594)
Comprehensive loss -_ —_— -_ —_ — —_ (726)
Common stock subscribed - 8,575,000
shares at $20 per share - — — — 171,500 — 171,500
Balance at June 30, 2009 100 — 1 (594) 171,500 (154) 170,753

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



INVESCO MORTGAGE CAPITAL INC. AND SUBSIDIARIES
(A Maryland Corporation in the Developmental Stage)

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Period from Period from
June §, 2008 June 5, 2008
Six Months (Date of (Date of
Ended June Inception) to Inception) to
$ in thousands 30, 2009 June 30, 2008 June 30, 2009
Cash Flows from Operating Activities
Net loss (132) —_— (154)
Adjustments to reconcile net loss to net cash used in operating
activities
Changes in operating assets and liabilities
Increase in deferred offering costs (1,436) — 2,414
Increase in other assets (1,388) —_ (1,388)
Increase in due to affiliate 327 — 1,327
Increase in accounts payable and accrued expenses 2,629 — 2,629
Net cash provided by operating activities — — —
Cash Flows from Financing Activities
Proceeds from issuance of common stock — 1 1
Net cash provided by financing activities — 1 1
Net change in cash — 1 1
Cash, Beginning of Period 1 — —
Cash, End of Period 1 1 1
Supplemental disclosure of non-cash investing and financing
activities information:
Purchase of mortgage-backed securities, unsettled (184,333) — (184,333)
Obligation to brokers incurred for purchase of mortgage-backed
securities 184,333 — 184,333
Common stock subscribed - 8,575,000 shares at $20 per share 171,500 —_ 171,500
Subscription receivable - 8,500,000 shares at $20 per share (170,000) — (170,000)
Subscription receivable, related party - 75,000 shares at $20 per
share (1,500) — (1,500)

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



INVESCO MORTGAGE CAPITAL INC. AND SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS
December 31, 2008 and June 30, 2009 (unaudited)

Note 1 - Organization and Business Operations

Invesco Mortgage Capital Inc., (formerly known as Invesco Agency Securities Inc., the “Company™), is a
newly-formed Maryland corporation focused on investing in, financing and managing residential and commercial
mortgage-backed securities. The Company invests in residential mortgage-backed securities (“RMBS”) for which a
U.S. Government agency such as the Government National Mortgage Association (“Ginnie Mae™), the Federal
National Mortgage Association (“Fannie Mae”) or the Federal Home Loan Mortgage Corporation (“Freddie Mac”)
guarantees payments of principal and interest on the securities (collectively “Agency RMBS”). The Company’s
Agency RMBS investments include mortgage pass-through securities and may include collateralized mortgage
obligations (“CMOs”). The Company also invests in residential mortgage-backed securities that are not issued or
guaranteed by a U.S. government agency (“Non-Agency RMBS”), commercial mortgage-backed securities
(“CMBS”), and residential and commercial mortgage loans. The Company is externally managed and advised by
Invesco Institutional (N.A.), Inc. (the “Manager”), a registered investment adviser and an indirect wholly-owned
subsidiary of Invesco Ltd. (“Invesco”), a global investment management company. The Manager purchased
100 shares of the Company’s common stock at a price of $10.00 per share, to initially capitalize the Company. In
June 2009, the Company formed two wholly-owned subsidiaries, IAS Operating Partnership LP (the “Operating
Partnership™) and IAS Asset ILLC (“IAS I").

The Company finances its Agency RMBS investments primarily through short-term borrowings structured
as repurchase agreements. The Manager has secured commitments for the Company with a number of repurchase
agreement counterparties. To the extent available, the Company may finance its Non-Agency RMBS and CMBS
portfolio with financings under the Term Asset-Backed Securities Lending Facility (“TALF”). Under TALF, the
Federal Reserve makes non-recourse loans to borrowers to fund purchases of asset-backed securities.

The Company intends to elect and qualify to be taxed as a real estate investment trust (“REIT”) for
U.S. federal income tax purposes under the provisions of the Internal Revenue Code of 1986, as amended (“Code”),
commencing with the Company’s taxable year ending December 31, 2009. To maintain the Company’s REIT
qualification, the Company is generally required to distribute at least 90% of its net income (excluding net capital
gains) to its shareholders annually.

Note 2 - Summary of Significant Accounting Policies
Basis of Quarterly Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with
generally accepted accounting principles in the United States of America (“GAAP”) for interim financial
information. In the opinion of management, all adjustments (consisting of normal recurring adjustments) necessary
for a fair presentation of the financial position and the results of operations of the Company for the interim periods
presented have been included. The interim consolidated financial statements should be read in conjunction with the
financial statements and related notes thereto as of December 31, 2008 and for the period from June 5, 2008 (date of
inception) to December 31, 2008 that are included in the Company’s Registration Statement on Form S-11, as
originally filed on and declared effective on June 25, 2009 with the Securities and Exchange Commission (“SEC”).
The results of operations for the interim period ended June 30, 2009 are not necessarily indicative of the results to be
expected for the full year or any other future period.



Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries, the Operating Partnership and IAS 1. All intercompany balances and transactions have been eliminated.

Development Stage Company

Through June 30, 2009, the Company complied with the reporting requirements of Statement of Financial
Accounting Standards (“SFAS”) No. 7, “Accounting and Reports by Development Stage Enterprises.” The Company
incurred organizational, accounting and offering costs in connection with arranging the Company’s initial public
offering (the “IPO”) of its common stock. The offering and other organization costs of the IPO, which were
advanced by the Manager, were paid out of the proceeds of the offering.

Use of Estimates

The accounting and reporting policies of the Company conform with GAAP. The preparation of
consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions
that affect the amounts reported in the consolidated financial statements and accompanying notes. Examples of
estimates include, but are not limited to, estimates of the fair values of financial instruments and interest income on
mortgage-backed securities. Actual results may differ from those estimates.

Deferred Offering Costs

The Company complies with the requirements of the SEC Staff Accounting Bulletin Topic 5A, “Expenses
of Offering.” Deferred offering costs consist of legal and other costs of approximately $2.4 million and $1.0 million
incurred through June 30, 2009 and December 31, 2008, respectively, that are related to the IPO. These costs were
charged to capital upon the completion of the IPO on July 1, 2009.

Repurchase Agreements

The Company finances its Agency RMBS investment portfolio through the use of repurchase agreements.
Repurchase agreements will be treated as collateralized financing transactions and will be carried at their contractual
amounts, including accrued interest, as specified in the respective agreements.

In instances where the Company acquires Agency RMBS through repurchase agreements with the same
counterparty from whom the Agency RMBS were purchased, the Company will account for the purchase
commitment and repurchase agreement on a net basis and record a forward commitment to purchase Agency RMBS
as a derivative instrument if the transaction does not comply with the criteria in Financial Accounting Standards
Board (the “FASB”) Staff Position (“FSP”), FAS 140-3 “Accounting for Transfers of Financial Assets and
Repurchase Financing Transactions,” (“FSP FAS 140-3"), for gross presentation. The FASB issued FSP FAS 140-3
to address questions where assets purchased from a particular counterparty and financed through a repurchase
agreement with the same counterparty can be considered and accounted for as separate transactions. For assets
representing available-for-sale investment securities, as in the Company’s case, any change in fair value is reported
through consolidated other comprehensive income (loss) under SFAS 115, “Accounting for Certain Investments in
Debt and Equity Securities,” with the exception of impairment losses, which are recorded in the consolidated
statement of operations and comprehensive income (loss) as realized losses.



FSP FAS 140-3 requires that all of the following criteria be met in order to continue the application of
SFAS No. 140 as described above:

¢  The initial transfer of and repurchase financing cannot be contractually contingent;
The repurchase financing entered into between the parties provides full recourse to the transferee and
the repurchase price is fixed;

e The financial asset has an active market and the transfer is executed at market rates; and

e The repurchase agreement and financial asset do not mature simultaneously.

If the transaction complies with the criteria for gross presentation in FSP FAS 140-3, the Company will
record the assets and the related financing on a gross basis on its balance sheet, and the corresponding interest
income and interest expense in its statements of operations. Such forward commitments are recorded at fair value
with subsequent changes in fair value recognized in income. Additionally, the Company will record the cash portion
of its investment in Agency RMBS as a mortgage related receivable from the counterparty on its balance sheet. The
adoption of FSP FAS 140-3 did not have a material effect on the Company’s consolidated financial statements.

Fair Value Measurements

SFAS No. 157, “Fair Value Measurements” (“SFAS 157”) defines fair value, establishes a framework for
measuring fair value and requires, in certain circumstances, enhanced disclosures about fair value measurements.
SFAS 157 requires companies to disclose the fair value of their financial instruments according to a fair value
hierarchy (levels 1, 2, and 3, as defined). Companies are required to provide enhanced disclosure regarding
instruments in the level 3 category (which require significant management judgment), including a reconciliation of
the beginning and ending balances separately for each major category of assets and liabilities.

Additionally, SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities,
including an amendment of SFAS No. 115” (“SFAS 159”) permits entities to choose to measure many financial
instruments and certain other items at fair value. Unrealized gains and losses on items for which the fair value option
has been elected are recognized in earnings at each subsequent reporting date.

Securities

SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities” (“SFAS 115”), requires
that at the time of purchase, the Company to designate a security as either held-to-maturity, available-for-sale, or
trading depending on its ability and intent to hold such security to maturity. Trading and securities available-for-sale
are reported at fair value, while securities held-to-maturity are reported at amortized cost. Although the Company
generally intends to hold most of its RMBS and CMBS until maturity, the Company may, from time to time, sell any
of its RMBS or CMBS as part of its overall management of its investment portfolio and as such will classify its
RMBS and CMBS as available-for-sale securities.

All securities classified as available-for-sale are reported at fair value, based on market prices from third-
party sources when available, with unrealized gains and losses excluded from earnings and reported as a separate
component of shareholder’s equity.

The Company evaluates securities for other-than-temporary impairment at least on a quarterly basis, and
more frequently when economic or market conditions warrant such evaluation. The determination of whether a
security is other-than-temporarily impaired involves judgments and assumptions based on subjective and objective
factors. Consideration is given to (i) the length of time and the extent to which the fair value has been less than cost,
(i) the financial condition and near-term prospects of recovery in fair value of the security, and (iii) the Company’s
intent and ability to retain its investment in the security for a period of time sufficient to allow for any anticipated
recovery in fair value.



The Company’s adoption of FSP FAS 115-2 and FAS 124-2, “Recognition and Presentation of Other-Than-
Temporary Impairments” (“FSP FAS 115-2 and FAS 124-2”) on April 1, 2009, amends the determination of other-
than-temporary impairments for debt securities, but not for equity securities. For debt securities, the amount of the
other-than-temporary impairment related to a credit loss or impairments on securities that the Company has the intent
or for which it is more likely than not that the Company will need to sell before recovery are recognized in earnings
and reflected as a reduction in the cost basis of the security. The amount of the other-than-temporary impairment on
debt securities related to other factors is recorded consistent with changes in the fair value of all other available-for-
sale securities as a component of consolidated shareholder’s equity in other comprehensive income or loss with no
change to the cost basis of the security.

Interest Income Recognition

Interest income on available-for-sale securities is recognized over the life of the investment using the
effective interest method. Interest income on mortgage-backed securities is recognized using the effective interest
method as described by SFAS No. 91 “Accounting for Nonrefundable Fees and Costs Associated with Originating or
Acquiring Loans and Initial Direct Costs of Leases,” (“SFAS 91”), for securities of high credit quality and Emerging
Issues Task Force No. 99-20 “Recognition of Interest Income and Impairment on Purchased and Retained Beneficial
Interests in Securitized Financial Assets,” (“EITF 99-20"), for all other securities. Under SFAS 91 and EITF 99-20,
management estimates, at the time of purchase, the future expected cash flows and determines the effective interest
rate based on these estimated cash flows and the Company’s purchase price. As needed, these estimated cash flows
are updated and a revised yield is computed based on the current amortized cost of the investment. In estimating
these cash flows, there are a number of assumptions subject to uncertainties and contingencies, including the rate and
timing of principal payments (prepayments, repurchases, defaults and liquidations), the pass through or coupon rate
and interest rate fluctuations. In addition, interest payment shortfalls due to delinquencies on the underlying
mortgage loans have to be judgmentally estimated. These uncertainties and contingencies are difficult to predict and
are subject to future events that may impact management’s estimates and its interest income. Security transactions
are recorded on the trade date. Realized gains and losses from security transactions are determined based upon the
specific identification method and recorded as gain (loss) on sale of available-for-sale securities in the consolidated
statement of operations.

The Company accounts for accretion of discounts or premiums on available-for-sale securities and real
estate loans using the effective interest yield method. Such amounts are included as a component of interest income
in the consolidated statement of operations.

Net Loss Per Share

In accordance with the provisions of SFAS 128, “Earnings per Share” (“SFAS 128”), the Company
calculates basic income per share by dividing net income for the period by weighted-average shares of the
Company’s common stock outstanding for that period. Diluted income per share takes into account the effect of
dilutive instruments, such as stock options and unvested restricted stock, but uses the average share price for the
period in determining the number of incremental shares that are to be added to the weighted-average number of
shares outstanding. For the periods from June 5, 2008 (date of inception) to June 30, 2008 and the three and six
month periods ending June 30, 2009, earnings per share is not presented because it is not a meaningful measure of
the Company’s performance.
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Accounting for Derivative Financial Instruments

The Company’s policies permit it to enter into derivative contracts, including interest rate swaps, interest
rate caps and interest rate floors, as a means of mitigating its interest rate risk. The Company uses interest rate
derivative financial instruments to mitigate interest rate risk rather than to enhance returns. The Company accounts
for derivative financial instruments in accordance with SFAS 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended and interpreted (“SFAS 133”). SFAS 133 requires an entity to recognize all
derivatives as either assets or liabilities in the balance sheet and to measure those instruments at fair value.
Additionally, the fair value adjustments affect either other comprehensive income (loss) in consolidated
shareholder’s equity until the hedged item is recognized in earnings or net income depending on whether the
derivative instrument qualifies as a hedge for accounting purposes and, if so, the nature of the hedging activity.

In the normal course of business, the Company may use a variety of derivative financial instruments to
manage, or hedge, interest rate risk. These derivative financial instruments must be effective in reducing the
Company’s interest rate risk exposure in order to qualify for hedge accounting. When the terms of an underlying
transaction are modified, or when the underlying hedged item ceases to exist, all changes in the fair value of the
instrument are marked-to-market with changes in value included in net income for each period until the derivative
instrument matures or is settled. Any derivative instrument used for risk management that does not meet the hedging
criteria is marked-to-market with the changes in value included in net income. Derivatives are used for hedging
purposes rather than speculation. The Company relies on quotations from a third party to determine these fair values.

Income Taxes

The Company intends to elect and qualify to be taxed as a REIT, commencing with the Company’s taxable
year ending December 31, 2009. Accordingly, the Company will generally not be subject to U.S. federal and
applicable state and local corporate income tax to the extent that the Company makes qualifying distributions to its
shareholders, and provided the Company satisfies on a continuing basis, through actual investment and operating
results, the REIT requirements including certain asset, income, distribution and stock ownership tests. If the
Company fails to qualify as a REIT, and does not qualify for certain statutory relief provisions, it will be subject to
U.S. federal, state and local income taxes and may be precluded from qualifying as a REIT for the subsequent four
taxable years following the year in which the Company lost its REIT qualification. Accordingly, the Company’s
failure to qualify as a REIT could have a material adverse impact on its results of operations and amounts available
for distribution to its stockholders.

The dividends paid deduction of a REIT for qualifying dividends to the Company’s shareholders is
computed using its taxable income as opposed to net income reported on the consolidated financial statements.
Taxable income, generally, will differ from net income reported on the consolidated financial statements because the
determination of taxable income is based on tax regulations and not financial accounting principles.

The Company may elect to treat certain of its future subsidiaries as taxable REIT subsidiaries (“TRSs”). In
general, a TRS may hold assets and engage in activities that the Company cannot hold or engage in directly and
generally may engage in any real estate or non-real estate-related business. A TRS is subject to U.S. federal, state
and local corporate income taxes.

While a TRS will generate net income, a TRS can declare dividends to the Company which will be included

in its taxable income and necessitate a distribution to its stockholders. Conversely, if the Company retains earnings at
a TRS level, no distribution is required and the Company can increase book equity of the consolidated entity.
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Share-Based Compensation

The Company follows SFAS No. 123(R), “Share-Based Payments” (“SFAS 123(R)”), with regard to its
equity incentive equity plan. SFAS 123(R) covers a wide range of share-based compensation arrangements including
share options, restricted share plans, performance-based awards, share appreciation rights, and employee share
purchase plans. SFAS 123(R) requires that compensation cost relating to share-based payment transactions be
recognized in consolidated financial statements. The cost is measured based on the fair value of the equity or liability
instruments issued.

On July 1, 2009, the Company adopted an equity incentive plan under which its independent directors, as
part of their compensation for serving as directors, are eligible to receive quarterly restricted stock awards.

Recent Accounting Pronouncements

In January 2009, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position
EITF 99-20-1 “Amendments to the Impairment Guidance of EITF Issue No. 99-20 (“FSP EITF 99-20-17), which
became effective for the Company on December 31, 2008. FSP EITF 99-20-1 revises the impairment guidance
provided by FSP EITF 99-20 for beneficial interests to make it consistent with the requirements of FASB Statement
No. 115 for determining whether an impairment of other debt and equity securities is other-than-temporary. FSP
EITF 99-20-1 eliminates the requirement that a holder’s best estimate of cash flows be based upon those that a
market participant would use. Instead, FSP 99-20-1 requires that an other-than-temporary impairment be recognized
when it is probable that there has been an adverse change in the holder’s estimated cash flows. FSP 99-20-1 did not
have a material impact on the Company’s consolidated financial statements.

On April 9, 2009, the FASB issued three FSPs intended to provide additional application guidance and
enhance disclosures regarding fair value measurements and impairments of securities. FSP FAS 157-4, “Determining
Fair Value When the Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and
Identifying Transactions that Are Not Orderly” (“FSP FAS 157-4”), provides guidelines for making fair value
measurements more consistent with the principles presented in FASB Statement No. 157. FSP FAS 107-1 and APB
28-1, “Interim Disclosures about Fair Value of Financial Instruments” (“FSP FAS 107-1 and APB 28-17"), enhances
consistency in financial reporting by increasing the frequency of fair value disclosures. FSP FAS 115-2 and
FAS 124-2, “Recognition and Presentation of Other-Than-Temporary Impairments” (“FSP FAS 115-2 and FAS 124-
27), provides additional guidance designed to create greater clarity and consistency in accounting for and presenting
impairment losses on securities.

FSP FAS 157-4 addresses the measurement of fair value of financial assets when there is no active market
or where the price inputs being used could be indicative of distressed sales. FSP FAS 157-4 reaffirms the definition
of fair value already reflected in FASB Statement No. 157, which is the price that would be paid to sell an asset in an
orderly transaction (as opposed to a distressed or forced transaction) at the measurement date under current market
conditions. FSP FAS 157-4 also reaffirms the need to use judgment to ascertain if a formerly active market has
become inactive and in determining fair values when markets have become inactive. FSP FAS 157-4 became
effective for the Company for the period ended June 30, 2009. The application of FSP FAS 157-4 did not result in a
change in valuation techniques or related inputs used to obtain the fair value measurement of the Company’s assets
that are carried at fair value in the balance sheet.

FSP FAS 107-1 and APB 28-1 was issued to improve the fair value disclosures for any financial
instruments that are not currently reflected on the balance sheet of companies at fair value. Prior to the issuance of
ESP FAS 107-1 and APB 28-1, fair values of these assets and liabilities were only disclosed once a year. FSP FAS
107-1 and APB 28-1 now requires these disclosures on a quarterly basis, providing qualitative and quantitative
information about fair value estimates for all those financial instruments not measured on the balance sheet at fair
value.
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FSP FAS 115-2 and FAS 124-2 is intended to improve the consistency in the timing of impairment
recognition and provide greater clarity to investors about the credit and noncredit components of impaired debt
securities that are not expected to be sold. FSP FAS 115-2 and FAS 124-2, require increased and more timely
disclosures sought by investors regarding expected cash flows, credit losses, and an aging of securities with
unrealized losses. The Company adopted FSP FAS 115-2 and FAS 124-2 on April 1, 2009.

FSP FAS 157-4, FSP FAS 107-1 and APB 28-1, and FSP FAS 115-2 and FAS 124-2 are effective for
interim and annual periods ending after June 15, 2009, and provide for early adoption for the interim and annual
periods ending after March 15, 2009. The Company adopted all three FSPs for the interim period ending June 30,
2009.

The FASB issued FSP FAS 140-3 to address questions where assets purchased from a particular
counterparty and financed through a repurchase agreement with the same counterparty can be considered and
accounted for as separate transactions. For assets representing available-for-sale investment securities, as in the
Company’s case, any change in fair value is reported through consolidated other comprehensive income (loss) under
SFAS 115, “Accounting for Certain Investments in Debt and Equity Securities,” with the exception of impairment
losses, which are recorded in the consolidated statement of operations and comprehensive income (loss) as realized
losses.

FSP FAS 140-3 requires that all of the following criteria be met in order to continue the application of
SFAS No. 140 as described above:

The initial transfer of and repurchase financing cannot be contractually contingent;

The repurchase financing entered into between the parties provides full recourse to the transferee and
the repurchase price is fixed;

The financial asset has an active market and the transfer is executed at market rates; and

The repurchase agreement and financial asset do not mature simultaneously.

If the transaction complies with the criteria for gross presentation in FSP FAS 140-3, the Company will
record the assets and the related financing on a gross basis on its balance sheet, and the corresponding interest
income and interest expense in its statements of operations and comprehensive income (loss). Such forward
commitments are recorded at fair value with subsequent changes in fair value recognized in income. Additionally,
the Company will record the cash portion of its investment in Agency RMBS as a mortgage related receivable from
the counterparty on its balance sheet. The adoption of FSP FAS 140-3 did not have a material effect on the
Company’s consolidated financial statements.

In March 2008, the FASB issued SFAS 161, “Disclosures about Derivative Instruments and Hedging
Activities, an amendment of SFAS 133” (“SFAS 1617”). This new standard requires enhanced disclosures for
derivative instruments, including those used in hedging activities. It is effective for fiscal years and interim periods
beginning after November 15, 2008 and became applicable to the Company beginning in the first quarter of fiscal
2009. The adoption of SFAS 161 did not have a material effect on the Company’s consolidated financial statements.

In May 2009, the FASB issued SFAS 165, “Subsequent Events” (“SFAS 165”). SFAS 165 establishes
general standards of accounting for and disclosure of events that occur after the balance sheet date but before
financial statements are issued or are available to be issued. Specifically, SFAS 165 provides clarity around the
period after the balance sheet date during which management of a reporting entity should evaluate events or
transactions that may occur for potential recognition or disclosure in the financial statements, the circumstances
under which an entity should recognize events or transactions occurring after the balance sheet date in its financial
statements, and the disclosure that an entity should make about events or transactions that occurred after the balance
sheet date. SFAS 165 is effective for interim and annual financial reporting periods ending after June 15, 2009 and
shall be applied prospectively. The Company has made the required disclosures at Note 9, “Subsequent Events.”

In June 2009, the FASB issued SFAS No. 166, “Accounting for Transfers of Financial Assets, an
amendment to SFAS No. 140” (“SFAS 166”). SFAS 166 eliminates the concept of a “qualifying special-purpose
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entity,” changes the requirements for derecognizing financial assets, and requires additional disclosures in order to
enhance information reported to users of financial statements by providing greater transparency about transfers of
financial assets, including securitization transactions, and an entity’s continuing involvement in and exposure to the
risks related to transferred financial assets. SFAS 166 is effective for fiscal years beginning after November 15,
2009. The Company will adopt SFAS 166 in fiscal 2010 and it is evaluating the impact it will have on the results of
operations and financial position of the Company.

In June 2009, the FASB issued SFAS No. 167, “Amendments to FASB Interpretation No. 46(R)” (“SFAS
167”). The amendments include: (1) the elimination of the exemption for qualifying special purpose entities; (2) a
new approach for determining who should consolidate a variable-interest entity; and (3) changes to when it is
necessary to reassess who should consolidate a variable-interest entity. SFAS 167 is effective for the first annual
reporting period beginning after November 15, 2009 and for interim periods within that first annual reporting period.
The Company will adopt SFAS 167 in fiscal 2010 and it is evaluating the impact it will have on the results of
operations and financial position of the Company.

In June 2009, the FASB issued SFAS No. 168, “The FASB Accounting Standards Codification and the
Hierarchy of Generally Accepted Accounting Principles” (“SFAS 168”). SFAS 168 replaces FASB Statement
No. 162, “The Hierarchy of Generally Accepted Accounting Principles,” and establishes the FASB Accounting
Standards Codification ™ (the “Codification™) as the source of authoritative accounting principles recognized by the
FASB to be applied by nongovernmental entities in the preparation of financial statements in conformity with
GAAP. SFAS 168 is effective for interim and annual periods ending after September 15, 2009. The Company will
begin to use the Codification when referring to GAAP in the Company’s Annual Report on Form 10-Q for the
interim period ending September 30, 2009. The adoption of these provisions did not have a material effect on the
Company’s consolidated financial statements.

Note 3 - Financial Instruments

SFAS 157 defines fair value, provides a consistent framework for measuring fair value under GAAP and
expands fair value financial statement disclosure requirements. SFAS 157 does not require any new fair value
measurements and only applies to accounting pronouncements that already require or permit fair value measures,
except for standards that relate to share-based payments.

SFAS 157’s valuation techniques are based on observable and unobservable inputs. Observable inputs
reflect readily obtainable data from independent sources, while unobservable inputs reflect the Company’s market
assumptions. SFAS 157 classifies these inputs into the following hierarchy:

e Level 1 Inputs — Quoted prices for identical instruments in active markets.

e Level 2 Inputs — Quoted prices for similar instruments in active markets; quoted prices for identical or
similar instruments in markets that are not active; and model-derived valuations whose inputs are
observable or whose significant value drivers are observable.

e Level 3 Inputs — Instruments with primarily unobservable value drivers.

The fair values, on a recurring basis, of the Company’s RMBS and interest rate hedges based on the level of inputs
are summarized below:

June 30, 2009
Fair Value Measurements Using:
Total at

$ in thousands Level 1 Level 2 Level 3 Fair Value
Assets

Mortgage backed securities — — — —

Unsettled purchased mortgage backed securities — 183,710 — 183,710
Total — 183,710 — 183,710
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Note 4 - Mortgage-Backed Securities

All of the Company’s mortgage-backed securities are classified as available-for-sale and, as such, are
reported at their fair value. The fair values of mortgage-backed securities are determined by obtaining valuations
from an independent source. If the fair value of a security is not available from a dealer or third-party pricing service,
or such data appear unreliable, the Company may estimate the fair value of the security using a variety of methods
including, other pricing services, repurchase agreement pricing, discounted cash flow analysis, matrix pricing, option
adjusted spread models and other fundamental analysis of observable market factors. At June 30, 2009, all of the
Company’s mortgage-backed securities values were based on third-party values. The following table presents certain
information about the Company’s investment portfolio at June 30, 2009.

Net
Unrealized Weighted
Premium Amortized Gain/ Fair Average Average
$ in thousands Principal (Discount) Cost (Loss) Value Coupon Yield @
Agency RMBS:
15 year fixed-rate 67,646 2,593 70,239 (140) 70,099 5.00% 3.67%
30 year fixed-rate 106,891 6,259 113,150 (495) 112,655 6.21% 4.47%
Non-Agency MBS 1,551 (636) 915 41 956 5.49% 19.71%
Total 176,088 8,216 184,304 (594) 183,710 5.74% 4.25%

(1) Net weighted average coupon (“WAC?”) is presented net of servicing and other fees.
(2) Average yield incorporates future prepayment assumptions.

The components of the carrying value of the Company’s investment portfolio at June 30, 2009 are presented

below.

$ in thousands June 30, 2009
Principal balance 176,088
Unamortized premium 8,852
Unamortized discount (636)
Gross unrealized gains 42
Gross unrealized losses (636)
Carrying value/estimated fair value 183,710

The following table summarizes certain characteristics of the Company’s investment portfolio, at fair value,
according to estimated weighted average life classifications as of June 30, 2009:

$ in thousands June 30, 2009

Less than one year —
Greater than one year and less than five years 139,938
Greater than or equal to five years 44,772
Total 183,710

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.” In deciding on whether or not a security is other than temporarily impaired, the Company considers
several factors, including the nature of the investment, the severity and duration of the impairment, the cause of the
impairment, and the Company’s intent and ability to hold the investment until the value recovers to cost. At June 30,
2009, the Company considered none of its investment securities to be other-than-temporarily impaired.
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Note 5 - Related Party Transactions

The Company is externally managed and advised by the Manager. Pursuant to the terms of the management
agreement, effective July 1, 2009, the Manager provides the Company with its management team, including its
officers, along with appropriate support personnel. Each of the Company’s officers is an employee of Invesco or one
of Invesco’s affiliates. The Company does not have any employees. The Manager is not obligated to dedicate any of
its employees exclusively to the Company, nor is the Manager or its employees obligated to dedicate any specific
portion of its or their time to the Company’s business. The Manager is at all times subject to the supervision and
oversight of the Company’s board of directors and has only such functions and authority as the Company delegates
to it.

Management Fee

The Company pays the Manager a management fee equal to 1.50% of the Company’s shareholder’s equity
per annum, which is calculated and payable quarterly in arrears. For purposes of calculating the management fee,
shareholder’s equity is equal to the sum of the net proceeds from all issuances of 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 at the end of the most recently completed calendar quarter (without taking into account any non-cash
equity compensation expense incurred in current or prior periods), less any amount paid to repurchase common
stock since inception, and excluding any unrealized gains, losses or other items that do not affect realized net
income (regardless of whether such items are included in other comprehensive income or loss, or in net income).
This amount will be adjusted to exclude one-time events pursuant to changes in GAAP, and certain non-cash items
after discussions between the Manager and the Company’s independent directors and approval by a majority of the
Company’s independent directors.

Shareholder’s equity, for purposes of calculating the management fee, could be greater or less than the
amount of shareholder’s equity shown on the Company’s consolidated financial statements. The Company treats
outstanding limited partner interests (not held by the Company) as outstanding shares of capital stock for purposes
of calculating the management fee.

The Manager has agreed to reduce (but not below zero) the management fee payable by the Company
under the management agreement in respect to any equity investment the Company may decide to make in the
U.S. Government’s Public-Private Investment Program (“PPIP”") managed by the Manager or any of its affiliates.

Expense Reimbursement

Pursuant to the management agreement, the Company is required to reimburse the Manager for operating
expenses related to the Company incurred by the Manager, including certain salary expenses and other expenses
related to legal, accounting, due diligence and other services. The Company’s reimbursement obligation is not
subject to any dollar limitation.

The Company incurred costs, originally paid by Invesco, of approximately $43,000 and $327,000 for the
three and six months ended June 30, 2009, respectively, of which $0 and $235,000 were capitalized to Deferred
Offering Costs and the balance was expensed
Termination Fee

A termination fee is due to the Manager upon termination of the management agreement by the Company

equal to three times the sum of the average annual management fee earned by the Manager during the 24-month
period prior to such termination, calculated as of the end of the most recently completed fiscal quarter.
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Note 6 - Securities Convertible into Shares of Common Stock

As of the completion of the Company’s IPO on July 1, 2009 (i) the limited partners of the Operating
Partnership (excluding units of limited partnership interest (the “OP Units”) of the Operating Partnership owned by
the Company) have the right to cause the Operating Partnership to redeem their OP Units for cash equal to the
market value of an equivalent number of shares of common stock, or at the Company’s option, the Company may
purchase their OP Units by issuing one share of common stock for each OP unit redeemed and (ii) the Company
adopted an equity incentive plan which includes the ability of the Company to grant securities convertible to the
Company’s common stock to the executive officers, independent directors and personnel of the Manager.

Note 7 - Registration Rights

The Company entered into a registration rights agreement with regard to the common stock and OP Units
owned by the Manager and Invesco Investments (Bermuda) Ltd., respectively, upon completion of the Company’s
IPO and any shares of common stock that the Manager may elect to receive under the management agreement or
otherwise. Pursuant to the registration rights agreement, the Company has granted to the Manager and Invesco
Investments (Bermuda) Ltd., (i) unlimited demand registration rights to have the shares purchased by the Manager or
granted to it in the future and the shares that the Company may issue upon redemption of the OP Units purchased by
Invesco Investments (Bermuda) Ltd. registered for resale, and (ii) in certain circumstances, the right to “piggy-back”
these shares in registration statements the Company might file in connection with any future public offering so long
as the Company retains the Manager under the management agreement. The registration rights of the Manager and
Invesco Investments (Bermuda) Ltd., with respect to the common stock and OP Units, respectively, that they
purchased simultaneously with the Company’s IPO will only begin to apply on and after June 25, 2010.

Note 8 - Initial Public Offering and Subscriptions Receivable

On June 25, 2009, the Company entered into (i) a binding underwriting agreement with a group of
underwriters to sell 8,500,000 shares of the Company’s common stock for $20.00 per share for an aggregate offering
price of $170 million, and (ii) a share purchase agreement with the Manager to purchase 75,000 shares of the
Company’s common stock at $20.00 per share or for an aggregate offering price of $1.5 million. Concurrently,
Invesco Investments (Bermuda) Ltd. entered into a securities purchase agreement with the Operating Partnership to
purchase 1,425,000 OP Units at $20.00 per unit for an aggregate offering price of $28.5 million. At June 30, 2009,
the total subscriptions of $171.5 million are recorded as subscriptions receivable on the balance sheet under the
captions “Subscription receivable” and “Subscription receivable — related party.”

The Company consummated its IPO and the related private placements on July 1, 2009, at which time the
subscriptions receivable were paid in cash and the Company issued 8,575,000 shares of common stock at $20.00 per
share and the Operating Partnership issued 1,425,000 OP Units at $20.00 per unit. Net proceeds to the Company
were $195.0 million, net of issuance costs of approximately $13.5 million, of which costs of $8.5 million were borne
and paid by the Manager.

On July 27, 2009, the Company issued an additional 311,200 shares of common stock pursuant to the
exercise of the over-allotment option by the underwriters, with proceeds to the Company of $6.1 million, net of
issuance costs of approximately $404,000, of which cost, $311,200 was borne and paid by the Manager. The
Company commenced operations on July 1, 2009 upon completion of its IPO.

In connection with the completion of the Company’s IPO on July 1, 2009, the Company contributed to the
Operating Partnership the proceeds of the offerings in exchange for OP units. Substantially all of the Company’s
operations are conducted through and all assets are held by the Operating Partnership and its subsidiaries. The
Company, as the sole General Partner of the Operating Partnership, has responsibility and discretion in the
management and control of the Operating Partnership, and the limited partners of the Operating Partnership, in such
capacity, have no authority to transact business for, or participate in the management activities of, the Operating
Partnership.
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