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PART I
ITEM 1. BUSINESS.

CORPORATE HISTORY

Opteum Inc., a Maryland corporation (“Opteum”), was originally formed in September 2003 as Bimini Mortgage
Management, Inc. (“Bimini”) for the purpose creating and managing a leveraged investment portfolio consisting of
residential mortgage backed securities (“MBS”). Opteum’s shares of Class A Common Stock are listed on the New York
Stock Exchange (“NYSE”) and trade under the ticker symbol “OPX.” Opteum’s website is located at
http://www.opteum.com.

On November 3, 2005, Opteum, then known as Bimini, acquired Opteum Financial Services, LLC (“OFS”), a company
that originates, buys, sells, and services residential mortgages from offices throughout the United States. Upon closing
of the transaction, OFS became a wholly-owned taxable REIT subsidiary of Bimini. Under the terms of the
transaction, Bimini issued 3,717,242 shares of Class A Common Stock and 1,223,208 shares of Class A Redeemable
Preferred Stock to the former members of OFS. Bimini also agreed to a contingent earn-out of up to $17.5 million
payable to the former members of OFS on or before November 3, 2010, in cash or, under certain circumstances,
additional shares of Class A Redeemable Preferred Stock. The contingent earn-out is based on the achievement by
OFS of certain specific financial objectives.

On February 10, 2006, in an effort to more fully leverage OFS’s national brand identity, Bimini changed its name to
Opteum Inc. At Opteum’s 2006 Annual Meeting of Stockholders, the shares of Class A Redeemable Preferred Stock
issued to the former members of OFS were converted into shares of Opteum’s Class A Common Stock on a
one-for-one basis following the approval of such conversion by Opteum’s stockholders.

On December 21, 2006, Opteum sold to Citigroup Global Markets Realty Corp. (“Citigroup Realty”) a Class B
non-voting limited liability company membership interest in OFS, representing 7.5% of all of OFS’s outstanding
limited liability company membership interests. Immediately following the transaction, Opteum held Class A voting
limited liability company membership interests in OFS representing 92.5% of all of OFS’s outstanding limited liability
company membership interests. In connection with the transaction, Opteum also granted Citigroup Realty the option,
exercisable on or before December 20, 2007, to acquire additional Class B non-voting limited liability company
membership interests in OFS representing 7.49% of all of OFS’s outstanding limited liability company membership
interests.

Opteum has elected to be taxed as a real estate investment trust (“REIT”) under the Internal Revenue Code of 1986, as
amended (the “Code”). As a REIT, Opteum is generally not subject to federal income tax on its REIT taxable income
provided that it distributes to its stockholders at least 90% of its REIT taxable income on an annual basis. OFS has
elected to be treated as a taxable REIT subsidiary and, as such, is subject to federal, state and local income taxation. In
addition, the ability of OFS to deduct interest paid or accrued to Opteum for federal, state and local tax purposes is
subject to certain limitations.

As used in this document, references to “Opteum,” the parent company, the registrant, and to REIT qualifying activities

or the general management of Opteum Inc.’s investment portfolio of residential mortgage backed securities (“MBS”)
refer solely to “Opteum Inc.” Further, as used in this document, references to “OFS,” Opteum’s taxable REIT subsidiary or
non-REIT eligible assets refer solely to Opteum Financial Services, LLC and its consolidated subsidiaries. References

to the “Company” refer to Opteum and OFS on a consolidated basis. The assets and activities that are not REIT eligible,
such as mortgage origination, acquisition and servicing activities, are conducted by OFS.

DESCRIPTION OF BUSINESS
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The Company’s operations are comprised of two basic business segments: Opteum’s MBS Portfolio and OFS’s
Mortgage Banking Activities. Reference is made to Note 18, “Segment Information,” under Item 8 “Financial Statements
and Supplementary Data” of this Form 10-K for financial information relating to each of these segments.

OPTEUM’S MBS PORTFQOLIO

Opteum’s MBS portfolio is a leveraged investment portfolio consisting primarily, but not exclusively, of residential
MBS issued by the Federal National Mortgage Association (more commonly known as Fannie Mae), the Federal
Home Loan Mortgage Corporation (more commonly known as Freddie Mac) and the Government National Mortgage
Association (more commonly known as Ginnie Mae). To fund the acquisition of MBS, Opteum uses repurchase
agreements to essentially borrow between eight and twelve times its equity capital. Opteum then attempts to earn an
investment return based on the spread between the yield on its MBS portfolio assets and its borrowing costs.

In evaluating its MBS portfolio assets and their performance, Opteum’s management team primarily evaluates the
following critical factors:

asset performance in differing interest rate environments,
duration of the particular MBS asset,
yield to maturity,
potential for prepayment of principal, and
the market price of the investment.

As of December 31, 2006 Opteum’s portfolio of mortgage related securities totaled $2.8 billion and was comprised of
75.0% adjustable-rate MBS, 20.9% fixed-rate MBS, 2.7% hybrid adjustable-rate MBS (securities backed by
mortgages with fixed initial rates which, after a period, convert to adjustable rates) and 1.4% balloon maturity MBS
(securities backed by mortgages where a significant portion of principal is repaid only at maturity). Of this portfolio,
67.2% was issued by Fannie Mae, 17.8% was issued by Freddie Mac and 15.1% was issued by Ginnie Mae.

Opteum’s $2.8 billion mortgage related securities portfolio had a weighted average yield of 4.77% as of December 31,
2006. Opteum’s net weighted average borrowing cost as of December 31, 2006 was 5.31%. The constant prepayment
rate for the portfolio was 25.12% for December 2006, which reflects the annualized proportion of principal that was
prepaid. The effective duration for the portfolio was 1.02 as of December 31, 2006. Duration measures the price
sensitivity of a fixed income security to movements in interest rates. Effective duration captures both the movement in
interest rates and the fact that the cash flows of a mortgage related security are altered when interest rates move.

Risk Management Approach

Opteum seeks to differentiate itself from other mortgage portfolio managers through its approach to risk management.
It invests in a limited universe of mortgage related securities, primarily, but not limited to, those issued by Fannie
Mae, Freddie Mac and Ginnie Mae. Payment of principal and interest underlying securities issued by Ginnie Mae is
guaranteed by the U.S. Government. Fannie Mae and Freddie Mac mortgage related securities are guaranteed as to
payment of principal and interest by the respective agency issuing the security. Opteum seeks to manage the risk of
prepayments of the underlying mortgages by creating a diversified portfolio with a variety of prepayment
characteristics. Finally, Opteum seeks to address interest rate risks by managing the interest rate indices and
borrowing periods of its debt, as well as through hedging against interest rate changes.

Opteum has implemented a risk-based capital methodology patterned on the general principles underlying the
proposed risk-based capital standards for internationally active banks of the Basel Committee on Banking
Supervision, commonly referred to as the Basel II Accord. The Basel II Accord encourages banks to develop methods
for measuring the risks of their banking activities to determine the amount of capital required to support those risks.

6
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Similarly, Opteum uses its methodology to calculate an internally generated risk measure for each asset in its
portfolio. This measure is then used to establish an appropriate amount of leverage. Opteum expects its risk
management program to reduce its need to use hedging techniques.

Investment Strategy

The Company's Board of Directors may change its investment strategy without prior notice to its stockholders or the
approval of its stockholders.

Asset Acquisition Strategy

The primary assets in Opteum’s current portfolio of mortgage related securities are adjustable-rate MBS, fixed-rate
MBS, hybrid adjustable-rate MBS and balloon maturity MBS. The mortgage related securities that Opteum most
typically acquires are obligations issued by federal agencies or federally chartered entities, primarily Fannie Mae,
Freddie Mac and Ginnie Mae. Owing to actions by the Open Market Committee of the Federal Reserve, Opteum’s
current portfolio has been skewed to a greater concentration of adjustable rate MBS.

Opteum seeks to minimize the effects on its income caused by prepayments on the mortgage loans underlying its
securities at a rate materially different than anticipated. Its portfolio includes securities with prepayment
characteristics that it expects to result in less interest rate sensitive and, therefore, more stable prepayments, such as
pools of mortgage-backed securities collateralized by mortgages with low loan balances.

Borrowers with low loan balances have a lower economic incentive to refinance and have historically prepaid at lower
rates than borrowers with larger loan balances. The reduced incentive to refinance has two parts: borrowers with low
loan balances will have smaller interest savings because overall interest payments are smaller on their loans; and
closing costs for refinancings, which are generally not proportionate to the size of a loan, make refinancing of smaller
loans less attractive as it takes a longer period of time for the interest savings to cover the cost of refinancing.

Fannie Mae's Expanded Approval Program allows borrowers with slightly impaired credit histories or loan-to-value
ratios greater than 80% to qualify for conventional conforming financing. Borrowers under this program have
proportionately higher delinquency rates than typical Fannie Mae borrowers, resulting in a higher than market interest
rate because of the increased default and delinquency risk. Prepayment rates on these securities are lower than average
because refinancing is more difficult for delinquent or recently delinquent loans.

Agency pools collateralized by loans against investment properties generally result in slower prepayments because
borrowers financing investment properties are required to pay an up front premium. Payment of this premium requires
a larger rate movement for the borrower to achieve the same relative level of savings upon refinancing.

Opteum has created and will maintain a diversified portfolio to avoid undue geographic, loan originator, and other
types of concentrations. By maintaining essentially all of its assets in AAA rated, government or
government-sponsored or chartered enterprises and government or federal agencies, which may include an implied
guarantee of the federal government as to payment of principal and interest, Opteum believes it can significantly
reduce its exposure to losses from credit risk. It intends to acquire assets that will enable it to be exempt from the
Investment Company Act of 1940.

Legislation may be proposed to change the relationship between certain agencies, such as Fannie Mae and the federal
government. This may have the effect of reducing the actual or perceived credit quality of mortgage related securities
issued by these agencies. As a result, such legislation could increase the risk of loss on investments in Fannie Mae
and/or Freddie Mac MBS. Opteum currently intends to continue to invest in such securities, even if such agencies'
relationships with the federal government change.
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Leverage Strategy

Opteum uses leverage in an attempt to increase potential returns to its stockholders. However, the use of leverage may
also have the effect of increasing losses when economic conditions are unfavorable. Opteum generally borrows
between eight and twelve times the amount of its equity, although its investment policies require no minimum or
maximum leverage. For purposes of this calculation, Opteum treats its trust preferred securities as an equity capital
equivalent. It uses repurchase agreements to borrow against existing mortgage related securities and uses the proceeds
to acquire additional mortgage related securities.

Opteum seeks to structure the financing in such a way as to limit the effect of fluctuations in short-term rates on its
interest rate spread. In general, Opteum's borrowings are short-term and it actively manages, on an aggregate basis,
both the interest rate indices and interest rate adjustment periods of its borrowings against the interest rate indices and
interest rate adjustment periods on its mortgage related securities in order to limit its liquidity and interest rate related
risks. Opteum may also employ borrowings under longer term facilities.

Opteum generally borrows at short-term rates from various lenders through various contractual agreements including,

repurchase agreements. Opteum has issued approximately $103.1 million of long-term junior unsecured notes,

callable at any time after five years, called trust preferred securities. As of December 31, 2006, Opteum’s debt to
equity ratio (where debt equals all repurchase transactions outstanding plus trust preferred securities and equity equals

stockholders’ equity plus trust preferred securities) was 9.6:1. Repurchase agreements at that date totaled $2.7 billion.
Repurchase agreements are generally, but not always, short-term in nature. Under these repurchase agreements,

Opteum sells securities to a lender and agrees to repurchase those securities in the future for a price that is higher than

the original sales price. The difference between the sales price Opteum receives and the repurchase price it pays

represents interest paid to the lender. This is determined by reference to an interest rate index (such as the London

Interbank Office Rate or, LIBOR) plus an interest rate spread. Although structured as a sale and repurchase obligation,

a repurchase agreement operates as a financing under which Opteum effectively pledges its securities as collateral to

secure a short-term loan equal in value to a specified percentage of the market value of the pledged collateral. Opteum

retains beneficial ownership of the pledged collateral, including the right to distributions. At the maturity of a

repurchase agreement, Opteum is required to repay the loan and concurrently receive its pledged collateral from the

lender or, with the consent of the lender, it renews such agreement at the then prevailing financing rate. Opteum's

repurchase agreements may require it to pledge additional assets to the lender in the event the market value of the

existing pledged collateral declines.

Opteum has engaged AVM, L.P., a securities broker-dealer, and III Associates, a registered investment adviser
affiliated with AVM, L.P., to provide it with repurchase agreement trading, clearing and administrative services. 11l
Associates acts as its agent and adviser in arranging for third parties to enter into repurchase agreements with Opteum,
executes and maintains records of its repurchase transactions and assists in managing the margin arrangements
between Opteum and its counterparties for each of its repurchase agreements.

Opteum seeks to protect its capital base through the use of a risk-based capital methodology. This methodology is
patterned on the general principles underlying the Basel II Accord. These principles are intended to promote the use
by internationally active banks of increasingly sophisticated internal risk management processes and measurements
for purposes of allocating capital on a weighted basis. Opteum's methodology follows this framework in that the
inherent risk of an asset will create a capital allocation for the asset, which will in turn define the amount of leverage
Opteum will employ.

As with the Basel approach, Opteum identifies components of risk associated with the assets it employs. However,
unlike typical bank loans, which may bear a significant degree of credit risk, the risks associated with the assets that
Opteum employs are primarily related to movements in interest rates. The elements relating to interest rate risk that
Opteum analyzes are effective duration, convexity, expected return and the slope of the yield curve. "Effective
duration" measures the sensitivity of a security's price to movements in interest rates. "Convexity" measures the

8
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sensitivity of a security's effective duration to movements in interest rates. "Expected return" captures the market's
assessment of the risk of a security. Opteum assumes markets are efficient with respect to the pricing of risk.

While these three risk components primarily address the price movement of a security, Opteum believes the income
earning potential of its portfolio—as reflected in the slope of the yield curve—offsets potential negative price movements.
It believes the risk of its portfolio is lower when the slope of the yield curve is steep, and thus is inversely proportional

to the slope of the yield curve.

Opteum uses these components of risk to arrive at a risk coefficient for each asset. The product of this coefficient and
the amount of Opteum's investment represents its "risk measure" for the asset. Opteum calculates risk measures for
each asset and then aggregates them into the risk measure for the entire portfolio, which guides it to an appropriate
amount of overall leverage. Opteum analyzes the portfolio's risk measures on a daily basis. The leverage ratio will rise
as the risk level of the portfolio declines and will fall as the portfolio's risk level increases. The goal of Opteum's
approach is to ensure that its portfolio's leverage ratio is appropriate for the level of risk inherent in the portfolio.

Interest Rate Risk Management

Opteum believes the primary risk inherent in its portfolio investments is the effect of movements in interest rates. This
risk arises because the effects of interest rate changes on its borrowings will not be perfectly correlated with the
effects of interest rate changes on the income from, or value of, its portfolio investments. Opteum therefore follows an
interest rate risk management program designed to offset the potential adverse effects resulting from the rate
adjustment limitations on its mortgage related securities. It seeks to minimize differences between interest rate indices
and interest rate adjustment periods of its adjustable-rate MBS and related borrowings by matching the terms of assets
and related liabilities both as to maturity and to the underlying interest rate index used to calculate interest rate
charges.

Opteum's interest rate risk management program encompasses a number of procedures, including the following:

§ monitoring and adjusting, if necessary, the interest rate sensitivity of its mortgage related securities compared with
the interest rate sensitivities of its borrowings.

§ structuring its repurchase agreements that fund its purchases of adjustable-rate MBS to have varying maturities and
interest rate adjustment periods in order to match the reset dates on its adjustable-rate MBS. At December 31, 2006,
the weighted average months to reset of its adjustable-rate MBS was 4.6 months and the weighted average maturity
on the corresponding repurchase agreements was 2.8 months; and

§actively managing, on an aggregate basis, the interest rate indices and interest rate adjustment periods of its
mortgage related securities and comparing them to the interest rate indices and adjustment periods of its
borrowings. Opteum’s liabilities under its repurchase agreements are all LIBOR based, and Opteum, among other
considerations, selects its adjustable-rate MBS to favor LIBOR indexes. As of December 31, 2006, over 37.4% of
Opteum's adjustable-rate MBS were LIBOR-based.

As a result, Opteum expects to be able to adjust the average maturities and reset periods of its borrowings on an
ongoing basis by changing the combination of maturities and interest rate adjustment periods as borrowings mature or
are renewed. Through the use of these procedures, Opteum attempts to reduce the risk of differences between interest
rate adjustment periods of its adjustable-rate MBS and its related borrowings.

Opteum may from time to time use derivative financial instruments to hedge all or a portion of the interest rate risk
associated with its borrowings. It may enter into swap or cap agreements, option, put or call agreements, futures
contracts, forward rate agreements or similar financial instruments to hedge indebtedness that it may incur or plans to
incur. These contracts would be intended to more closely match the effective maturity of, and the interest received on,

9
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Opteum's assets with the effective maturity of, and the interest owed on, its liabilities. However, no assurances can be
given that interest rate risk management strategies can successfully be implemented. Derivative instruments will not
be used for speculative purposes.

Opteum may also use derivative financial instruments in an attempt to protect it against declines in the market value of
its assets that result from general trends in debt markets. The inability to match closely the maturities and interest rates
of its assets and liabilities or the inability to protect adequately against declines in the market value of its assets could
result in losses.

Description of Mortgage Related Securities

Opteum primarily invests in pass-through certificates, which are securities representing interests in pools of mortgage
loans secured by residential real property in which payments of both interest and principal on the securities are
generally made monthly. In effect, these securities pass through the monthly payments made by the individual
borrowers on the mortgage loans that underlie the securities, net of fees paid to the issuer or guarantor of the
securities. Pass-through certificates can be divided into various categories based on the characteristics of the
underlying mortgages, such as the term or whether the interest rate is fixed or variable.

A key feature of most mortgage loans is the ability of the borrower to repay principal earlier than scheduled. This is
called a prepayment. Prepayments arise primarily due to sale of the underlying property, refinancing, or foreclosure.
Prepayments result in a return of principal to pass-through certificate holders. This may result in a lower or higher rate
of return upon reinvestment of principal. This is generally referred to as prepayment uncertainty. If a security
purchased at a premium prepays at a higher-than-expected rate, then the value of the premium would be eroded at a
faster-than-expected rate. Similarly, if a discount mortgage prepays at a lower-than-expected rate, the amortization
towards par would be accumulated at a slower-than-expected rate. The possibility of these undesirable effects is
sometimes referred to as "prepayment risk."

In general, declining interest rates tend to increase prepayments, and rising interest rates tend to result in fewer
prepayments. Like other fixed-income securities, when interest rates rise, the value of mortgage related securities
generally declines. The rate of prepayments on underlying mortgages will affect the price and volatility of mortgage
related securities and may shorten or extend the effective maturity of the security beyond what was anticipated at the
time of purchase. If interest rates rise, Opteum's holdings of mortgage related securities may experience reduced
returns if the borrowers of the underlying mortgages pay off their mortgages later than anticipated. This is generally
referred to as “extension risk.”

Payment of principal and interest on mortgage pass-through certificates issued by Ginnie Mae are guaranteed by the
full faith and credit of the federal government and those issued by Fannie Mae and Freddie Mac are guaranteed by the
respective agency issuing the security. These guarantees do not cover the market value of the securities.

The mortgage loans underlying pass-through certificates can generally be classified in the following categories:

§ Adjustable-Rate Mortgages. Opteum classifies adjustable rate mortgages or ARMs as those securities whose
coupons reset within one years time. As of December 31, 2006, 75.0% of Opteum's portfolio consisted of
adjustable-rate MBS. ARMs are mortgages for which the borrower pays an interest rate that varies over the term of
the loan. The interest rate usually resets based on market interest rates, although the adjustment of such an interest
rate may be subject to certain limitations. Traditionally, interest rates reset periodically. Opteum refers to such
ARMs as "traditional" ARMSs. Since interest rates on ARMs fluctuate based on market conditions, ARMs tend to
have interest rates that do not deviate from current market rates by a large amount. This in turn can mean that
ARMs have less price sensitivity to interest rates.

10
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Fixed-Rate Mortgages. As of December 31, 2006, 20.9% of Opteum's portfolio consisted of fixed-rate MBS.
Fixed-rate mortgages allow each borrower to pay an interest rate that is constant throughout the term of the loan.
Traditionally, most fixed-rate mortgages have an original term of 30 years. However, shorter terms (also referred to
as final maturity dates) have become common in recent years. Because the interest rate on the loan never changes,
even when market interest rates change, over time there can be a divergence between the interest rate on the loan
and current market interest rates. This in turn can make a fixed-rate mortgage's price sensitive to market fluctuations
in interest rates. In general, the longer the remaining term on the mortgage loan, the greater the price sensitivity.

§Hybrid Adjustable-Rate Mortgages. As of December 31, 2006, 2.7% of Opteum's portfolio consisted of hybrid
adjustable-rate MBS. Hybrid ARMs have a fixed-rate for the first few years of the loan, often three, five, or seven
years, and thereafter reset periodically like a traditional ARM. Effectively, such mortgages are hybrids, combining
the features of a pure fixed-rate mortgage and a "traditional" ARM. Hybrid ARMs have price sensitivity to interest
rates similar to that of a fixed-rate mortgage during the period when the interest rate is fixed and similar to that of an
ARM when the interest rate is in its periodic reset stage. However, even though hybrid ARMs usually have a short
time period in which the interest rate is fixed, during such period the price sensitivity may be high.

§ Balloon Maturity Mortgages. As of December 31, 2006, 1.4% of Opteum's portfolio consisted of balloon maturity
MBS. Balloon maturity mortgages are a type of fixed-rate mortgage where all or most of the principal amount is
due at maturity, rather than paid in periodic equal installments, or amortized, over the life of the loan. These
mortgages have a static interest rate for the life of the loan. However, the term of the loan is usually quite short,
typically less than seven years. As the balloon maturity mortgage approaches its maturity date, the price sensitivity
of the mortgage declines.

Opteum does not anticipate investing in certain other types of mortgage related securities, known as derivative

securities, such as "inverse floaters," "inverse 1.O.s" and "residuals"”, however OFS owns residuals, as well as
mortgage servicing rights, in the normal course of business.

MORTGAGE BANKING ACTIVITIES AT OFS
OFS originates and purchases residential mortgage loans that generally fall into one of the following categories:

§ Alternate A Loans (Alt-A). These are first lien mortgage loans made to borrowers whose credit is generally within
typical Fannie Mae or Freddie Mac guidelines, but have loan characteristics that do not conform under those
guidelines. From a credit risk standpoint, Alt-A borrowers present a profile comparable to that of conforming loan
borrowers, but entail special underwriting considerations, such as a higher loan-to-value ratios or limited income
verification. The most significant portion of the loans currently originated or purchased by OFS are Alt-A.

§ Conventional Prime Mortgage Loans. These are high credit quality first-lien mortgage loans secured by single
(one-to-four) family residences.

§Jumbo Prime Mortgage Loans. These are high credit quality first-lien mortgage loans secured by single
(one-to-four) family residences that have loan balances above agency conforming loan size limits.

§ Prime Home Equity Loans. These are high credit quality second-lien mortgage loans, including home equity lines of
credit, secured by single (one-to-four) family residences.

§ Government Prime Mortgage Loans. Such loans include conventional mortgage loans, insured by the Federal
Housing Administration (FHA) or loans guaranteed by the Veterans Administration (VA). FHA and VA loans are
referred to as government loans. Some of the loans qualify for inclusion in guaranteed mortgage securities backed
by Fannie Mae or Freddie Mac (conforming loans).

11
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§ Subprime Mortgage Loans (Nonprime Mortgage Loans or Nonprime Lending). These are first and second lien
mortgage loans secured by one-to-four family residences, made to individuals with credit profiles that do not
qualify them for a prime loan. OFS has limited exposure to subprime loans. Approximately only 4.3% of OFS’s
2006 production volume was subprime loans.

The following table summarizes OFS’s loan production by business segment and by loan type for the year ended
December 31, 2006:

(in thousands)

Number  Aggregate Initial

Product Type of Loans Principal Balance Percent
Alt- A 159 4,275,606 67.8
Conventional Prime Mortgage Loans 3 633,808 10.1
Government Prime Mortgage Loans 1 201,624 3.2
Prime Home Equity Loans 7 433,703 6.9
Jumbo Prime Mortgage Loans and
Other 2 488,113 7.7
Subprime 1 273,939 4.3
Total 29 % 6,306,793  100.0

Nearly all of the mortgage loans that OFS produces in this business segment are sold into the secondary mortgage
market, either through pooling in the form of mortgage-backed securities or on a whole loan basis.

OFS originates mortgage loans on a national scale through four channels: retail, wholesale, conduit, and
telemarketing. The following table summarizes loan production by channel for the year ended December 31, 2006:

(in thousands)

Number of  Aggregate Initial

Channel Loans Principal Balance Percent
Retail 10 $ 1,683,631 26.7
Wholesale 9 1,921,610 30.5
Conduit 9 2,449,648 38.8
Telemarketing 1 251,904 4.0
Total 29 $ 6,306,793 100.0

§Retail Channel. The retail channel originates mortgage loans primarily through relationships with real estate agents
and builders. As of December 31, 2006, this network consisted of 27 branch offices in 8 states.

§ Wholesale Channel. The wholesale lending operation funds and helps originate mortgage loans through mortgage
loan brokers and other financial intermediaries. As of December 31, 2006, OFS’s wholesale lending division
operated 6 branch offices in various parts of the country. This division services approximately 4,246 mortgage loan
brokers nationwide.

§ Conduit Channel. OFS’s conduit operation purchases mortgage loans from other lenders, which include mortgage
bankers, savings and loan associations, home builders, and credit unions. As of December 31, 2006, this division
served approximately 203 approved lenders who are subject to initial and on-going credit evaluation and
monitoring.
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§ Telemarketing Channel. The telemarketing channel originates mortgage loans directly from the consumer through
the Internet and through joint venture call centers. This channel focuses on customer acquisition by generally
providing mortgage customers with an efficient and convenient means to refinance their existing mortgage. As of
December 31, 2006, the telemarketing channel consisted of one joint venture call center and one centralized
processing center.

Seasonality

See Item 1A “Risk Factors—Risks related to OFS’s profitability—The mortgage banking business is seasonal and OFS’s
operating results vary accordingly” for information regarding the seasonal nature of the mortgage banking business of
OFS.

Credit and Interest Rate Risk

OFS offers an extensive array of products, each having specific underwriting guidelines and criteria based upon the

risk associated with that product. The credit history requirements for a borrower applying for a sub-prime product are

substantially different than those applying for a higher credit quality, prime loan program. OFS has a Credit

Committee which is chaired by its Chief Credit Officer. The members of that committee include OFS’s Secondary
Market Manager, Product Development Manager, National Production Executive, Wholesale Production Manager,

Conduit Credit Officer, and the Manager of Structured Finance. The committee is responsible for reviewing all

products and guidelines to insure that the overall risk to OFS is consistent with corporate philosophy. In addition to a

review of the guidelines, the execution strategy for the product (retain or sell) is determined. For those products which

will be sold into the secondary market, the guidelines of the targeted investors are also considered and incorporated

into the program.

Underwriting is done within the credit policies established by OFS’s Chief Credit Officer. Underwriters are given
lending authority, based upon their experience, and only after their work has been reviewed for a period of time. In
addition to loan limits, lending authority is also established for specific product lines, such as government loans and
sub-prime underwriting. On a monthly basis, the Chief Credit Officer’s distributes a monthly report listing the
approved lending authority limits. In addition, the limit is incorporated into OFS system, which is a validation edit
performed by the loan origination system. The Chief Credit Officer re-evaluates the authority levels of all
underwriting personnel on an on-going basis. All loans over $1 million must be reviewed by the Chief Credit Officer.

Exceptions to underwriting criteria are approved by authorized managers and are reviewed on a monthly basis. In
addition, a separate Quality Assurance division within OFS reviews a minimum of 10% of all closed loans in order to
insure compliance with the underwriting criteria. This review is in addition to the "loan level validation" which is
performed within the OFS loan origination system.

For all products originated, the underwriting guidelines take into consideration, credit, collateral, capacity, and
compliance.

§ Credit. The length of credit history, prior mortgage delinquencies, public records, and credit scores.
§ Collateral. The Quality A underwriting guidelines considers the property via the review of an appraisal. In some
instances, the guidelines require both an initial and a review appraisal. Appraisal requirements are established based

upon product risk, documentation type, occupancy, and loan-to-value ratios.

§ Capacity. The underwriting guidelines consider the borrower's ability to repay the debt. OFS offers income verified,
stated, and "no doc" programs. Limitations on debt to income ratios will be established based upon product risk,
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documentation type, occupancy, and loan-to-value ratios.

§ Compliance. All loans must be in full compliance with federal, state, and investor regulatory regulations. OFS does
not offer or approve any loans deemed to be high cost or predatory in nature.

Many products incorporate the use of third-party automated underwriting engines. In addition, OFS is developing a
proprietary underwriting engine for OFS’s "5-Star" product line (the proprietary product line which will render a credit
decision consistent with the product guidelines promulgated by the Chief Credit Officer).

Securitizations and Sales

OFS typically sells substantially all the mortgage loans that it produces, either through pooling securitizations or on a
whole loan basis. However, OFS does not always sell loans immediately after production. Instead, OFS may decide to
sell certain loans in later periods as part of its overall management of interest rate risk. The timing of such sales can
have a material impact on its results, particularly in the short-term. When OFS securitizes mortgage loans, it retains
limited credit risk. This credit risk arises through representations and warranties that OFS makes as part of its
securitization activities, as well as through retention of limited recourse for credit losses in the case of certain
securitizations.

OFS typically bears interest rate risk from the time a loan application is taken through the sale of the loan. Thereafter,
OFS continues to bear interest rate risk related to the interests retained in the loans sold, which are typically in the
form of mortgage servicing rights and residual interests in securitizations.

Generally, originated as well as purchased mortgages are eventually sold in one of three ways.

§ Pooling. Many loans can be pooled into agency or government securities which are then sold directly by
OFS to securities firms or financial institutions. During the year ended December 31, 2006, OFS sold
$901.0 million worth of loans as government or agency pools.

§ Whole Loan Sales. OFS also sells bulk packages of unsecuritized loans. Occasionally, single loans or small groups
of loans are sold directly to investors. During the year ended December 31, 2006, OFS sold $3,841.0 million worth
of whole loans

§ Underwritten Securitizations. The balance of OFS’s loans are securitized using a Real Estate Mortgage Investment
Conduit trust (a “REMIC”). The securities are usually sold and distributed through an underwriting syndicate - most
typically a small consortium of securities firms. During the year ended December 31, 2006, OFS executed two
securitizations collateralized by $1,426.0 million worth of loans.

There are on average 98 days between the time OFS commits to purchase a mortgage and the time OFS sells or
securitizes mortgages, depending on certain factors, including the length of the purchase commitment period, volume
by product type and the securitization process. REMICs are accounted for as sales transactions. REMIC securities
generally consist of one or more classes of “regular interests” and a single class of “residual interest.” The regular interests
are tailored to the needs of investors and may be issued in multiple classes with varying maturities, average lives and
interest rates. REMICs created by OFS are structured so that one or more of the classes of securities are rated
investment grade by at least one nationally recognized rating agency. The ratings for the REMICs are based upon the
perceived credit risk by the applicable rating agency of the underlying mortgages, the structure of the securities and
the associated level of credit enhancement. Credit enhancement is designed to provide protection to the security
holders in the event of borrower defaults and other losses, including those associated with fraud or reductions in the
principal balances or interest rates on mortgages as required by law or a bankruptcy court.
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When OFS sells mortgage loans as part of a securitization, it generally retains the rights to service the loans.
Typically, this is called mortgage servicing rights (“MSRs”). The value of the MSRs are included as assets on the
Company’s balance sheet. OFS may also retain other financial interests when loans are securitized, often referred to as
“residual interests.” These residual interests are also included as assets on the Company’s balance sheet.

The servicing of mortgage loans includes collecting loan payments, responding to customer inquiries, accounting for
principal and interest dollar amounts, holding custodial (impound) funds for payment of property taxes and insurance
premiums, counseling delinquent mortgagors, supervising foreclosures and property dispositions, and other
administrative tasks as are required for the loan to function properly. OFS receives fees for performing these
functions.

Included in Opteum’s acquisition of OFS were residual interests on prior securitizations issued by OFS. Prior to being
named Opteum Financial Services, LLC, OFS was named Home Star Mortgage Services, LLC and issued securities

through its subsidiary Home Star Mortgage Acceptance Corporation (HMAC). Today, OFS issues securities through

its subsidiary Opteum Mortgage Acceptance Corporation (“OMAC”).

The following table summarizes the value of OFS’s residual interests in securitizations as of December 31, 2006, and
2005.

(in thousands)

December 31, December 31,

Series Issue Date 2006 2005
HMAC 2004-1 March 4, 2004 2,948 $ 5,096
HMAC 2004-2  May 10, 2004 1,939 3,240
HMAC 2004-3  June 30, 2004 362 1,056
HMAC 2004-4  August 16, 2004 1,544 3,749
HMAC 2004-5  September 28, 2004 4,545 6,178
HMAC 2004-6  November 17, 2004 9,723 14,321
OMAC 2005-1  January 31, 2005 13,331 14,721
OMAC 2005-2  April 5, 2005 14,259 11,302
OMAC 2005-3  June 17, 2005 16,091 14,656
OMAC 2005-4  August 25, 2005 12,491 12,552
OMAC 2005-5 November 23, 2005 8,916 11,140
OMAC 2006-1 March 23, 2006 13,219 -
OMAC 2006-2  June 26, 2006 4,831 -

Total 104,199 $ 98,011

Key economic assumptions used in measuring the fair value of retained interests at the date of securitization resulting
from securitizations completed during 2006 and 2005 were as follows

2006 2005
Prepayment speeds
(CPR) 36.25% 28.65%
Weighted-average-life 4.18 2.83
Expected credit losses 0.74% 1.07%
Discount rates 16.81% 14.90%
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Loan Servicing

Loan servicing consists of customer service operations, remittance processing, collections and loss mitigation,
institution and maintenance of foreclosure and bankruptcy proceedings, accounting and other services. OFS
subcontracts a substantial portion of its servicing obligations to independent third parties pursuant to sub-servicing
agreements. The servicing, although subcontracted, is generally done under the OFS name and as such is transparent
to the consumer. It is cost efficient for OFS to use third-party sub-servicers. Additionally, some rating agencies
required third-party sub-servicers in order to achieve higher assigned bond ratings on OFS’s securitizations.Currently,
OFS continually monitors the performance of servicers or sub-servicers through performance reviews and regular site
visits. Servicing fees are charged on the declining principal balances of loans serviced and generally are 0.25% per
annum for fixed rate mortgages, 0.375% per annum for adjustable rate mortgages, 0.50% per annum for lower credit
quality mortgages and 0.50% per annum for properties secured by second liens. As of December 31, 2006, OFS
subcontracted out 41,659 loans with a principal value of $9,392 million.

Related Services

OFS performs several loan servicing functions that similar loan servicers typically outsource to third parties. OFS
believes the integration of these functions gives OFS a competitive advantage by lowering overall servicing costs and
enabling OFS to provide a high level of service to the Company’s mortgage customers and mortgage investors. OFS’s

integrated services include property tax payment processing, acting as a foreclosure trustee, performing property
inspections and insurance tracking and premium payment processing.

The following table sets forth certain information regarding the OFS loan servicing portfolio.
(in thousands)

Servicing Portfolio by Category as of December 31, 2006

Principal # of Average Age
Outstanding Loans in Months
Prime Agencies (FNMA,
FHLMC) $ 2,939,596 14 11
Government Agencies (GNMA) 748,599 6 24
Private Label Securitizations 5,704,642 22 18
Total $ 9,392,837 42 17

POLICIES WITH RESPECT TO CERTAIN OTHER ACTIVITIES

If the Company's Board of Directors determines that additional funding is required, the Company may raise such
funds through additional offerings of equity or debt securities or the retention of cash flow (subject to provisions in the
Code concerning distribution requirements and the taxability of undistributed net taxable income) or a combination of
these methods. In the event that the Board of Directors determines to raise additional equity capital, it has the
authority, without stockholder approval, to issue additional common stock or preferred stock in any manner and on
such terms and for such consideration as it deems appropriate, at any time.
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The Company has authority to offer Class A Common Stock or other equity or debt securities in exchange for
property and to repurchase or otherwise reacquire shares and may engage in such activities in the future.

Subject to gross income and asset tests necessary for REIT qualification, the Company may invest in securities of
other REITsS, other entities engaged in real estate activities or securities of other issuers, including for the purpose of
exercising control over such entities.

The Company may engage in the purchase and sale of investments. It does not underwrite the securities of other
issuers.

The Company's Board of Directors may change any of these policies without prior notice to its stockholders and
without the approval of its stockholders.

CERTAIN U.S. FEDERAL INCOME TAX CONSIDERATIONS

The following discussion summarizes the material federal income tax considerations regarding Opteum’s qualification
and taxation as a REIT. The information in this summary is based on the Code, current, temporary and proposed
Treasury regulations promulgated under the Code, the legislative history of the Code, current administrative
interpretations and practices of the Internal Revenue service (the "IRS") and court decisions, all as of the date hereof.
The administrative interpretations and practices of the IRS upon which this summary is based include its practices and
policies as expressed in private letter rulings which are not binding on the IRS, except with respect to the taxpayers
who requested and received such rulings. No assurance can be given that future legislation, Treasury regulations,
administrative interpretations and practices and court decisions will not significantly change current law, or adversely
affect existing interpretations of existing law, on which the information in this summary is based. Even if there is no
change in applicable law, no assurance can be provided that the statements made in the following summary will not be
challenged by the IRS or will be sustained by a court if so challenged, and Opteum will not seek a ruling with respect
to any part of the information discussed in this summary. This summary is qualified in its entirety by the applicable
provisions of the Code, Treasury regulations, and administrative and judicial interpretations of the Code.

INVESTORS ARE URGED TO CONSULT THEIR TAX ADVISORS REGARDING THE FEDERAL,
STATE, LOCAL, AND FOREIGN TAX CONSEQUENCES TO THEM OF ACQUIRING, HOLDING AND
DISPOSING OF OUR CLASS A COMMON STOCK AND THE POTENTIAL CHANGES IN APPLICABLE
TAX LAWS.

General

Opteum has elected to be taxed as a REIT under the Code commencing with its initial taxable period ended
December 31, 2003. Opteum believes that it has been organized and operated, and intends to continue to be organized
and to operate, in a manner so as to qualify as a REIT. However, no assurance can be given that Opteum in fact
qualifies or will remain qualified as a REIT.

Opteum's qualification and taxation as a REIT depends on its ability to meet, through actual annual operating results,
income and asset requirements, distribution levels, diversity of stock ownership, and the various other qualification
tests imposed under the Code discussed below. While Opteum intends to operate so that it qualifies as a REIT, given
the highly complex nature of the rules governing REITs, the ongoing importance of factual determinations and the
possibility of future changes in Opteum's circumstances or in the law, no assurance can be given that Opteum's actual
results for any particular taxable year will satisfy these requirements. In addition, qualification as a REIT may depend
on future transactions and events that cannot be known at this time.
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So long as Opteum qualifies for taxation as a REIT, Opteum generally will be permitted an income tax deduction for
qualifying dividends that Opteum distributes to its stockholders. As a result, Opteum generally will not be required to
pay federal income taxes on its net taxable income that is currently distributed to its stockholders. This treatment
substantially eliminates the "double taxation" that ordinarily results from investment in a corporation. Double taxation
means taxation once at the corporate level when income is earned and once again at the stockholder level when this
income is distributed. Under current law, dividends received by non-corporate U.S. stockholders through 2010 from
certain U.S. corporations and qualified foreign corporations generally are eligible for taxation at the rates applicable to
long-term capital gains (a maximum of 15%). This substantially reduces, but does not completely eliminate, the
double taxation that has historically applied to corporate dividends. With limited exceptions, however, dividends paid
by Opteum or other entities that are taxed as REITs are not eligible for the reduced rates on dividends, and will
continue to be taxed at rates applicable to ordinary income, which will be as high as 35% through 2010.

Even as a REIT, however, Opteum will be subject to federal taxation, as follows:

§ Opteum will be required to pay tax at regular corporate rates on any undistributed net taxable income, including
undistributed net capital gain.

§ Opteum may be subject to the "alternative minimum tax" on its items of tax preference, if any.

§If Opteum has (i) net income from the sale or other disposition of "foreclosure property" which is held primarily for
sale to customers in the ordinary course of business or (ii) other non-qualifying income from foreclosure property,
Opteum will be required to pay tax at the highest corporate rate on this income. Foreclosure property is generally
defined as property acquired through foreclosure or after a default on a loan secured by the property or on a lease of
the property.

§ Opteum will be required to pay a 100% tax on any net income from prohibited transactions. Prohibited transactions
are, in general, sales or other taxable dispositions of property, other than foreclosure property, held primarily for
sale to customers in the ordinary course of business. Under existing law, whether property is held as inventory or
primarily for sale to customers in the ordinary course of a trade or business depends on all the facts and
circumstances surrounding the particular transaction.

§ If Opteum fails to satisfy the 75% gross income test or the 95% gross income test discussed below, but nonetheless
maintains its qualification as a REIT because certain other requirements are met, Opteum will be subject to a 100%
tax on an amount equal to the greater of (i) the amount by which Opteum fails the 75% gross income test and
(i1) the amount by which Opteum fails the 95% gross income test, multiplied by a fraction intended to reflect its
profitability.

§ Commencing with Opteum's taxable year beginning on January 1, 2005, if due to reasonable cause Opteum fails to
satisfy any of the REIT asset tests, as described below, by more than a de minimis amount, and Opteum nonetheless
maintains its REIT qualification because of specified cure provisions, Opteum will be required to pay a tax equal to
the greater of $50,000 or the highest corporate tax rate multiplied by the net taxable income generated by the
nonqualifying assets.

§ Commencing with Opteum's taxable year beginning on January 1, 2005, if Opteum fails to satisfy any provision of
the Code that would result in its failure to qualify as a REIT (other than a violation of the REIT gross income or
asset tests described below) and the violation is due to reasonable cause, Opteum may retain its REIT qualification
but Opteum will be required to pay a penalty of $50,000 for each such failure.

§ Opteum will be required to pay a 4% excise tax on the excess of the required distribution over the amounts actually

distributed if Opteum fails to distribute during each calendar year at least the sum of (i) 85% of its ordinary net
taxable income for the year; (ii) 95% of its capital gain net income for the year; and (iii) any undistributed taxable
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income from prior periods. This distribution requirement is in addition to, and different from, the distribution
requirements discussed below.

§ If Opteum acquires any asset from a corporation which is or has been taxed as a C corporation under the Code in a
transaction in which the basis of the asset in Opteum's hands is determined by reference to the basis of the asset in
the hands of the C corporation, and Opteum subsequently recognizes gain on the disposition of the asset during the
10-year period beginning on the date that Opteum acquired the asset, then Opteum will be required to pay tax at the
highest regular corporate tax rate on this gain to the extent of the excess of (i) the fair market value of the asset, over
(i1) Opteum's adjusted basis in the asset, in each case determined as of the date on which Opteum acquired the asset.
The results described in this paragraph with respect to the recognition of gain will apply unless an election under
Treasury regulation Section 1.337(d)-7(c) is made to cause the C corporation to recognize all of the gain inherent in
the property at the time of acquisition of the asset.

§ Opteum will generally be subject to tax on the portion of any excess inclusion income derived from an investment
in residual interests in REMICs to the extent its stock is held by specified tax-exempt organizations not subject to

tax on unrelated business taxable income.

§ Opteum could be subject to a 100% excise tax if its dealings with any of its taxable REIT subsidiaries are not at
arm's length.

In addition, OFS has elected to be treated as a taxable REIT subsidiary, which is an entity that is subject to federal,
state, and local income taxation. OFS’s ability to deduct interest paid or accrued to Opteum for federal, state and local
tax purposes is also subject to certain limitations.

Requirements for Qualification as a REIT

The Code defines a REIT as a corporation, trust or association:

(1) that is managed by one or more trustees or directors;

(>i1) that issues transferable shares or transferable certificates to evidence beneficial ownership;
(ii1) that would be taxable as a domestic corporation but for Sections 856 through 859 of the Code;
@iv) that is not a financial institution or an insurance company within the meaning of the Code;

(v) that is beneficially owned by 100 or more persons;

(vi)not more than 50% in value of the outstanding stock of which is owned, actually or constructively, by five or
fewer individuals (as defined in the Code to include certain entities), during the last half of each taxable year (the
" 5050 Rule"); and

(vii)that meets other tests, described below, regarding the nature of its income and assets and the amount of its
distributions.

The Code provides that all of the first four conditions stated above must be met during the entire taxable year and that
the fifth condition must be met during at least 335 days of a taxable year of 12 months, or during a proportionate part
of a taxable year of less than 12 months. The fifth and sixth conditions do not apply until after the first taxable year for
which an election is made to be taxed as a REIT.
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Opteum's charter provides for restrictions regarding ownership and transfer of its stock. These restrictions are intended
to assist Opteum in satisfying the share ownership requirements described in the fifth and sixth conditions above.
These restrictions, however, may not ensure that Opteum will, in all cases, be able to satisfy the stock ownership rules.
If Opteum fails to satisfy any of these stock ownership rules, and no other relief provisions apply, its qualification as a
REIT may terminate. If, however, Opteum complied with the rules contained in the applicable Treasury regulations
that require a REIT to determine the actual ownership of its stock and Opteum does not know, or would not have
known through the exercise of reasonable diligence, that Opteum failed to meet the requirement of the 5150 Rule,
Opteum would not be disqualified as a REIT.

To monitor its compliance with the stock ownership tests, Opteum is required to maintain records regarding the actual
ownership of its shares of stock. To do so, Opteum is required to demand written statements each year from the record
holders of certain percentages of its shares of stock in which the record holders are to disclose the actual owners of the
shares (i.e., the persons required to include Opteum's dividends in gross income). A list of those persons failing or
refusing to comply with this demand must be maintained as part of Opteum's records. A record holder who fails or
refuses to comply with the demand must submit a statement with its tax return disclosing the actual ownership of the
shares of stock and certain other information.

In addition, a corporation generally may not elect to become a REIT unless its taxable year is the calendar year.
Opteum's taxable year is the calendar year.

Tax Effect of Subsidiaries

Opteum owns 92.5% of the stock of OFS. Opteum has made an election to treat OFS as a taxable REIT subsidiary. A
taxable REIT subsidiary may earn income that would be nonqualifying income if earned directly by a REIT and is
generally subject to full corporate level tax. A REIT may own up to 100% of all outstanding stock of a taxable REIT
subsidiary. However, no more than 20% of a REIT's assets may consist of the securities of taxable REIT subsidiaries.
Any dividends that a REIT receives from a taxable REIT subsidiary will generally be eligible to be taxed at the
preferential rates applicable to qualified dividend income and, for purposes of REIT gross income tests, will be
qualifying income for purposes of the 95% gross income test but not the 75% gross income test. Certain restrictions
imposed on taxable REIT subsidiaries are intended to ensure that such entities will be subject to appropriate levels of
federal income taxation. First, a taxable REIT subsidiary may not deduct interest payments made in any year to an
affiliated REIT to the extent that such payments exceed, generally, 50% of the taxable REIT subsidiary’s adjusted
taxable income for that year (although the taxable REIT subsidiary may carry forward to, and deduct in, a succeeding
year the disallowed interest amount if the 50% test is satisfied in that year). Additionally, if a taxable REIT subsidiary
pays interest, rent or another amount to a REIT that exceeds the amount that would be paid to an unrelated party in an
arm's length transaction, an excise tax equal to 100% of such excess will be imposed.

An unincorporated domestic entity, such as a partnership or limited liability company, that has a single owner,
generally is not treated as an entity separate from its parent for federal income tax purposes. If Opteum owns 100% of
the interests of such an entity, Opteum will be treated as owning its assets and receiving its income directly. An
unincorporated domestic entity with two or more owners generally is treated as a partnership for federal income tax
purposes. In the case of a REIT that is a partner in a partnership that has other partners, the REIT is treated as owning
its proportionate share of the assets of the partnership and as earning its proportionate share of the gross income of the
partnership, based on its percentage of capital interests, for the purposes of the applicable REIT qualification tests.
Commencing with Opteum's taxable year beginning on January 1, 2005, solely for purposes of the 10% value test
described below, the determination of a REIT's interest in partnership assets will be based on the REIT's proportionate
interest in any securities issued by the partnership, excluding for these purposes, certain excluded securities as
described in the Code. Thus, Opteum's proportionate share of the assets, liabilities and items of income of any
partnership, joint venture or limited liability company that is treated as a partnership for federal income tax purposes
in which Opteum acquires an interest directly or indirectly will be treated as Opteum's assets and gross income for
purposes of applying the various REIT qualification requirements.
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Income Tests

Opteum must satisfy two gross income requirements annually to maintain its qualification as a REIT. First, Opteum
must derive at least 75% of its gross income, excluding gross income from prohibited transactions, from specified real
estate sources, including rental income, interest on obligations secured by mortgages on real property or on interests in
real property, dividends or other distributions on, and gain from the sale of, stock in other REITSs, gain from the
disposition of “real estate assets" (i.e., interests in real property, mortgages secured by real property or interests in real
property, and some other assets) and income from certain types of temporary investments. Second, Opteum must
derive at least 95% of its gross income, excluding gross income from prohibited transactions and qualifying hedges
entered into after December 31, 2004, from the sources of income that satisfy the 75% gross income test described
above, and dividends, interest and gain from the sale or disposition of stock or securities, and qualifying interest rate
swap and cap agreements, options, futures and forward contracts entered into before January 1, 2005 to hedge debt
incurred to acquire and own real estate assets.

For these purposes, interest earned by a REIT ordinarily does not include any interest if the determination of all or
some of the amount of interest depends on the income or profits of any person. An amount will generally not be
excluded from the term "interest," however, solely by reason of being based on a fixed percentage or percentages of
receipts or sales.

Any amount includible in Opteum's gross income with respect to a regular or residual interest in a REMIC generally is
treated as interest on an obligation secured by a mortgage on real property. If, however, less than 95% of the assets of
a REMIC consists of real estate assets (determined as if Opteum held such assets), Opteum will be treated as receiving
directly its proportionate share of the income of the REMIC. In addition, if Opteum receives interest income with
respect to a mortgage loan that is secured by both real property and other property and the highest principal amount of
the loan outstanding during a taxable year exceeds the fair market value of the real property on the date Opteum
became committed to make or purchase the mortgage loan, a portion of the interest income, equal to (i) such highest
principal amount minus such value, divided by (ii) such highest principal amount, generally will not be qualifying
income for purposes of the 75% gross income test. Interest income received with respect to non-REMIC pay-through
bonds and pass-through debt instruments, such as collateralized mortgage obligations or CMOs, however, generally
will not be qualifying income for purposes of the 75% gross income test.

Opteum inevitably may have some gross income from sources that will not be qualifying income for purposes of one
or both of the gross income tests. However, Opteum intends to maintain its qualification as a REIT by monitoring and
limiting any such non-qualifying income.

If Opteum fails to satisfy one or both of the 75% or 95% gross income tests for any taxable year, Opteum may
nevertheless, qualify as a REIT for such taxable year if Opteum is entitled to relief under applicable provisions of the
Code. Generally, Opteum may be entitled to relief if:

. its failure to meet these tests was due to reasonable cause and not due to willful neglect
. Opteum attaches a schedule of the sources of its income to its federal income tax return and
. any incorrect information on the schedule was not due to fraud with intent to evade tax.

Commencing with Opteum's taxable year beginning on January 1, 2005, in order to maintain its qualification as a
REIT, if Opteum fails to satisfy the 75% or 95% gross income test, such failure must be due to reasonable cause and
not due to willful neglect, and, following its identification of such failure for any taxable year, Opteum must set forth
a description of each item of its gross income that satisfies the REIT gross income tests in a schedule for the taxable
year filed in accordance with regulations prescribed by the Treasury.
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If Opteum is entitled to avail itself of the relief provisions, Opteum will maintain its qualification as a REIT but will
be subject to certain taxes as described above. Opteum may not, however, be entitled to the benefit of these relief
provisions in all circumstances. If these relief provisions do not apply to a particular set of circumstances, Opteum
will not qualify as a REIT. Opteum may not always be able to maintain compliance with the gross income tests for
REIT qualification despite monitoring its income.

Foreclosure Property

Net income realized by Opteum from foreclosure property is generally subject to tax at the maximum federal
corporate tax rate (currently at 35%). Foreclosure property is real property and related personal property that is
acquired through foreclosure following a default on a lease of such property or indebtedness secured by such property
and for which an election is made to treat the property as foreclosure property.

Prohibited Transaction Income

Any gain realized by Opteum on the sale of any asset other than foreclosure property, held as inventory or otherwise
held primarily for sale to customers in the ordinary course of a trade or business, will be prohibited transaction income
and subject to a 100% excise tax. Prohibited transaction income may also adversely affect Opteum's ability to satisfy
the gross income test for qualification as a REIT. Whether an asset is held as inventory or primarily for sale to
customers in the ordinary course of a trade or business depends on all facts and circumstances surrounding the
particular transaction. While the Code provides a safe harbor which, if met, would cause a sale of an asset to not be
treated as a prohibited transaction, Opteum may not be able to meet the requirements of the safe harbor in all
circumstances. Any sales of assets made through a taxable REIT subsidiary, such as OFS, will not be subject to the
prohibited transaction tax but will be subject to regular corporate income taxation.

Asset Tests

At the close of each quarter of its taxable year, Opteum must satisfy four tests relating to the nature and diversification
of its assets. First, at least 75% of the value of its total assets must be represented by real estate assets, cash, cash items
and government securities. Second, not more than 25% of its total assets may be represented by securities, other than
those securities included in the 75% asset test. Third, the value of the securities Opteum owns in any taxable REIT
subsidiaries, in the aggregate, may not exceed 20% of the value of its total assets. Fourth, of the investments included
in the 25% asset class, the value of any one issuer's securities may not exceed 5% of the value of Opteum's total assets
and Opteum generally may not own more than 10% by vote or value of any one issuer's outstanding securities, in each
case except with respect to securities of qualified REIT subsidiaries or taxable REIT subsidiaries and in the case of the
10% value test except with respect to "straight debt" having specified characteristics and other excluded securities, as
described in the Code, including, but not limited to, any loan to an individual or an estate, any obligation to pay rents
from real property and any security issued by a REIT. In addition, (i) Opteum's interest as a partner in a partnership is
not considered a security for purposes of applying the 10% value test; (ii) any debt instrument issued by a partnership
(other than straight debt or other excluded security) will not be considered a security issued by the partnership if at
least 75% of the partnership's gross income is derived from sources that would qualify for the 75% gross income test,
and (iii) any debt instrument issued by a partnership (other than straight debt or other excluded security) will not be
considered a security issued by the partnership to the extent of Opteum'’s interest as a partner in the partnership.

Qualified real estate assets include interests in mortgages on real property to the extent the principal balance of a
mortgage does not exceed the fair market value of the associated real property, regular or residual interests in a
REMIC (except that, if less than 95% of the assets of a REMIC consist of "real estate assets" (determined as if
Opteum held such assets), Opteum will be treated as holding directly its proportionate share of the assets of such
REMIC), and shares of other REITs. Non-REMIC CMOs, however, generally do not qualify as qualified real estate
assets for this purpose.
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Opteum believes that all or substantially all of the mortgage related securities that Opteum owns are and will be
qualifying assets for purposes of the 75% asset test. However, to the extent that Opteum owns non-REMIC CMOs or
other debt instruments secured by mortgage loans (rather than by real property) or debt securities issued by C
corporations that are not secured by mortgages on real property, those securities may not be qualifying assets for
purposes of the 75% asset test. Opteum will monitor the status of its assets for purposes of the various asset tests and
will seek to manage its portfolio to comply at all times with such tests.

After initially meeting the asset tests at the close of any quarter, Opteum will not lose its qualification as a REIT for
failure to satisfy the asset tests at the end of a later quarter solely by reason of changes in asset values. If Opteum fails
to satisfy the asset tests because Opteum acquires securities during a quarter, Opteum can cure this failure by
disposing of sufficient non-qualifying assets within 30 days after the close of that quarter. Commencing with its
taxable year beginning on January 1, 2005, if Opteum fails to meet the 5% or 10% asset tests, after the 30 day cure
period, Opteum may dispose of sufficient assets (generally within six months after the last day of the quarter in which
Opteum's identification of the failure to satisfy these asset tests occurred) to cure such a violation that does not exceed
a de minimis amount equal to the lesser of 1% of its assets at the end of the relevant quarter or $10,000,000. For
violations of any of the REIT asset tests that are due to reasonable cause and that are larger than the de minimis
amount described above, Opteum may avoid disqualification as a REIT after the 30 day cure period by taking steps
including the disposition of sufficient assets to meet the asset test (generally within six months after the last day of the
quarter in which Opteum's identification of the failure to satisfy the REIT asset test occurred) and paying a tax equal
to the greater of $50,000 or the highest corporate tax rate multiplied by the net income generated by the nonqualifying
assets; provided that Opteum files a schedule for such quarter describing each asset that causes it to fail to satisfy the
asset test in accordance with regulations prescribed by the Treasury.

Annual Dividend Distribution Requirements

To maintain its qualification as a REIT, Opteum is required to distribute dividends, other than capital gain dividends,
to its stockholders in an amount at least equal to the sum of: (i) 90% of its REIT taxable income, and (ii) 90% of its
after-tax net income, if any, from foreclosure property, less (iii) the excess of the sum of certain items of its non-cash
income items over 5% of its REIT taxable income. In general, for this purpose, Opteum's REIT taxable income is
ordinary net taxable income computed without regard to the dividends paid deduction and net capital gain.

Only distributions that qualify for the "dividends paid deduction" available to REITs under the Code are counted in
determining whether the distribution requirements are satisfied. Opteum must make these distributions in the taxable
year to which they relate, or in the following taxable year, if they are declared before Opteum timely files its tax return
for that year, paid on or before the first regular dividend payment following the declaration and Opteum elects on its
tax return to have a specified dollar amount of such distributions treated as if paid in the prior year. For these and
other purposes, dividends declared by Opteum in October, November or December of one taxable year and payable to
a stockholder of record on a specific date in any such month shall be treated as both paid by Opteum and received by
the stockholder during such taxable year, provided that the dividend is actually paid by Opteum by January 31 of the
following taxable year.

In addition, dividends distributed by Opteum must not be preferential. If a dividend is preferential, it will not qualify
for the dividends paid deduction. To avoid being preferential, every stockholder of the class of stock to which a
distribution is made must be treated the same as every other stockholder of that class, and no class of stock may be
treated other than according to its dividend rights as a class.

To the extent that Opteum does not distribute all of its net capital gain, or Opteum distributes at least 90%, but less
than 100%, of its REIT taxable income, Opteum will be required to pay tax on this undistributed income at regular
ordinary and capital gain corporate tax rates. Furthermore, if Opteum fails to distribute during each calendar year (or,
in the case of distributions with declaration and record dates falling in the last three months of the calendar year, by
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the end of the January immediately following such year) at least the sum of (i) 85% of its REIT ordinary income for
such year, (ii) 95% of its REIT capital gain income for such year, and (iii) any undistributed taxable income from
prior periods, Opteum will be subject to a 4% nondeductible excise tax on the excess of such required distribution
over the amounts actually distributed. Opteum intends to make timely distributions sufficient to satisfy the annual
distribution requirements.

Because Opteum may deduct capital losses only to the extent of its capital gains, Opteum may have taxable net
income that exceeds its economic income. In addition, Opteum will recognize taxable net income in advance of the
related cash flow if any of its subordinated mortgage related securities are deemed to have original issue discount. For
federal income tax purposes, Opteum generally must accrue original issue discount based on a constant yield method
that takes into account projected prepayments. As a result of the foregoing, Opteum may have less cash than is
necessary to distribute all of its taxable net income and thereby avoid corporate income tax and the excise tax imposed
on certain undistributed income. In such a situation, Opteum may need to borrow funds or issue additional common or
preferred stock.

Under certain circumstances, Opteum may be able to rectify a failure to meet the distribution requirements for a year
by paying "deficiency dividends" to its stockholders in a later year, which may be included in Opteum's deduction for
dividends paid for the earlier year. Although Opteum may be able to avoid being taxed on amounts distributed as
deficiency dividends, Opteum will be required to pay to the IRS interest based upon the amount of any deduction
taken for deficiency dividends.

Excess Inclusion Income

If Opteum acquires a residual interest in a REMIC, Opteum may realize excess inclusion income. In addition, if
Opteum is deemed to have issued debt obligations having two or more maturities, the payments on which correspond
to payments on mortgage loans owned by it, such arrangement will be treated as a taxable mortgage pool for federal
income tax purposes. If all or a portion of Opteum is treated as a taxable mortgage pool, its qualification as a REIT
generally should not be impaired. However, a portion of Opteum's taxable net income derived from such a taxable
mortgage pool could be characterized as excess inclusion income. Excess inclusion income is an amount, with respect
to any calendar quarter, equal to the excess, if any, of (i) income allocable to the holder of a residual interest in a
REMIC or a taxable mortgage pool interest over (ii) the sum of an amount for each day in the calendar quarter equal
to the product of (a) the adjusted issue price at the beginning of the quarter multiplied by (b) 120% of the long-term
federal rate (determined on the basis of compounding at the close of each calendar quarter and properly adjusted for
the length of such quarter). Opteum’s excess inclusion income, if any, would be subject to the distribution
requirements applicable to REITs, notwithstanding that Opteum may not receive current cash in respect of such
amounts. Recently issued IRS guidance indicates that any excess inclusion income recognized by Opteum is to be
allocated among its stockholders in proportion to Opteum’s dividends paid. A stockholder's share of any excess
inclusion income could not be offset by the stockholder’s net operating losses, would be subject to tax as unrelated
business taxable income to a tax-exempt holder, and would be subject to federal income tax withholding (without
reduction pursuant to any otherwise applicable income tax treaty) with respect to amounts allocable to non-U.S.
stockholders. In addition, to the extent Opteum’s stock is held in record name by tax-exempt entities that are not
subject to unrelated business income tax, or “disqualified organizations,” Opteum would be taxable on its excess
inclusion income allocated to such stockholders at the highest corporate tax rate (currently 35%). Moreover, although
the law is not entirely clear, the IRS has taken the position that, to the extent Opteum’s stock owned by disqualified
organizations is held in street name by a broker/dealer or other nominee, the broker/dealer or nominee would be liable
for a tax at the highest corporate income tax rate on Opteum’s excess inclusion income, if any, allocable to such
disqualified organization. Although Opteum does not currently generate excess inclusion income, it is possible that
Opteum may generate excess inclusion income in future periods.

Hedging Transactions
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From time to time the Company may enter into hedging transactions with respect to one or more of its assets or
liabilities. The Company's hedging transactions could take a variety of forms, including interest rate cap agreements,
options, futures contracts, forward rate agreements, or similar financial instruments. The Company may enter into
other hedging transactions, including rate locks and guaranteed financial contracts. To the extent that the Company
enters into an interest rate swap or cap contract, option, futures contract, forward rate agreement, or any similar
financial instrument prior to January 1, 2005 to reduce its interest rate risk on indebtedness incurred to acquire or
carry real estate assets, any payment under or gain from the disposition of hedging transactions should be qualifying
income for purposes of the 95% gross income test, but not the 75% gross income test. To the extent the Company
hedges with other types of financial instruments or for other purposes prior to January 1, 2005, any payment under or
gain from such transactions would not be qualifying income for purposes of the 95% or 75% gross income tests.
Commencing with the Company's taxable year beginning on January 1, 2005, except to the extent provided by
Treasury regulations, any income from a hedging transaction entered into after December 31, 2004 to manage risk of
interest rate or price changes or currency fluctuations with respect to borrowings made or to be made, or ordinary
obligations incurred or to be incurred, by the Company, which is clearly identified as such before the close of the day
on which it was acquired, originated, or entered into, including gain from the sale or disposition of such a transaction,
will not constitute gross income for purposes of the 95% gross income test, to the extent that the transaction hedges
any indebtedness incurred or to be incurred by the Company to acquire or carry real estate assets. Opteum will
monitor the income generated by any such transactions in order to ensure that such gross income, together with any
other nonqualifying income received by it, will not cause it to fail to satisfy the 95% or 75% gross income tests.

Failure to Qualify as a REIT

If Opteum fails to qualify for taxation as a REIT in any taxable year, and the relief provisions of the Code do not
apply, Opteum will be required to pay taxes, including any applicable alternative minimum tax, on its taxable income
in that taxable year and all subsequent taxable years at regular corporate rates. Distributions to its stockholders in any
year in which Opteum fails to qualify as a REIT will not be deductible by it and Opteum will not be required to
distribute any amounts to its stockholders. As a result, Opteum anticipates that its failure to qualify as a REIT would
reduce the cash available for distribution to its stockholders. In addition, if Opteum fails to qualify as a REIT, all
distributions to its stockholders will be taxable as dividends from a C corporation to the extent of its current and
accumulated earnings and profits, and U.S. individual stockholders may be taxable at preferential rates on such
dividends, and U.S. corporate stockholders may be eligible for the dividends-received deduction. Unless entitled to
relief under specific statutory provisions, Opteum would also be disqualified from taxation as a REIT for the four
taxable years following the year in which Opteum loses its qualification. Commencing with its taxable year beginning
on January 1, 2005, specified cure provisions may be available to Opteum in the event Opteum violates a provision of
the Code that would result in its failure to qualify as a REIT. Opteum would be provided additional relief in the event
that it violates a provision of the Code that would result in its failure to qualify as a REIT (other than violations of the
REIT gross income or asset tests, as described above, for which other specified cure provisions are available) if (i) the
violation is due to reasonable cause, and (ii) Opteum pays a penalty of $50,000 for each failure to satisfy the
provision.

State, Local and Foreign Taxation

Opteum may be required to pay state, local and foreign taxes in various state, local and foreign jurisdictions, including
those in which Opteum transacts business or makes investments, and Opteum's stockholders may be required to pay
state, local and foreign taxes in various state, local and foreign jurisdictions, including those in which they reside.
Opteum's state, local and foreign tax treatment may not conform to the federal income tax consequences summarized
above. OFS has elected to be treated as a taxable REIT subsidiary, which is an entity that is subject to federal, state
and local income taxation. In addition, the ability of OFS to deduct interest paid or accrued to Opteum for federal,
state and local tax purposes is subject to certain limitations.

Possible Legislative or Other Action Affecting REITs
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The rules dealing with federal income taxation are constantly under review by persons involved in the legislative
process and by the IRS and the Treasury Department, resulting in revisions of regulations and revised interpretations
of established concepts as well as statutory changes. Revisions in federal tax laws and interpretations thereof could
affect the tax consequences of an investment in the Company.

COMPETITION
Competition at Opteum

When Opteum invests in mortgage related securities and other investment assets, it competes with a variety of
institutional investors, including other REITSs, insurance companies, mutual funds, pension funds, investment banking
firms, banks and other financial institutions that invest in the same types of assets. Many of these investors have
greater financial resources and access to lower costs of capital than Opteum does. The existence of these competitive
entities, as well as the possibility of additional entities forming in the future, may increase the competition for the
acquisition of mortgage related securities, resulting in higher prices and lower yields on assets.

Competition at OFS

OFS faces intense competition, primarily from commercial banks, savings and loans, and other independent mortgage
lenders, including internet-based lending companies and other mortgage REITs. Competitors with lower costs of
capital have a competitive advantage over OFS. In addition, establishing a mortgage lending operation such as OFS’s
requires a relatively small commitment of capital and human resources, which permits new competitors to enter the
markets quickly and to effectively compete with OFS. Furthermore, national banks, thrifts and their operating
subsidiaries are generally exempt from complying with many of the state and local laws that affect the Company’s
operations, such as the prohibition on prepayment penalties. Thus, they may be able to provide more competitive
pricing and terms than OFS can offer. As mortgage products are offered more widely through alternative distribution
channels, such as the internet, OFS may be required to make significant changes to its current wholesale, conduit and
retail structures and information systems to compete effectively.

EMPLOYEES

As of December 31, 2006, Opteum had 14 full-time employees and OFS had 878 full time and 9 part-time employees.

AVAILABLE INFORMATION

The Internet address of the Company's corporate website is http://www.opteum.com. The Company provides copies of
its periodic reports (on Forms 10-K and 10-Q) and current reports (on Form 8-K), as well as the beneficial ownership
reports filed by its directors, executive officers and 10% stockholders (on Forms 3, 4 and 5) available free of charge
through its website as soon as reasonably practicable after they are filed electronically with the Securities and
Exchange Commission (the “Commission”). The Company may from time to time provide important disclosures to
investors by posting them in the investor relations section of its website, as allowed by securities rules.

The Company’s filings with the Commission may be read and copied at the Commission's Public Reference Room at
450 Fifth Street, N.W., Washington, D.C. 20549. Information on the operation of the Public Reference Room may be
obtained by calling the Commission at 1-800-SEC-0330. The Commission also maintains an Internet website at
http://www.sec.gov that contains the Company’s reports, proxy information statements and other information regarding
the Company that it will file electronically with the Commission.
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ITEM 1A. RISK FACTORS.
RISKS RELATED TO OPTEUM’S MBS PORTFOLIO

Interest rate mismatches between Opteum’s adjustable-rate securities and its borrowings used to fund
purchases of the mortgage-related securities may reduce net income or result in a loss during periods of
changing interest rates.

As of December 31, 2006, 75.0% of the fair value of the MBS in Opteum’s portfolio was adjustable rate MBS and
2.7% were hybrid adjustable rate MBS, and these percentages may increase as Opteum modifies the mix of securities

in the portfolio. This means that the interest rates of the securities may vary over time based on changes in a

short-term interest rate index, of which there are many. Opteum finances its acquisitions of adjustable-rate securities

in part with borrowings that have interest rates based on indices and repricing terms similar to, but perhaps with

shorter maturities than, the interest rate indices and repricing terms of the adjustable-rate securities. Short-term interest

rates are ordinarily lower than longer-term interest rates. During periods of changing interest rates, this interest rate

mismatch between Opteum’s assets and liabilities could reduce or eliminate net income and dividend yield and could
cause Opteum to suffer a loss. In particular, in a period of rising interest rates, Opteum could experience a decrease in,

or elimination of, net income or a net loss because the interest rates on Opteum’s borrowings adjust faster than the
interest rates on the adjustable-rate securities.

Interest rate fluctuations will also cause variances in the yield curve, which may reduce Opteum’s net income. The
relationship between short-term and longer-term interest rates is often referred to as the "yield curve." If short-term
interest rates rise disproportionately relative to longer-term interest rates (a flattening of the yield curve), Opteum’s
borrowing costs may increase more rapidly than the interest income earned on assets. Because Opteum’s assets may
bear interest based on longer-term rates than its borrowings, a flattening of the yield curve would tend to decrease net
income and the market value of mortgage loan assets. Additionally, to the extent cash flows from investments that
return scheduled and unscheduled principal are reinvested in mortgage loans, the spread between the yields of the new
investments and available borrowing rates may decline, which would likely decrease Opteum’s net income. It is also
possible that short-term interest rates may exceed longer-term interest rates (a yield curve inversion), in which event
Opteum’s borrowing costs may exceed its interest income and it could incur operating losses.

Currently the Company’s weighted average borrowing cost exceeds the weighted average yield on the MBS in its
portfolio. Management expects this negative net interest margin to be extinguished by the third quarter of 2007. In the
event this fails to occur, the Company may reposition the portfolio of MBS so as to restore a positive net interest
margin. Such actions could result in losses being recorded upon sale and thus permanently impairing stockholder’s
equity.

A significant portion of Opteum’s portfolio consists of fixed-rate MBS, which may cause Opteum to experience
reduced net income or a loss during periods of rising interest rates.

As of December 31, 2006, 22.3% of the fair value of MBS in Opteum’s portfolio consisted of fixed-rate and balloon
maturity MBS. Because the interest rate on a fixed-rate mortgage never changes, over time there can be a divergence

between the interest rate on the loan and the current market interest rates. Opteum funds its acquisition of fixed-rate

MBS with short-term repurchase agreements and term loans. During periods of rising interest rates, Opteum’s costs
associated with borrowings used to fund the acquisition of fixed-rate assets are subject to increases while the income it

earns from these assets remains substantially fixed. This would reduce and could eliminate the net interest spread

between the fixed-rate MBS that Opteum purchases and the borrowings used to purchase them, which would reduce

net interest income and could cause Opteum to suffer a loss.
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Increased levels of prepayments on the mortgages underlying Opteum’s mortgage-related securities might
decrease net interest income or result in a net loss.

Pools of mortgage loans underlie the mortgage-related securities that Opteum acquires. Opteum generally receives
payments that are made on these underlying mortgage loans. When Opteum acquires mortgage-related securities, it
anticipates that the underlying mortgages will prepay at a projected rate generating an expected yield. When
borrowers prepay their mortgage loans faster than expected it results in corresponding prepayments on the
mortgage-related securities that are faster than expected. Faster-than-expected prepayments could potentially harm the
results of Opteum’s operations in various ways, including the following:

Opteum seeks to purchase some mortgage-related securities that have a higher interest rate than the market interest
rate at the time. In exchange for this higher interest rate, Opteum will be required to pay a premium over the market
value to acquire the security. In accordance with applicable accounting rules, Opteum will be required to amortize
this premium over the term of the mortgage-related security. If the mortgage-related security is prepaid in whole or in
part prior to its maturity date, however, Opteum must expense any unamortized premium that remained at the time of
the prepayment.

A portion of Opteum’s adjustable-rate MBS may bear interest at rates that are lower than their fully indexed rates,
which are equivalent to the applicable index rate plus a margin. If an adjustable-rate mortgage-backed security is
prepaid prior to or soon after the time of adjustment to a fully-indexed rate, Opteum will have held that
mortgage-related security while it was less profitable and lost the opportunity to receive interest at the fully indexed
rate over the remainder of its expected life.

4f Opteum is unable to acquire new mortgage-related securities to replace the prepaid mortgage-related securities,
Opteum’s financial condition, results of operations and cash flow may suffer and it could incur losses.

Prepayment rates generally increase when interest rates fall and decrease when interest rates rise, but changes in
prepayment rates are difficult to predict. Prepayment rates also may be affected by other factors, including, without
limitation, conditions in the housing and financial markets, general economic conditions and the relative interest rates
on adjustable-rate and fixed-rate mortgage loans. While Opteum seeks to minimize prepayment risk, it must balance
prepayment risk against other risks and the potential returns of each investment when selecting investments. No
strategy can completely insulate the Company from prepayment or other such risks.

Opteum may incur increased borrowing costs related to repurchase agreements that would harm Opteum’s
results of operations.

Opteum’s borrowing costs under repurchase agreements are generally adjustable and correspond to short-term interest
rates, such as LIBOR or a short-term Treasury index, plus or minus a margin. The margins on these borrowings over
or under short-term interest rates may vary depending upon a number of factors, including, without limitation:
. the movement of interest rates;
. the availability of financing in the market; and

. the value and liquidity of Opteum’s mortgage-related securities.

Most of the Opteum’s borrowings are collateralized borrowings in the form of repurchase agreements. If the interest
rates on these repurchase agreements increase, Opteum’s results of operations will be harmed and it may incur losses.

Interest rate caps on Opteum’s adjustable-rate MBS may reduce its income or cause it to suffer a loss during
periods of rising interest rates.
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Adjustable-rate MBS are typically subject to periodic and lifetime interest rate caps. Periodic interest rate caps limit

the amount an interest rate can increase during any given period. Lifetime interest rate caps limit the amount an

interest rate can increase through the maturity of a mortgage-backed security. Opteum’s borrowings typically are not
subject to similar restrictions. Accordingly, in a period of rapidly increasing interest rates, the interest rates paid on

Opteum’s borrowings could increase without limitation while caps could limit the interest rates on its adjustable-rate
MBS. This problem is magnified for adjustable-rate MBS that are not fully indexed. Further, some adjustable-rate

MBS may be subject to periodic payment caps that result in a portion of the interest being deferred and added to the

principal outstanding. As a result, the Company may receive less cash income on adjustable-rate MBS than it needs to

pay interest on its related borrowings.

As of December 31, 2006, the adjustable-rate MBS in Opteum’s portfolio were subject to a weighted average lifetime
interest rate cap of 10.3% and a weighted average periodic interest rate cap of 1.8% and the hybrid adjustable-rate
MBS in Opteum’s portfolio were subject to a weighted average lifetime interest rate cap of 10.3% and a weighted
average periodic interest rate cap of 2.0%. Interest rate caps on Opteum’s MBS could reduce its net interest income or
cause it to suffer a net loss if interest rates were to increase beyond the level of the caps.

Opteum may not be able to purchase interest rate caps at favorable prices, which could cause the Company to
suffer a loss in the event of significant changes in interest rates.

Opteum’s policies permit it to purchase interest rate caps to help it reduce Opteum’s interest rate and prepayment risks
associated with investments in mortgage-related securities. This strategy potentially helps the Company reduce
Opteum’s exposure to significant changes in interest rates. A cap contract is ultimately no benefit to Opteum unless
interest rates exceed the target rate. If Opteum purchases interest rate caps but does not experience a corresponding
increase in interest rates, the costs of buying the caps would reduce Opteum’s earnings. Alternatively, Opteum may
decide not to enter into a cap transaction due to its expense, and it would suffer losses if interest rates later rise
substantially. Opteum’s ability to engage in interest rate hedging transactions is limited by the REIT gross income
requirements. See "Legal and Tax Risks" below.

Opteum’s leverage strategy increases the risks of Opteum’s operations, which could reduce net income and the
amount available for distributions to stockholders or cause Opteum to suffer a loss.

Opteum generally seeks to borrow between eight and twelve times the amount of Opteum’s equity, although at times
its borrowings may be above or below this amount. For purposes of this calculation, Opteum treats trust preferred

securities as an equity capital equivalent. The Company incurs this indebtedness by borrowing against a substantial

portion of the market value of its mortgage-related securities. The Company’s total indebtedness, however, is not
expressly limited by its policies and will depend on its and its prospective lender's estimate of the stability of its

portfolio's cash flow. As a result, there is no limit on the amount of leverage that Opteum may incur. Opteum faces the

risk that it might not be able to meet its debt service obligations or a lender's margin requirements from its income

and, to the extent Opteum cannot, it might be forced to liquidate some of its assets at unfavorable prices. Opteum’s use
of leverage amplifies the risks associated with other risk factors, which could reduce its net income and the amount

available for distributions to stockholders or cause it to suffer a loss. For example:

A majority of Opteum’s borrowings are secured by its mortgage-related securities, generally under repurchase
agreements. A decline in the market value of the mortgage-related securities used to secure these debt obligations
could limit Opteum’s ability to borrow or result in lenders requiring it to pledge additional collateral to secure its
borrowings. In that situation, Opteum could be required to sell mortgage-related securities under adverse market
conditions in order to obtain the additional collateral required by the lender. If these sales are made at prices lower
than the carrying value of the mortgage-related securities, Opteum would experience losses.
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A default under a mortgage-related security that constitutes collateral for a loan could also result in an involuntary
liquidation of the mortgage-related security, including any cross-collateralized mortgage-related securities. This
would result in a loss to Opteum of the difference between the value of the mortgage-related security upon
liquidation and the amount borrowed against the mortgage-related security.

To the extent Opteum is compelled to liquidate qualified REIT assets to repay debts, Opteum’s compliance with the
REIT rules regarding its assets and its sources of income could be negatively affected, which would jeopardize its
qualification as a REIT. Losing Opteum’s REIT qualification would cause it to lose tax advantages applicable to
REITs and would decrease profitability and distributions to stockholders.

4f Opteum experiences losses as a result of its leverage policy, such losses would reduce the amounts available for
distribution to stockholders.

An increase in interest rates may adversely affect the Company’s stockholder’s equity, which may harm the
value of its Class A Common Stock.

Increases in interest rates may negatively affect the fair market value of the Company’s mortgage-related securities.
The Company’s fixed-rate MBS will generally be more negatively affected by such increases. In accordance with
GAAP, the Company will be required to reduce the carrying value of the Company’s mortgage-related securities by the
amount of any decrease in the fair value of mortgage-related securities compared to amortized cost. If unrealized
losses in fair value occur, the Company will have to either reduce current earnings or reduce stockholders' equity
without immediately affecting current earnings, depending on how it classifies the mortgage-related securities under
GAAP. In either case, the Company’s stockholder’s equity will decrease to the extent of any realized or unrealized
losses in fair value.

Opteum depends on borrowings to purchase mortgage-related securities and reach Opteum’s desired amount of
leverage. If Opteum fails to obtain or renew sufficient funding on favorable terms or at all, it will be limited in
its ability to acquire mortgage-related securities, which will harm its results of operations.

Opteum depends on borrowings to fund acquisitions of mortgage-related securities and reach Opteum’s desired amount
of leverage. Accordingly, Opteum’s ability to achieve its investment and leverage objectives depends on its ability to
borrow money in sufficient amounts and on favorable terms. In addition, Opteum must be able to renew or replace

Opteum’s maturing borrowings on a continuous basis. Opteum depends on many lenders to provide the primary credit
facilities for Opteum’s purchases of mortgage-related securities. If Opteum cannot renew or replace maturing
borrowings on favorable terms or at all, it may have to sell its mortgage-related securities under adverse market

conditions, which would harm its results of operations and may result in permanent losses.

Possible market developments could cause Opteum’s lenders to require it to pledge additional assets as
collateral. If Opteum’s assets were insufficient to meet the collateral requirements, it might be compelled to
liquidate particular assets at inopportune times and at unfavorable prices.

Possible market developments, including a sharp or prolonged rise in interest rates, a change in prepayment rates or
increasing market concern about the value or liquidity of one or more types of mortgage-related securities in which
Opteum’s portfolio is concentrated, might reduce the market value of its portfolio, which might cause its lenders to
require additional collateral. Any requirement for additional collateral might compel Opteum to liquidate its assets at
inopportune times and at unfavorable prices, thereby harming its operating results. If Opteum sells mortgage-related
securities at prices lower than the carrying value of the mortgage-related securities, it would experience losses.

Opteum’s use of repurchase agreements to borrow funds may give Opteum’s lenders greater rights in the event

that either Opteum or any of its lenders file for bankruptcy, which may make it difficult for it to recover its
collateral in the event of a bankruptcy filing.

30



Edgar Filing: Opteum Inc. - Form 10-K

Opteum’s borrowings under repurchase agreements may qualify for special treatment under the bankruptcy code,
giving its lenders the ability to avoid the automatic stay provisions of the bankruptcy code and to take possession of
and liquidate its collateral under the repurchase agreements without delay if Opteum files for bankruptcy.
Furthermore, the special treatment of repurchase agreements under the bankruptcy code may make it difficult for
Opteum to recover its pledged assets in the event that its lender files for bankruptcy. Thus, the use of repurchase
agreements exposes Opteum’s pledged assets to risk in the event of a bankruptcy filing by either Opteum’s lenders or
Opteum.

Because the assets that Opteum acquires might experience periods of illiquidity, Opteum might be prevented
from selling its mortgage-related securities at favorable times and prices, which could cause it to suffer a loss
and/or reduce distributions to stockholders.

Although Opteum plans to hold its mortgage-related securities until maturity, there may be circumstances in which
Opteum sells certain of these securities. Mortgage-related securities generally experience periods of illiquidity. As a
result, Opteum may be unable to dispose of its mortgage-related securities at advantageous times and prices or in a
timely manner. The lack of liquidity might result from the absence of a willing buyer or an established market for
these assets, as well as legal or contractual restrictions on resale. The illiquidity of mortgage-related securities may
harm Opteum’s results of operations and could cause it to suffer a loss and/or reduce distributions to stockholders.

Competition might prevent Opteum from acquiring mortgage-related securities at favorable yields, which
could harm its results of operations.

Opteum’s net income largely depends on its ability to acquire mortgage-related securities at favorable spreads over its
borrowing costs. In acquiring mortgage-related securities, Opteum competes with other REITSs, investment banking

firms, savings and loan associations, banks, insurance companies, mutual funds, other lenders and other entities that

purchase mortgage-related securities, many of which have greater financial resources than Opteum does. Additionally,

many of Opteum’s competitors are not subject to REIT tax compliance or required to maintain an exemption from the
Investment Company Act. As a result, Opteum may not be able to acquire sufficient mortgage-related securities at

favorable spreads over its borrowing costs, which would harm its results of operations.

Opteum’s investment strategy involves risk of default and delays in payments, which could harm its results of
operations.

Opteum may incur losses if there are payment defaults under its mortgage-related securities. Opteum’s
mortgage-related securities will be government or agency certificates. Agency certificates are mortgage-related
securities issued by Fannie Mae, Freddie Mac and Ginnie Mae. Payment of principal and interest underlying securities
issued by Ginnie Mae are guaranteed by the U.S. Government. Fannie Mae and Freddie Mac mortgage-related
securities are guaranteed as to payment of principal and interest by the respective agency issuing the security. It is
possible that guarantees made by Freddie Mac or Fannie Mae would not be honored in the event of default on the
underlying securities. Legislation may be proposed to change the relationship between certain agencies, such as
Fannie Mae or Freddie Mac, and the federal government. This may have the effect of reducing the actual or perceived
credit quality of mortgage-related securities issued by these agencies. As a result, such legislation could increase the
risk of loss on investments in Fannie Mae and/or Freddie Mac mortgage-related securities. Opteum currently intends
to continue to invest in such securities, even if such agencies' relationships with the federal government changes.

If Opteum fails to maintain relationships with AVM, L.P. and its affiliate III Associates, or if it does not

establish relationships with other repurchase agreement trading, clearing and administrative service providers,
it may have to reduce or delay its operations and/or increase its expenditures.
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Opteum has engaged AVM, L.P. and its affiliate III Associates, to provide it with certain repurchase agreement
trading, clearing and administrative services. If Opteum is unable to maintain relationships with AVM and III
Associates or is unable to establish successful relationships with other repurchase agreement trading, clearing and
administrative service providers, it may have to reduce or delay Opteum’s operations and/or increase its expenditures
and undertake the repurchase agreement trading, clearing and administrative services on its own.

RISKS RELATED TO OFS'S ORIGINATION BUSINESS

If OFS does not obtain the necessary state licenses and approvals, OFS will not be allowed to acquire, fund or
originate mortgage loans in some states, which would adversely affect OFS’s operations.

Certain states in which OFS does business require that OFS be licensed to conduct business. As part of Opteum’s
acquisition of OFS, OFS will be required to reapply for new licenses and approvals under existing licenses. The
Company cannot assure that all the necessary licenses and approvals can be obtained in a timely manner or at all.

OFS’s failure to comply with federal, state or local regulation of, or licensing requirements with respect to,
mortgage lending, loan servicing, broker compensation programs, local branch operations or other aspects of
OFS’s business could harm OFS’s operations and profitability.
As a mortgage lender, loan servicer and broker, OFS is subject to an extensive body of both state and federal law. The
volume of new or modified laws and regulations has increased in recent years and, in addition, some individual
municipalities have begun to enact laws that restrict loan origination and servicing activities. As a result, it may be
more difficult to comprehensively identify and accurately interpret all of these laws and regulations and to properly
program OFS’s technology systems and effectively train OFS’s personnel with respect to all of these laws and
regulations, thereby potentially increasing OFS’s exposure to the risks of noncompliance with these laws and
regulations. OFS’s failure to comply with these laws can lead to:
. civil and criminal liability;
. loss of licensure;
. damage to OFS’s reputation in the industry;
. inability to sell or securitize OFS’s loans;
. demands for indemnification or loan repurchases from purchasers of OFS’s loans;
. fines and penalties and litigation, including class action lawsuits; or

. administrative enforcement actions.

Any of these results could harm OFS’s retained residual interests in securitizations and thus OFS’s results of operations,
financial condition and business prospects.

New legislation could restrict OFS’s ability to originate mortgage loans, which could harm OFS’s earnings.

Several states, cities or other government entities are considering or have passed laws, regulations or ordinances
aimed at curbing predatory lending practices. The federal government is also considering legislative and regulatory
proposals in this regard. In general, these proposals involve lowering the existing thresholds for defining a "high-cost"
loan and establish enhanced protections and remedies for borrowers who receive such loans. Passage of these laws and
rules could reduce OFS’s loan origination volume. In addition, many whole loan buyers may elect not to purchase any
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loan labeled as a "high cost" loan under any local, state or federal law or regulation. Rating agencies likewise may
refuse to rate securities backed by such loans. Accordingly, these laws and rules could severely restrict the secondary
market for a portion (typically less than 15.0%) of OFS’s loan production. This would effectively preclude OFS from
continuing to originate loans either in jurisdictions unacceptable to the rating agencies or that exceed the newly
defined thresholds which could harm OFS’s business prospects, earnings and results of operations.

OFS relies on key personnel with long-standing business relationships, the loss of any of whom would impair
OFS’s ability to operate successfully.

OFS’s continued future success depends, to a significant extent, on the continued services of Peter R. Norden, OFS’s
President and Chief Executive Officer, and other key members of its senior management team. In particular, the extent
and nature of the relationships that these individuals have developed with financial institutions and existing and
prospective mortgage loan origination channels is critically important to the success of its business. Although OFS has
entered into employment agreements with Mr. Norden and certain of its other senior executives, these executives may
not remain employed by OFS. Nevertheless, the loss of services of one or more members of OFS’s senior management
team could harm OFS’s business and OFS’s prospects.

Failure to attract and retain qualified loan originators could harm OFS’s business.

OFS depends on its loan originators to generate customers by, among other things, developing relationships with

consumers, real estate agents and brokers, builders, corporations and others, which OFS believes leads to repeat and

referral business. Accordingly, OFS must be able to attract, motivate and retain skilled loan originators. In addition,

OFS’s growth strategy contemplates hiring additional loan originators. The market for such persons is highly
competitive and historically has experienced a high rate of turnover. Competition for qualified loan originators may

lead to increased costs to hire and retain them. OFS cannot guarantee that it will be able to attract or retain qualified

loan originators. If OFS cannot attract or retain a sufficient number of skilled loan originators, or even if OFS can

retain them but at higher costs, OFS’s business and results of operations could be harmed.

To the extent OFS is unable to adapt to and implement technological changes involving the loan origination
process, OFS may have difficulty remaining competitive and OFS’s loan origination business may be adversely
affected.

OFS’s mortgage loan origination business is dependent upon its ability to interface effectively with borrowers and
other third parties and to process loan applications efficiently. The origination process is becoming more dependent
upon technological advancements, such as the ability to process applications over the Internet, interface with
borrowers and other third parties through electronic means and underwrite loan applications using specialized
software. Implementing new technology and maintaining the efficiency of the current technology used in its
operations may require significant capital expenditures. As these requirements increase in the future, OFS will have to
develop these technological capabilities fully to remain competitive or its loan origination business may be
significantly harmed.

If OFS does not manage its growth effectively, its financial performance could be harmed.

In recent years, OFS has experienced growth at rates that have applied pressure to OFS’s management, administrative,
operational and financial infrastructure. OFS expects to continue to experience those and other pressures on its
organization, including the need for OFS to hire additional experienced personnel to meet its growth and OFS’s needs
related to its ability to originate quality loans in accordance with its current mortgage loan origination focus and
strategies. OFS expects to need to attract and hire additional experienced managers and loan officers in a competitive
hiring environment and, at the same time, continue to upgrade and expand financial, operational and managerial
systems and controls. The Company cannot assure that OFS will be able to meet its capital needs, expand its systems
effectively or hire and retain qualified employees in sufficient numbers to meet its requirements. Any failure by OFS
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to manage its current level of business or its growth effectively may result in increased costs and decreased loan
production, and could negatively affect the Company’s business, financial condition, liquidity, profitability, cash flows,
and the Company’s ability to make distributions to its stockholders.

OFS is subject to the risk that provisions of its loan agreements may be unenforceable.

OFS’s rights and obligations with respect to its loans are governed by written loan agreements and related
documentation. It is possible that a court could determine that one or more provisions of a loan agreement are

unenforceable, such as a loan prepayment provision or the provisions governing OFS’s security interest in the
underlying collateral. If this were to happen with respect to a material asset or group of assets, OFS could be required

to repurchase these loans and may not be able to sell or liquidate the loans.

RISKS RELATED TO OFS’S PROFITABILITY

An increase in interest rates could reduce the value of OFS’s loan inventory and commitments and OFS’s
hedging strategy may not protect it from interest rate risk and may lead to losses.

The value of OFS’s loan inventory is based, in part, on market interest rates. Accordingly, OFS may experience losses
on loan sales if interest rates change rapidly or unexpectedly. If interest rates rise after OFS fixes a price for a loan or
commitment but before OFS closes or sells such loan, the value of the loan will decrease. If the amount OFS receives
from selling the loan is less than its cost of originating the loan, OFS may incur net losses, and its business and
operating results could be harmed. While OFS will enter into hedging transactions with respect to one or more of its
assets or liabilities and will use other strategies to minimize its exposure to interest rate risks, no hedging or other
strategy can completely protect OFS. Its hedging activities may include entering into interest rate swaps, caps and
floors, options to purchase these items, and futures and forward contracts. Additionally, the nature and timing of
hedging transactions may influence the effectiveness of these strategies. Poorly designed strategies or improperly
executed transactions could actually increase OFS’s risk and losses. In addition, hedging strategies involve transaction
and other costs. The Company cannot assure you that OFS’s hedging strategy and the hedges that OFS makes will
adequately offset the risks of interest rate volatility or that OFS hedges will not result in losses.

OFS’s mortgage origination business may be harmed by rising interest rates.

A significant percentage of OFS’s mortgage originations have been to customers refinancing an existing loan to obtain
a lower interest rate. Rising interest rates would reduce the number of potential customers that can achieve a lower

interest rate from refinancing, and to a lesser extent the number of potential customers that can afford to buy homes,

and consequently would substantially reduce the amount of loans originated by OFS’s loan origination business and
the revenue therefrom. If short-term interest rates exceed long-term interest rates, there is a higher risk of increased

loan prepayments, as borrowers may seek to refinance their fixed and adjustable rate mortgages at lower long-term

fixed interest rates. In addition, rising interest rates are likely to reduce the margins achieved by OFS. While the

prospect of rising interest rates has been incorporated into OFS’s projections, if interest rates rose to the point where
mortgage originations slowed more than expected or if margins decreased more than expected, OFS would not earn

the income it projects from its mortgage origination business, and could suffer losses. While rising interest rates

generally have a beneficial impact on OFS’s mortgage servicing business, the negative impact from rising interest rates
on OFS’s mortgage origination business is generally greater than the offsetting beneficial impact, and consequently, in
a period of rising interest rates, OFS’s earnings are projected to decline.

A disruption in market conditions could reduce the prices at which OFS is able to sell its originated or acquired
loan inventory and therefore negatively impact its results of operations.
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The profitability of OFS is based, in part, on its ability to originate or acquire mortgages and sell them, either through

the securitization market or whole market, at a profit. Disruptions in the whole loan or securitization market brought

about by deteriorating credit performance of recent mortgage originations, liquidity concerns with respect to

originators or other market participants, among other factors, may affect prices buyers are willing to pay to acquire

mortgage loans. To the extent such prices do not exceed OFS’s cost to originate or acquire such loans, OFS may incur
losses upon sales of such loans.

OF'S may have to repurchase loans it sells to the whole loan market due to early payment defaults.

When OFS sells loans to the whole loan market it may be required to repurchase loans upon which the underlying
borrowers default in the payment of principal or interest. When such borrowers fail to make their initial payments
(referred to as Early Payment Defaults or EPD’s) the contractual arrangements under which the sale was executed may
require OFS to repurchase the loan from the buyer. In these cases, OFS may be obligated to repurchase such loans at
prices greater than their then fair market value, which could have a material and adverse affect on OFS’s results of
operations. When OFS purchases loans from a third-party seller that it then sells into the whole loan market, OFS
obtains representations and warranties from the third-party seller that sold the loans to it that generally parallel the
representations and warranties it provided to its purchasers of such loans. As a result, the Company believes that OFS
has the potential for recourse against the third-party seller of the loans. However, if OFS does not have recourse
against the third-party seller, or if the original third-party seller is not in a financial position to be able to repurchase
the loan, OFS may not be able to recoup the cash resources used to repurchase such loans and therefore may be
required to sell such loans at prices less than their repurchase price, thus incurring a loss upon resale. Further, if OFS
is unable to obtain recourse from such third-party sellers, such inability could materially negatively affect OFS’s
liquidity, financial position and results of operations, which in turn could negatively affect the Company’s liquidity,
financial position and results of operations.

The value of OFS’s mortgage servicing rights may be harmed by falling interest rates.

OFS could suffer losses from its mortgage servicing business if interest rates remain low enough to cause a large
number of borrowers whose loans are being serviced by OFS’s servicing business to refinance. In such instance, OFS
would experience high amortization and possibly impairment of its servicing assets, and would likely experience a
loss from its servicing business.

Adverse economic conditions or declining real estate values would likely result in a reduction of OFS’s
mortgage origination activity, which would adversely affect its ability to grow its mortgage loan portfolio.

An economic downturn or a recession may have a significant adverse impact on OFS’s operations and financial
condition, particularly if accompanied by declining real estate values. Declining real estate values will likely reduce
OFS’s level of new mortgage loan originations, since borrowers often use increases in the value of their existing homes
to support the refinancing of their existing mortgage loans or the purchase of new homes at higher levels of
borrowings. To the extent that the market value of the property underlying OFS’s mortgage loans decreases, OFS’s
loans might be impaired, which might decrease the value of its assets. Any sustained period of increased payment
delinquencies, foreclosures or losses could adversely affect OFS’s ability to sell and securitize loans, which would
significantly harm OFS’s revenues, results of operations, financial condition and business prospects, which in turn
would harm the Company’s revenues, results of operations, financial condition and the Company’s ability to make
distributions to its stockholders.

Retaining subordinated interests in securitizations exposes OFS to increased credit risk.
OFS has maintained and may continue to maintain an interest in loans that it originates and securitizes by retaining
subordinated interests in MBS that evidence interests in such loans. Subordinated interests are classes of MBS that

may incur losses experienced on the related loans prior to the more senior MBS issued in the related transaction. If the
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actual rate and severity of losses on the related loans are higher than those assumed by OFS, the actual return on OFS’s
investment in those subordinated interests may be lower than anticipated.

The mortgage banking business is seasonal and OFS’s operating results vary accordingly.

The mortgage banking industry generally is subject to seasonal variations, especially in states with adverse winter
weather. Purchase money mortgage loan originations generally experience greater seasonal fluctuations than
refinancings, which tend to be less seasonal and more closely related to changes in interest rates. Sales and resales of
homes in OFS’s markets, and accordingly purchase money mortgage originations, typically peak during the spring and
summer seasons and decline to lower levels from mid-November through February. In addition, delinquency rates
typically rise in the winter months, which results in higher servicing costs in OFS’s mortgage banking operations. The
magnitude of seasonal variations is beyond OFS’s control and could adversely affect OFS’s business, especially if OFS
is unable to take advantage of increased mortgage volume during peak periods, or if peak periods do not produce
anticipated mortgage volume. These variations may affect OFS’s revenues, results of operations, financial condition
and business prospectus, which in turn may affect the Company’s revenues, results of operations, financial condition,
business prospectus and ability to make distributions to the stockholders.

OFS may be subject to losses due to misrepresented or falsified information or if OFS obtains less than full
documentation with respect to its mortgage loans.

When OFS originates mortgage loans, it relies upon information supplied by borrowers and other third parties,
including information contained in the applicant's loan application, property appraisal reports, title information and
employment and income documentation. If any of this information is misrepresented or falsified and if OFS does not
discover it before funding a loan, the actual value of the loan may be significantly lower than anticipated. As a
practical matter, OFS generally would bear the risk of loss associated with a misrepresentation, whether made by the
loan applicant, the mortgage broker, another third party or one of OFS’s employees. A loan subject to a material
misrepresentation typically cannot be sold or is subject to repurchase or substitution if it is sold or securitized prior to
detection of the misrepresentation. Although OFS may have rights against persons and entities who made or knew
about the misrepresentation, those persons and entities may be difficult to locate, and it is often difficult to collect
from them any monetary losses that OFS may have suffered.

In the case of certain loan products, OFS does not receive full documentation of the borrower's income and/or assets.
Instead, OFS bases its credit decision on the borrower's credit score and credit history, the value of the property
securing the loan and the effect of the loan on the borrower's debt service requirements. For the year ended December
31, 2006, OFS received less than full documentation of the borrower's income and/or assets on approximately 74% of
mortgage loans, as measured by principal balance, that OFS originated. The Company believes that there is a higher
risk of default on loans where there is less than full documentation of the borrower's income and/or assets.

Some of the loans that OFS originates are subprime, rather than prime, and generally have delinquency and
default rates higher than prime loans, which could result in higher loan losses.

OFS currently originates subprime loans, although all subprime loans are sold in the secondary market and none are
retained in its portfolio. Subprime mortgage loans generally have higher delinquency and default rates than prime
mortgage loans. Delinquency interrupts the flow of projected interest income from a mortgage loan, and default can
ultimately lead to a loss if the net realizable value of the real property securing the mortgage loan is insufficient to
cover the principal and interest due on the loan. In whole loan sales, OFS’s risk of delinquency typically only extends
to the first payment. OFS also assumes the risks of delinquency and default for loans that it is obligated to repurchase.
OFS attempts to manage these risks with risk-based loan pricing and appropriate underwriting policies. However, the
Company cannot assure that such management policies will prevent delinquencies or defaults and, if such policies and
methods are insufficient to control OFS’s delinquency and default risks and do not result in appropriate loan pricing, its
business, financial condition, liquidity and results of operations could be harmed. During the year ended December
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31, 2006, OFS originated approximately $274 million of subprime mortgage loans, which constituted 4.3% of its total
originations.

OFSS faces intense competition that could harm its market share and its revenues.

OFS faces intense competition from commercial banks, savings and loan associations and other finance and mortgage
banking companies, as well as from Internet-based lending companies and other lenders participating on the Internet.
Entry barriers in the mortgage industry are relatively low and increased competition is likely. As OFS seeks to expand
its business, it will face a greater number of competitors, many of whom will be well-established in the markets OFS
seeks to penetrate. Many of its competitors are much larger than OFS, have better name recognition than OFS and
have far greater financial and other resources. OFS cannot assure that it will be able to effectively compete against
them or any future competitors.

In addition, competition may lower the rates OFS is able to charge borrowers, thereby potentially lowering the amount
of income on future loan sales and sales of servicing rights. Increased competition also may reduce the volume of
OFS’s loan originations and loan sales. OFS cannot assure that it will be able to compete successfully in this evolving
market.

Geographic concentration of mortgage loans that OFS originates or purchases increases OFS’s exposure to
risks in those areas.

Concentration of mortgage loans that OFS originates or purchases in any one geographic area increases OFS’s
exposure to the economic and natural hazard risks associated with that area. Declines in the residential real estate
markets in which OFS is concentrated may reduce the values of the properties collateralizing mortgages which in turn
may increase the risk of delinquency, foreclosure, bankruptcy, or losses from those loans. To the extent that a large
number of loans are impaired, OFS’s financial condition and results of operations may be adversely affected, which in
turn may adversely affect the Company’s financial condition and results of operations.

To the extent that OFS has a large number of loans in an area affected by a natural disaster, OFS may suffer
losses.

Standard homeowner insurance policies generally do not provide coverage for natural disasters, such as hurricane
Katrina and the ensuing flooding. Furthermore, nonconforming borrowers are not likely to have special hazard
insurance. To the extent that borrowers do not have insurance coverage for natural disasters, they may not be able to
repair the property or may stop paying their mortgages if the property is damaged. A natural disaster that results in a
significant number of delinquencies could cause increased foreclosures and decrease OFS’s ability to recover losses on
properties affected by such disasters and could harm OFS’s retained residual interests in securitizations and thus OFS’s
financial condition and results of operations, which could in turn harm the Company’s financial condition and results
of operations.

Differences in OFS’s actual experience compared to the assumptions that OFS uses to determine the value of its
mortgage securities held as available-for-sale could adversely affect OFS’s financial position.

Currently, OFS’s securitization of mortgage loans are structured to be treated as sales for financial reporting purposes
and, therefore, result in gain recognition at closing. Delinquency, loss, prepayment and discount rate assumptions have

a material impact on the amount of gain recognized and on the carrying value of the retained mortgage securities held

as available-for-sale (where applicable). The gain on sale method of accounting may create volatile earnings in certain

environments, including when loan securitizations are not completed on a consistent schedule. If OFS’s actual
experience differs materially from the assumptions that it uses to determine the value of its mortgage securities held as

available-for-sale, future cash flows, and results of operations could be negatively affected.
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RISKS RELATED TO OFS’S ABILITY TO SELL LOANS IT ORIGINATES OR PURCHASES

OFS’s business would suffer if it was unable to sell the mortgage loans that it originates.

OFS sells all of the mortgage loans that it originates and that are not securitized in the secondary market. OFS’s ability
to sell mortgage loans depends on the availability of an active secondary market for residential mortgage loans.
Additionally, OFS sells substantially all of the mortgages to institutional buyers. If these financial institutions cease to
buy its loans and equivalent purchasers cannot be found on a timely basis, then OFS’s business and results of
operations could be harmed. OFS’s results of operations could also be harmed if these financial institutions or other
purchasers lower the price they pay to OFS or adversely change the material terms of their loan purchases from OFS.
The prices at which OFS sells its loans vary over time. A number of factors determine the price OFS receives for its
loans. These factors include:

* the number of institutions that are willing to buy OFS’s loans;
* the amount of comparable loans available for sale;

* the levels of prepayments of, or defaults on, loans;

* the types and volume of loans OFS sells;

* the level and volatility of interest rates; and

* the quality of OFS’s loans.

OFS’s ability to sell mortgage loans to third parties also depends on its ability to remain eligible for the programs
offered by Fannie Mae and Freddie Mac. If the criteria for mortgage loans to be accepted under these programs

changes or if OFS loses its eligibility for any reason, or if its eligibility is impaired, then the mortgage banking

business would be harmed. Changes in laws in the states where OFS operates could adversely affect its ability to sell

loans. OFS’s profitability from participating in any of these programs may vary depending on a number of factors,
including administrative costs of originating and selling qualifying mortgage loans, and the costs imposed upon OFS

by the purchasers' programs. Any decline in profitability from participating in these programs would harm OFS’s
mortgage banking business.

OF'S may have to repurchase loans it sells to the whole loan market and loans it sells via securitizations.

OFS may be required to repurchase loans that are the subject of fraud, irregularities in its loan files or process, or that
result in OFS breaching the representations and warranties in the contract of sale. In addition, when OFS sells loans to
the whole loan market it may be required to repurchase loans upon which the underlying borrowers default in the
payment of principal or interest. In these cases, OFS may be obligated to repurchase loans at prices greater than their
then fair market value, which could have a material and adverse affect on OFS’s liquidity, financial position and results
of operations. When OFS purchases loans from a third-party seller that it then sells into the whole loan market or to a
securitization trust, OFS obtains representations and warranties from the third-party seller that sold the loans to it that
generally parallel the representations and warranties it provided to its purchasers of such loans. As a result, the
Company believes that OFS has the potential for recourse against the third-party seller of the loans. However, if OFS
does not have recourse against the third-party seller, or if the original third-party seller is not in a financial position to
be able to repurchase the loan, OFS may have to use cash resources to repurchase such loans at prices greater than
their then fair market value, which could materially and adversely affect OFS’s liquidity, financial position and results
of operations.
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RISKS RELATED TO OFS’S FUNDING FACILITIES

Failure to timely renew or obtain adequate financing under OFS’s funding facilities may harm OFS’s liquidity,
financial condition and results of operations.

OFS is substantially dependent upon certain funding facilities entered into in the ordinary course of OFS’s business for
financing its mortgage loan originations and its acquisitions of mortgage loans from third-party sellers. These funding
facilities generally expire in less than one year and are usually renewed on an annual basis. Any failure to timely
renew or obtain adequate financing under these funding facilities for any reason, including OFS’s inability to meet the
covenants contained in such facilities, could harm OFS’s liquidity, financial condition and results of operations, which
in turn could harm the Company’s liquidity, financial condition and results of operations and the Company’s ability to
make distributions to its stockholders. Further, any increase in the cost of OFS’s financing in excess of any increase in
the income derived from OFS’s mortgage assets could harm OFS’s results of operations, which in turn could harm the
Company’s results of operations and the Company’s ability to make distributions to its stockholders. Any failure to
timely renew these financing facilities could result in the cessation of OFS’s operations unless and until OFS is able to
obtain adequate alternative financing.

The terms of OFS’s funding facilities contain restrictive financial and other covenants. The failure to satisfy any
of these covenants may restrict OFS’s ability to pay dividends to the Company and could result in the
termination of OFS’s funding facilities.

The terms of OFS’s funding facilities contain restrictive financial and other covenants that, among other things, will
require OFS to maintain a minimum ratio of total liabilities to tangible net worth, minimum levels of tangible net
worth, liquidity and stockholders' equity, maximum leverage ratios, as well as to comply with applicable regulatory
and other requirements. If OFS is not in compliance with these financial and other covenants in the funding facilities,
its ability to pay dividends to Opteum may be restricted, which could reduce the earnings available for distribution to
the Company’s stockholders. In addition, the failure to satisfy any of these covenants is generally deemed a default that
gives OFS’s lenders the right to terminate OFS’s funding facilities absent the ability of OFS to cure such default or the
waiver of such default by OFS’s lenders. During 2006, OFS was unable to satisfy or cure certain of these covenants
and had to obtain default waivers from its lenders. There can be no assurance that OFS will be able to obtain similar
default waivers in the future if OFS fails to satisfy any of its covenants. If OFS is unable to cure a default or obtain a
waiver of a default from its lenders, OFS’s existing funding facilities could be terminated and OFS would then need to
obtain alternative financing to continue its operations.

Possible market developments could cause OFS’s lenders to require OFS to pledge additional assets as
collateral; if OFS’s assets are insufficient to meet such collateral requirements, then OFS may be compelled to
liquidate particular assets at an inopportune time, which may cause OFS to incur losses.

Possible market developments, including a sharp rise in interest rates, a change in prepayment rates or increasing
market concern about the value or liquidity of the types of mortgage assets in OFS’s portfolio, may reduce the market
value of OFS’s portfolio, which may cause OFS’s lenders to require additional collateral or otherwise limit its ability to
borrow. This requirement for additional collateral may compel OFS to liquidate its assets at a disadvantageous time. If
the sales are made at prices lower than the amortized cost of such investments, OFS would incur losses.

RISKS RELATED TO OFS’S SECURITIZATION ACTIVITIES

An interruption or reduction in the securitization market or change in terms offered by this market would hurt
OFS’s financial position.

OFS is dependent on the securitization market for the sale of its loans because it securitizes loans directly and many of
its whole loan buyers purchase its loans with the intention to securitize. The securitization market is dependent upon a
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number of factors, including general economic conditions, conditions in the securities market generally and in the
asset-backed securities market specifically. Similarly, poor performance of OFS’s previously securitized loans could
harm its access to the securitization market. A decline in OFS’s ability to obtain long-term funding for its mortgage
loans in the securitization market in general, or in OFS’s ability to obtain attractive terms or in the market's demand for
its loans could harm its results of operations, financial condition and business prospects, which in turn could harm the
Company’s results of operations, financial condition and the Company’s ability to make distributions to its
stockholders.

Competition in the securitization market may negatively affect OFS’s results of operations.

Competition in the business of sponsoring securitizations of the type OFS focuses on is increasing as Wall Street
broker-dealers, mortgage REITs, investment management companies, and other financial institutions expand their
activities or enter this field. Increased competition could reduce OFS’s securitization margins if OFS has to pay a
higher price for the long-term funding of these assets. To the extent that OFS’s securitization margins erode, OFS’s
results of operations will be negatively impacted, which in turn will negatively impact the Company’s results of
operations.

Changes in accounting standards might cause OFS to alter the way it structures or accounts for securitizations.

Changes could be made to the current accounting standards which could affect the way OFS structures or accounts for

securitizations. For example, if changes were made in the types of transactions eligible for gain on sale treatment, OFS

may have to change the way it accounts for securitizations, which may harm OFS’s results of operations or financial
condition and, correspondingly, may harm the Company’s results of operations or financial condition.

LEGAL AND TAX RISKS

If Opteum fails to qualify as a REIT, it will be subject to federal income tax as a regular corporation and may
face a substantial tax liability.

Opteum intends to operate in a manner that allows it to qualify as a REIT for federal income tax purposes. However,
REIT qualification involves the satisfaction of numerous requirements (some on an annual or quarterly basis)
established under technical and complex provisions of the Code, as amended, or the Code, for which only a limited
number of judicial or administrative interpretations exist. The determination that Opteum qualifies as a REIT requires
an analysis of various factual matters and circumstances that may not be totally within its control. Accordingly, it is
not certain Opteum will be able to qualify and remain qualified as a REIT for federal income tax purposes. Even a
technical or inadvertent violation of the REIT requirements could jeopardize Opteum’s REIT qualification.
Furthermore, Congress or the Internal Revenue Service, or IRS, might change the tax laws or regulations and the
courts might issue new rulings, in each case potentially having a retroactive effect that could make it more difficult or
impossible for Opteum to qualify as a REIT. If Opteum fails to qualify as a REIT in any tax year, then:

1t would be taxed as a regular domestic corporation, which, among other things, means that it would be unable to
deduct distributions to stockholders in computing taxable income and would be subject to federal income tax on its
taxable income at regular corporate rates;

any resulting tax liability could be substantial and would reduce the amount of cash available for distribution to
stockholders, and could force Opteum to liquidate assets at inopportune times, causing lower income or higher losses

than would result if these assets were not liquidated; and

uanless Opteum was entitled to relief under applicable statutory provisions, it would be disqualified from treatment as
a REIT for the subsequent four taxable years following the year during which it lost its qualification, and its cash
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available for distribution to its stockholders therefore would be reduced for each of the years in which it does not
qualify as a REIT.

Even if Opteum remains qualified as a REIT, it may face other tax liabilities that reduce its cash flow. Opteum may
also be subject to certain federal, state and local taxes on its income and property, and its OFS subsidiary is treated as
a "taxable REIT subsidiary," which is a fully taxable corporation for federal income tax purposes. Any of these taxes
would decrease cash available for distribution to the Company’s stockholders.

Complying with REIT requirements may cause Opteum to forego otherwise attractive opportunities.

To qualify as a REIT for federal income tax purposes, Opteum must continually satisfy tests concerning, among other
things, its sources of income, the nature and diversification of its assets, the amounts it distributes to its stockholders
and the ownership of its stock. Opteum may also be required to make distributions to its stockholders at unfavorable
times or when it does not have funds readily available for distribution. Thus, compliance with REIT requirements may
hinder Opteum’s ability to operate solely with the goal of maximizing profits.

In addition, the REIT provisions of the Code impose a 100% tax on income from "prohibited transactions." Prohibited
transactions generally include sales of assets that constitute inventory or other property held for sale to customers in
the ordinary course of business, other than foreclosure property. This 100% tax could impact Opteum’s ability to sell
mortgage-related securities at otherwise opportune times if it believes such sales could result in Opteum being treated
as engaging in prohibited transactions. However, Opteum would not be subject to this tax if it were to sell assets
through a taxable REIT subsidiary. Opteum will also be subject to a 100% tax on certain amounts if the economic
arrangements between it and its taxable REIT subsidiary are not comparable to similar arrangements among unrelated
parties. See "Certain Federal Income Tax Considerations."

Complying with REIT requirements may limit Opteum’s ability to hedge effectively, which could in turn leave it
more exposed to the effects of adverse changes in interest rates.

The REIT provisions of the Code may substantially limit Opteum’s ability to hedge mortgage-related securities and
related borrowings by generally requiring it to limit its income in each year from qualified hedges, together with any

other income not generated from qualified REIT real estate assets, to less than 25% of its gross income. In addition,

Opteum must limit its aggregate gross income from non-qualified hedges, fees, and certain other non-qualifying

sources, to less than 5% of its annual gross income. As a result, Opteum may in the future have to limit the use of
hedges or implement hedges through a taxable REIT subsidiary. This could result in greater risks associated with

changes in interest rates than Opteum would otherwise want to incur. If Opteum fails to satisfy the 25% or 5%

limitations, unless its failure was due to reasonable cause and not due to willful neglect and it meets certain other

technical requirements, it could lose its REIT qualification. Even if Opteum’s failure was due to reasonable cause, it
may have to pay a penalty tax equal to the amount of income in excess of certain thresholds, multiplied by a fraction

intended to reflect its profitability.

Dividends paid by REITs generally do not qualify for reduced tax rates.

In general, the maximum federal income tax rate for dividends paid to individual U.S. stockholders is 15% (through
2008). Dividends paid by REITs, however, are generally not eligible for the reduced rates. The more favorable rates
applicable to regular corporate dividends could cause stockholders who are individuals to perceive investments in
REITs to be relatively less attractive than investments in the stock of non-REIT corporations that pay dividends,
which could adversely affect the value of the stock of REITs, including the Company’s Class A Common Stock.

To maintain Opteum’s REIT qualification, Opteum may be forced to borrow funds on unfavorable terms or sell
its securities at unfavorable prices to make distributions to stockholders.
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As a REIT, Opteum must distribute at least 90% of its annual net taxable income (excluding net capital gains) to
stockholders. To the extent that Opteum satisfies this distribution requirement, but distributes less than 100% of its net
taxable income, it will be subject to federal corporate income tax. In addition, Opteum will be subject to a 4%
nondeductible excise tax if the actual amount that it pays to its stockholders in a calendar year is less than a minimum
amount specified under the Code. From time to time, Opteum may generate taxable income greater than its income for
financial reporting purposes from, among other things, amortization of capitalized purchase premiums, or its net
taxable income may be greater than its cash flow available for distribution to its stockholders. If Opteum does not
have other funds available in these situations, it could be required to borrow funds, sell a portion of its
mortgage-related securities at unfavorable prices or find other sources of funds in order to meet the REIT distribution
requirements and to avoid corporate income tax and the 4% excise tax. These other sources could increase Opteum’s
costs or reduce equity and reduce amounts available to invest in mortgage-related securities.

Reliance on legal opinions or statements by issuers of mortgage-related securities could result in a failure to
comply with REIT gross income or asset tests.

When purchasing mortgage-related securities, Opteum may rely on opinions of counsel for the issuer or sponsor of
such securities, or statements made in related offering documents, for purposes of determining whether and to what
extent those securities constitute REIT real estate assets for purposes of the REIT asset tests and produce income
which qualifies under the REIT gross income tests. The inaccuracy of any such opinions or statements may adversely
affect Opteum’s REIT qualification and result in significant corporate-level tax.

Possible legislative or other actions affecting REITSs could adversely affect the Company and its stockholders.

The rules dealing with federal income taxation are constantly under review by persons involved in the legislative
process and by the IRS and the U.S. Treasury Department. The Company’s business may be harmed by changes to the
laws and regulations affecting it, including changes to securities laws and changes to the Code provisions applicable
to the taxation of REITs. New legislation may be enacted into law, or new interpretations, rulings or regulations could
be adopted, any of which could adversely affect the Company and the Company’s stockholders, potentially with
retroactive effect.

Opteum may recognize excess inclusion income that would increase the tax liability of our stockholders.

If Opteum recognizes excess inclusion income and allocates it to stockholders, this income cannot be offset by net

operating losses of the stockholders. If the stockholder is a tax-exempt entity, then this income would be fully taxable

as unrelated business taxable income under Section 512 of the Code. If the stockholder is a foreign person, such

income would be subject to federal income tax withholding without reduction or exemption pursuant to any otherwise

applicable income tax treaty. In addition, to the extent the Company’s stock is owned by tax-exempt "disqualified
organizations," such as government-related entities that are not subject to tax on unrelated business taxable income,

although Treasury regulations have not yet been drafted to clarify the law, it may incur a corporate level tax at the

highest applicable corporate tax rate on the portion of Opteum’s excess inclusion income that is allocable to such
disqualified organizations.

Excess inclusion income could result if Opteum holds a residual interest in a real estate mortgage investment conduit,
or REMIC. Excess inclusion income also could be generated if Opteum were to issue debt obligations with two or
more maturities and the terms of the payments on these obligations bore a relationship to the payments received on the
Companys mortgage-related securities securing those debt obligations (i.e., if Opteum was to own an interest in a
taxable mortgage pool). However, Treasury regulations have not been issued regarding the allocation of excess
inclusion income to stockholders of a REIT that owns an interest in a taxable mortgage pool. Opteum does not expect
to acquire significant amounts of residual interests in REMICs, other than interests owned by OFS, which is treated as
a separate taxable entity for these purposes. Opteum intends to structure borrowing arrangements in a manner
designed to avoid generating significant amounts of excess inclusion income. Opteum does, however, expect to enter
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into various repurchase agreements that have differing maturity dates and afford the lender the right to sell any
pledged mortgaged securities if Opteum should default on its obligations.

A portion of the Company’s distributions may be deemed a return of capital for U.S. federal income tax
purposes.

The amount of the Company’s distributions to the holders of Class A Common Stock in a given quarter may not
correspond to the taxable income for such quarter. To the extent the Company’s distributions exceed the Company’s net
taxable income, the distribution will be treated as a return of capital for federal income tax purposes. A return of
capital distribution will not be taxable to the extent of a stockholder's tax basis in its shares but will reduce a
stockholder's basis in its shares of Class A Common Stock. In 2006 the Company’s distributions to the holder of Class
A Common Stock exceeded its taxable income by $3.3 million.

The Company’s reported GAAP financial results differ from the taxable income results that drive its dividend
distributions, and its consolidated balance sheet, income statement, and statement of cash flows as reported for
GAAP purposes may be difficult to interpret.

The Company’s dividend distributions are driven by its dividend distribution requirements under the REIT tax laws
and its profits as calculated for tax purposes pursuant to the Code. The Company’s reported results for GAAP purposes
differ materially, however, from both its cash flows and its taxable income. OFS transfers mortgage loans or mortgage

securities held as available-for-sale into securitization trusts to obtain long-term non-recourse funding for these assets.

When OFS surrenders control over the transferred mortgage loans or mortgage securities held as available-for-sale,

the transaction is accounted for as a sale. In the future, if OFS retains control over the transferred mortgage loans or

mortgage securities available-for-sale, the transaction will be accounted for as a secured borrowing. These

securitization transactions do not differ materially in their structure or cash flow generation characteristics, yet under

GAAP accounting these transactions are recorded differently. In securitization transactions that OFS accounts for as

sales, OFS typically records a gain or loss on the assets transferred in its income statement and records the retained

interests at fair value on its balance sheet. In securitization transactions that OFS accounts for as secured borrowings,

which OFS may do in the future, OFS would consolidate all the assets and liabilities of the trust on its financial

statements. As a result of this and other accounting issues, stockholders and analysts must undertake a complex

analysis to understand the Company’s economic cash flows, actual financial leverage, and dividend distribution
requirements. This complexity may hinder the trading of the Company’s stock or may lead observers to misinterpret its
results.

Recent legislation related to corporate governance may increase the Company’s costs of compliance and its
liability.

Recently enacted and proposed laws, regulations and standards relating to corporate governance and disclosure
requirements applicable to public companies, including the Sarbanes-Oxley Act of 2002, new Commission regulations
and NYSE rules have increased the costs of corporate governance, reporting and disclosure practices. These costs may
increase in the future due to the Company’s continuing implementation of compliance programs mandated by these
requirements. In addition, these new laws, rules and regulations create new legal bases for administrative enforcement,
civil and criminal proceedings against the Company in case of non-compliance, thereby increasing the Company’s
risks of liability and potential sanctions.

Failure to maintain an exemption from the Investment Company Act would harm the Company’s results of
operations.

The Company intends to conduct its business so as not to become regulated as an investment company under the

Investment Company Act. If the Company fails to qualify for this exemption, its ability to use leverage would be
substantially reduced and it would be unable to conduct its business. The Investment Company Act exempts entities
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that are primarily engaged in the business of purchasing or otherwise acquiring mortgages and other liens on, and
interests in, real estate. Under the current interpretation of the SEC staff, in order to qualify for this exemption, the
Company must maintain at least 55% of its assets directly in these qualifying real estate interests, with at least 25% of
remaining assets invested in real estate-related securities. Mortgage-related securities that do not represent all of the
certificates issued with respect to an underlying pool of mortgages may be treated as separate from the underlying
mortgage loans and, thus, may not qualify for purposes of the 55% requirement. Therefore, the Company’s ownership
of these mortgage-related securities is limited by the provisions of the Investment Company Act.

As of December 31, 2006, 63.7% of the Company’s portfolio constituted qualifying interests in mortgage-related
securities for purposes of the Investment Company Act. In satisfying the 55% requirement under the Investment
Company Act, the Company treats as qualifying interests mortgage-related securities issued with respect to an
underlying pool as to which it holds all issued certificates. If the SEC or its staff adopts a contrary interpretation of
such treatment, the Company could be required to sell a substantial amount of its mortgage-related securities under
potentially adverse market conditions. Further, in order to ensure that the Company at all times qualify for the
exemption under the Investment Company Act, it may be precluded from acquiring mortgage-related securities whose
yield is higher than the yield on mortgage-related securities that could be purchased in a manner consistent with the
exemption. These factors may lower or eliminate the Company’s net income.

OTHER RISKS

Hedging transactions may adversely affect the Company’s earnings, which could adversely affect cash available
for distribution to its stockholders.

The Company may enter into interest rate cap or swap agreements or pursue other hedging strategies, including the
purchase of puts, calls or other options and futures contracts. The Company’s hedging activity will vary in scope based
on the level and volatility of interest rates and principal prepayments, the type of MBS it holds, and other changing
market conditions. Hedging may fail to protect or could adversely affect the Company because, among other things:
. hedging can be expensive, particularly during periods of rising and volatile interest rates;
available interest rate hedging may not correspond directly with the interest rate risk for which protection is sought;
. the duration of the hedge may not match the duration of the related liability;

 certain types of hedges may expose the Company to risk of loss beyond the fee paid to initiate the hedge;

the amount of income that a REIT may earn from hedging transactions is limited by federal income tax provisions
governing REITs;

the credit quality of the party owing money on the hedge may be downgraded to such an extent that it impairs the
Company’s ability to sell or assign its side of the hedging transaction; and

. the party owing money in the hedging transaction may default on its obligation to pay.

The Company’s hedging activity may adversely affect the Company’s earnings, which could adversely affect cash
available for distribution to stockholders.

Terrorist attacks and other acts of violence or war may affect any market for the Company’s Class A Common
Stock, the industry in which the Company conducts its operations, and its profitability.

44



Edgar Filing: Opteum Inc. - Form 10-K

Terrorist attacks may harm the Company’s results of operations and the investments of stockholders. The Company
cannot assure you that there will not be further terrorist attacks against the United States or U.S. businesses. These

attacks or armed conflicts may directly impact the property underlying the Company’s mortgage-related securities or
the securities markets in general. Losses resulting from these types of events are uninsurable. More generally, any of

these events could cause consumer confidence and spending to decrease or result in increased volatility in the United

States and worldwide financial markets and economies. They also could result in economic uncertainty in the United

States or abroad. Adverse economic conditions could harm the value of the property underlying the Company’s
mortgage-related securities or the securities markets in general, which could harm its operating results and revenues

and may result in the volatility of the market value of its Class A Common Stock.

Current loan performance data may not be indicative of future results.

When making capital budgeting and other decisions, the Company uses projections, estimates and assumptions based

on the Company’s experience with mortgage loans. Actual results and the timing of certain events could differ
materially in adverse ways from those projected, due to factors including changes in general economic conditions,

fluctuations in interest rates, fluctuations in mortgage loan prepayment rates and fluctuations in losses due to defaults

on mortgage loans. These differences and fluctuations could rise to levels that may adversely affect the Company’s
profitability.

Changes in interest rates may reduce the Company’s liquidity, financial condition and results of operations
resulting in a decline in the value of the Company’s Class A Common Stock.

The Company’s results of operations will be derived in part from the spread between the yield on Opteum’s MBS assets
and the cost of Opteum’s borrowings. There is no assurance that there will be a positive spread in either high interest
rate environments or low interest rate environments, or that the spread will not be negative as has recently been in the
case. Changes in interest rates may reduce the Company’s liquidity, financial condition and results of operations and
may cause the Company’s funding costs, both at Opteum and OFS, to exceed income. In addition, during periods of
high interest rates, the Company’s dividend yield on its Class A Common Stock may be less attractive compared to
alternative investments of equal or lower risk. Each of these factors could negatively affect the market value of the
Company’s Class A Common Stock.

The Company’s financial position has deteriorated during 2006. Continued deterioration may negatively affect
the Company’s liquidity, results of operations and the value of the Company’s Class A Common Stock.

The Company’s financial position deteriorated during 2006 due in part to an inverted yield curve and competitive
conditions in the mortgage origination market. Although the Company has taken actions and is evaluating other
actions intended to improve the Company’s financial position and liquidity, there can be no assurance that the
Company’s efforts will be successful. Continued deterioration may negatively affect liquidity, results of operations and
the value of the Company’s Class A Common Stock.

Opteum has guaranteed certain obligations of OFS. If OFS fails to meet its financial obligations, Opteum may
be forced to liquidate certain of Opteum’s MBS assets to satisfy these guarantees which could negatively affect
the Opteum’s liquidity, results of operations and the value of the Company’s Class A Common Stock and may
result in margin calls from Opteum’s lenders.

Opteum has guaranteed certain obligations of OFS, including obligations under OFS’s funding facilities. Although
OFS’s funding facilities are secured by collateral, if OFS is unable to fulfill its obligations under such facilities and the
value of the collateral is insufficient to repay OFS’s obligations, Opteum may be required to pay such deficiency under
its guarantees of OFS’s obligations. To pay such deficiency, Opteum may be required to sell MBS portfolio assets to
generate the cash necessary to pay OFS’s creditors and such sales may negatively affect the Company’s liquidity,
results of operations and the value of the Company’s Class A Common Stock. These sales may also result in margin
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calls from Opteum’s lenders and transaction counterparties.

The Company’s board of directors may change its operating policies and strategies without prior notice or
stockholder approval and such changes could harm its business and results of operations and the value of its
Class A Common Stock.

Although the Company’s board of directors has no current plans to do so, it has the authority to modify or waive its
current operating policies and its strategies (including its election to operate as a REIT) without prior notice to the

stockholder and without stockholders approval. Any such changes to the Company’s current operating policies and
strategies may be unsuccessful and may have an adverse effect on its business, operating results and the market value

of its Class A Common Stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS.
None.
ITEM 2. PROPERTIES.

The Company believes its properties and leasehold interests are adequate for the conduct of its business as currently
conducted.

The Company's executive offices and principal administrative offices are located at 3305 Flamingo Drive, Vero
Beach, Florida 32963, an office building that Opteum purchased in December 2004.

In addition, OFS’s primary office space is leased at W115 Century Road, Paramus, NJ 07652. This lease expires May
31, 2009. The annual rent for this location is approximately $840,000.

As of December 31, 2006, OFS leased offices in an additional 33 locations in 8 states, with remaining lease terms
expiring at various dates through December 14, 2012. The aggregate annual rent for these locations is approximately
$6.0 million.

ITEM 3. LEGAL PROCEEDINGS.

The Company is involved in various lawsuits and claims, both actual and potential, including some that it has asserted
against others, in which monetary and other damages are sought. These lawsuits and claims relate primarily to
contractual disputes arising out of the ordinary course of the Company’s business. The outcome of such lawsuits and
claims is inherently unpredictable. However, management believes that, in the aggregate, the outcome of all lawsuits
and claims involving the Company will not have a material effect on the Company’s consolidated financial position or
liquidity; however, any such outcome may be material to the results of operations of any particular period in which
costs, if any, are recognized.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
None.
PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES.

MARKET INFORMATION
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The Company's Class A Common Stock is listed on the NYSE under the symbol "OPX". The Company's trading
symbol on the NYSE was previously “BMM” and traded as “BMM?” from September 16, 2004 through February 9, 2006.
The Company changed its name from Bimini Mortgage Management, Inc. to Opteum Inc. and its NYSE symbol to
“OPX” effective February 10, 2006. On March 6, 2007, the last sales price of the Class A Common Stock on the NYSE
was $4.70 per share. The following table sets forth the high and low closing sale prices for the Company's Class A
Common Stock as reported on the NYSE during 2005 and 2006.

Class A Common Stock

2005 2006
High Low High Low
First Quarter $ 1591 $ 13.80 $ 9294 §$ 7.78
Second Quarter $ 1510 $ 13.23  $ 9.19 $ 7.85
Third Quarter $ 1425 $ 1125  $ 895 $ 7.94
Fourth Quarter $ 11.31  $ 885 $ 860 $ 6.80

As of January 3, 2007, the Company had 24,515,717 shares of Class A Common Stock outstanding, which were held
by 478 holders of record. The 477 holders of record include Cede & Co., which holds shares as nominee for The
Depository Trust Company, which itself holds shares on behalf of over 100 beneficial owners of the Company's
Class A Common Stock.

As of January 3, 2007, the Company had 319,388 shares of Class B Common Stock outstanding, which were held by
2 holders of record.

As of January 3, 2007, the Company had 319,388 shares of Class C Common Stock outstanding, which were held by
one holder of record.

There is no established public trading market for Class B Common Stock or Class C Common Stock.

DIVIDEND DISTRIBUTION POLICY

The Company’s ability to distribute the earnings of its taxable REIT subsidiary, OFS, is accomplished through the
payment of some or all of their after-tax net income in the form of dividends to the parent. Certain contractual
agreements with OFS’s lenders may, under certain circumstances, limit the ability of OFS to pay dividends to the
parent. Such restrictions also apply to interest on Opteum’s inter-company loans to OFS.

The following table sets forth the cash distributions declared per share on the Company’s Class A and Class B
Common Stock in 2006 and 2005:

Cash Distributions Declared Per Share

2005 2006
First Quarter $ 053 % 0.11
Second Quarter $ 040 $ 0.25
Third Quarter $ 038 % 0.05
Fourth Quarter $ 0.14 % 0.05

47



Edgar Filing: Opteum Inc. - Form 10-K

In order to maintain its qualification as a REIT under the Code, Opteum must make distributions to its stockholders
each year in an amount at least equal to:

*  90% of its REIT taxable income (computed without regard to Opteum's deduction for dividends paid and its
net capital gains);

plus 90% of the excess of net income from foreclosure property over the tax imposed on such income by the Code;
. minus any excess non-cash income that exceeds a percentage of its income.

In general, Opteum's distributions will be applied toward these requirements if paid in the taxable year to which they
relate, or in the following taxable year if the distributions are declared before it timely files its tax return for that year,
the distributions are paid on or before the first regular distribution payment following the declaration, and it elects on
its tax return to have a specified dollar amount of such distributions treated as if paid in the prior year. Distributions
declared by Opteum in October, November or December of one taxable year and payable to a stockholder of record on
a specific date in such a month are treated as both paid by Opteum and received by the stockholder during such
taxable year, provided that the distribution is actually paid by Opteum by January 31 of the following taxable year.

The $0.05 dividend for the fourth quarter 2006, as shown in the foregoing schedule, will be treated for tax purposes
for both the Company and its stockholders as a year 2007 dividend. While this dividend was declared by the Board of
Directors in 2006, both the shareholder of record date and the payment date occurred in 2007. For GAAP financial
reporting purposes, the dividend is a year 2006 event because it was declared by the Board of Directors in December
2006.

Opteum anticipates that distributions generally will be taxable as ordinary income to its stockholders, although a
portion of such distributions may be designated by it as capital gain or may constitute a return of capital, as occurred
in 2006. Opteum furnishes annually to each of its stockholders a statement setting forth distributions paid during the
preceding year and their characterization as ordinary income, return of capital or capital gains.

EQUITY COMPENSATION PLAN INFORMATION

The plan documents for the plans described in the footnotes below are included as Exhibits to this Form 10-K, and are
incorporated herein by reference in their entirety. The following table provides information as of December 31, 2006,
regarding the number of shares of Class A Common Stock that may be issued under the Company’s equity
compensation plans.

Total number of
securities to be  Weighted-average Number of securities
issued upon exercise exercise price of remaining available for

of outstanding outstanding  future issuance under equity
options, warrants options, warrants compensation plans
and rights and rights (excluding securities reflected
Plan Category (a) (b) in column (a))
Equity compensation plans

approved by security holders

(D - - i

Equity compensation plans not

approved by security holders

(2) 504,644 (3) - 3,495,356 (4)

Total 504,644 - 3,495,356
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(1) The Company has no equity compensation plans that have been approved by shareholders.

(2) Equity compensation plans not approved by shareholders include the Opteum Inc. 2003 Long Term Incentive Plan
(the “LTI Plan”) and the Opteum Inc. 2004 Performance Bonus Plan (the “Performance Bonus Plan”). The LTI Plan is a
broad-based equity incentive plan that permits the grant of stock options, restricted stock, phantom shares, dividend
equivalent rights and other stock-based awards. Subject to adjustment upon certain corporate transactions or events, a
maximum of 4,000,000 shares of Class A Common Stock (but no more than 10% of the number of shares of Class A
Common Stock outstanding on any particular grant date) may be subject to awards under the LTI Plan. The
Performance Bonus Plan is an annual bonus plan that permits the issuance of the Company’s Class A Common Stock
in payment of stock-based awards made under the plan. In 2006, no stock-based awards were made under the
Performance Bonus Plan. No shares of the Company’s stock have ever been issued under the Performance Bonus
Plan.

(3) Represents the aggregate number of shares of Class A Common Stock remaining to be issued upon settlement of
phantom share awards granted pursuant to the LTI Plan and outstanding as of December 31, 2006.

(4) Represents the maximum number of shares remaining available for future issuance under the terms of the LTI Plan
irrespective of the 10% limitation described in footnote 2 above (i.e., 4,000,000 shares less the 504,644 shares
reflected in column (a) above). Taking into account the 10% limitation and the number of shares of Class A Common
Stock outstanding as of December 31, 2006, the maximum number of shares remaining available for future issuance
under the terms of the LTI Plan as of December 31, 2006, was 1,946,928 shares.

SHARE PRICE PERFORMANCE GRAPH

The following graph compares the total cumulative stockholder return from a $100 investment in the Company’s
Class A Common Stock and in the stocks making up three comparative stock indices on September 16, 2004 (the date

of the Company’s listing on the NYSE) through December 31, 2006. The graph reflects stock price appreciation and
the value of dividends paid on the Class A Common Stock and for each of the comparative indices.

The above graph does not reflect the Company’s third quarter dividend paid on October 8, 2004, because the record
date of this dividend was prior to the Company’s listing on the NYSE. Also, as noted above, this graph illustrates the
Company’s return vs. three competitive stock indices including the Russell 2000 Index, the Dow Jones KBW
Mortgage Finance Index, and an RMBS REIT Index developed by the Company. The Residential Mortgage-backed
Securitization (“RMBS”) REIT Index weights Annaly Capital Management, Inc., Anworth Mortgage Asset Corporation,
Luminent Mortgage Capital, Inc. and MFA Mortgage Investments, Inc. by market cap at the beginning of the same
period.

ISSUER PURCHASES OF EQUITY SECURITIES

The following table shows Company repurchases of its common stock for each calendar month during the quarter
ended December 31, 2006.

Total Total Number of Maximum
Number of Average  Shares Purchased Amount That May
Shares Price as Part of Publicly Yet Be Purchased

Calendar Purchased Paid per Announced Plans Under the Plans
Month @ Share or Programs or Programs

October 2006 -$ - - -
November 2006 16,809 7.84 - -
December 2006 703 7.20 - -
Total 17,512 % 7.52 - -
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(1) The shares indicated in this table represent shares of common stock deemed to be repurchased in connection with
the withholding of a portion of shares of Class A Common Stock to cover taxes on vested phantom shares.

ITEM 6. SELECTED FINANCIAL DATA.

The following selected financial data is derived from the Company’s audited financial statements. The selected
financial data should be read in conjunction with the more detailed information contained in the Company’s financial
statements and related notes and "Management's Discussion and Analysis of Financial Condition and Results of
Operations" included elsewhere in this report.

Readers are cautioned that because the merger with OFS did not close until the fourth quarter of 2005, the results of
operations of OFS are only included in the Company’s results of operations for the period November 3, 2005 (date of
merger) through December 31, 2006, making comparisons to the Company’s 2005 and 2004 results less meaningful.
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Consolidated Statements of
Operations Data:

Interest income

Interest expense

Net interest income

Other non-interest income
Net gain on sales of
mortgage-backed-securities
Net servicing fee income (loss)
Expenses:

Compensation and related
benefits

Other expenses

Total expenses

Minority Interest

Income tax benefit

Net income (loss)

Basic and diluted income (loss)
per Class A common share
Weighted average number of
Class A common shares
outstanding, used in computing
basic and diluted per share
amounts

Basic and diluted income (loss)
per Class B common share
Weighted average number of
Class B common shares
outstanding, used in computing
basic and diluted per share
amounts

Dividends declared per Class A
common share

Dividends declared per Class B
common share
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Opteum Inc.
Selected Financial Data
(Amounts in thousands, except per share data)

Year Ended
December
31, 2006

$ 255,008

(241,483)
13,525

15,670
(8,199)

35,003
62,806
97,809

49
27,218

$ (49,546)

$ (2.03)

24,066

$ (1.99)

319

$ 0.46

$ 0.46

Year Ended
December
31, 2005

$ 160,641
(123,659)
36,982

825

1,994

1,493

10,986

10,245

21,231

4,220

$ 24,283

$ 1.12

21,422

319
$ 1.45

$ 1.45

Year Ended
December
31, 2004

$ 49,634
(22,635)
26,999

95

2,498
1,739
4,237

$ 22,857

$ 1.97

11,452

2.05

160
$ 1.97

$ 1.06

September 24,

2003
(inception)
through

December 31,
2003

$ 71

(20)

51

36

282

318

$ (267)

$ (0.54)

498

$ J

$ J

$ -
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Consolidated Balance Sheet
Data:

Mortgage-backed securities, at
fair value

Mortgage-backed securities
pledged as collateral, at fair
value

Total mortgage-backed
securities, at fair value

Total assets

Repurchase agreements

Long term obligations

Total liabilities

Total stockholders' equity
Class A common shares
outstanding

Class A Redeemable preferred
shares outstanding
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5,715

2,803,019

2,808,734
3,937,634
2,741,680
103,097
3,745,199
192,435

24,516

$

539

3,493,490

3,494,029
4,805,102
3,337,598
103,097
4,552,613
252,488

23,567

1,223

$

$

72,074

2,901,159
2,973,233
3,128,418
2,771,163

2,845,455
282,962

20,369

$

$

27,751

197,991
225,742
245,286
188,841

188,970
56,315

4,012
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.
FORWARD-LOOKING STATEMENTS

When used in this Annual Report on Form 10-K, in future filings with the Securities and Exchange Commission (the
“Commission”) or in press releases or other written or oral communications, statements which are not historical in
nature, including those containing words such as “anticipate,” “estimate,” “should,” “expect,” “believe,” “intend” and si
expressions, are intended to identify “forward-looking statements” within the meaning of Section 27A of the Securities

Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended

(the “Exchange Act”).

These forward-looking statements are subject to various risks and uncertainties, including, but not limited to, those

described or incorporated by reference in Part I - Item 1A - Risk Factors of this Form 10-K. These and other risks,

uncertainties and factors, including those described in reports that the Company files from time to time with the

Commission, could cause the Company’s actual results to differ materially from those reflected in such
forward-looking statements. All forward-looking statements speak only as of the date they are made and the Company

does not undertake, and specifically disclaims, any obligation to update or revise any forward-looking statements to

reflect events or circumstances occurring after the date of such statements.

The following discussion of the financial condition and results of operations should be read in conjunction with the
Company’s consolidated financial statements and related notes included elsewhere in this report.

DIVIDENDS TO STOCKHOLDERS

In order to maintain its qualification as a REIT, Opteum is required (among other provisions) to annually distribute
dividends to its stockholders in an amount at least equal to, generally, 90% of Opteum’s REIT taxable income. REIT
taxable income is a term that describes Opteum’s operating results calculated in accordance with rules and regulations
promulgated pursuant to the Internal Revenue Code.

Opteum’s REIT taxable income is computed differently from net income as computed in accordance with generally
accepted accounting principles ("GAAP net income"), as reported in the Company’s accompanying consolidated
financial statements. Depending on the number and size of the various items or transactions being accounted for

differently, the differences between REIT taxable income and GAAP net income can be substantial and each item can

affect several reporting periods. Generally, these items are timing or temporary differences between years; for

example, an item that may be a deduction for GAAP net income in the current year may not be a deduction for REIT

taxable income until a later year.

As a REIT, Opteum may be subject to a federal excise tax if Opteum distributes less than 85% of its taxable income
by the end of the calendar year. Accordingly, Opteum’s dividends are based on its taxable income, as determined for
federal income tax purposes, as opposed to its net income computed in accordance with GAAP (as reported in the
accompanying consolidated financial statements).

In future periods, Opteum’s REIT taxable income may grow to be even greater than the Company’s consolidated GAAP
net income because Opteum earns taxable interest income on an inter-company loan that Opteum has made to OFS.
Although this taxable interest income is not reported on the Company’s consolidated financial statements because it is
eliminated in consolidation in accordance with GAAP, it is included in Opteum’s REIT taxable income that must be
distributed annually to stockholders.

The Company’s ability to distribute the earnings of its taxable REIT subsidiary, OFS, is accomplished through the
payment of some or all of their after-tax net income in the form of dividends to the parent. Certain contractual
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agreements with OFS’s lenders may, under certain circumstances, limit the ability of OFS to pay dividends to the
parent. Such restrictions also apply to interest on Opteum’s inter-company loans to OFS described above.

RESULTS OF OPERATIONS
2006 v. 2005 PERFORMANCE OVERVIEW

Described below are the Company’s results of operations for the twelve months ended December 31, 2006, as
compared to the Company’s results of operations for the twelve months ended December 31, 2005. Readers are
cautioned that because the merger with OFS did not close until the fourth quarter of 2005, the results of operations of
OFS are only included in the Company’s results of operations for the period November 3, 2005 through December 31,
2005, making comparisons to the Company’s prior year results less meaningful.

The Company’s results of operations for the twelve months ended December 31, 2006, were negatively affected by
changes in various market interest rates, including short-term rates, due primarily to the monetary policy actions of the
Federal Reserve during this period. The Company’s financing is based on short-term rates, which increased during
these periods faster than the yields on Opteum’s MBS portfolio. The increase in short-term borrowing rates also
negatively impacted the net interest spread earned by OFS on its mortgage loans held for sale due to increases in the
funding costs associated with warehouse lines of credit used to fund its mortgage loan originations.

Consolidated net income/(loss) for the year ended December 31, 2006, was ($49.5) million, compared to $24.3 million
for the year ended December 31, 2005, respectively. Consolidated net loss per basic and diluted share of Class A
Common Stock was ($2.03) for the year ended December 31, 2006, compared to $1.12 of per share income, for the
comparable prior periods.

Included in the Company’s consolidated results is $13.5 million of consolidated net interest income for the year ended
December 31, 2006, compared to $37.0 million of net interest income for the year ended December 31, 2005. For the

twelve months ended December 31, 2006, consolidated interest income of $255.0 million was partially offset by

consolidated interest expense of $241.5 million. These figures are not reflected as annualized net yields on invested

assets as was previously reported since the figures represent blended net interest earnings on both Opteum’s MBS
portfolio and mortgage loans held for sale by OFS.

For the twelve months ended December 31, 2006, the Company’s consolidated general and administrative costs were
$96.8 million. Operating expenses, which incorporate trading costs, fees and other direct costs, were $1.0 million for
the twelve months ended December 31, 2006.

For the year ended December 31, 2006, comprehensive income/(loss) was ($49.8) million including the net unrealized
gain/(loss) on available-for-sale securities of ($10.3) million and the reclassification of $10.0 million
other-than-temporary losses on certain MBS assets expected to be sold in 2007. For the year ended December 31,
2005, comprehensive income/(loss) was ($49.1) million including the net unrealized loss on available-for-sale
securities of ($73.3) million. The factors resulting in the unrealized loss on available-for-sale securities are described
below.

Comprehensive (loss) income is as follows:

(in thousands)

Year Ended December 31,
2006 2005 2004
Net (loss) income $ (49,546) $ 24,283 $ 22,857
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Reclassify other-than-temporary
loss on MBS 9,971 - -

Plus unrealized (loss) on
available-for-sale securities, net (10,250) (73,345) (1,041)

Comprehensive (loss) $ (49,825) $ (49,062) $ (21,816)

Accumulated other comprehensive loss, as reflected in stockholders’ equity, increased approximately $0.3 million
from December 31, 2005, to December 31, 2006. This is reflective of an overall decline in the fair value of Opteum’s
MBS portfolio as compared to the original aggregate purchase price of Opteum’s MBS as well as the reclassification of
other-than-temporary losses from accumulated other comprehensive loss to the income statement for the MBS assets
that were expected to be sold in the first quarter of 2007. Changes in interest rates over time are the primary market
factor for this value decline; generally, as interest rates rise, the value of long-term interest rate sensitive securities
decline. The value of the majority of Opteum’s assets is driven by movements in short-term rates—rates typically less
than two years—and these rates increased substantially over the period. Additionally, as longer-term rates decreased,
prepayment expectations increased resulting in a widening in the spreads at which Opteum’s assets are priced.

The Company has negative retained earnings (titled “Accumulated deficit” in the stockholders’ equity section of the
accompanying consolidated financial statements) at December 31, 2006 and 2005, partially because of the
consequences of Opteum’s tax qualification as a REIT. As is more fully described in the “Dividends to Stockholders”
section above, Opteum’s dividends are based on its REIT taxable income, as determined for federal income tax
purposes, and not on its net income computed in accordance with GAAP (as reported in the accompanying
consolidated financial statements).

For the year ended December 31, 2006, Opteum's REIT taxable income was approximately $12.0 million greater than
Opteum's net income computed in accordance with GAAP. During 2006, Opteum’s most significant items and
transactions being accounted for differently for tax than for GAAP include interest on inter-company loans with OFS,
other-than-temporary impairment losses on the MBS portfolio, equity plan stock awards, depreciation of property and
equipment and the accounting for debt issuance costs. The impairment losses on the MBS portfolio will be recognized
in 2007 for tax purposes as the actual sales of the securities are completed. The debt issuance costs are being
amortized, and property and equipment are being depreciated, over different useful lives for tax purposes. The future
deduction of equity plan stock compensation against REIT taxable income is uncertain both as to the year (as the
timing of the tax impact of each restricted stock award is up to each employee who has received a grant) and as to the
amount, because the tax impact is measured at the fair value of the shares as of a future date, and this amount may be
greater than or less than the financial statement expense already recognized by Opteum. Since inception through
December 31, 2006, Opteum's taxable income is approximately $14.9 million greater than Opteum's financial
statement net income as computed in accordance with GAAP.

Therefore, to the extent that Opteum’s cumulative REIT taxable income is greater than cumulative GAAP net income
and Opteum continues to pay out as dividends all of its REIT taxable income, the Company will continue to report a
deficit in retained earnings on its balance sheet.

2006 v. 2005 PERFORMANCE OF OPTEUM’S MBS PORTFOLIO
For the year ended December 31, 2006, the REIT generated $10.6 million of net interest income. Included in these
results were $179.9 million of interest income, offset by $169.3 million of interest expense. For the year ended

December 31, 2005, the REIT generated $37.1 million of net interest income, including $154.5 million of interest
income, offset by $117.5 million of interest expense.
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Opteum recorded a $10.0 million other-than-temporary loss during the year ended December 31, 2006 associated with
certain MBS assets that were expected to be sold in the first quarter of 2007. For the year ended December 31, 2005,
Opteum reported $2.0 million in gains from the sale of MBS.

At December 31, 2006, Opteum’s MBS portfolio consisted of $2.8 billion of agency or government MBS at fair value
and had a weighted average yield on assets of 4.77% and a net weighted average borrowing cost of 5.31%. The

following tables summarize Opteum’s agency and government mortgage related securities as of December 31, 2006:

(in thousands)

Weighted Weighted
Percentage Average Average Weighted Weighted
of Weighted Maturity Coupon Average Average
Entire Average in Longest Resetin Lifetime Periodic
Asset Category Market Value Portfolio Coupon Months Maturity Months Cap Cap
Adjustable-Rate MBS § 2,105,818  74.98%  5.12% 324 1-Apr-44 4.63 10.26% 1.80%
Fixed-Rate MBS 585,911 20.86% 6.49% 250 1-Sep-36 n/a n/a n/a
Hybrid
Adjustable-Rate MBS 76,488 272%  4.71% 3311-Nov-35 19.15 10.29%  1.98%
Balloon Maturity MBS 40,517 1.44% 4.02% 36 1-Feb-11 n/a n/a n/a
Total Portfolio $ 2,808,734 100.00%  5.38% 305 1-Apr-44 5.14 10.26%  1.80%
Percentage of
Agency Market Value Entire Portfolio
Fannie Mae $ 1,887,110 67.19%
Freddie Mac 498,861 17.76%
Ginnie Mae 422,763 15.05%
Total Portfolio  $ 2,808,734 100.00%

Entire Portfolio
Weighted Average Purchase

Price $ 102.34

Weighted Average Current
Price $ 101.04
Effective Duration (1) 1.023

(1)Effective duration of 1.02 indicates that an interest rate increase of 1% would be expected to cause a 1.02%
decline in the value of the MBS in the Company’s investment portfolio.

In evaluating Opteum’s MBS portfolio assets and their performance, Opteum’s management team primarily evaluates
these critical factors: asset performance in differing interest rate environments, duration of the security, yield to
maturity, potential for prepayment of principal and the market price of the investment.

Opteum’s portfolio of MBS will typically be comprised of adjustable-rate, fixed-rate, hybrid adjustable-rate MBS and
balloon maturity. Opteum seeks to acquire low duration assets that offer high levels of protection from mortgage
prepayments. Although the duration of an individual asset can change as a result of changes in interest rates, Opteum
strives to maintain a portfolio with an effective duration of less than 2.0. The stated contractual final maturity of the
mortgage loans underlying Opteum’s portfolio of MBS generally ranges up to 30 years. However, the effect of
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prepayments of the underlying mortgage loans tends to shorten the resulting cash flows from Opteum’s investments
substantially. Prepayments occur for various reasons, including refinancing of underlying mortgages and loan payoffs

in connection with home sales. In order to reduce leverage Opteum did not reinvest most of the proceeds of the

mortgage loan prepayments and scheduled principal payments that occurred from May through the end of 2006. The

last time mortgage assets were added to the Opteum portfolio was on November 15, 2006.

Prepayments on the loans underlying Opteum’s MBS can alter the timing of the cash flows from the underlying loans
to the Company. As a result, Opteum gauges the interest rate sensitivity of its assets by measuring their effective
duration. While modified duration measures the price sensitivity of a bond to movements in interest rates, effective
duration captures both the movement in interest rates and the fact that cash flows to a mortgage related security are
altered when interest rates move. Accordingly, when the contract interest rate on a mortgage loan is substantially
above prevailing interest rates in the market, the effective duration of securities collateralized by such loans can be
quite low because of expected prepayments. Although some of the fixed-rate MBS in Opteum’s portfolio are
collateralized by loans with a lower propensity to prepay when the contract rate is above prevailing rates, their price
movements track securities with like contract rates and therefore exhibit similar effective duration.

At December 31, 2006, approximately 50.8% of Opteum’s 15-year fixed-rate coupon MBS and approximately 46.3%
of Opteum’s 30-year fixed-rate coupon MBS contain only loans with principal balances of $85,000 or less. Because of
the low loan balance on these mortgages, Opteum believes borrowers have a lower economic incentive to refinance
and have historically prepaid more slowly than comparable securities.

The value of Opteum’s MBS portfolio changes as interest rates rise or fall. Opteum faces the risk that the market value
of its assets will increase or decrease at different rates than that of its liabilities, including its hedging instruments.

Opteum primarily assesses its interest rate risk by estimating the duration of its assets and the duration of its liabilities.

Duration essentially measures the market price volatility of financial instruments as interest rates change. Opteum

generally calculates duration using various financial models and empirical data and different models and

methodologies can produce different duration numbers for the same securities.

The following sensitivity analysis shows the estimated impact on the fair value of Opteum's interest rate-sensitive

investments at December 31, 2006, assuming rates instantaneously fall 100 basis points, rise 100 basis points and rise
200 basis points:

(in thousands)

Interest Rates Fall Interest Rates Interest Rates Rise
100 Basis Points Rise 200 Basis Points
100 Basis Points

Adjustable-Rate MBS
(Fair Value $2,105,818)
Change in fair value $ 12,771 $ 12,771 $ (25,542)
Change as a percent of fair
value 0.61% (0.61%) (1.21%)
Fixed-Rate MBS
(Fair Value $585,911)
Change in fair value $ 15,468 $ (15,468) $ (30,937)
Change as a percent of fair
value 2.64% (2.64%) (5.28%)
Hybrid Adjustable-Rate MBS
(Fair Value $76,488)
Change in fair value $ 1,095 $ (1,095) $ (2,189)
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Change as a percent of fair
value

Balloon Maturity MBS
(Fair Value $40,517)
Change in fair value
Change as a percent of fair
value

Cash

(Fair Value $92,506)
Portfolio Total

(Fair Value $2,808,734)
Change in fair value
Change as a percent of fair
value
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1.43%

790 $

1.95%

30,124 $

1.07%

.- Form 10-K

(1.43%)

(790) $

(1.95%)

(30,124) $

(1.07%)

(2.86%)

(1,579)

(3.90%)

(60,247)

(2.14%)

The table below reflects the same analysis presented above but with the figures in the columns that indicate the

estimated impact of a 100 basis point fall or rise adjusted to reflect the impact of convexity.

(in thousands)

Adjustable-Rate MBS
(Fair Value $2,105,818)
Change in fair value
Change as a percent of fair
value

Fixed-Rate MBS

(Fair Value $585,911)
Change in fair value
Change as a percent of fair
value

Hybrid Adjustable-Rate MBS

(Fair Value $76,488)
Change in fair value
Change as a percent of fair
value

Balloon Maturity MBS
(Fair Value $40,517)
Change in fair value
Change as a percent of fair
value

Cash

(Fair Value $92,506)
Portfolio Total

(Fair Value $2,808,734)
Change in fair value
Change as a percent of fair
value

Interest Rates Fall Interest Rates Rise
100 Basis Points 100 Basis Points
6,300 $ (17,333) $
0.30% (0.82%)
11,410 $ (18,190) $
1.95% (3.10%)
841 $ (1,297) $
1.10% (1.70%)
743 $ (803) $
1.83% (1.98%)
19,294 $ (37,623) $
0.69% (1.34%)

Interest Rates Rise
200 Basis Points

(43,646)

(2.07%)

(39,909)

(6.81%)

(2,926)

(3.83%)

(1,604)

(3.96%)

(88,085)

(3.14%)
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In addition to changes in interest rates, other factors impact the fair value of Opteum's interest rate-sensitive
investments and hedging instruments, such as the shape of the yield curve, market expectations as to future interest
rate changes and other market conditions. Accordingly, in the event of changes in actual interest rates, the change in
the fair value of Opteum's assets would likely differ from that shown above and such difference might be material and
adverse to Opteum's stockholders.

For reference, the table below shows the principal balance of Opteum’s investment securities, the net unamortized
premium, amortized cost of securities held, average cost expressed as a price, the fair market value of investments and
the fair market value expressed as a price for the current quarter and each of the previous eleven quarters for the
portfolio of MBS securities only. The data in the table below does not include information pertaining to OFS.

(in thousands)

Fair
Principal Market
Balance of Amortized Value of
Investment Unamortized Cost of  Amortized Investment Fair Market

Securities Premium Securities Cost/Principal Securities Value/Principal
Quarter Ended Held (Net) Held Balance Held Held Balance Held
At December
31, 2006 $ 2,779,867 $ 115,612 $ 2,895,479 104.16 $ 2,808,734 101.04
At September
30, 2006 3,055,791 122,300 3,178,091 104.00 3,080,060 100.79
At June 30,
2006 3,396,910 120,769 3,517,679 103.56 3,407,288 100.31
At March
31,2006 3,515,113 111,361 3,626,473 103.17 3,538,554 100.67
At December
31, 2005 3,457,891 112,636 3,570,527 103.26 3,494,029 101.05
At September
30, 2005 3,797,401 113,393 3,910,793 102.99 3,858,320 101.60
At June 30,
2005 3,784,668 114,673 3,899,341 103.03 3,876,206 102.42
At March 31,
2005 3,212,517 109,390 3,321,907 103.41 3,299,052 102.69
At
December 31,
2004 2,876,319 97,753 2,974,072 103.40 2,973,233 103.37
At
September 30,
2004 1,589,829 48,499 1,638,328 103.05 1,638,264 103.05
At June 30,
2004 1,479,500 38,034 1,517,534 102.57 1,508,421 101.96
At March 31,
2004 1,473,584 39,535 1,513,119 102.68 1,516,540 102.92

The table below shows Opteum’s average investments held, total interest income, yield on average earning assets,
average repurchase obligations outstanding, interest expense, average cost of funds, net interest income and net
interest spread for the quarter ended December 31, 2006, and the eleven previous quarters for Opteum’s portfolio of
MBS securities only. The data in the table below does not include information pertaining to OFS’s results of
operations. As indicated in the table below, Net Interest Spread contracted in the third and fourth quarters of 2006 as
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funding costs continued to rise at a rate greater than the rate of increase on investment securities held.

RATIOS FOR THE QUARTERS HAVE BEEN ANNUALIZED
(in thousands)

Yield on Average

Average Average Balance of
Investment Total Interest Repurchase Average Net Net
Quarter Securities Interest Earning Obligations Interest Cost of Interest Interest
Ended Held Income Assets Outstanding Expense Funds Income Spread
December 31,
2006 $ 2,944,397 % 35,162 478%$  2,869,2108 40,400 5.63%$  (5,238) (0.86%)
September 30,
2006 3,243,674 45,850 5.65% 3,151,813 42710 5.42% 3,140 0.23%
June 30, 2006 3,472,921 57,027 6.57% 3,360,421 42,829 5.10% 14,198 1.47%
March 31,
2006 3,516,292 42,345 4.82% 3,375,777 37,661 4.46% 4,684 0.35%
December 31,
2005 3,676,175 43,140 4.69% 3,533,486 35913 4.07% 7,227 0.63%
September 30,
2005 3,867,263 43,574 4.51% 3,723,603 33,102 3.56% 10,472 0.95%
June 30, 2005 3,587,629 36,749 4.10% 3,449,744 26,703 3.10% 10,045 1.00%
March 31,
2005 3,136,142 31,070 3.96% 2,976,409 19,842 2.67% 11,228 1.30%
December 31,
2004 2,305,748 20,463 3.55% 2,159,891 10,824 2.01% 9,639 1.55%
September 30,
2004 1,573,343 11,017 2.80% 1,504,919 4,253 1.13% 6,764 1.67%
June 30, 2004 1,512,481 10,959 2.90% 1,452,004 4,344 1.20% 6,615 1.70%
March 31,
2004 871,140 7,194 3.30% 815,815 2,736 1.34% 4,458 1.96%

For the three months ended December 31, 2006, interest income of $39.2 million was reduced by $4.0 million due to
the quarterly retrospective adjustment for such period resulting in interest income of $35.2 million. The 586.7 basis
point yield on average interest earning assets during such period was reduced by 54.5 basis points due to the quarterly
retrospective adjustment for such period resulting in a 532.2 yield on average interest earning assets.

For the three months ended December 31, 2005, interest income of $43.1 million included $3.2 million due to the
quarterly retrospective adjustment for such period. The 469.4 basis point yield on average interest earning assets
during such period included 35.3 basis points due to the quarterly retrospective adjustment for such period.

2006 v. 2005 PERFORMANCE OF OFS

The principal business activities of OFS are the origination and sale of mortgage loans. In addition, as part of the
securitization of loans sold, OFS retains an interest in the resulting residual interest cash flows more fully described
below. Finally, OFS services the loans securitized as well as some loans sold on a whole loan basis.

At December 31, 2006 and December 31, 2005, OFS owned $749.8 million and $894.2 of mortgage loans which were
classified as mortgage loans held for sale. Gains realized on the sale of mortgage loans held for sale for the year ended
December 31, 2006, were $15.5 million. These gains are net of the effects of the mark to market of IRLCs and loans
held for sale prior to the sale date of ($0.1) million. For the year ended December 31, 2005, the Company realized
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gains on the sale of mortgage loans held for sale of $0.9 million.

Gains on mortgage banking activities include changes in the fair value of retained interests in securitizations and the
associated hedge gains or losses. Excluding changes in fair value of retained interests in securitizations net of hedge
gains and losses, OFS had gains from sales of mortgages held for sale of $86.1 million for the year ended December
31, 2006 and $1.2 million for the period November 3, 2005 (date of merger) through December 31, 2005.

The retained interests in securitizations represent residual interests in loans originated or purchased by OFS prior to
securitization. These retained interests are classified on the accompanying consolidated balance sheet as Retained
Interest, Trading. The total fair market value of these retained interests was approximately $104.2 million as of
December 31, 2006. Fluctuations in value of retained interests are primarily driven by projections of future interest
rates (the forward LIBOR curve), the discount rate used to determine the present value of the residual cash flows and
prepayment and loss estimates on the underlying mortgage loans. Due to movements in interest rates, particularly
forward LIBOR rates, the market value of the retained interests decreased by $6.3 million and increased by $3.7
million, respectively, for the twelve months ended December 31, 2006 and the period November 3, 2005 through
December 31, 2005. The net increase in the carrying amount of retained interests on the consolidated balance sheet of
$6.2 million for the twelve months ended December 31, 2006 includes the addition of $16.9 million of new retained
interests in securitizations associated with two securitizations consummated in the first six months of the year. Net of
these additions, the value of the retained interests in securitizations declined over the twelve months ended December
31, 2006 by $10.7 million, as a result of cash received from the retained interests of $4.4 million and the ($6.3)
million fair value adjustment due to upward movements in forward LIBOR rates referred to above.

It is the Company’s intention to hedge these retained interests so as to protect earnings from an unexpected change due
to a decline in value of the retained interests. However, movements in the variables that affect the value of the retained

interests, in particular forward LIBOR rates and prepayment estimates, also affect retrospective adjustments to the

effective interest computation of the Opteum MBS portfolio and the value of the Company’s MSRs. Movements in
these two variables have the opposite effect on the value of the retained interests and the retrospective adjustment to

the effective interest computation of the Opteum MBS portfolio and the MSRs. Since movements in these two

variables affect reported earnings in an offsetting fashion, they tend to naturally hedge the Company’s earnings when
taken as a whole. Accordingly, the Company takes this fact into consideration when constructing and implementing

the hedging strategy.

The results above include net losses on hedging transactions of $6.2 million for the twelve months ended December
31, 2006 and no losses or gains for the period November 3, 2005 through December 31, 2005.

The table below provides details of OFS’s gain/(loss) on mortgage activities for the year ended December 31, 2006 and
the period November 3, 2005 (date of merger) through December 31, 2005.

GAINS ON MORTGAGE BANKING ACTIVITIES
(in thousands)

For the Period
November 3, 2005
(date of merger)
For the year ended through December 31,

December 31, 2006 2005
Fair Value adjustment of retained
interests, trading $ (6,324) $ 3,660
Gain on sales of mortgage loans 86,124 1,213
Fees on brokered loans 5,731 936
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Gain/(loss) on derivatives (5,630) (3,660)
Direct loan origination expenses,

deferred (95) 8,663
Gain/(loss) on Residual Hedge (6,204) -

Write off purchased pipeline

(Purchase accounting

Adjustment) (534) -
Fees earned, brokering 2,385 381
Net origination points and fees

Direct loan origination expenses,

reclassified (59,895) (10,343)
Net gain on sale of mortgage

loans 15,558 850
Change in market value of IRLC’s 626 -
Change in market value of

mortgage loans held for sale (726) -
Gain/(loss) on mortgage banking

activities $ 15,458 $ 850

In order to offset the adverse affect of movements in interest rates on mortage loans held for sale OFS engages in
hedging activities. The results of such hedging activities is included with the results of hedging activities with respect
to retained interest in securitizations and respect to retained interest in securitizations and reported below as
gain/(loss) on derivatives.

For the twelve months ended December 31, 2006 and the period November 3, 2005 (date of merger) through
December 31, 2005, OFS originated mortgage loans of $6.3 billion and $1.0 billion, respectively. For the same
periods, OFS sold $6.2 billion and $1.3 billion of these originated mortgage loans. Of the originated mortgage loans
sold during the twelve months ended December 31, 2006 and the period November 3, 2005 (date of merger) through
December 31, 2005, $3.8 billion and $1.1 billion, respectively, were sold on a servicing retained basis. Th