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As of June 30, 2016, the last business day of the Registrant's most recently completed second fiscal quarter, the
aggregate market value of the registrant's common shares held by non-affiliates was $80,555,138 based on the closing
price as reported by the New York Stock Exchange on that date.
Number of the registrant's common shares outstanding as of March 10, 2017: 9,130,897
DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrant's definitive Proxy Statement with respect to its 2017 Annual Meeting of Shareholders to be
filed not later than 120 days after the end of the registrant's fiscal year are incorporated by reference into Part III
hereof as noted therein.
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PART I
Item 1. Business
Except where the context suggests otherwise, "EARN," "we," "us," and "our" refer to Ellington Residential Mortgage
REIT and its subsidiaries, including Ellington Residential Mortgage LP, our operating partnership subsidiary, which
we refer to as our "Operating Partnership." We hold all of our assets and conduct all of our operations through our
Operating Partnership. "Manager" refers to Ellington Residential Mortgage Management LLC, our external manager,
and "Ellington" refers to Ellington Management Group, L.L.C. and its affiliated investment advisory firms, including
our Manager. In certain instances, references to our Manager and services to be provided to us by our Manager may
also include services provided by Ellington and its other affiliates from time to time. In certain instances, references to
our Manager and services to be provided to us by our Manager may also include services provided by Ellington and
its other affiliates from time to time. References to "Blackstone" mean The Blackstone Group LP. The "Blackstone
Funds" means the group of funds that are managed by an affiliate of Blackstone and that helped form, and have a
substantial investment in, our company. 
Special Note Regarding Forward-Looking Statements
When used in this Annual Report on Form 10-K, in future filings with the Securities and Exchange Commission, or
the "SEC," or in press releases or other written or oral communications, statements which are not historical in nature,
including those containing words such as "believe," "expect," "anticipate," "estimate," "project," "plan," "continue,"
"intend," "should," "would," "could," "goal," "objective," "will," "may," "seek," or similar expressions, are intended to
identify "forward-looking statements" within the meaning of Section 27A of the Securities Act of 1933, as amended,
or the "Securities Act," and Section 21E of the Securities Exchange Act of 1934, as amended, or the "Exchange Act,"
and, as such, may involve known and unknown risks, uncertainties and assumptions.
Forward-looking statements are based on our beliefs, assumptions, and expectations of our future performance, taking
into account all information currently available to us. These beliefs, assumptions, and expectations are subject to risks
and uncertainties and can change as a result of many possible events or factors, not all of which are known to us. If a
change occurs, our business, financial condition, liquidity, and results of operations may vary materially from those
expressed or implied in our forward-looking statements. The following factors are examples of those that could cause
actual results to vary from our forward-looking statements: changes in interest rates and the market value of our
securities; our use of and dependence on leverage; future changes with respect to Fannie Mae and Freddie Mac and
related events, including the lack of certainty as to the future roles of these entities and the U.S. Government in the
mortgage market and changes to legislation and regulations affecting these entities; market volatility; changes in the
prepayment rates on the mortgage loans underlying the securities we own and intend to acquire; changes in rates of
default and/or recovery rates on our non-Agency assets; our ability to borrow to finance our assets; changes in
government regulations affecting our business; our ability to maintain our exclusion from registration under the
Investment Company Act of 1940, as amended, or the "Investment Company Act"; and risks associated with investing
in real estate assets, including changes in business conditions and the general economy. These and other risks,
uncertainties and factors, including the risk factors described under Item 1A of this Annual Report on Form 10-K,
could cause our actual results to differ materially from those projected or implied in any forward-looking statements
we make. All forward-looking statements speak only as of the date on which they are made. New risks and
uncertainties arise over time, and it is not possible to predict those events or how they may affect us. Except as
required by law, we are not obligated to, and do not intend to, update or revise any forward-looking statements,
whether as a result of new information, future events, or otherwise.
Our Company
Ellington Residential Mortgage REIT is a Maryland real estate investment trust formed in August 2012 that
specializes in acquiring, investing in, and managing residential mortgage- and real estate-related assets. Our primary
objective is to generate attractive current yields and risk-adjusted total returns for our shareholders by making
investments that we believe compensate us appropriately for the risks associated with them. We seek to attain this
objective by constructing and actively managing a portfolio comprised primarily of residential mortgage-backed
securities, or "RMBS," for which the principal and interest payments are guaranteed by a U.S. government agency or a
U.S. government-sponsored entity, or "Agency RMBS," and, to a lesser extent, RMBS backed by prime jumbo,
Alternative A-paper, or "Alt-A," manufactured housing, and subprime residential mortgage loans, or "non-Agency
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RMBS." We also may opportunistically acquire other types of residential mortgage- and real estate-related asset
classes, such as residential mortgage loans and mortgage servicing rights, or "MSRs." We believe that being able to
combine Agency RMBS with non-Agency RMBS and other residential mortgage- and real estate-related asset classes
enables us to balance a range of mortgage-related risks.
We were formed through an initial strategic venture among affiliates of Ellington, an investment management firm
and registered investment adviser with a 22-year history of investing in a broad spectrum of mortgage-backed
securities, or "MBS," and related derivatives, and the Blackstone Funds. As of December 31, 2016, the Blackstone
Funds owned approximately 29%
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of our outstanding common shares. We have elected to be taxed as a real estate investment trust, or "REIT," for U.S.
federal income tax purposes. We intend to maintain our exclusion from registration under the Investment Company
Act.
Our Manager and Ellington
We are externally managed and advised by our Manager, an affiliate of Ellington, pursuant to a management
agreement. Our Manager was formed solely to serve as our manager and does not have any other clients. In addition,
our Manager does not have any employees of its own and instead relies on the employees of Ellington to perform its
obligations to us.
The members of our management team are Michael Vranos, founder and Chief Executive Officer of Ellington, who
serves as our Co-Chief Investment Officer and as a member of our Board of Trustees; Laurence Penn, Vice Chairman
and Chief Operating Officer of Ellington, who serves as our President and Chief Executive Officer and as a member
of our Board of Trustees; Mark Tecotzky, a Managing Director of Ellington, who serves as our Co-Chief Investment
Officer; Lisa Mumford, who serves as our Chief Financial Officer and Treasurer; Daniel Margolis, General Counsel of
Ellington, who serves as our General Counsel; and Jason Frank, Associate General Counsel of Ellington, who serves
as our Secretary. Each of these individuals is an officer of our Manager.
Our Manager is responsible for administering our business activities and day-to-day operations and, pursuant to a
services agreement between our Manager and Ellington, relies on the resources of Ellington to support our operations.
Ellington has well-established portfolio management resources for each of our targeted asset classes and an
established infrastructure supporting those resources. Through our relationship with our Manager, we benefit from
Ellington's highly analytical investment processes, broad-based deal flow, extensive relationships in the financial
community, financial and capital structuring skills, investment surveillance capabilities, and operational expertise.
Ellington's analytic approach to the investment process involves collection of substantial amounts of data regarding
historical performance of RMBS collateral and RMBS market transactions. Ellington analyzes this data to identify
possible relationships and trends and develops financial models used to support our investment and risk management
process. In addition, throughout Ellington's 22-year history of investing in RMBS and related derivatives, it has
developed strong relationships with a wide range of dealers and other market participants that provide Ellington
access to a broad range of trading opportunities and market information. As a result, Ellington provides us with access
to a wide variety of asset acquisition and disposition opportunities and information that assist us in making asset
management decisions across our targeted asset classes, which we believe provides us with a significant competitive
advantage. We also benefit from Ellington's finance, accounting, operational, legal, compliance, and administrative
functions.
As of December 31, 2016, Ellington employed over 160 employees and had assets under management of
approximately $5.9 billion, of which (i) approximately $4.4 billion consisted of our company, as well as Ellington
Financial LLC, a specialty finance company listed on the New York Stock Exchange, or "NYSE," under the ticker
"EFC," and various hedge funds and other alternative investment vehicles that employ financial leverage, and (ii)
approximately $1.5 billion consisted of accounts that do not employ financial leverage.
Our Strategy
We intend to capitalize on current market opportunities by utilizing an opportunistic strategy that we believe will
enable us to generate attractive current yields and risk-adjusted total returns for our shareholders. In particular, our
strategy consists of:

• utilizing an investment model that focuses on security selection and allocates capital to assets that balance a
range of mortgage-related risks;

•constructing and actively managing a hybrid investment portfolio comprised primarily of Agency RMBS and, to a
lesser extent, non-Agency RMBS, designed to:
•take advantage of opportunities in the Agency RMBS market by acquiring Agency RMBS on a leveraged basis; and

•take advantage of opportunities in the non-Agency residential mortgage market by purchasing investment grade and
non-investment grade non-Agency RMBS, including senior and subordinated securities;

•opportunistically acquiring and managing other mortgage- and real estate-related assets, such as MSRs and residential
mortgage loans, that we would hold for appreciation and/or current income; and
•
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opportunistically mitigating our interest rate and prepayment risk and, to a lesser extent, credit risk, by using a variety
of hedging instruments.
Our strategy is adaptable to changing market environments, subject to compliance with the income and other tests that
will allow us to maintain our qualification as a REIT for U.S. federal income tax purposes and to maintain our
exclusion from registration as an investment company under the Investment Company Act. As a result, although we
intend to focus on the
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acquisition and management primarily of Agency RMBS, and to a lesser extent, non-Agency RMBS, residential
mortgage loans, and MSRs, our acquisition and management decisions will depend on prevailing market conditions
and our targeted asset classes may vary over time in response to market conditions. To the extent that we acquire
MSRs, it may be necessary to hold such assets through a taxable REIT subsidiary, or "TRS." The income from such
assets held through a TRS will be subject to U.S. federal corporate income tax. Our Manager is authorized to follow
very broad investment guidelines and, as a result, we cannot predict our portfolio composition. We may change our
strategy and policies without a vote of our shareholders. Moreover, although our independent trustees may
periodically review our investment guidelines and our portfolio, they generally do not review our proposed asset
acquisitions or asset management decisions.
With respect to MBS, Ellington's investment philosophy primarily revolves around the pursuit of value across various
types of MBS and related assets. Ellington seeks investments across a wide range of MBS sectors without any
restriction as to ratings, structure, or position in the capital structure. Over time and through market cycles,
opportunities will present themselves in varying sectors and in varying forms. By rotating between and allocating
among various sectors of the RMBS markets and adjusting the extent to which it hedges interest rate, prepayment, and
credit risks, Ellington believes that it will be able to capitalize on the disparities between these RMBS sectors as well
as on overall trends in the marketplace, and therefore provide better and more consistent returns. Disparities between
RMBS sectors vary from time to time and are driven by a combination of factors. For example, as various RMBS
sectors fall in and out of favor, the relative yields that the market demands for those sectors may vary. In addition,
Ellington's performance projections for certain sectors may differ from those of other market participants and such
disparities will naturally cause us, from time to time, to gravitate towards certain sectors and away from others.
Disparities between RMBS sectors and individual securities within such sectors may also be driven by differences in
collateral performance, in servicer behavior and in the structure of particular investments (for example, in the timing
of cash flows), and our Manager may believe that other market participants are overestimating or underestimating the
value of these differences. Furthermore, we believe that risk management, including opportunistic portfolio hedging
and prudent financing and liquidity management, is essential for consistent generation of attractive current yields and
risk-adjusted total returns.
Ellington's continued emphasis on and development of proprietary RMBS, interest rate, prepayment, and credit
models, as well as other proprietary research and analytics, underscores the importance it places on a disciplined and
analytical approach to fixed income investing, especially in RMBS. Our Manager uses Ellington's proprietary models
to identify attractive assets, value these assets, monitor and forecast the performance of these assets, and (subject to
qualifying and maintaining our qualification as a REIT) opportunistically hedge our interest rate risk, hedge our
prepayment risk, and hedge our credit risk. We leverage these skills and resources for purposes of attaining our
objectives.
We believe that our Manager is uniquely qualified to implement our strategy. Our strategy is consistent with
Ellington's investment approach, which is based on its distinctive strengths in sourcing, analyzing, trading, and
hedging for complex MBS and other mortgage- and non-mortgage-related products. Furthermore, we believe that
Ellington's extensive experience in buying, selling, analyzing, and structuring fixed income securities, coupled with its
broad access to market information and trading flows, provides us with a steady flow of opportunities to acquire assets
with favorable trade executions.

5
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Our Targeted Assets
Our targeted asset classes currently include:
Asset Class Principal Assets

Agency RMBS �Agency RMBS collateralized by fixed rate mortgage loans, adjustable rate mortgage loans, or
"ARMs," or hybrid mortgage loans, reverse mortgages, or derivatives thereof, including:
�whole and partial pool mortgage pass-through certificates;

�
Agency collateralized mortgage obligations, or "CMOs," including interest only securities, or "IOs,"
principal only securities, or "POs," inverse interest only securities, or "IIOs," and inverse floaters;
and
�To-Be-Announced mortgage pass-through certificates, or "TBAs."

Non-Agency
RMBS �RMBS backed by prime jumbo, Alt-A, manufactured housing, and subprime mortgages;

�
RMBS backed by fixed rate mortgages, ARMs, Option-ARMs, and residential mortgage loans that
have interest rates that are fixed for a specified period of time (typically three, five, seven, or ten
years) and, thereafter, adjust to an increment over a specified interest rate index, or "hybrid ARMs";

�RMBS backed by first lien and second lien mortgages;
�Investment grade and non-investment grade securities;
�Senior and subordinated securities; and
�Non-Agency CMOs, including IOs, POs, IIOs, and inverse floaters.

Other �Residential mortgage loans;
�MSRs; and

�Other mortgage- and real estate-related assets, including asset-backed securities and certain hedging
transactions.

The following briefly discusses the principal types of assets we purchase.
Agency RMBS
Residential Mortgage Pass-Through Certificates—Residential mortgage pass-through certificates represent interests in
"pools" of mortgage loans secured by residential real property where payments of both interest and principal, plus
prepayments, on the underlying residential mortgage loans are made monthly to holders of the certificates, in effect
"passing through" monthly payments made by the individual borrowers on the mortgage loans that underlie the
securities, net of fees paid to the issuer/guarantor and servicers of the securities.
Collateralized Mortgage Obligations—CMOs are structured instruments representing interests in specified mortgage
loan collateral. CMO securitizations consist of multiple classes, or "tranches," of securities, with each tranche having
specified characteristics based on the rules described in the securitization documents governing the division of the
monthly principal and interest distributions, including prepayments, from the underlying mortgage collateral among
the various tranches. IOs are CMOs that only receive interest payments while POs receive only principal payments. 
TBAs—In addition to investing in specific pools of Agency RMBS, subject to our satisfying the requirements for
qualification as a REIT, we utilize forward-settling purchases and sales of Agency RMBS where the underlying pools
of mortgage loans are TBAs. Pursuant to these TBA transactions, we agree to purchase or sell, for future delivery,
Agency RMBS with certain principal and interest terms and certain types of underlying collateral, but the particular
Agency RMBS to be delivered is not identified until shortly before the TBA settlement date. TBAs are generally
liquid and have quoted market prices and represent the most actively traded class of RMBS. We use TBAs primarily
for hedging purposes. TBA trading is based on the assumption that mortgage pools that are eligible to be delivered at
TBA settlement are fungible and thus the specific mortgage pools to be delivered do not need to be explicitly
identified at the time a trade is initiated.
We primarily engage in TBA transactions for purposes of managing interest rate risk associated with our liabilities
under repurchase agreements, or "repos." We generally treat such TBA purchases and sales as hedging transactions
that hedge indebtedness incurred to acquire or carry real estate assets, or "qualifying liability hedges," for REIT
purposes. Alternatively, we may, from time to time, opportunistically engage in TBA transactions because we find
them attractive in their own right, from a relative value perspective or otherwise. Our ability to engage in TBA
transactions may be limited by our intention to remain qualified as a REIT. In accordance with generally accepted
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accounting principles in the United States of America, or "U.S. GAAP," we treat TBAs as derivative transactions.
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Non-Agency RMBS
We acquire non-Agency RMBS backed by prime jumbo, Alt-A, manufactured housing, and subprime residential
mortgage loans. Our non-Agency RMBS holdings can include investment grade and non-investment grade classes,
including non-rated classes.
Non-Agency RMBS are debt obligations issued by private originators of, or investors in, residential mortgage loans.
Non-Agency RMBS generally are issued as CMOs and are backed by pools of whole mortgage loans or by mortgage
pass-through certificates. Non-Agency RMBS generally are in the form of senior/subordinated structures, or in the
form of excess spread/over-collateralization structures. In senior/subordinated structures, the subordinated tranches
generally absorb all losses on the underlying mortgage loans before any losses are borne by the senior tranches. In
excess spread/over-collateralization structures, losses are first absorbed by any existing over-collateralization, then are
borne by subordinated tranches and excess spread, which represents the difference between the interest payments
received on the mortgage loans backing the RMBS and the interest due on the RMBS debt tranches, and finally are
borne by senior tranches and any remaining excess spread.
Other Assets
We also may from time to time opportunistically acquire other mortgage- and real estate-related assets that may
include, among others, residential mortgage loans and MSRs.
Investment Process
Our investment process benefits from the resources and professionals of our Manager and Ellington. The process is
managed by an investment and risk management committee, which includes, among others, the following three
officers of our Manager: Messrs. Vranos, Penn, and Tecotzky. These officers of our Manager also serve as our
Co-Chief Investment Officer, President and Chief Executive Officer, and Co-Chief Investment Officer, respectively.
The investment and risk management committee operates under investment guidelines and meets periodically to
develop a set of preferences for the composition of our portfolio. The primary focus of the investment and risk
management committee is to review and approve our investment policies and our portfolio composition and related
compliance with our investment policies and guidelines. Under the management agreement between us and our
Manager, our Manager has the authority to enter into transactions consistent with our investment guidelines, subject to
the oversight of our Board of Trustees.
Ellington has a focused investment team for each of our targeted asset classes. Each team evaluates acquisition
opportunities consistent with our investment guidelines. Our asset acquisition process includes sourcing and screening
of asset acquisition opportunities, credit analysis, due diligence, structuring, financing, and hedging, each as
appropriate, to seek attractive current yields and total returns commensurate with our risk tolerance. We also screen
and monitor potential asset acquisitions to determine their impact on maintaining our exclusion from registration as an
investment company under the Investment Company Act and our qualification as a REIT.
Valuation of Assets
Our Manager's valuation process is subject to the oversight of our Manager's Valuation Committee as well as the
oversight of the independent members of our Board of Trustees. See Note 2 of the notes to the consolidated financial
statements included in this report for a complete discussion of our valuation process.
Risk Management
Risk management is a cornerstone of Ellington's portfolio management process. Ellington's risk management
infrastructure system includes "ELLiN," a proprietary portfolio management system that Ellington uses for its
accounts, which provides real-time and batch reporting to all departments at Ellington, including trading, research,
risk management, finance, operations, accounting, and compliance. We benefit from Ellington's comprehensive risk
management infrastructure and ongoing assessment of both portfolio and operational risks. In addition, we utilize
derivatives and other hedging instruments to opportunistically manage our interest rate risk.
Interest Rate Hedging
We opportunistically manage our interest rate risk by using various hedging strategies to mitigate such risks, subject
to maintaining our qualification as a REIT and maintaining our exclusion from registration as an investment company
under the Investment Company Act. The interest rate hedging instruments that we use and may use in the future
include, without limitation:
•

Edgar Filing: Ellington Residential Mortgage REIT - Form 10-K

11



interest rate swaps (including floating-to-fixed, fixed-to-floating, or more complex swaps such as floating-to-inverse
floating, callable or non-callable);
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•TBAs;
•CMOs;
•U.S. Treasury securities;
•futures and forward contracts; and
•other derivatives on interest rates, including swaptions and other options on any of the foregoing.
Because fluctuations in short-term interest rates may expose us to fluctuations in the spread between the interest we
earn on our investments and the interest we pay on our borrowings, we may seek to manage such exposure by entering
into short positions in interest rate swaps. An interest rate swap is an agreement to exchange interest rate cash flows,
calculated on a notional principal amount, at specified payment dates during the life of the agreement. Typically, one
party pays a fixed interest rate and receives a floating interest rate and the other party pays a floating interest rate and
receives a fixed interest rate. Each party's payment obligation is computed using a different interest rate. In an interest
rate swap, the notional principal is generally not exchanged.
We also utilize TBAs. Pursuant to a TBA transaction, we agree to purchase or sell, for future delivery, Agency RMBS
with certain principal and interest terms and certain types of underlying collateral, but the particular Agency RMBS to
be delivered is not identified until shortly before the TBA settlement date. We primarily engage in TBA transactions
for purposes of managing interest rate risk associated with our liabilities under repurchase agreements. Alternatively,
we may, from time to time, opportunistically engage in TBA transactions because we find them attractive on their
own, from a relative value perspective or otherwise. Our ability to engage in TBA transactions may be limited by our
intention to remain qualified as a REIT.
Credit Risk Hedging
Although we do not operate our non-Agency RMBS investment strategy on a credit-hedged basis in general, we may
from time to time opportunistically enter into short positions using credit default swaps to protect against adverse
credit events with respect to our non-Agency RMBS, subject to maintaining our qualification as a REIT and
maintaining our exclusion from registration as an investment company under the Investment Company Act. We may
use credit default swaps to hedge non-Agency RMBS credit risk by buying protection on various MBS indices. We
may also enter into other derivative contracts for credit hedging purposes, including contracts referencing the
unsecured corporate credit, or the equity of, certain corporations, including indices on corporate debt and equity.
Liquidity Management
As part of the risk management and liquidity management functions that our Manager performs for us, our Manager
computes a "cash buffer," which, at any given point in time, represents the amount of our free cash in excess of what
our Manager estimates would conservatively be required, especially in times of market dislocation, to support our
particular assets and liabilities at such time. Thus, rather than focusing solely on our leverage, our Manager typically
seeks to maintain a positive cash buffer. However, our Manager is not required to maintain a positive cash buffer and
may choose not to maintain a positive cash buffer at certain times, for example, if it believes there are compelling
market opportunities to pursue.
Our Financing Strategies and Use of Leverage
We finance our assets with what we believe to be a prudent amount of leverage, which will vary from time to time
based upon the particular characteristics of our portfolio, availability of financing and market conditions. In a
repurchase agreement, we sell an asset to a counterparty at a discounted value, or the loan amount, and simultaneously
agree to repurchase the same asset from such counterparty at a future date at a price equal to the loan amount plus an
interest factor. Despite being legally structured as sales and subsequent repurchases, repurchase agreements are
accounted for as collateralized borrowings. During the term of a repurchase agreement, we generally receive the
income and other payments distributed with respect to the underlying assets, and pay interest to the counterparty.
While the proceeds of our repurchase agreements are often used to purchase the asset subject to the transaction, our
financing arrangements do not restrict our ability to use proceeds from these arrangements to support our other
liquidity needs. Our repurchase agreement arrangements are typically documented under the standard form master
repurchase agreement of the Securities Industry and Financial Markets Association, with the ability for both parties to
request margin (i.e., to demand that the other party post additional collateral or repay a portion of the funds advanced)
should the value of the underlying assets and posted collateral change. As the value of our collateral fluctuates, we and
our repurchase agreement counterparties are required to post additional margin collateral to each other from time to
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time as part of the normal course of our business. Our repurchase agreement financing counterparties generally have
the right, to varying degrees, to determine the value of the underlying collateral for margining purposes, subject to the
terms and conditions of our agreement with the counterparty, including in certain cases our right to dispute the
counterparty's valuation
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determination. As of December 31, 2016, we had approximately $1.2 billion outstanding under repurchase agreements
with thirteen counterparties, and given that we had approximately $141.7 million of shareholders' equity as of
December 31, 2016, our debt-to-equity ratio was 8.5 to 1. Our debt-to-equity ratio does not account for liabilities other
than debt financings.
We may utilize other types of borrowings in the future, including term facilities or other more complex financing
structures. We also may raise capital by issuing unsecured debt, preferred or common shares, or depositary shares.
Our use of leverage, especially in order to increase the amount of assets supported by our capital base, may have the
effect of increasing losses when these assets underperform. Our investment policies require no minimum or maximum
leverage and our Manager's investment and risk management committee has the discretion, without the need for
further approval by our Board of Trustees, to change both our overall leverage and the leverage used for individual
asset classes. Because our strategy is flexible, dynamic, and opportunistic, our overall leverage will vary over time. As
a result, we do not have a targeted debt-to-equity ratio.
Management Agreement
Upon our inception in September 2012, we entered into a management agreement with our Manager pursuant to
which our Manager provides for the day-to-day management of our operations. The management agreement, which
was most recently amended and restated effective November 3, 2015, requires our Manager to manage our business
affairs in conformity with policies and investment guidelines that are approved and monitored by our Board of
Trustees. Our Manager is subject to the direction and oversight of our Board of Trustees. Our Manager is responsible
for, among other things:
•the selection, purchase, and sale of our portfolio investments;
•our financing and risk management activities;
•providing us with advisory services; and

•providing us with a management team, inclusive of a dedicated or partially dedicated Chief Financial Officer and
appropriate support personnel as necessary.
Our Manager is responsible for our day-to-day operations and performs (or causes to be performed) such services and
activities relating to our management, operation, and administration of our assets and liabilities, and business as may
be
appropriate.
Under the management agreement, we pay our Manager a management fee quarterly in arrears, and we reimburse
certain expenses of our Manager.
Although we have not done so to date, if we invest in any other investment fund or other investment for which
Ellington or one of its affiliates receives management, origination, or structuring fees, the management fees payable
by us to our Manager will be reduced by (or our Manager will otherwise rebate to us) an amount equal to the
applicable portion of any such related management, origination, or structuring fees.
Management Fees
Under the management agreement, we pay our Manager a management fee quarterly in arrears in an amount equal to
1.50% per annum of our shareholders' equity, with shareholders' equity being calculated, as of the end of any fiscal
quarter, as (a) the sum of (1) the net proceeds from any issuances of common shares or other equity securities of our
company or our Operating Partnership (without double counting) since inception, plus (2) our and our Operating
Partnership's (without double counting) retained earnings (expressed as a positive number) or accumulated deficit
(expressed as a negative number), as the case may be, calculated in accordance with U.S. GAAP at the end of the most
recently completed fiscal quarter (without taking into account any non-cash equity compensation expense incurred in
current or prior periods), less (b) any amount that we or our Operating Partnership has paid to repurchase our common
shares, limited partnership interests in our Operating Partnership, or other equity securities since inception.
Shareholders' equity excludes (1) non-cash equity compensation expenses that have impacted shareholders' equity as
reported in our financial statements prepared in accordance with U.S. GAAP, and (2) one-time events pursuant to
changes in U.S. GAAP, and certain non-cash items not otherwise described above in each case, after discussions
between our Manager and our independent trustees and approval by a majority of the independent trustees. Our
shareholders' equity, for purposes of calculating the management fee, could be greater or less than the amount of
shareholders' equity shown on our financial statements.
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Reimbursement of Expenses
We do not maintain an office or employ personnel. We rely on the facilities and resources of our Manager to conduct
our operations. We pay all of our direct operating expenses, except those specifically required to be borne by our
Manager under the
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management agreement. Our Manager is responsible for all costs incident to the performance of its duties under the
management agreement, including compensation of Ellington's employees and other related expenses, other than our
allocable portion of the costs incurred by our Manager for certain dedicated or partially dedicated employees including
a Chief Financial Officer, one or more controllers, an in-house legal counsel, an investor relations professional, and
certain internal audit staff in connection with Sarbanes-Oxley compliance initiatives, based on the portion of their
working time and efforts spent on our matters and subject to approval of the reimbursed amounts by the
Compensation Committee of our Board of Trustees. In addition, other than as expressly described in the management
agreement, we are not required to pay any portion of rent, telephone, utilities, office furniture, equipment, machinery,
and other office, internal and overhead expenses of our Manager and its affiliates. Expense reimbursements to our
Manager are made within 60 days following delivery of the expense statement by our Manager.
Term and Termination
The initial term of the management agreement will expire in September 2017 and will be automatically renewed for a
one-year term on such date and on each anniversary of such date thereafter unless terminated as described below.
Either we or our Manager may elect not to renew the management agreement upon expiration of its initial term or any
renewal term by providing written notice of non-renewal at least 180 days, but not more than 270 days, before
expiration. In the event we elect not to renew the term, we will be required to pay our Manager a termination fee equal
to 5% of our Shareholders' Equity as of the end of the month preceding the date of the notice of termination or
non-renewal of the management agreement. No termination fee will be due to the Manager if the Manager decides not
to renew the management agreement.
We have the right to terminate the management agreement for cause, as defined in the management agreement, at any
time during the term upon 30 days' prior written notice, without payment of any termination fee.
Our Board of Trustees reviews our Manager's performance annually and, as a result of such review, upon the
affirmative vote of at least two-thirds of the members of our Board of Trustees or of the holders of a majority of our
outstanding common shares, we may terminate the management agreement based either upon unsatisfactory
performance by our Manager that is materially detrimental to us or upon a determination by our independent trustees
that the management fees payable to our Manager are not fair, subject to the right of our Manager to prevent such a
fee-based termination by agreeing to a reduction of the management fees payable to our Manager. Upon any
termination of the management agreement based on unsatisfactory performance or unfair management fees, we are
required to pay our Manager the termination fee described above.
Our Manager may terminate the management agreement, without payment of the termination fee, in the event we
become regulated as an investment company under the Investment Company Act. Our Manager may also terminate
the management agreement upon 60 days written notice if we default in the performance of any material term of the
management agreement and the default continues for a period of 30 days after written notice to us, whereupon we
would be required to pay our Manager the termination fee described above.
Our Manager may generally only assign the management agreement with the written approval of a majority of our
independent trustees. However, our Manager may assign to one or more of its affiliates the performance of any of its
responsibilities under the management agreement without the approval of our independent trustees so long as our
Manager remains liable for any such affiliate's performance and such assignment does not require our approval under
the Investment Advisers Act of 1940, as amended, or the "Advisers Act."
Conflicts of Interest; Equitable Allocation of Opportunities
Ellington manages various other clients that have strategies that are similar to, or overlap with, our strategy, including
Ellington Financial LLC, a specialty finance company listed on the NYSE. As of December 31, 2016, Ellington
managed various funds, accounts, and other vehicles that have strategies that are similar to, or that overlap with, our
strategy, that had approximately $4.9 billion of total assets under management, excluding our assets but including $1.5
billion of accounts that do not employ financial leverage. Ellington makes available to our Manager all opportunities
to acquire assets that it determines, in its reasonable and good faith judgment, based on our objectives, policies and
strategies, and other relevant factors, to be appropriate for us in accordance with Ellington's written investment
allocation policy, subject to the exception that we might not participate in each such opportunity, but will on an
overall basis equitably participate with Ellington's other accounts in all such opportunities. Ellington's investment and
risk management committee and its compliance committee (headed by its Chief Compliance Officer) are responsible
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for monitoring the administration of, and facilitating compliance with, Ellington's investment allocation procedures
and policies.
Because Agency pass-through certificates, Agency and non-Agency CMOs, and certain other asset classes in which
we invest are typically available only in specified quantities and are also targeted assets for certain other Ellington
accounts,
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Ellington often is not able to buy as much of any given asset as required to satisfy the needs of all its accounts. In
these cases, Ellington's investment allocation procedures and policies typically allocate such assets to multiple
accounts in proportion to their needs and available capital. Ellington may at times allocate opportunities on a
preferential basis to accounts that are in a "start-up" or "ramp-up" phase. The policies permit departure from such
proportional allocation under certain other circumstances, including, for example, when such allocation would result
in an inefficiently small amount of the security being purchased for an account. In that case, the policies allow for a
protocol of allocating assets so that, on an overall basis, each account is treated equitably. In addition, as part of these
policies, we may be excluded from specified allocations of assets for tax, regulatory, risk management, or similar
reasons.
Other policies of Ellington that our Manager applies to the management of our company include controls for:

•

Cross Transactions—defined as transactions between us or one of our subsidiaries, on the one hand, and an
account (other than us or one of our subsidiaries) managed by Ellington or our Manager, on the other hand. It
is Ellington's policy to engage in a cross transaction only when the transaction is in the best interests of, and is
consistent with the objectives and policies of, both accounts involved in the transaction. Pursuant to the terms
of the management agreement, our Manager may enter into cross transactions where it acts on our behalf and
where Ellington or our Manager acts on behalf of the other party to the transaction; provided, however, that
our Manager will not enter into any cross transactions on our behalf unless the cross transaction involves a
"level one" asset for U.S. GAAP accounting purposes which is being crossed at market prices, or the cross
transaction has received approval of a majority of our independent trustees. Although we believe such
restrictions on our Manager's ability to engage in cross transactions on our behalf mitigate many risks, cross
transactions, even at market prices, may potentially create a conflict of interest between our Manager's and
our officers' duties to and interests in us and their duties to and interests in the other party. Subject to our
Board of Trustees authorizing such action and upon written notice to our Manager, we may at any time revoke
our consent to our Manager's executing cross transactions. Additionally, unless approved in advance by a
majority of our independent trustees or pursuant to and in accordance with a policy that has been approved by
a majority of our independent trustees, all cross transactions must be effected at the then-prevailing market
prices. Pursuant to our Manager's current policies and procedures, assets for which there are no readily
observable market prices may be purchased or sold in cross transactions (i) at prices based upon third-party
bids received through auction, (ii) at the average of the highest bid and lowest offer quoted by third-party
dealers, or (iii) according to another pricing methodology approved by our Manager's Chief Compliance
Officer.

•

Principal Transactions—defined as transactions between Ellington or our Manager (or any related party of Ellington or
our Manager, which includes employees of Ellington and our Manager and their families), on the one hand, and us or
one of our subsidiaries, on the other hand. Certain cross transactions may also be considered principal transactions
whenever our Manager or Ellington (or any related party of Ellington or our Manager, which includes employees of
Ellington and our Manager and their families) have a substantial ownership interest in one of the transacting parties.
Our Manager is only authorized to execute principal transactions with the prior approval of a majority of our
independent trustees and in accordance with applicable law. Such prior approval includes approval of the pricing
methodology to be used, including with respect to assets for which there are no readily observable market prices.

•

Investment in Other Ellington Accounts—pursuant to our management agreement, if we invest in any other investment
fund or other investment for which Ellington or one of its affiliates receives management, origination, or structuring
fees, the management fee payable by us to our Manager will be reduced by an amount equal to the applicable portion
(as described in the management agreement) of any such management, origination, or structuring fees.

•

Split Price Executions—pursuant to our management agreement, our Manager is authorized to combine purchase or sale
orders on our behalf together with orders for other accounts managed by Ellington, our Manager or their affiliates and
allocate the securities or other assets so purchased or sold, on an average price basis or other fair and consistent basis,
among such accounts.
To date, we have not entered into any cross transactions with other Ellington-managed accounts or principal
transactions with Ellington, or invested in other Ellington accounts
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Our Manager is authorized to follow very broad investment guidelines. Our independent trustees will periodically
review our investment guidelines and our portfolio. However, our independent trustees generally will not review our
proposed asset acquisitions, dispositions, or other management decisions. In addition, in conducting periodic reviews,
our independent trustees will rely primarily on information provided to them by our Manager. Furthermore, our
Manager may arrange for us to use complex strategies or to enter into complex transactions that may be difficult or
impossible to unwind by the time they are reviewed by our independent trustees. Our Manager has great latitude
within our broad investment guidelines to determine the types of assets it may decide are proper for purchase by us.
The management agreement with our Manager does not restrict the ability of its officers and employees from
engaging in other business ventures of any nature, whether or not such ventures are
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competitive with our business. We may acquire assets from entities affiliated with our Manager, even where the assets
were originated by such entities. Affiliates of our Manager may also provide services to entities in which we have
invested.
Our executive officers and the officers and employees of our Manager are also officers and employees of Ellington,
and we compete with other Ellington accounts for access to these individuals. We have not adopted a policy that
expressly prohibits our trustees, officers, security holders, or affiliates from having a direct or indirect pecuniary
interest in any asset to be acquired or disposed of by us or any of our subsidiaries or in any transaction to which we or
any of our subsidiaries is a party or has an interest, nor do we have a policy that expressly prohibits any such persons
from engaging for their own account in business activities of the types conducted by us. However, our code of
business conduct and ethics contains a conflicts of interest policy that prohibits our trustees, officers, and employees,
as well as employees of our Manager who provide services to us, from engaging in any transaction that involves an
actual or apparent conflict of interest with us, absent approval by the Board of Trustees or except as expressly set forth
above or as provided in the management agreement between us and our Manager. In addition, nothing in the
management agreement binds or restricts our Manager or any of its affiliates, officers, or employees from buying,
selling, or trading any securities or commodities for their own accounts or for the accounts of others for whom our
Manager or any of its affiliates, officers, or employees may be acting.
Competition
In acquiring our assets, we compete with other mortgage REITs, specialty finance companies, savings and loan
associations, banks, mortgage bankers, insurance companies, mutual funds, institutional investors, investment banking
firms, financial institutions, governmental bodies, and other entities. Many of our competitors are significantly larger
than us, have greater access to capital and other resources, and may have other advantages over us. Our competitors
may include other investment vehicles managed by Ellington or its affiliates, including Ellington Financial LLC. In
addition to existing companies, other companies may be organized for similar purposes in the future, including
companies focused on purchasing mortgage assets. A proliferation of such companies may increase the competition
for equity capital and thereby adversely affect the market price of our common shares. An increase in the competition
for sources of funding could adversely affect the availability and cost of financing, and thereby adversely affect the
market price of our common shares. In addition, some of our competitors may have higher risk tolerances or different
risk assessments, which could allow them to consider a wider variety of assets, or pay higher prices, than we can.
In the face of this competition, we believe that our access to our Manager's and Ellington's professionals and their
industry expertise may provide us with a competitive advantage, including helping us to identify appropriate assets for
acquisition and the appropriate prices to pay for such assets, and thereby to compete more effectively for attractive
asset acquisition opportunities. However, we may not be able to achieve our business goals or expectations as a result
of the competitive risks that we face.
Operating and Regulatory Structure
Tax Requirements
We have elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended, or "the Code," and
have complied, and intend to continue to comply, with the provisions of the Code with respect thereto. Accordingly,
we do not expect to be subject to U.S. federal income tax on our REIT taxable income that is currently distributed to
our shareholders. REITs are subject to a number of organizational and operational requirements, including a
requirement that they currently distribute at least 90% of their annual REIT taxable income, determined excluding any
net capital gains and without regard to the deduction for dividends paid. We cannot assure you that we will be able to
comply with such requirements. Failure to qualify as a REIT in any taxable year would cause us to be subject to U.S.
federal income tax (and any applicable state and local taxes) on our taxable income at regular corporate
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