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Mortgage REITs 
SECTOR REVIEW 

While Lower, Returns Still Attractive in Current 
Rate Environment; Favor Hybrids 
The mortgage REITs have come under pressure in the past week as equity 
investors have renewed concerns about lower reinvestment rate available in the 
post QE3 environment and increased refinance activity. While we acknowledge 
these issues will continue to cause returns to drift lower, we continue to see the 
return environment as relatively favorable in the current low interest rate 
environment.  

■ Return environment: Agency MBS yields have compressed 50 bps since 
the Fed’s QE3 announcement as the mortgage spread has tightened. We 
see the available yield around 2.0% on 30-year Agency MBS and 1.2% on 
15-years (hybrid ARMs are likely in this neighborhood as well). Using 7-8x 
leverage this can still generate an 11-13% gross ROE on 30-years and high 
single digit on 15-years. Non-Agency MBS yields are in the 4-6% today, 
which can also still allow for returns in the 10-12% range. 

■ Refi expectations: Following the expected decline in prepayments in 
September, we continue to expect prepayment activity to increase in the 
fourth quarter as a result of the decline in mortgage rates. Using IOS pricing 
as a proxy, the MBS market’s perception of refinance risk has not changed 
in the past 2 weeks (see Exhibit 1.) That being said we continue to favor the 
mortgage REITs with prepayment protected portfolios as they will have more 
stable cash flows given lower reinvestment needs. 

■ Valuation: The mortgage REITs on average are trading at a 2% discount 
relative to estimated third quarter book value, with seven of the names 
trading below book value (see Exhibit 2.) The only sustained period that the 
mortgage REITs traded below book was 2005-2007, a period marked by a 
flat yield curve and rising short-term rates. This resulted in an 3.7% average 
dividend yield over that time frame (see Exhibit 3), well below the 8-10% we 
see as sustainable given current returns available today. In addition given 
the favorable supply/demand technicals in the mortgage market we have 
increased confidence in the stability of book value in the current environment. 
This leads us to have confidence that the mortgage REITs should continue 
to trade at a modest premium to book value. 

■ Favor hybrids: While we see the mortgage REIT sector as a whole as more 
attractive today given the recent weakness we continue to favor the hybrids 
over the Agency-only REITs. This combined with our preference for 
prepayment protected securities result in IVR, MTGE, and AMTG as being 
our top picks today. 
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Exhibit 1: IOS Prices 
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Exhibit 2: Price to Third Quarter Estimated Book Value 
As of October 12, 2012 – current price is adjusted for the accumulated dividend 
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Exhibit 3: Historical Price-to-Book vs. Dividend Yield 
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Companies Mentioned  (Price as of 12 Oct 12) 
American Capital Agency (AGNC, $32.59, OUTPERFORM, TP $36.00) 
American Capital Mortgage Investment Corp. (MTGE, $24.46, OUTPERFORM, TP $25.00) 
Annaly Capital Management (NLY, $16.04, NEUTRAL, TP $17.00) 
Anworth Mortgage Asset Corp. (ANH, $6.20, UNDERPERFORM, TP $6.50) 
Apollo Residential Mortgage (AMTG, $21.22, OUTPERFORM, TP $21.00) 
Chimera Investment (CIM, $2.58, NEUTRAL, TP $2.75) 
CYS Investments, Inc. (CYS, $13.27, OUTPERFORM, TP $14.50) 
Dynex Capital, Inc. (DX, $9.60, NEUTRAL, TP $10.00) 
Hatteras Financial Corp. (HTS, $26.54, NEUTRAL, TP $29.00) 
Invesco Mortgage Capital (IVR, $20.73, OUTPERFORM, TP $22.00) 
MFA Financial, Inc. (MFA, $8.16, NEUTRAL, TP $8.00) 
PennyMac Mortgage Investment Trust (PMT, $24.28, OUTPERFORM, TP $23.00) 
Two Harbors Investment (TWO, $11.66, RESTRICTED) 
 
 

Disclosure Appendix 
Important Global Disclosures 
I, Douglas Harter, CFA, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and 
securities and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in 
this report. 

See the Companies Mentioned section for full company names. 
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3-Year Price, Target Price and Rating Change History Chart for MTGE 
MTGE Closing 
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3-Year Price, Target Price and Rating Change History Chart for AMTG 
AMTG Closing 
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3-Year Price, Target Price and Rating Change History Chart for IVR 
IVR Closing 
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
As of October, 2 2012 Analysts’ stock rating are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% or more, (depending on perceived 
risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stock’s total return relative 
to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing 
the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin American, Japanese, and 
non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of the relevant country or regional benchmark; 
Australia, New Zealand are, and prior to 2nd October 2012 U.S. and Canadian ratings were based on (1) a stock’s absolute total return potential to 
its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage universe. For Australian and 
New Zealand stocks, 12-month rolling yield is incorporated in the absolute total return calculation and a 15% and a 7.5% threshold replace the 10-
15% level in the Outperform and Underperform stock rating definitions, respectively. The 15% and 7.5% thresholds replace the +10-15% and -10-
15% levels in the Neutral stock rating definition, respectively. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations 
for the fundamentals and/or valuation of the sector* relative to the group’s historic fundamentals and/or 
valuation: 
Overweight: The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months. 
Market Weight: The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months. 
Underweight: The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months. 
*An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors. 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  44% (53% banking clients) 
Neutral/Hold*  39% (48% banking clients) 
Underperform/Sell*  14% (43% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (MTGE) 
Method: Our $25 price for MTGE  is based on 13.7 % dividend yield on our expected dividend of $3.42. This targeted yield is 140 bps higher than 
Hybrid/Non-Agency mortgage REIT peers average. Our target price represents a 8% premium to third quarter estimated book value. 
Risks: The primary risks to our $25.00 target price for MTGE are interest rate risk on the agency MBS portfolio and worse than expected 
deterioration in credit quality on the Non-Agency portfolio. The Agency book is subject to interest rate risk, both on the long- and short-end of the rate 
curve. A flattening of the yield curve will lead to a reduction in returns available on incremental investments. An increase in long-term interest rates 
will result in a reduction to book value. 
Price Target: (12 months) for (AMTG) 
Method: Our $21 target price for Apollo Residential Mortgage is based on a 3% premium to current estimated third quarter book value. Our $21 
target price also represents a 14.3% annualized yield on our estimated 12 month forward dividend of $3.00. 
Risks: The principal risk to our $21 target price for Apollo Residential Mortgage is interest rate risk. The investment portfolio is funded with short-
term repos (repurchasse agreements) and expected to be hedged 50% with fixed-rate interest rate swaps. This leaves the net interest spread 
negatively exposed to rising short-term interest rates. AMTG also faces risks associated with the long-end of the interest rate curve; rising long-term 
interest rates would negatively impact the company's book value 
Price Target: (12 months) for (IVR) 
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Method: Our $22.00 target price for Invesco Mortgage is based on a 10% premium to current book value. Our target represents a 12% yield on the 
current dividend. 
Risks: The biggest potential risk to the achievement of our $22.00 target price for Invesco Mortgage is the continued deterioration in the credit 
quality of the underlying mortgages in the non-Agency residential mortgage securities portfolio. The Agency MBS portfolio is subject to short-term 
interest rate risks which could cause returns, and dividends, to be lower than expected. Invesco Mortgage is also subject to the risk from the 
appearance of conflict of interests for the allocation of investment opportunities with its external manager. 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

See the Companies Mentioned section for full company names. 
The subject company (IVR, AMTG, MTGE) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of 
Credit Suisse. 
Credit Suisse provided investment banking services to the subject company (IVR, AMTG, MTGE) within the past 12 months. 
Credit Suisse provided non-investment banking services, which may include Sales and Trading services, to the subject company (MTGE) within the 
past 12 months. 
Credit Suisse has managed or co-managed a public offering of securities for the subject company (AMTG, MTGE) within the past 12 months. 
Credit Suisse has received investment banking related compensation from the subject company (IVR, AMTG, MTGE) within the past 12 months. 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (IVR, AMTG, MTGE) within 
the next 3 months. 
Credit Suisse has received compensation for products and services other than investment banking services from the subject company (MTGE) 
within the past 12 months. 
As of the date of this report, Credit Suisse Securities (USA) LLC makes a market in the securities of the subject company (IVR, AMTG, MTGE). 
Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (MTGE, AMTG, IVR) within 
the past 12 months. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 
Taiwanese Disclosures: This research report is for reference only. Investors should carefully consider their own investment risk. 
Investment results are the responsibility of the individual investor. Reports may not be reprinted without permission of CS. Reports 
written by Taiwan-based analysts on non-Taiwan listed companies are not considered recommendations to buy or sell securities under 
Taiwan Stock Exchange Operational Regulations Governing Securities Firms Recommending Trades in Securities to Customers. 
To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 
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contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA or in respect of which the protections of the FSA 
for private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case are available upon request in respect of this report. CS may 
provide various services to US municipal entities or obligated persons ("municipalities"), including suggesting individual transactions or trades and entering into such transactions. Any services CS 
provides to municipalities are not viewed as "advice" within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. CS is providing any such services and 
related information solely on an arm's length basis and not as an advisor or fiduciary to the municipality. In connection with the provision of the any such services, there is no agreement, direct or 
indirect, between any municipality (including the officials, management, employees or agents thereof) and CS for CS to provide advice to the municipality. Municipalities should consult with their 
financial, accounting and legal advisors regarding any such services provided by CS. In addition, CS is not acting for direct or indirect compensation to solicit the municipality on behalf of an 
unaffiliated broker, dealer, municipal securities dealer, municipal advisor, or investment adviser for the purpose of obtaining or retaining an engagement by the municipality for or in connection with 
Municipal Financial Products, the issuance of municipal securities, or of an investment adviser to provide investment advisory services to or on behalf of the municipality. If this report is being 
distributed by a financial institution other than Credit Suisse AG, or its affiliates, that financial institution is solely responsible for distribution. Clients of that institution should contact that institution to 
effect a transaction in the securities mentioned in this report or require further information. This report does not constitute investment advice by Credit Suisse to the clients of the distributing financial 
institution, and neither Credit Suisse AG, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from their use 
of this report or its content. Principal is not guaranteed. Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.  
Copyright © 2012 CREDIT SUISSE AG and/or its affiliates. All rights reserved. 

Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which 
investment principal can be eroded due to changes in redemption amounts. Care is required when investing in such instruments.  
When you purchase non-listed Japanese fixed income securities (Japanese government bonds, Japanese municipal bonds, Japanese government guaranteed bonds, Japanese corporate bonds) 
from CS as a seller, you will be requested to pay the purchase price only. 
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