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Portions of the registrant’s definitive Proxy Statement relating to its 2019 Annual Meeting of Stockholders to be filed
with the Securities and Exchange Commission are incorporated by reference into Part III of this Annual Report on
Form 10-K.
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PART 1

ITEM 1. BUSINESS

Impac Mortgage Holdings, Inc., sometimes referred to herein as the “Company,” “we,” “our” or “us,” is a Maryland
corporation incorporated in August 1995 and includes the following subsidiaries: Integrated Real Estate Service
Corporation, (IRES), IMH Assets Corp. and Impac Funding Corporation. Impac Mortgage Corp. (IMC) a subsidiary
of IRES, conducts our mortgage lending and real estate services operations.

Forward Looking Statements

This report on Form 10 K contains certain forward looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward looking statements, some of
which are based on various assumptions and events that are beyond our control, may be identified by reference to a
future period or periods or by the use of forward looking terminology, such as “may,” “will,” “believe,” “expect,” “likely,”
“should,” “could,” “seem to,” “anticipate,” “plan,” “intend,” “project,” “assume,” or similar terms or variations on those terms
negative of those terms. The forward looking statements are based on current management expectations. Actual results
may differ materially as a result of several factors, including, but not limited to the following: successful development,
marketing, sale and financing of new and existing financial products; expansion of NonQM loan originations and
conventional and government-insured loan programs; ability to successfully diversify our loan products; ; ability to
successfully sell loans to third-party investors; volatility in the mortgage industry; unexpected interest rate fluctuations
and margin compression; performance of third-party sub-servicers; our ability to manage personnel expenses in

relation to mortgage production levels; our ability to successfully use warehousing capacity and satisfy financial
convents requirements; increased competition in the mortgage lending industry by larger or more efficient companies;
issues and system risks related to our technology; ability to successfully create cost and product efficiencies through

new technology; more than expected increases in default rates or loss severities and mortgage related losses; ability to
obtain additional financing through lending and repurchase facilities, debt or equity funding, strategic relationships or
otherwise; the terms of any financing, whether debt or equity, that we do obtain and our expected use of proceeds

from any financing; increase in loan repurchase requests and ability to adequately settle repurchase obligations; failure

to create brand awareness; the outcome, including any settlements, of litigation or regulatory actions pending against

us or other legal contingencies; our compliance with applicable local, state and federal laws and regulations; and other
general market and economic conditions.

9 ¢
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For a discussion of these and other risks and uncertainties that could cause actual results to differ from those contained
in the forward looking statements, see Item 1A. “Risk Factors” and Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in this report. This document speaks only as of its date and we do not
undertake, and specifically disclaim any obligation, to release publicly the results of any revisions that may be made

to any forward looking statements to reflect the occurrence of anticipated or unanticipated events or circumstances
after the date of such statements.

Available Information

Our internet website address is www.impaccompanies.com. We make available our annual reports on Form 10 K,
quarterly reports on Form 10 Q, current reports on Form 8 K and proxy statements for our annual stockholders’
meetings, as well as any amendments to those reports, free of charge through our website as soon as reasonably
practicable after we electronically file such material with, or furnish it to, the Securities and Exchange Commission, or
the SEC. You can learn more about us by reviewing our SEC filings on our website by clicking on “Investor
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Relations—Stockholder Relations” located on our home page and proceeding to “SEC Filings.” We also make available on
our website, under “Corporate Governance,” charters for the audit, compensation, and governance and nominating
committees of our board of directors, our Code of Business Conduct and Ethics, our Corporate Governance

Guidelines and other company information, including amendments to such documents and waivers, if any, to our

Code of Business Conduct and Ethics. These documents will also be furnished, free of charge, upon written request to
Impac Mortgage Holdings, Inc., Attention: Stockholder Relations, 19500 Jamboree Road, Irvine, California 92612.

The SEC also maintains a website at www.sec.gov that contains reports, proxy statements and other information

regarding SEC registrants, including our Company.

1
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Our Company

We were founded in 1995 and are an established nationwide independent residential mortgage lender which
originates, sells and services residential mortgage loans. We originate non-qualified mortgages (NonQM),
conventional mortgage loans eligible for sale to U.S. government sponsored enterprises, (GSEs), including Fannie
Mae, Freddie Mac (conventional loans), and government insured mortgage loans eligible for government securities
issued through Ginnie Mae (government loans).

During the first quarter of 2018, our previous Chairman and CEO Joseph Tomkinson, announced that he would be
retiring as of July 31, 2018. As part of this announcement, the Board of Directors appointed George Mangiaracina as
President and subsequently Chairman and CEO upon Mr. Tomkinson’s retirement. As part of this transition, we
announced additional changes to our senior management team and Board of Directors in 2018.

Segments

Our business activities are organized and presented in three primary operating segments: Mortgage Lending, Real
Estate Services and the Long Term Mortgage Portfolio. Our mortgage lending segment provides mortgage lending
products through three lending channels, retail, wholesale and correspondent and opportunistically retain mortgage
servicing rights. Our real estate services segment performs master servicing and provides loss mitigation services for
primarily our securitized long-term mortgage portfolio. And, our long-term mortgage portfolio consists of residual
interests in securitization trusts. A description of each operating segment is presented below with further details and
discussions of each segment’s results of operations presented in Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Results of Operations.”

In addition to the segments described above, we also have a corporate segment, which supports all of the operating
segments. The corporate segment includes unallocated corporate and other administrative costs as described below.

Mortgage Lending

We are focused on expanding our mortgage lending platform which provides conventional and government insured
mortgage loans as well as providing innovative products to meet the needs of borrowers not met by traditional
conventional and government products. Our mortgage lending operation generates origination and processing fees, net
of origination costs, at the time of origination as well as gains or unexpected losses when the loans are sold to third
party investors, including the GSEs and Ginnie Mae. We retain mortgage servicing rights from the sale of mortgage
loans and earn servicing fees, net of sub servicer costs, from our mortgage servicing portfolio. From time to time, we
sell mortgage servicing rights from our servicing portfolio.

During 2014, we rolled out and began originating NonQM loans. NonQM mortgages are generally loans that do not
meet the qualified mortgage (QM) guidelines set out by the Consumer Financial Protection Bureau (CFPB). We
believe there is an underserved mortgage market for borrowers with good credit who may not meet the NonQM
guidelines, for example self-employed borrowers. As the demand by consumers for the NonQM product grows we
expect the investor appetite will increase for the NonQM mortgages. A NonQM borrower is generally less sensitive to
interest rates and generally does not have the same income documentation that a conforming loan borrower does,
nonetheless the borrower is still required to meet the “ability to repay” guidelines.

As a nationwide mortgage lender, we are approved to originate and service Fannie Mae, Freddie Mac and Ginnie Mae
eligible loans. We primarily originate, sell and service conventional, conforming agency and government insured
residential mortgage loans originated or acquired through our three channels: Retail (consumer direct), Correspondent
and Wholesale.
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- Retail (consumer direct) channel - CashCall Mortgage (CCM), operates as a centralized call center that utilizes a
marketing platform to generate customer leads through the internet and call center loan agents. As a centralized
retail call center, loan applications are received and taken by loan agents directly from consumers and through the
internet.

- Wholesale channel - Originates loans sourced through mortgage brokers.

- Correspondent channel - Acquires closed loans from approved correspondent sellers.
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Our mortgage lending activities primarily consist of the origination, sale and servicing of conventional loans eligible
for sale to Fannie Mae and Freddie Mac, government insured loans eligible for Ginnie Mae securities issuance as well
as NonQM. We currently originate and fund mortgages through our wholly owned subsidiary, IMC. In order to
originate mortgage loans we must be able to finance them and hold them on our balance sheet until such loans are
sold. In order to do this we must have lines of credit with banks (called warehouse lines) that allow us the short term
funding required.

The following table presents selected data from our mortgage lending operations for the years ended December 31,
2018 and 2017:

(in millions) 2018 2017
Originations $ 3,839.6 $ 7,111.7
Servicing Portfolio 6,218.1 16,330.1
Mortgage servicing rights 64.7 154.4
Servicing fees, net 37.3 31.9

Our origination volumes decreased 46% in 2018 to $3.8 billion as compared to $7.1 billion in 2017. Of the $3.8
billion in total originations in 2018, approximately $1.8 billion, or 48%, was originated through the retail channel. In
contrast, during 2017, our retail originations contributed 65% to our total origination volume. From January 2017
through the fourth quarter of 2018, interest rates have increased significantly from the historically low interest rate
environment the previous years, causing a sharp drop in refinance volume which has been the predominance of our
retail originations.

Our loan products primarily include NonQM mortgages, conventional loans eligible for sale to Fannie Mae and
Freddie Mac and loans eligible for government insurance (government loans) by the Federal Housing Administration
(FHA), Veterans Affairs (VA), and United States Department of Agriculture (USDA).

Our mortgage servicing portfolio decreased in 2018 primarily due to a shift in strategy during the third and fourth
quarters of 2018 to direct our efforts on repositioning the Company by focusing on our core NonQM lending business
and strengthen our liquidity position. During the fourth quarter of 2018, we completed two servicing sales of
approximately $10.5 billion in unpaid principal balance (UPB) of FNMA and GNMA mortgage servicing rights
(MSR).

Each of our three origination channels, Retail, Wholesale and Correspondent, produces similar mortgage loan
products and applies similar underwriting standards.

For the year ended December 31,

(in millions) 2018 % 2017 %
Originations by Channel:

Retail $ 1,842.2 48 % $ 4,611.5 65 %
Correspondent 1,119.5 29 1,420.4 20
Wholesale 877.9 23 1,079.8 15

10
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Total originations $ 3,839.6 100% $ 7,111.7 100%
Retail—Our retail channel today consists of our consumer direct call center CCM, a leading originator which was
previously based in Orange, California. During the fourth quarter of 2018 we relocated the consumer direct call center
from the office in Orange into our corporate office in Irvine, California. This transition was part of our plan to
streamline the operations and reposition the consumer direct platform to be more competitive in a challenging lending
market.

The retail channel utilizes a high volume, rapid response time funding model with a focus on providing exceptional
customer service. The acquisition of CCM’s residential lending platform in 2015 added a centralized retail call center
to IMC’s current business to business origination channels and provides additional capacity to process increased
origination volumes of expanded products including our NonQM loan programs and government insured Ginnie Mae
programs, while profitably creating servicing assets for IMC.

When loans are originated on a retail basis, the origination documentation is completed inclusive of customer
disclosures and other aspects of the lending process and funding of the transaction is completed internally. Our call
center representatives contact borrowers through either inbound or outbound marketing campaigns sourced from our
digital marketing campaigns, TV and radio ads, purchase money and refinance mortgage leads, including leads sourced
from

11
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customer referrals and retention of customers in the servicing portfolio that are seeking to refinance or purchase a
property. For the year ended December 31, 2018, we closed $1.8 billion of loans in this origination channel, which
equaled 48% of total originations, as compared to $4.6 billion or 65% of total originations during 2017.

Correspondent—Our correspondent channel represents mortgage loans acquired from our correspondent sellers. Our
correspondent channel has historically targeted a market of small banks, credit unions and small mortgage banking
firms. Prior to accepting loans from correspondent sellers, each seller is underwritten to determine if it meets financial
and other guidelines. Our review of each prospective seller includes obtaining a third party due diligence report that
verifies licensing, insurance coverage, quality of recent Federal Housing Administration (FHA) originations and
provides information on any industry sanctions that might exist. In addition, each seller is required to sign our
correspondent seller agreement that contains certain representations and warranties from the seller allowing us to
require the seller to repurchase a loan sold to us for various reasons including (i) ineligibility for sale to GSEs,

(ii) early payment default, (iii) early pay off or (iv) if the loan is uninsurable by a government agency.

In our correspondent channel, the correspondent seller originates and closes the loan. After the loan is originated, the
correspondent seller provides the needed documentation and information to us to review and determine if it meets our
underwriting guidelines. The loan is acquired by us only after we approve it for purchase. We focus on customer
service for our clients by facilitating prompt review by our due diligence team, providing bid pricing on both newly
originated and seasoned portfolios, enabling clients to deliver one loan at a time on a flow basis and providing clients
with expedited funding timelines. We purchase NonQM loans, conventional loans eligible for sale to the GSEs and
government insured loans eligible for Ginnie Mae securities. For the year ended December 31, 2018, we closed loans
totaling $1.1 billion in the correspondent origination channel, which equaled 29% of total originations, compared to
$1.4, billion or 20%, of total originations during 2017.

Wholesale—In a wholesale transaction, our account executives work directly with mortgage brokers who originate and
document loans for delivery to our operational center where we underwrite and fund the mortgage loan. Each loan is
underwritten to our underwriting standards and, if approved, the borrower is sent new disclosures under our name and
the loan is funded in the name of Impac Mortgage.

Prior to accepting loans from mortgage brokers, each mortgage broker is required to meet our guidelines for minimum
experience, credit score and net worth. We also obtain a third party due diligence report for each prospective broker
that verifies licensing and provides information on any industry sanctions that might exist. In addition, each mortgage
broker is required to sign our broker agreement that contains certain representations and warranties from the brokers.
For the year ended December 31, 2018, we closed loans totaling $877.9 million in this origination channel, which
equaled 23% of total originations, as compared to $1.1 billion, or 15%, of total originations during 2017.

Since 2011, we have provided loans to customers predominantly in the Western U.S. with California, Washington and
Arizona comprising 67.7% of originations in 2018. Currently, we provide nationwide lending with our retail call
center, correspondent sellers and mortgage brokers.

Loan Types

Our loan products primarily include conventional loans eligible for sale to Fannie Mae and Freddie Mac and loans
eligible for government insurance by FHA, Veteran’s Administration (VA) and U.S. Department of Agriculture
(USDA) and NonQM. The FHA, VA and USDA loans are government-insured loans eligible for Ginnie Mae
securities issuance. We have established strict lending guidelines, including determining the prospective borrowers’
ability to repay the mortgage, which we believe will keep delinquencies and foreclosures at acceptable levels. We
continue to refine our guidelines to expand our reach to the underserved market of credit worthy borrowers who can
fully document and substantiate an ability to repay mortgage loans, but unable to obtain financing through traditional

12
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programs (QM loans), for example self-employed borrowers. In conjunction with establishing strict lending
guidelines, we have also established investor relationships which provide us with an exit strategy for these
nonconforming loans. In 2018, one of our strategic relationships closed two private label securitizations with AAA
ratings by two ratings agencies, which were both 100% backed by our NonQM collateral. In 2018, our NonQM
origination volume increased to $1.3 billion with an average Fair Isaac Company credit score (FICO) of 725 and a
weighted average loan to value ratio (LTV) of 68%. In 2017, our NonQM origination volume was $891.2 million
with an average Fair Isaac Company credit score (FICO) of 723 and a weighted average loan to value ratio (LTV) of
64%.

4

13



Edgar Filing: IMPAC MORTGAGE HOLDINGS INC - Form 10-K

Table of Contents

The following table indicates the breakdown of our originations by loan type for the periods indicated:

For the year ended
December 31,
(in millions) 2018 2017
Originations by Loan Type:
Government-insured $ 1,275.5 $ 19914
Conventional 1,263.2 4,229.1
NonQM 1,300.9 891.2
Total originations $ 3,839.6 $ 7,111.7

Loan Sales—Selling Loans to GSEs, Issuing Ginnie Mae Securities and Selling Loans on a Whole Loan Basis

We sell the mortgage loans to the secondary market, including sales to the GSEs and issuing securities through Ginnie
Mae. We opportunistically sell loans on a servicing retained basis where the loan is sold to an investor such as Freddie
Mac, and we retain the right to service that loan, called mortgage servicing rights (MSRs). We securitize
government-insured loans by issuing Ginnie Mae securities through a process whereby a pool of loans is transferred to
Ginnie Mae as collateral for a government-insured mortgage backed security. Traditionally, we have not sold a
significant amount of residential mortgage loans on a whole loan basis where the investor also acquires the servicing
rights. In 2018, we began to do more whole loans sales in an effort to expand our take out investor base for NonQM
loans and balance our investment in MSRs with our liquidity needs.

Additionally, during the fourth quarter of 2017, Fannie Mae sufficiently limited the manner and volume for our
deliveries of eligible loans such that we elected to cease deliveries to them and we expanded our whole loan investor
base for these loans. During 2018, we completed servicing released loan sales to these whole loan investors and
expect to continue to utilize these alternative exit strategies for Fannie Mae eligible loans. We continue to take steps
to manage our prepayment speeds to be more consistent with our industry comparables and to reestablish the full
confidence and delivery mechanisms to our investor base. We remain an approved Seller and Servicer with Fannie
Mae and Freddie Mac.

The following table indicates the breakdown of our loan sales to GSEs, issuance of Ginnie Mae securities and loans
sold to investors on a whole loan basis for the periods as indicated:

For the year ended
December 31,

(in millions) 2018 2017
Fannie Mae $ — $ 2,052.4
Freddie Mac 878.2 2,149.7
Ginnie Mae 1,512.0 1,879.0
Total servicing retained sales 2,390.2 6,081.1
Other (servicing released) 1,664.2 854.9
Total loan sales $ 4,054.4 $ 6,936.0

Mortgage Servicing

Upon our sale of loans to GSEs or the issuance of securities through Ginnie Mae, we generally retain the mortgage
servicing rights with respect to the mortgage loans. We also sell loans on a servicing released basis to secondary

14
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market investors where we do not retain the servicing rights. When we retain servicing rights, we are entitled to

receive a servicing fee which is collected from interest payments made by the borrower and paid to us on a monthly
basis equal to a specified percentage, typically between 0.25% and 0.44% per annum of the outstanding principal
balance of the loans. We may also be entitled to receive additional servicing compensation, such as late payment fees
and earn additional income through the use of non interest bearing escrows. As a mortgage servicer, we are required to
advance certain amounts to meet the contractual loan servicing requirements for certain investors. We may advance
principal, interest, property taxes and insurance for borrowers that have become delinquent, plus any other costs to
preserve the property. Also, we will advance funds to maintain, repair and market foreclosed real estate properties.
Such advances are typically repaid when the loan becomes current or repaid from the proceeds generated from the sale
of the property subsequent to foreclosure.

5
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We have hired a nationally recognized residential servicer to sub service the servicing portfolio. Although we use a
sub servicer to provide primary servicing and certain default servicing functions, our servicing surveillance team,
which is experienced in loss mitigation and real estate recovery, monitors and surveys the performance of the loans
and sub servicer. We generally earn a servicing fee on each loan, but we also incur the cost of the sub servicer as well
as the internal servicing surveillance team. Incurring the cost of both a sub servicer and an internal surveillance team
reduces the net revenues we earn from the mortgage servicing portfolio; however, we believe it reduces our risk by
minimizing delinquencies and repurchase risk.

During 2018, despite the mortgage servicing portfolio decreasing to $6.2 billion as of December 31, 2018 from

$16.3 billion at the end of 2017, it generated net servicing income of $37.3 million and $31.9 million, in 2018 and
2017, respectively. The decrease was the result of two servicing sales of approximately $10.5 billion in UPB of
FNMA and GNMA MSRs completed during the fourth quarter of 2018. Servicing fees, net will decrease substantially
in 2019 as a result of the aforementioned servicing sales during the fourth quarter of 2018.

We may sell mortgage servicing rights to fund the expansion of origination volumes, balance the capital invested in
mortgage servicing with liquidity which has and will result in a decrease in our mortgage servicing portfolio. We may
continue to monetize mortgage servicing rights as needed in the future. Furthermore, the value of mortgage servicing
rights are affected by increases and decreases in mortgage interest rates. Therefore, volatility in mortgage rates
generally causes volatility in the value of mortgage servicing rights.

Risk Management

We are exposed to various business risks which may significantly impact our financials. Our risk management
framework and governance structure is intended to provide oversight and ongoing management of the risks inherent in
our business activities and create a culture of risk awareness. Our Compliance and Risk Management oversees
governance processes and monitoring of these risks including the establishment of risk strategy and documentation of
risk policies and controls. Compliance and Risk Management work in partnership with the business to provide
oversight of enterprise risk management and controls. This includes establishing enterprise-level risk management
policies, appropriate governance activities and creating risk transparency through risk reporting. For further

discussion on operational and market risks, see Item 7. “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Operational and Market Risks.”

Underwriting

We primarily originate residential first mortgage loans for sale that conform to the respective underwriting guidelines
established by Fannie Mae, Freddie Mac, FHA, VA and USDA. Our mortgage loans are underwritten individually on
aloan by loan basis. Each mortgage loan originated from our retail and wholesale channel are underwritten by one of
our underwriters or by a third party contract underwriter using our underwriting guidelines. Each mortgage loan
originated from our correspondent channel is reviewed internally or by a third party underwriting company to
determine if the borrower meets our underwriting guidelines.

Our criteria for underwriting generally include, but are not limited to, full documentation of borrower’s income, assets,
other relevant financial information, the specific agency’s eligible loan to value ratios (LTV), borrower’s debt to income
ratio and full appraisals when required. Variances from any of these standards are permitted only to the extent

allowable under the specific program requirements. Our underwriting procedures for all retail and wholesale loans

require the use of a GSE automated underwriting system (AUS). Our underwriting procedures for all correspondent

loans that have been originated by a correspondent seller includes a file review verifying that the borrower’s credit and

16
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the collateral meet our applicable program guidelines and an appropriate AUS report has been completed. We also
confirm the loan is compliant with regulatory guidelines. In addition, we perform quality control procedures on
selected pools prior to our acquisition of the loan.

Quality Control

Prior to funding, retail and wholesale loans are reviewed internally by our quality control department to verify the loan
conforms to our program guidelines and meets state and federal compliance guidelines. Prior to the acquisition of a
correspondent loan, we perform quality control procedures on selected pools. Management reviews the reports prior to
the acquisition of any correspondent loan. We also perform post origination quality controls procedures on at least
10% of

6
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all mortgage loans funded or acquired. Additionally, we closely monitor the servicing performance of loans retained
in our mortgage servicing portfolio to identify any opportunities to improve our underwriting process or procedures
and identify any issues with mortgage brokers or correspondent sellers. Findings are summarized monthly and the
appropriate changes are implemented.

Hedging

We are exposed to interest rate risks relating to our mortgage lending operations. We use derivative instruments to
manage some of our interest rate risk; however, we do not attempt to hedge interest rate risk completely. For further
discussion on interest rate risk and hedging, see Item 7. “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Operation and Market Risks.”

Data Security

Sensitive borrower information, such as name, address and social security number is included in nearly all mortgage
loan files. We seek to keep this information secure for every borrower. To do so, our policy requires all sensitive
borrower data to be transmitted to us through our secure website portal which allows all of our customers,
correspondent sellers, mortgage brokers and individual borrowers to send data to us securely in an encrypted manner.
For a discussion of cybersecurity risk see Item 1A. “Risk Factors - Cybersecurity risks, cyber incidents and technology
failures may adversely affect our business by causing a disruption to our operations, a compromise or corruption of

our confidential information, and/or damage to our business relationships, all of which could negatively impact our
financial results.”

Real Estate Services

In 2008, we established our Real Estate Services segment to provide solutions to the distressed mortgage and real

estate markets. We provide loss mitigation and real estate services primarily on our own long term mortgage portfolio,
including default surveillance, loan modification services, short sale services (where a lender agrees to take less than
the balance owed from the borrower), real estate owned (REO) surveillance and disposition services and monitoring,
reconciling and reporting services for residential and multifamily mortgage portfolios. The activities and related
revenues have declined in recent years, and we expect these revenues to gradually decline over time as our long term
mortgage portfolio declines. These operations are conducted by IMC.

Long Term Mortgage Portfolio

The long term mortgage portfolio primarily consists of residual interests in the securitization trusts reflected as trust
assets and liabilities in our consolidated balance sheets that hold non conforming mortgage loans originated between
2002 and 2007. Since we are no longer adding new mortgage loans to the long term mortgage portfolio, the long term
mortgage portfolio continues to decrease and is a smaller component of our overall operating results.

Our long term mortgage portfolio consists of our residual interests in securitizations represented on our consolidated
balance sheet as the difference between total trust assets and total trust liabilities. Our long term mortgage portfolio
includes adjustable rate and, to a lesser extent, fixed rate Alt A single family residential mortgages and commercial
(primarily multifamily residential loans) mortgages that were acquired and originated primarily by our discontinued,

non conforming mortgage lending operations and retained in our long term portfolio before 2008. Alt A mortgages are
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primarily first lien mortgages made to borrowers whose credit was generally within established Fannie Mae and
Freddie Mac guidelines but have loan characteristics that make them non conforming under those guidelines.

In previous years, we securitized mortgage loans by transferring originated residential single family mortgage loans
and multifamily commercial loans (the “transferred assets”) into non recourse bankruptcy remote trusts which in turn
issued tranches of bonds to investors supported only by the cash flows of the transferred assets. Because the assets and
liabilities in the securitizations are nonrecourse to us, the bondholders cannot look to us for repayment of their bonds
in the event of a shortfall. These securitizations were structured to include interest rate derivatives. We retained the
residual interest in each trust, and in most cases are the master servicer. A trustee and servicer, unrelated to us, was
named for each securitization. Cash flows from the loans (the loan payments and liquidation of foreclosed real estate
properties) collected by the loan servicer are remitted to us, the master servicer. The master servicer remits payments
to the trustee who remits payments to the bondholders (investors). The servicer collects loan payments and performs
loss mitigation activities for defaulted loans. These activities include foreclosing on properties securing defaulted
loans, which results in REO.

7
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Commercial mortgages in our long term mortgage portfolio are primarily adjustable rate mortgages with initial fixed
interest rate periods of two, three, five, seven and ten years that subsequently convert to adjustable rate mortgages
(hybrid ARMs), and are primarily secured with multi family residential real estate. Commercial mortgages have
provided greater asset diversification on our consolidated balance sheet as borrowers of commercial mortgages
typically have higher credit scores and commercial mortgages typically have lower LTVs.

Before 2007, we securitized mortgage loans in the form of collateralized mortgage obligations, or CMOs, which were
consolidated and accounted for as secured borrowings for financial statement purposes. Securitized mortgages in the
form of real estate mortgage investment conduits, or REMICs, were either consolidated or unconsolidated depending
on the design of the securitization structure. We consolidated the variable interest entity, or VIE, as the primary
beneficiary of the sole residual interest in each securitization trust where we also performed the master servicing.
Amounts consolidated were included in trust assets and liabilities as securitized mortgage collateral, real estate owned,
derivative assets, securitized mortgage borrowings and derivative liabilities in the accompanying consolidated balance
sheets. At December 31, 2018, our residual interests in securitizations (represented by the difference between total
trust assets and total trust liabilities) increased to $17.4 million, compared to $17.3 million at December 31, 2017.

Since 2007, we have not added any mortgage loans to our long term mortgage portfolio.

For additional information regarding the long term mortgage portfolio refer to Item 7. “Management’s Discussion and
Analysis of Financial Condition,” and Note 9. “Securitized Mortgage Trusts” in the notes to the consolidated financial
statements.

Master Servicing

Until 2007, we were retaining master servicing rights on substantially all of our non conforming single family
residential and commercial mortgage acquisitions and originations that were sold through securitizations. Since 2008,
we have not retained any additional master servicing rights, but have continued to be the master servicer of previously
retained master servicing rights.

The function of a master servicer includes collecting loan payments from loan servicers and remitting loan payments,
less master servicing fees receivable and other fees, to a trustee or other purchaser for each series of mortgage backed
securities or mortgages master serviced. In addition, as master servicer, we monitor compliance with the servicing
guidelines and perform or contract with third parties to perform all functions not adequately performed by any loan
servicer. The master servicer is also required to advance funds, or cause the loan servicers to advance funds, to cover
principal and interest payments not received from borrowers depending on the status of their mortgages, but only to
the extent that it is determined that such advances are recoverable either from the borrower or from the liquidation of
the property.

Master servicing fees are generally 0.03% per annum on the unpaid principal balance of the mortgages serviced. As a
master servicer, we also earn income or incur expense on principal and interest payments received from borrowers
until those payments are remitted to the investors of those mortgages. Fees from the master servicing portfolio have
declined significantly due to a decrease in principal balances since the end of 2008, which in turn affects the amount
we earn on balances held in custodial accounts. At December 31, 2018, we were the master servicer for approximately
16,330 mortgages with an UPB of approximately $4.1 billion of which $798 million of those loans were 60 or more
days delinquent. At December 31, 2018, we were also the master servicer for unconsolidated securitizations (included
in the total master servicing portfolio above) totaling approximately $486 million in unpaid principal balance of which
$202 million of those loans were 60 or more days delinquent. Fees earned from master servicing are separate from
those earned from mortgage servicing which are generated from servicing rights from new originations since 2011.
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Corporate

This segment includes all corporate services groups including information technology, human resources, legal,
facilities, accounting, treasury and corporate administration. This corporate services group supports all operating
segments. A portion of these costs are allocated to the operating segments based on certain allocation methods. These
corporate services groups are centralized to be efficient and avoid any duplicate cost burdens. Specific costs
associated with being a publicly traded company are not allocated and remain in this segment.

8
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The corporate segment also includes debt expense related to the Convertible Notes due in 2020, term financing which
was repaid in 2017, as well as capital leases. Debt service expense is not allocated and remains in this segment. We
have taken advantage of very low financing rates and entered into capital lease arrangements to finance the purchase
of equipment, mostly computer equipment, used in all three segments. The interest expense associated with the capital
leases is not allocated and remains in this segment.

Regulation

The U.S. mortgage industry is heavily regulated. Our mortgage lending operations, as well as our real estate services,
are subject to federal, state and local laws that regulate and restrict the manner in which we operate in the residential
mortgage industry. Plus, mortgage bankers and brokers in our wholesale production channel and correspondents from
which we purchase loans are also subject to regulation, which may have an effect on our business and the mortgage
loans we are able to fund or acquire. Compliance with regulations in the mortgage industry requires us to incur costs
and expenses in our operations. To the extent we, or others with which we conduct business, do not comply with
applicable laws and regulations, we may be subject to fines, reimbursements and other penalties. The laws and
regulations that we are subject to include the following:

- the Federal Truth in Lending Act (known as TILA) and Regulation Z promulgated there under, which require certain
disclosures to the borrowers regarding the terms of the loans and require substantial changes in compensation that
can be paid to brokers and loan originators;

- the Equal Credit Opportunity Act and Regulation B promulgated there under, which prohibit discrimination on the
basis of age, race, color, sex, religion, marital status, national origin, receipt of public assistance or the exercise of
any right under the Consumer Credit Protection Act, in the extension of credit;

- the Fair Housing Act, which prohibits discrimination in housing on the basis of race, color, national origin, religion,
sex, familial status, or handicap, in housing related transactions;

- the Fair Credit Reporting Act, which regulates the use and reporting of information related to the borrower’s credit
experience;

- the Fair and Accurate Credit Transaction Act, which regulates credit reporting and use of credit information in
making unsolicited offers of credit;

- the Gramm Leach Bliley Act, which imposes requirements on all lenders with respect to their collection and use of
nonpublic financial information and requires them to maintain the security of that information;

- the Real Estate Settlement Procedures Act (known as RESPA) and Regulation X, promulgated thereunder, outlaws
kickbacks that increase the cost of settlement services;
the Home Mortgage Disclosure Act, which requires the reporting of public loan data;

- the Telephone Consumer Protection Act and the Can Spam Act, which regulate commercial solicitations via
telephone, fax, and the Internet;
the Depository Institutions Deregulation and Monetary Control Act of 1980, which preempts certain state usury
laws;

- the Alternative Mortgage Transaction Parity Act of 1982, which preempts certain state lending laws which regulate
alternative mortgage transactions;
the Fair Debt Collection Practices Act, which prohibits unfair debt collection practices; and

- the Secure and Fair Enforcement for Mortgage Licensing Act of 2008, which establishes national minimum
standards for mortgage licensees.
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In addition, the Dodd Frank Wall Street Reform and Consumer Protection Act is a sweeping overhaul of the financial
regulatory system. The Dodd Frank Act increased regulation of the mortgage industry, including: generally prohibiting
lenders from making residential mortgage loans unless a good faith determination is made of a borrower’s
creditworthiness based on verified and documented information; requiring the CFPB to enact regulations to help

assure that consumers are provided with timely and understandable information about residential mortgage loans that
protect them against unfair, deceptive and abusive practices; and requiring federal regulators to establish minimum
national underwriting guidelines for residential mortgages that lenders will be allowed to securitize without retaining
any of the loans’ default risk.

Our mortgage lending operations is an approved Housing and Urban Development (HUD) lender, a Ginnie Mae
approved issuer and servicer and an approved seller/servicer of Fannie Mae and Freddie Mac. As such, we are
required to submit annually to Fannie Mae, Freddie Mac, and HUD, as applicable, audited financial statements, or the
equivalent, according to the financial reporting requirements of each regulatory entity for its sellers/servicers. Our
lending activities are also subject to examination by Fannie Mae, Ginnie Mae, Freddie Mac, HUD, CFPB and state
regulatory agencies at any time to assure compliance with applicable regulations, policies and procedures. Also refer
to “Regulatory Risks” under Item 1A. Risk Factors for a further discussion of regulations that may affect us.

Competition

We operate in a highly competitive industry that could become even more competitive as a result of legislative,
regulatory, economic, and technological changes, as well as continued consolidation or expansion. Our competitors
include banks, thrifts, credit unions, real estate brokerage firms, mortgage brokers, fintech companies and mortgage
banking companies. Competition is based on a number of factors including, among others, customer service, quality
and range of products and services offered, price, reputation, interest rates, lending limits and customer convenience.
To compete effectively, we must have a very high level of operational, technological, and managerial expertise, as
well as access to capital at a competitive cost. Many of our competitors are larger than we are and have access to
greater financial resources than we do, which can place us at a competitive disadvantage. In addition, many of our
largest competitors are banks or affiliated with banking institutions, the advantages of which include, but are not
limited to, the ability to hold new mortgage loan originations in an investment portfolio and having access to financing
with more favorable terms than we do, including lower funding costs with bank deposits as a source of liquidity.

Our real estate services segment competes with firms that provide similar services, including loan modification
companies, real estate asset management and disposition companies and real estate brokerage firms. Our competitors
include mega mortgage servicers, established subprime loan servicers, and newer entrants to the specialty servicing
and recovery collections business. Efforts to market our ability to provide real estate services for others is more
difficult than many of our competitors because we have not historically provided such services to unrelated third
parties, and we are not a rated primary or special servicer of residential mortgage loans as designated by a rating
agency.

Risk factors, as outlined below, provide additional information related to risks associated with competition in the
mortgage industry.

Employees

As of December 31, 2018, we had a total of 417 employees. Management believes that relations with our employees
are good. We are not a party to any collective bargaining agreements.

ITEM 1A. RISK FACTORS
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Some of the following risk factors relate to a discussion of our assets. For additional information on our asset
categories refer to Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” as
well as the accompanying notes to the consolidated financial statements.
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Risks Related To Our Businesses
Our long term success is primarily dependent on our ability to increase the profitability of our mortgage originations.

We believe that a key driver for our Company will be increasing the profitability of our mortgage lending operations.
Our success is dependent on many factors such as the documentation and data capture technology, increasing our loan
origination operational capacities, increasing our mortgage origination efficiencies, attracting qualified employees,
ability to maintain our approvals and sell or securitize loans with Fannie Mae, Freddie Mac, Ginnie Mae and other
investors, ability to increase our mortgage servicing portfolio, the ability to obtain adequate warehouse borrowing
capacity, the ability to adequately maintain loan quality and manage the risk of losses from loan repurchases, the
changing regulatory environment for mortgage lending and the ability to fund our originations.

If we are unable to generate sufficient net earnings from our mortgage lending operations, we may be unable to satisfy
our future operating costs and liabilities, including repayment of our debt obligations.

Mortgage market conditions have had and may continue to have a material adverse effect on our earnings and
financial condition.

Volatility in the real estate market, as well as inflation, energy costs, mortgage compliance, geopolitical issues and the
availability and cost of credit, may contribute to increased volatility and diminished expectations for the mortgage
markets. The mortgage market has been severely affected by changes in the lending landscape. Previous
unprecedented disruptions and deterioration of the mortgage market have had, and may continue to have, an adverse
effect on our results of operations and financial condition.

As a result of higher interest rates, a decline in refinancing transactions, current economic conditions, the mortgage
regulatory environment and other factors it is projected by some mortgage organizations that mortgage originations
during 2019 may be at lower volumes than 2018. As a result, we may experience reduced volumes and reduced
income unless we are able to garner a greater market share of originations or sufficiently reduce costs. In addition,
volatility in mortgage interest rates could cause volatility in the value of our mortgage servicing rights, resulting in
volatile or adverse financial results.

Our performance may be adversely affected by the performance of parties who service or sub service our mortgage
loans.

We contract with third parties for the servicing of our mortgage loans in our long term mortgage portfolio, for which
we are the master servicer, and the servicing portfolio in our mortgage lending operations. We are also contracting
with third parties for the servicing of our non-qualified mortgage loan portfolio. Although we use third-party
servicers, we retain primary responsibility to insure the loans are serviced meeting contractual and regulatory
requirements. Our operations, performance and liabilities are subject to risks associated with inadequate or untimely
servicing. With respect to non-qualified mortgage loans, our inability to onboard correctly or timely could adversely
affect the value of the related servicing rights held by us. If a servicer defaults or fails to perform to certain standards
then this can be deemed to be a default or failure by us to perform those duties or functions. If we, or our sub servicers,
commit a material breach of our obligations as a servicer or master servicer, we may be subject to damages or
termination if the breach is not cured within a specified period of time following notice, causing us to lose servicing
rights income. In addition, we may be required to indemnify the investor or securitization trustee against losses from
any failure by us, as master servicer or on behalf of the sub servicer, to perform the servicing obligations properly. If,
as a result of a servicer or sub servicer’s failure to perform adequately, we were terminated as servicer by an investor,
trustee or master servicer, the value of any servicing or master servicing rights held by us could be adversely affected.
Also, this could affect the cash flow generated by our servicing rights portfolio.
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We are also contracting with third parties for the servicing of our non-qualified mortgage loan portfolio. This will be
a new third party relationship for the organization and the first time that the organization is servicing its non-qualified
mortgage loans. While the servicing requirements of non-qualified mortgage loans are the same as those for
traditional qualified mortgages, the customer base has different needs. Managing through the onboarding of these
new servicing relationships will be a focus of the Company in this upcoming year. If, as a result of this sub-servicer’s
failure to perform adequately, or our inability to onboard correctly or timely, the value of these servicing rights held
by us could be adversely affected. Also, this could affect the cash flow generated by this portion of our servicing
portfolio.

11
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Poor performance by a sub servicer may result in greater than expected delinquencies and foreclosures and losses on
our mortgage loans or, in the case of our long term mortgage portfolio, in our resulting exposure to investors, bond
holders, bond insurers or others to whom we are responsible for the performance of our loan sub servicers. As master
servicer in our securitizations we are responsible for the duties, responsibilities and actions of the subservicers. Their
actions, or lack thereof, may impose liability upon us from third party claims. A substantial increase in our
delinquency or foreclosure rate could adversely affect our ability to access the capital and secondary markets for our
financing needs. With respect to our long term mortgage portfolio, greater delinquencies would adversely affect the
value of our cash flows and residual interests, if any, we hold in connection with that securitization.

The value of mortgage servicing rights are dependent upon various factors, including, but not limited to, the adequate
performance of the servicing function by our sub servicer, the responsibilities imposed on us by the investors of our
loans for which we hold the servicing rights, interest rates, the cost of our sub servicers, loan prepayments and
delinquencies. As these factors and others vary, the value of our mortgage servicing rights may fluctuate which may
affect our ability to meet financial covenants, maintain credit facilities, expand our operations and generate income
from our operations.

If we are unable to satisfy our debt obligations or to meet or maintain the necessary financial covenant requirements
with lenders or satisfy, or obtain waivers from, the continuing covenants, this could have a material adverse effect on
our financial condition and results of operations.

We have significant debt obligations including:

- $25.0 million Convertible Promissory Notes due May 2020;

Junior Subordinated Notes with an outstanding principal balance of $62.0 million at
December 31, 2018; and

Warehouse facilities with third party lenders which are secured by and used to fund residential mortgage
loans until such loans are sold.

Our ability to make scheduled payments on our debt obligations depends on our future performance, which is subject
to economic, financial, competitive and other factors beyond our control. Our business may not generate cash flow
from operations in the future sufficient to service our debt. If we are unable to generate cash flow, we may be required
to adopt one or more alternatives, such as selling assets, restructuring debt or obtaining additional equity capital on
terms that may be unfavorable to us or highly dilutive, any of which may be material to the holders of our common
stock. We may not be able to engage in any of these activities or engage in these activities on desirable terms, which
could have a material adverse effect on our financial condition and results of operations. Additionally, if we are unable
to sell loans timely to repay the warehouse lenders prior to required curtailments, our liquidity may be adversely
affected.

Furthermore, our credit and warehouse facilities contain covenants, including requirements to maintain a certain
minimum net worth, liquidity, litigation judgment thresholds, debt ratios, profitability levels and other customary debt
covenants. A breach of the covenants can result in an event of default under our facilities and as such allows the lender
to pursue certain remedies, which may constitute a cross default under other agreements. At December 31, 2018, we
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were not in compliance with certain financial covenants under one of our warehouse facilities and received the
necessary waiver.

We may not realize all of the anticipated benefits of our acquisitions, which could adversely affect our business,
financial condition and results of operations.

Historically, we have completed material acquisitions and may in the future look for opportunities to grow our
business through acquisitions of businesses and assets. The performance of the businesses and assets we acquire
through acquisitions may not match the historical performance of our other assets. Nor can we assure you that the
businesses and assets we may acquire will perform at levels meeting our expectations. We may find that we overpaid
for the acquired business or assets or that the economic conditions underlying our acquisition decision have changed.
In order to finance an acquisition we may borrow funds, thereby increasing our leverage and diminishing our liquidity,
or we could raise additional equity capital, which could dilute the interests of our existing shareholders. It may also
take several quarters or longer for us to fully integrate newly acquired business and assets into our business, during
which period our results of operations and financial condition may be negatively affected. If the integration process is
not conducted successfully and with minimal effect on the acquired business, we may not realize the anticipated
economic benefits of particular

12
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acquisitions within our expected timeframe. We may not be able to achieve the synergies we anticipate from acquired
businesses, and we may not be able to grow acquired businesses in the manner we anticipate. In fact, the businesses
we acquire could decrease in size, even if the integration process is successful. Further, certain one-time expenses
associated with such acquisitions may have a negative impact on our results of operations and financial condition.

We cannot assure you that acquisitions will not adversely affect our results of operations and financial condition. The
risks associated with acquisitions include, among others:

unanticipated issues in integrating information, communications and other systems;
unanticipated incompatibility in lending, purchasing, logistics, marketing and administration methods;
direct and indirect costs and liabilities;
not retaining key employees;
the diversion of management’s attention from ongoing business
concerns;
compliance and regulatory scrutiny; and
goodwill impairment.

Our product offering may expose us to a higher risk of delinquencies, regulatory risks, foreclosures and losses
adversely affecting our earnings and financial condition.

We originate and acquire various types of residential mortgage products, which include NonQM and non-conforming
loan products. Unlike Qualified Mortgages, NonQM loans do not benefit from a presumption that the borrower has
the ability to repay the loan. We understand that these types of products may be relatively new in today’s marketplace
and while we have taken great steps to try and mitigate any exposure and insure that we have made a reasonable
determination that the borrowers will have the ability to repay the loan, this type of product does have increased risk
and exposure to litigation and claims of borrowers. If, however, we were to make a loan as to which we did not satisfy
the regulatory standards for ascertaining the borrower’s ability to repay the loan, the consequences could include
giving the borrower a defense to repayment of the loan, which may prevent us from collecting interest and principal
on that loan.

NonQM loans are mortgages that generally did not qualify for purchase by government sponsored agencies such as
Fannie Mae and Freddie Mac. Credit risks associated with all these mortgages may be greater than those associated
with conforming mortgages. Mortgages made to these borrowers may entail a higher risk of delinquency and higher
losses than mortgages made to borrowers who utilize conventional mortgage sources. Delinquency, foreclosures and
losses generally increase during economic slowdowns or recessions. The actual risk of delinquencies, foreclosures and
losses on mortgages made to these borrowers may be higher under current economic conditions than those in the past.
Additionally, the combination of different underwriting criteria and higher rates of interest leads to greater risk,
including higher prepayment rates and higher delinquency rates and /or credit losses. These also include loans that are
interest only. If there is a decline in real estate values, as previously seen, borrowers may default on these types of
loans since they have not reduced their principal balances, which, therefore, could exceed the value of their property.
In addition, a reduction in property values would also cause an increase in the loan to value (LTV) ratio for that loan
which could have the effect of reducing the value of the property collateralized by that loan, reducing the borrowers’
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equity in their homes to a level that would increase the risk of default. If we have sold the loan or the servicing of the
loan, this may violate the representations and warranties we made in such a sale and impose upon us an obligation to
repurchase the loan. In addition, if we expand our products beyond residential mortgages to other types of consumer
lending products, we may encounter additional risks associated with these products.

Cybersecurity risks, cyber incidents and technology failures may adversely affect our business by causing a disruption
to our operations, a compromise or corruption of our confidential information, and/or damage to our business
relationships, all of which could negatively impact our financial results.

A cyber incident is considered to be any adverse event that threatens the confidentiality, integrity or availability of our
information resources. These incidents may be an intentional attack or an unintentional event and could involve
gaining unauthorized access to our information systems for purposes of theft of certain personally identifiable
information of consumers, misappropriating assets, stealing confidential information, corrupting data or causing
operational disruption.

13
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The result of these incidents may include disrupted operations, misstated or unreliable financial data, liability for
stolen assets or information, increased cybersecurity protection and insurance costs, litigation and damage to our
investor relationships.

As our reliance on rapidly changing technology has increased, so have the risks posed to its information systems, both
proprietary and those provided to us by third-party service providers. System disruptions and failures caused by fire,
power loss, telecommunications outages, unauthorized intrusion, computer viruses and disabling devices, natural
disasters and other similar events may interrupt or delay our ability to provide services to our customers.

Despite our efforts to ensure the integrity of our systems, our investment in significant physical and technological
security measures, employee training, contractual precautions and business continuity plans, and our implementation
of policies and procedures designed to help mitigate cybersecurity risks and cyber intrusions, there can be no
assurance that any such cyber intrusions will not occur or, if they do occur, that they will be adequately addressed. We
also may not be able to anticipate or implement effective preventive measures against all security breaches, especially
because the methods of attack change frequently or may not be recognized until after such attack has been launched,
and because security attacks can originate from a wide variety of sources, including third parties such as persons
involved with organized crime or associated with external service providers. We are also held accountable for the
actions and inactions of our third-party vendors regarding cybersecurity and other consumer-related matters.

Any of the foregoing events could result in violations of applicable privacy and other laws, financial loss to us or to
our customers, loss of confidence in our security measures, customer dissatisfaction, additional regulatory scrutiny,
significant litigation exposure and harm to our reputation, any of which could have a material adverse effect on our
business, financial condition, liquidity and results of operations, any of which could have a material adverse effect on
our business, financial condition, liquidity and results of operations.

We may become, and in some cases are, a defendant in lawsuits, some of which may be class action matters, and we
may not prevail in these matters; We recently received an adverse ruling which may have a material adverse effect on
our financial condition or results of operations.

Individual and class action lawsuits and regulatory actions alleging improper marketing practices, abusive loan terms
and fees, disclosure violations and other matters are risks faced by all mortgage originators. We are a defendant in
purported class actions pending in different states and could be named in other matters. Some of the actions allege
generally that the loan originator (whether or not Impac) improperly charged fees in violation of various state lending
or consumer protection laws in connection with mortgages that we acquired while others allege that our lending or
servicing practice was a statutory violation, an unlawful business practice, an unfair business practice or a breach of a
contract. They generally seek unspecified compensatory damages, punitive damages, pre- and post-judgment interest,
costs and expenses and rescission of the mortgages, as well as a return of any improperly collected fees. We will
incur defense costs and other expenses in connection with the lawsuits, and we cannot assure you that the ultimate
outcome of these or other actions will not have a material adverse effect on our financial condition or results of
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operations. In addition to the expense and burden incurred in defending any of these actions and any damages that we
may suffer, our management’s efforts and attention may be diverted from the ordinary business operations in order to
address these claims. We may also issue shares of common stock to settle outstanding obligations and liabilities which
could also affect the market price of our common stock. Plus, we may be deemed in default of our warehouse lines if a
judgment for money that exceeds specified thresholds is rendered against us. If the final resolution of this litigation is
unfavorable to us in any of these actions, our financial condition, results of operations and cash flows might be
materially adversely affected.

We are subject to a purported class action lawsuit relating to our Series B Preferred Stock in which holders are
seeking cumulative dividends, unpaid dividends, certain restrictions on our actions, including the ability to pay
common stock dividends, and the election of two directors by the preferred holders. In December 2017, we received
an unfavorable court ruling that the rights, preferences and terms of the Series B Preferred Stock prior to the 2009
closing of the tender offer and consent solicitation remain in effect, that the 2009 amendments were ineffective, and
the 2004 rights remain in effect. We intend to appeal the decision. If not reversed, the decision affects the rights of
the Series B holders to receive, when and as authorized by the Board of Directors, cumulative preferential cash
dividends at a rate of 9.375% of the $25.00 liquidation preference per annum (equivalent to a fixed annual amount of
$2.34375 per share) payable on a quarterly basis. Further, plaintiffs have presented post-decision arguments that
Impac is required to pay three quarters of dividends to Series B stockholders and to accrue all unpaid dividends. In
addition, under the Series B Preferred Stock terms prior to the 2009 amendments, whenever dividends are in arrears
for six or more quarters, whether or not consecutive, the Series
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B Preferred Stock will be entitled to call a special meeting for the election of two additional directors. The 2004 rights
also provide for certain other voting rights prior to amendment of any provisions of our charter so as to materially and
adversely affect the Series B Preferred Stock, or approve a merger or similar transaction unless the Series B Preferred
Stock remain outstanding and materially unchanged. We would also be prohibited from paying any dividend on our
common stock until dividends on the Series B Preferred Stock are paid in full. Appeal of the court ruling will

continue the cost and expense related to defending this lawsuit and diversion of our management’s efforts and attention
from ordinary business operations in order to address the claims. This court ruling and the possible judgment may
have a material adverse effect on our financial condition or results of operations.

Our hedging strategies implemented by our mortgage lending operations may not be successful in mitigating our risks
associated with the market movement of interest rates.

We use various derivative financial instruments to provide a level of protection against interest rate risks in our
mortgage lending operations, but no hedging strategy can protect us completely. When interest rates change, we
expect to record a gain or loss on derivatives which would be offset by an inverse change in the value of mortgage
loans held for sale, our held mortgage servicing rights, forward sale and interest rate lock commitments. We cannot
assure you, however, that our use of derivatives will offset the risks related to changes in interest rates. There have
been periods, and it is likely that there will be periods in the future, during which we will not have offsetting gains or
losses in mortgage loans, mortgage servicing rights, forward sale and interest rate lock commitment values after
accounting for our derivative financial instruments. The derivative financial instruments we select may not have the
effect of reducing our interest rate risk. In addition, the nature and timing of hedging transactions may influence the
effectiveness of these strategies. Poorly designed strategies, improperly executed and recorded transactions or
inaccurate assumptions could actually increase our risk and losses. In addition, hedging strategies involve transaction
and other costs. We cannot assure you that our hedging strategy and the derivatives that we use will adequately offset
the risk of interest rate volatility or that our hedging transactions will not result in losses.

A decrease in our mortgage origination volume could adversely affect our mortgage servicing portfolio.

Origination volume is subject to multiple factors, including changes in interest rates, market and economic conditions
and availability of government programs. Our origination volume has declined and may continue to decline if interest
rates increase or if we cannot replace this volume with other loan origination channels such as new customer
acquisitions or purchase money loans. If we are unable to maintain our mortgage originations volume then our
business, financial condition and results of operations could be adversely affected.

A decline in the unpaid principal balance of the servicing portfolio and the related estimated fair value of the MSRs
could adversely affect our net earnings, financial condition, future servicing fees and our ability to borrow on our
MSR financing facilities.

The servicing portfolio and the value of the related MSRs are sensitive to changes in prevailing interest rates:
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a decrease in interest rates may increase prepayment speeds which may lead to (i) increased amortization expense;
(i) decrease in servicing fees; and (iii) decrease in the value of our MSRs;

- an increase in interest rates, together with an increase in monthly payments when an adjustable mortgage loan’s
interest rate adjusts upward from an initial fixed rate or a low introductory rate, may cause increased delinquency,
default and foreclosure. Increased mortgage defaults and foreclosures may adversely affect our business as they
increase our expenses and reduce the number of mortgages we service.

Our servicing portfolio is subject to “run off”’, meaning that mortgage loans serviced by us may be prepaid prior to

maturity or repaid through standard amortization of principal. As a result, our ability to maintain the size of our

servicing portfolio depends on our ability to retain the right to service the existing residential mortgages or to originate

additional mortgages. Significant “run off” could result in decreasing the estimated value of the MSRs, which could
have an adverse impact our net earnings.

Our MSR financing facilities generally allow us to borrow up to 60% of the estimated fair value of MSRs. A decline
in value of the MSRs could limit our ability to borrow on these facilities. Limitations on borrowings on these
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financing facilities imposed by the amount of eligible collateral pledged could affect the borrowing capacity of the
facility, which could have an adverse impact on our financial condition.

Our ability to utilize our net operating losses and certain other tax attributes may be limited.

At the end of our 2018 taxable year, we had federal and California net operating loss (NOL) carry forwards of
approximately $564.6 million and $386.0 million, respectively. Federal NOLs begin to expire in 2027 and California
NOLs begin to expire in 2028. We may not generate sufficient taxable income in future periods to be able to realize
fully the tax benefits of our NOL carry forwards. Although, under existing tax rules, we are generally allowed to use
those NOL carry forwards to offset taxable income in subsequent taxable years, our ability to use those NOL

carry forwards to offset income may be severely limited to the extent that we experience an ownership change within
the meaning of Section 382 of the Internal Revenue Code. These provisions could also limit our ability to deduct
certain losses (built in losses) we recognize after an ownership change with respect to assets we own at the time of the
ownership change. In general, an ownership change, as defined by Section 382, results from transactions increasing
ownership of certain stockholders or public groups in our stock by more than 50% over a three year period. In addition,
the generation of taxable income from cancellation of debt may further reduce the NOL. Any limitation on our NOL
carry forwards that could be used to offset taxable income would adversely affect our liquidity and cash flow, as and
when we become profitable. In 2013, we enacted a NOL rights plan, approved by stockholders, which is designed to
mitigate the risk of losing net operating loss carry forwards and certain other tax attributes from being limited in
reducing future income taxes. On July 19, 2016, our stockholders approved an amendment to our Rights Plan
extending the expiration date to September 2, 2019. An NOL rights plan does not prevent a change of control
transaction but instead strongly discourages it.

Representations and warranties made by us in our loan sales, servicing rights sales and securitizations may subject us
to liability.

In connection with our loan and/or servicing rights sales to third parties and our prior securitizations, we transferred
mortgages and/or servicing rights to third parties or, to a lesser extent, into a trust in exchange for cash and, in the case
of a securitized mortgage, residual certificates issued by the trust. The trustee, purchaser, bondholder, guarantor or
other entities involved in the sales or issuance of the securities (which may include bond insurers) may have recourse
to us with respect to the breach of the representations and warranties made by us at the time such mortgages and/or
servicing rights are transferred or when the securities are sold. We attempt to mitigate the potential recourse from such
purchasers by seeking remedies from correspondent sellers and wholesale brokers who originated the mortgages if we
did not originate the loan. However, many of the entities we acquired loans from in the past are no longer in business
or may not be able to financially cover the losses. Furthermore, if we discover, prior to the sale or transfer of a loan,
that there is any fraud or misrepresentation with respect to the mortgage and the originator fails to repurchase the
mortgage, then we may not be able to sell the mortgage or we may have to sell the mortgage at a discount. Changes in
the timing, processes and procedures of our primary investors’ review of loans which they purchase from us may affect
the number of loans that are rejected, the timing of our loan sales, or the frequency of repurchase demands issued to
us. Also, similar changes by mortgage insurers who agree to insure loans may also affect the frequency and timing of
our loan sales. As a result, the effectiveness of our loan sales, our repurchase reserves and our profitability may be
adversely affected as we may have to sell loans at a discount.

Inability to successfully complete securitizations, or if we experience delayed mortgage loan sales or securitization
closings, could result in a liquidity shortage which would adversely affect our operating results.

35



Edgar Filing: IMPAC MORTGAGE HOLDINGS INC - Form 10-K

We are exploring utilizing securitizations for our NonQM portfolio to generate cash proceeds to repay borrowings and
replenish our borrowing capacity. If there is a delay in a securitization closing or any reduction in our ability to
complete securitizations we may be required to utilize other sources of financing, which, if available at all, may not be
on similar terms. In addition, delays in closing mortgage sales or securitizations of our mortgages increase our risk by
exposing us to credit and interest rate risks for this extended period of time. Several factors could affect our ability to
complete securitizations of our mortgages, including:

conditions in the securities and secondary markets;

credit quality of the mortgages acquired or originated through our mortgage operations;

volume of our mortgage loan acquisitions and originations;

16

36



Edgar Filing: IMPAC MORTGAGE HOLDINGS INC - Form 10-K

Table of Contents

our ability to obtain credit enhancements; and

lack of investors purchasing higher risk components of the securities.

If we are unable to sell a sufficient number of mortgages at a premium or profitably securitize a significant number of
our mortgages in a particular financial reporting period, then we could experience lower net earnings or a loss for that
period, which could have a material adverse effect on our operations. We cannot assure you that we will be able to
continue to profitably securitize or sell our loans on a whole loan basis, or at all.

Litigation in the mortgage industry related to securitizations against issuers, sellers, servicers, originators,
underwriters and others may adversely affect our business operations.

As defaults, delinquencies, foreclosures, and losses in the real estate market continue, there have been lawsuits by
various investors, insurers, underwriters and others against various participants in securitizations, such as sponsors,
depositors, underwriters, servicers and loan sellers. Some lawsuits have alleged that the mortgage loans had
origination defects, that there were misrepresentations made about the mortgage loans and that the parties failed to
properly disclose the quality of the mortgage loans or repurchase defective loans wherein servicing standards were not
maintained or that there were other misrepresentations or false representations. Historically, we both securitized and
sold mortgage loans to third parties that may have been deposited or included in pools for securitizations. As a result,
we may incur significant legal and other expenses in defending against claims and litigation and we may be required
to pay settlement costs, damages, penalties or other charges which could adversely affect our financial results.

The geographic concentration of our mortgages increases our exposure to risks in those areas.

We do not set limitations on the percentage of mortgages composed of properties located in any one area (whether by
state, zip code or other geographic measure). Concentration in any one area increases our exposure to the economic
and natural hazard risks associated with that area. A majority of our mortgage acquisitions and originations and
mortgages held in our long term mortgage portfolio are secured by properties in California and, to a lesser extent,
Florida, Washington and Arizona. These states have previously experienced, and may experience in the future,
economic downturns and California and Florida have also suffered the effects of certain natural hazards. During past
economic downturns, real estate values in California and Florida have decreased drastically, which could have a
material adverse effect on our results of operations or financial condition. In addition, Florida is among several states
with higher than average costs for investors in circumstances of mortgage default and foreclosure, since the
foreclosure process takes significantly longer than average. Accordingly, to the extent the mortgages we originate or
are held in our long term mortgage portfolio experience defaults or foreclosures in that area, we may be exposed to
higher losses.

Furthermore, if borrowers are not insured for natural disasters, which are typically not covered by standard hazard
insurance policies, then they may not be able to repair the property or may stop paying their mortgages if the property
is damaged. This would cause increased foreclosures and decrease our ability to recover losses on properties affected
by such disasters. This would have a material adverse effect on our results of operations or financial condition.

Our vendor relationships subject us to a variety of risks.
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We have significant vendors that, among other things, provide us with financial, technology and other services to
support our mortgage loan servicing and origination businesses. Some of these outsourced services, such as
technology, could have a material effect on our business and operations if our third party provider was unable to, or
failed to, properly provide such services. With respect to vendors engaged to perform activities required by servicing
criteria, we have elected to take responsibility for assessing compliance with the applicable servicing criteria for the
applicable vendor and are required to have procedures in place to provide reasonable assurance that the vendor’s
activities comply in all material respects with servicing criteria applicable to the vendor, including but not limited to,
monitoring compliance with our predetermined policies and procedures and monitoring the status of payment
processing operations. In the event that a vendor’s activities do not comply with the servicing criteria, it could
negatively impact our servicing agreements. In addition, if our current vendors were to stop providing services to us
on acceptable terms, including as a result of one or more vendor bankruptcies due to poor economic conditions, we
may be unable to procure alternatives from other vendors in a timely and efficient manner and on acceptable terms, or
at all. Further, we may incur significant costs to resolve any such disruptions in service and this could adversely affect
our business, financial condition and results of operations.
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Additionally, in April 2012 the CFPB issued CFPB Bulletin 2012 03 which states that supervised banks and non banks
could be held liable for actions of their service providers. As a result, we could be exposed to liability, CFPB
enforcement actions or other administrative penalties if the vendors with whom we do business violate consumer
protection laws.

We may not be able to access financing sources on favorable terms, or at all, which could adversely affect our ability
to implement and operate our business as planned.

Future financing sources may include borrowings in the form of credit facilities (including term loans and revolving
facilities), repurchase agreements, warehouse facilities, structured financing arrangements, public and private equity
and debt issuances and derivative instruments, in addition to transactions or asset specific funding arrangements. Our
access to sources of financing depends upon a number of factors some of which we have little or no control, including
general market conditions, resources and policies or lenders. Under current market conditions, many forms of
structured financing arrangements are generally unavailable, which also in the past has limited our ability to borrow
under short term warehouse and repurchase agreements that are intended to be refinanced by such financings. In
addition, if regulatory capital requirements imposed on our private lenders change, they may be required to limit, or
increase the cost of, financing they provide to us. In general, this could potentially increase our financing costs and
reduce our liquidity. Consequently, the expansion of our mortgage lending operations may be dictated by the cost and
availability of financing, specifically warehouse facilities. Depending on market conditions at the relevant time, we
may have to rely more heavily on additional equity issuances, which may be dilutive to our shareholders, or on less
efficient forms of debt financing that require a larger portion of our cash flow from operations, thereby reducing funds
available for our operations and future business opportunities. We cannot assure you that we will have access to such
equity or debt capital on favorable terms (including, without limitation, cost and term) at the desired times, or at all,
which could negatively affect our results of operations. If our access to such funds are restricted or are on terms that
are materially changed, we may not be able to continue those operations which may affect our income and loan
origination volumes.

If we are forced to liquidate, we may have few unpledged assets for distribution to unsecured creditors or equity
holders.

In the event we were forced to liquidate and distribute our assets, our common stockholders would share in our assets
only after we satisfy any amounts we owe to our creditors and preferred equity holders. The majority of our assets are
either collateral for specific borrowings or pledged as collateral for secured liabilities. Additionally, there is volatility
and significant judgement with respect to the valuation of a significant portion our assets and liabilities. If our
liquidation or dissolution were attributable to our inability to profitably operate our business, then it is likely that we
would have material liabilities at the time of liquidation or dissolution. Accordingly, we cannot provide any assurance
that sufficient assets will remain available after the payment of our creditors and preferred equity holders to enable
common stockholders to receive any liquidation distribution with respect to any common stock.

Growth may place significant demands on our management and our infrastructure.

For our operations to continue to grow in size, scope and complexity, we will need to improve and upgrade our
systems and infrastructure to meet the demands and maintain efficiency of our business. Growth could strain our
ability to maintain reliable service levels, develop and improve our operational, financial and management controls,
enhance our reporting systems and procedures and recruit, train and retain highly skilled personnel. Managing our
growth will require significant expenditures and allocation of valuable management resources. If we fail to achieve the
necessary level of efficiency in our organization as it grows, our business would be harmed.
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Loss of our current executive officers or other key management could significantly harm our business.

We depend on the diligence, skill and experience of our senior executives. We believe that our future results will also
depend in part upon our attracting and retaining highly skilled and qualified management. We seek to compensate our
executive officers, as well as other employees, through competitive salaries, bonuses and other incentive plans, but
there can be no assurance that these programs will allow us to retain key management executives or hire new key
employees. The loss of senior executive officers and key management could have a material adverse effect on our
operations because other officers may not have the experience and expertise to readily replace these individuals.
Competition for such personnel is intense, and we cannot assure you that we will be successful in attracting or
retaining such personnel. The loss of, and changes in, key personnel and their responsibilities may be disruptive to our
business and could have a material adverse effect on our business, financial condition and results of operations.
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Our risk management policies and procedures may not be effective.

Our risk management framework seeks to mitigate risk and appropriately balance risk and return. We have established
policies and procedures intended to identify, monitor and manage the types of risk to which we are subject, including
credit risk, market and interest rate risk, liquidity risk, cyber risk, regulatory, legal and reputational risk. Although we
have devoted significant resources to develop our risk management policies and procedures and expect to continue to
do so in the future, these policies and procedures, as well as our risk management techniques such as our hedging
strategies, may not be fully effective. There may also be risks that exist, or that develop in the future, that we have not
appropriately anticipated, identified or mitigated. As regulations and markets in which we operate continue to evolve,
our risk management framework may not always keep sufficient pace with those changes. If our risk management
framework does not effectively identify or mitigate our risks, we could suffer unexpected losses and could be
materially adversely affected.

If we fail to maintain effective systems of internal control over financial reporting and disclosure controls and
procedures, we may not be able to report our financial results accurately or prevent fraud, which could cause current
and potential stockholders to lose confidence in our financial reporting, adversely affect the trading price of our
securities or harm our operating results.

Effective internal control over financial reporting and disclosure controls and procedures are necessary for us to
provide reliable financial reports and effectively prevent fraud and operate successfully as a public company. We
cannot be certain that our efforts to improve or maintain our internal control over financial reporting and disclosure
controls and procedures will be successful or that we will be able to maintain adequate controls over our financial
processes and reporting in the future. Any failure to develop or maintain effective controls or difficulties encountered
in their implementation or other effective improvement of our internal control over financial reporting and disclosure
controls and procedures could harm our operating results, or cause us to fail to meet our reporting obligations. If we
are unable to adequately establish or maintain our internal control over financial reporting, our external auditors will
not be able to issue an unqualified opinion on the effectiveness of our internal control over financial reporting. In the
past, we have reported, and may discover in the future, material weaknesses in our internal control over financial
reporting.

Ineffective internal control over financial reporting and disclosure controls and procedures could cause investors to
lose confidence in our reported financial information, which could have a negative effect on the trading price of our
securities or affect our ability to access the capital markets and could result in regulatory proceedings against us by,
among others, the SEC. In addition, a material weakness in internal control over financial reporting, which may lead

to deficiencies in the preparation of financial statements, could lead to litigation claims against us. The defense of any
such claims may cause the diversion of management’s attention and resources, and we may be required to pay damages
if any such claims or proceedings are not resolved in our favor. Any litigation, even if resolved in our favor, could
cause us to incur significant legal and other expenses or cause delays in our public reporting. Such events could harm
our business, affect our ability to raise capital and adversely affect the trading price of our securities.

Risks Related to Regulation
Loss of our approvals with, or the potential limitation or wind down of, the role Ginnie Mae, Fannie Mae and Freddie
Mac play in the residential mortgage backed security (MBS) market could adversely affect our business, operations

and financial condition.
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We originate loans eligible for sale to Fannie Mae, Freddie Mac, government insured or guaranteed loans, such as
FHA, VA and USDA loans, and loans eligible for Ginnie Mae securities issuance. We also service loans sold to the
GSEs and other investors. We believe that having the ability to both sell loans directly to these agencies and issue
Ginnie Mae securities gives us an advantage in the overall mortgage origination market. The government may limit
over time the role of the GSEs in guaranteeing mortgages and purchasing mortgage loans, as well as proposals to
implement reforms relating to borrowers, lenders, and investors in the mortgage market, including reducing the
maximum size of a loan that the GSEs can purchase, phasing in a minimum down payment requirement for borrowers,
changing underwriting standards, and increasing accountability and transparency in the securitization process. The
GSEs may also limit the amount of loans a company can sell to them based upon the company’s net worth or the
performance of loans sold to them. This could negatively impact our financial condition, net earnings and growth.

We also service loans on behalf of Fannie Mae and Freddie Mac, as well as loans that have been delivered into
securitization programs sponsored by Ginnie Mae in connection with the issuance of agency guaranteed

mortgage backed
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securities. These entities establish the base service fee to compensate us for servicing loans as well as the assessment
of fines and penalties that may be imposed upon us for failing to meet servicing standards.

The extent and timing of any regulatory reform regarding the GSEs and the home mortgage market, as well as any
effect on Impac’s business operations and financial results, are uncertain. It is important for us to sell or securitize the
loans we originate and, when doing so, maintain the option to also sell the related MSRs associated with these loans.
Some investors have raised concerns about the high prepayment speeds of our loans generated through our retail
channel and this has resulted and could further result in adverse pricing or delays in our ability to sell or securitize
loans and related MSRs on a timely and profitable basis. During the fourth quarter of 2017, Fannie Mae sufficiently
limited the manner and volume for our deliveries of eligible loans such that we elected to cease deliveries to them and
we expanded our whole loan investor base for these loans. During 2018, we completed servicing released loan sales
to these whole loan investors and expect to continue to utilize these alternative exit strategies for Fannie Mae eligible
loans. We continue to take steps to manage our prepayment speeds to be more consistent with our industry
comparables and to reestablish the full confidence and delivery mechanisms to our investor base. We remain an
approved Seller and Servicer with Fannie Mae and Freddie Mac. If the agencies cease to exist, wind down, or
otherwise significantly change their business operations or if we lose our approved seller/servicer status with the
GSEs, the GSE’s limit the amount of loans we can sell to them, or we otherwise are unable to sell loans to them there
could be a material adverse effect on our mortgage lending operations, financial condition, results of operations and
cash flows.

Regulatory laws affecting our operations, or interpretations of them, may affect our mortgage lending operations.

Existing laws, regulations, or regulatory policies and changes thereto or to the way they are interpreted can affect
whether and to what extent we may be able to expand our mortgage lending activities and compliance with such
requirements could expose us to fines, penalties or licensing restrictions that could affect our operations. Many states
and local governments and the Federal government have enacted or may enact laws or regulations that restrict or
prohibit some provisions in some programs or businesses that we currently participate in or plan to participate in the
future. As such, we cannot be sure that in the future we will be able to engage in activities that were similar to those
we engaged or participated in in the past thereby limiting our ability to commence new operations. As a result, we
might be at a competitive disadvantage which would affect our operations and profitability.

We are subject to federal, state and local laws and regulations related to the mortgage industry that generally regulate
interest rates and other charges, require certain disclosures, and require applicable licensing. In addition, other state
and local laws, public policy and general principles of equity relating to the protection of consumers, unfair and
deceptive practices and debt collection practices may apply to the origination, servicing and collection of our loans.
Violations of certain provisions of these federal and state laws and regulations may limit our ability to collect all or
part of the principal of or interest on the loans and in addition could subject us to damages, could result in the
mortgagors rescinding the loans whether held by us or subsequent holders of the loans, or could cause us to
repurchase the loan and thereby suffer a loss on the transaction. In addition, such violations could subject us to fines
and penalties imposed by state and federal regulators and cause us to be in default under our credit and repurchase
lines and could result in the loss of licenses held by us.

The regulatory changes in loan originator compensation, qualified mortgage requirements and other regulatory
restrictions may put us at a competitive disadvantage to our competitors. Since some banks and financial institutions
are not subject to the same regulatory changes as mortgage lenders, they could have an advantage over independent
mortgage lenders. As a result of the nature of our operations, our capital, costs, source of funds and other similar
factors may affect our ability to maintain and grow lending.
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The Consumer Financial Protection Bureau has implemented rules and interpretations with strict residential mortgage
loan compliance and underwriting standards as called for in the Dodd Frank Act. The Act imposes significant liability
for violation of those underwriting standards, and offers certain protection from that liability only for loans that
comply with tight limitations and that do not contain certain alternative features (like balloon payments or interest
only provisions). Those requirements and subsequent changes may affect our ability to originate residential mortgage
loans or the profitability of those operations.

Additionally, the Mortgage Reform and Anti Predatory Lending Act (“Mortgage Act”) imposes a number of additional
requirements on lenders and servicers of residential mortgage loans by amending certain existing provisions and

adding new sections to TILA, RESPA, and other federal laws. This includes the TILA RESPA Integrated Disclosure
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requirements and new disclosure requirements, fee limitations and timing requirements in most of our loan products.
The Mortgage Act also broadly prohibits unfair, deceptive or abusive acts or practices, and knowingly or recklessly
providing substantial assistance to a covered person in violation of that prohibition. The penalties for noncompliance
with any of these laws are also significantly increased by the Mortgage Act, which could lead to an increase in
lawsuits against mortgage lenders and servicers or could lead to fines, penalties licensing restrictions or la loss of
licenses which could restrict our ability to expand or continue lending in certain states.

Risks Related to Our Common Stock
Our share prices have been and may continue to be volatile and the trading of our shares may be limited.

The market price of our securities has been volatile. We cannot guarantee that a consistently active trading market for
our securities will continue. In addition, there can be no assurances that such markets will continue or that any shares
which may be purchased may be sold without incurring a loss. Any such market price variation of our shares may not
necessarily bear any relationship to our book value, assets, past operating results, financial condition or any other
established criteria of value, and may not be indicative of the market price for the shares in the future. The market
price of our securities is likely to continue to be highly volatile and could be significantly affected by factors
including:

unanticipated fluctuations in our operating results;

general market and mortgage industry conditions;

mortgage and real estate fees;

delinquencies and defaults on outstanding mortgages;

loss severities on loans and REO;

prepayments on mortgages;

the regulatory environment and results of our mortgage originations;
- mark to market adjustments related to the fair value of loans held for sale, mortgage servicing rights, long term debt

and derivatives;

interest rates; and
- litigation.
In addition, significant price and volume fluctuations in the stock market have particularly affected the market prices
for the securities of mortgage companies such as ours. Furthermore, general conditions in the mortgage industry may
adversely affect the market price of our securities. These broad market fluctuations have adversely affected and may
continue to adversely affect the market price of our securities. If our results of operations fail to meet the expectations
of security analysts or investors in a future quarter, the market price of our securities could also be materially
adversely affected and we may experience difficulty in raising capital.

Issuances of additional shares of our common stock may adversely affect its market price and significantly dilute
stockholders.

In order to support our business objectives, we may raise capital through the sale of equity or convertible securities.
The issuance or sale, or the proposed sale, of substantial amounts of our common stock in the public market could
materially adversely affect the market price of our common stock or other outstanding securities. We do not know the
actual or perceived effect of these issuances, the timing of any offerings or issuances of securities, the potential
dilution of the book value or earnings per share of our securities then outstanding and the effect on the market price of
our securities then outstanding.
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We do not expect to pay dividends in the foreseeable future and we may be restricted in paying dividends on our
common stock.

We do not anticipate paying any dividends on our common stock in the foreseeable future as we intend to retain any
future earnings for funding growth. In addition, our existing and any future warehouse facilities may contain
covenants prohibiting dividend payments upon an occurrence of a default or otherwise. Furthermore, if we do not
succeed in appealing and reversing an adverse judgment on the purposed class action relating to our Series B Preferred
stock and we are required to pay dividends on the Series B Preferred stock, we will be prohibited from paying
dividends on our common stock until such preferred stock dividends are paid. As a result, you should not rely on an
investment in our stock if you require dividend income. Capital appreciation, if any, of our stock may be your sole
source of gain for the foreseeable future.

Our principal stockholders beneficially own a large portion of our stock, and accordingly, may have control over
stockholder matters and sales may adversely affect the market price of our common stock.

As of February 28, 2019, Todd M. Pickup and Richard H. Pickup, a director of the Company, and their respective
affiliates beneficially owned approximately 13.6% and 26.1%, respectively, of our outstanding common stock. Their
beneficial ownership includes 465,116 shares and 639,535 shares of our common stock that Todd Pickup and Richard
Pickup, respectively, has the right to acquire at any time by converting the outstanding principal balance of
Convertible Notes Due 2020, at the initial conversion price of $21.50 per share. As of February 28, 2019, Thomas B.
Akin and his affiliate beneficially owned approximately 13.2% of our outstanding common stock. These stockholders
could exercise significant influence over our Company. Such ownership may have the effect of control over
substantially all matters requiring stockholder approval, including the election of directors. Furthermore, such
ownership and control may have the effect of delaying or preventing a change in control of our Company, impeding a
merger, consolidation, takeover or other business combination involving our Company or discourage a potential
acquirer from making a tender offer or otherwise attempting to obtain control of our Company. We do not expect that
these stockholders will vote together as a group. In addition, sales of significant amounts of shares held by these
stockholders, or the prospect of these sales, could adversely affect the market price of our common stock.

Provisions in our charter documents and Maryland law, as well as our NOL Rights Plan, impose limitations that may
delay or prevent our acquisition by a third party.

Our charter and bylaws contain provisions that may make it more difficult for a third party to acquire control of us
without the approval of our board of directors. These provisions include, among other things, advance notice for
raising business issues or making nominations at meetings and blank check preferred stock that allows our board of
directors, without stockholder approval, to designate and issue additional series of preferred stock with rights and
terms as our board of directors may determine, including rights to dividends and proceeds in a liquidation that are
senior to our common stock.

We are also subject to certain provisions of the Maryland General Corporation Law, which could delay, prevent or
deter a merger, acquisition, tender offer, proxy contest or other transaction that might otherwise result in our
stockholders receiving a premium over the price for their common stock or may otherwise be in the best interests of
our stockholders. This includes the “business combinations” statute that prohibits transactions between a Maryland
corporation and “interested stockholders,” which is any person who beneficially owns 10% or more of the voting power
of our then outstanding voting stock for a period of five years unless the board of directors approved the transaction
prior to the party’s becoming an interested stockholder. The five year period runs from the most recent date on which
the interested stockholder became an interested s