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ARMOUR Residential REIT, Inc. and Subsidiaries

CONDENSED CONSOLIDATED BALANCE SHEETS

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Assets
Cash
Restricted cash
Agency securities, available for sale, at fair value (including
pledged assets of $5,475,284,566 and $1,023,749,488)
Principal payments receivable
Accrued interest receivable
Prepaid and other assets
Refundable income taxes
Total Assets

Liabilities and Stockholders Equity
Liabilities:
Repurchase agreements
Payable for unsettled securities
Derivatives, at fair value
Accrued interest payable
Accounts payable and accrued expenses
Dividends payable
Total Liabilities

Stockholders Equity:

Preferred stock, $0.001 par value, 25,000,000 shares
authorized, none outstanding at September 30, 2011 and
December 31, 2010

Common stock, $0.001 par value, 500,000,000 and
250,000,000 shares authorized, 84,758,505 and 16,441,554
shares issued and outstanding at September 30, 2011 and
December 31, 2010

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income (loss)

Total Stockholders Equity

$

(Unaudited)

September 30, 2011

250,485,889 $
129,924,393

5,975,823,418
8,541,768
18,905,442
430,100

6,384,111,010 $

5,221,525,340 $
475,109,262
94,421,587
17,051,708
1,219,235
115,993
5,809,443,125

84,758
606,186,743
(94,910,261)

63,306,645
574,667,885

December 31, 2010
35,343,907
4,680,603

1,161,850,680
2,642,149
3,908,235
266,203
547,574
1,209,239,351

971,675,658
125,418,369
2,530,645
295,005
174,775
436,322
1,100,530,774

16,442
116,748,175
(3,826,510)
(4,229,530)
108,708,577
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Total Liabilities and Stockholders Equity $ 6,384,111,010 $ 1,209,239,351

See notes to condensed consolidated financial statements.
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ARMOUR Residential REIT, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS of OPERATIONS

Interest Income:
Interest income, net of amortization
of premium $
Interest expense:
Repurchase agreements
Total interest expense
Net interest income
Other Income (Loss):
Realized gain on sale of agency
securities
Subtotal
Realized loss on derivatives (1)
Unrealized loss on derivatives
Subtotal
Total other loss
Expenses:
Professional fees
Insurance
Management fee
Other
Total expenses
Loss before income taxes
Income tax expense
Net Loss $
Weighted average shares outstanding:
Basic and diluted
Net loss per share:
Basic and diluted $
Dividends per share $

(Unaudited)

Three months

Ended

September 30,

2011

39,665,171 $

(3,450,885)
(3,450,885)
36,214,286

6,443,902
6,443,902
(8,420,990)
(65,808,206)
(74,229,196)
(67,785,294)

270,392
60,488
2,190,502
377,480
2,898,862
(34,469,870)
(2,050)
(34,471,920) $

78,360,049

(0.44) $
036 $

Three months
Ended

September 30,

2010

3,891,240 $

(376,728)
(376,728)
3,514,512

(197,657)
(3,391,588)
(3,589,245)
(3,589,245)

84,497
37,241
225,000
36,541
383,279
(458,012)
(82)
(458,094) $

7,414,054

(0.06) $
036 $

Nine months
Ended

September 30,
2011

82,293,745 $

(7,157,796)
(7,157,796)
75,135,949

6,443,902
6,443,902
(16,424,950)
(91,890,940)
(108,315,890)
(101,871,988)

883,411
163,425
4,441,302
910,221
6,398,359
(33,134,398)
(14,263)
(33,148,661) $

52,862,872

0.63) $
1.06 $

Nine months

Ended

September 30,

2010

6,415,001

(650,021)
(650,021)
5,764,980

208,094
208,094
(218,134)
(5,445,038)
(5,663,172)
(5,455,078)

311,509
140,261
367,996
340,801
1,160,567
(850,665)
(2,482)
(853,147)

4,306,875

(0.20)
1.16
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(1)

Interest expense related to our interest rate swap contracts is recorded in realized losses on derivatives on the
consolidated statements of operations. For additional information, see Note 6 to the condensed consolidated financial
statements.

See notes to condensed consolidated financial statements.
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ARMOUR Residential REIT, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS of STOCKHOLDERS EQUITY

(Unaudited)

Accumulated
Common Stock Additional Other
Paid-In  Accumulated Comprehensive Comprehensive
Shares Amount  Capital Deficit Income (loss) Income Total

Balance,

January 1,

2011 16,441,554% 16,442$116,748,175% (3,826,510)% (4,229,530)$ -$ 108,708,577
Dividends

declared - - (57,935,090) (57,935,090)
Issuance of

common stock,

net 68,304,774 68,304 489,336,294 - 489,404,598
Stock based

compensation,

net of

withholding

requirements 12,177 12 102,274 - 102,286
Net loss - - - (33,148,661) (33,148,661) (33,148,661)
Net change in

unrealized gain

on available for

sale securities - - - - 67,536,175 67,536,175 67,536,175
Comprehensive

income - - - - -$ 34,387,514 -
Balance,

September 30,

2011 84,758,505$ 84,758%$606,186,743% (94,910,261)$ 63,306,645 $ 574,667,885

See notes to condensed consolidated financial statements.
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ARMOUR Residential REIT, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS of CASH FLOWS

(Unaudited)

Cash Flows From Operating Activities:
Net loss

Adjustments to reconcile net loss to net cash provided by operating

activities:
Net amortization of premium on Agency Securities
Unrealized loss on derivatives
Gain on sale of Agency Securities
Stock based compensation
Changes in operating assets and liabilities:
Increase in accrued interest receivable
Decrease (increase) in prepaid income taxes and other assets
Increase in accrued interest payable
Increase in accounts payable and accrued expenses
Net cash provided by operating activities
Cash Flows From Investing Activities:
Purchases of Agency Securities
Principal repayments of Agency Securities
Proceeds from sales of Agency Securities
Increase (decrease) in payable for unsettled security purchases
Net cash used in investing activities
Cash Flows From Financing Activities:
Issuance of common stock, net of expenses
Proceeds from repurchase agreements
Principal repayments on repurchase agreements
Increase in restricted cash
Dividends paid
Net cash provided by financing activities
Net Increase in cash
Cash - beginning of period
Cash - end of period
Supplemental Disclosure:
Cash paid for income taxes (not including tax refunds received)
Cash paid during the period for interest
Non-Cash Investing and Financing Activities:
Net unrealized gain on investment in available for sale securities

& &

Nine months
Ended

September 30,
2011

(33,148,661)

17,636,433
91,890,940
(6,443,902)

102,286

(15,012,608)
387,464
16,822,805
993,760
73,228,517

(5,704,829,944)
426,473,862
512,657,141
351,861,121

(4,413,837,820)

489,400,811
28,660,677,323
(24,410,827,641)
(125,243,790)
(58,255,418)
4,555,751,285
215,141,982
35,343,907
250,485,889

18,831
5,844,214

67,536,175

$

$

$
$

Nine months
Ended

September 30,
2010

(853,147)

2,426,552
5,445,038
(208,094)

(1,764,454)
(16,026)
59,243
184,662
5,273,774

(502,388,124)
49,559,729
31,531,266

(46,590,233)

(467,887,362)

32,062,856
2,236,866,975
(1,792,528,555)
(6,562,808)
(1,913,691)
467,924,777
5,311,189
6,653,331
11,964,520

3,116
515,779

5,847,048

10
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Amounts receivable for issuance of common stock $ 3,787 $

See notes to condensed consolidated financial statements.

11
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

(Unaudited)

Note 1 Basis of Presentation

The consolidated balance sheet as of December 31, 2010, which has been derived from the audited financial

statements, and the unaudited financial statements included herein have been prepared from the books and records of
ARMOUR Residential REIT, Inc. ( the Company ) pursuant to the rules and regulations of the Securities and Exchange
Commission ( SEC ) for reporting in the Quarterly Report on Form 10-Q. The information and note disclosures
normally included in financial statements prepared in accordance with accounting principles generally accepted in the
U.S. ( GAAP ) have been condensed or omitted pursuant to such rules and regulations. The interim consolidated
financial information should be read in conjunction with the audited financial statements and notes thereto for the year
ended December 31, 2010, which are filed on Form 10-K.

The Company s management is responsible for this interim consolidated financial information. Interim results may not
be indicative of the results that may be expected for the year. However, we believe that all adjustments considered
necessary for a fair presentation of this financial information have been included and are of a normal and recurring
nature.

Note 2 - Organization and Nature of Business Operations

Business

Referencesto we , us , our ,"ARMOUR" orthe Company areto ARMOUR Residential REIT, Inc. References to
"ARRM" are to ARMOUR Residential Management LLC, a Delaware limited liability company. References to
Enterprise are to Enterprise Acquisition Corp., which is a wholly-owned subsidiary of ARMOUR.

We are an externally-managed Maryland corporation organized in 2008, managed by ARRM. We invest primarily in
hybrid adjustable rate, adjustable rate and fixed rate residential mortgage backed securities issued or guaranteed by a
U.S. Government-chartered entity, such as the Federal National Mortgage Association (more commonly known as

12
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Fannie Mae) and the Federal Home Loan Mortgage Corporation (more commonly known as Freddie Mac), or

guaranteed by the Government National Mortgage Administration, a U.S. Government corporation (more commonly
known as Ginnie Mae) (collectively, "Agency Securities"). From time to time, a portion of our portfolio may be

invested in unsecured notes and bonds issued by U.S. Government-chartered entities (collectively, Agency Debt ), U.S.
Treasuries and money market instruments, subject to certain income tests we must satisfy for our qualification as a

real estate investment trust ( REIT ).

We intend to qualify and have elected to be taxed as a REIT under the Internal Revenue Code ( the Code ). Our
qualification as a REIT depends on our ability to meet, on a continuing basis, various complex requirements under the
Code relating to, among other things, the sources of our gross income, the composition and values of our assets, our
distribution levels and the concentration of ownership of our capital stock. We believe that we are organized in
conformity with the requirements for qualification as a REIT under the Code and our manner of operations enables us
to meet the requirements for taxation as a REIT for federal income tax purposes.

As a REIT, we will generally not be subject to federal income tax on the REIT taxable income that we currently
distribute to our stockholders. If we fail to qualify as a REIT in any taxable year and do not qualify for certain
statutory relief provisions, we will be subject to federal income tax at regular corporate rates. Even if we qualify as a
REIT for federal income tax purposes, we may still be subject to some federal, state and local taxes on our income.

Note 3 - Summary of Significant Accounting Policies

Basis of Presentation and Consolidation and Use of Estimates

Our financial statements are presented in U.S. dollars in conformity with GAAP. The condensed consolidated
financial statements include the accounts of ARMOUR and all subsidiaries; all intercompany accounts and
transactions have been eliminated.

The preparation of financial information in conformity with GAAP requires management to make estimates that affect
the reported assets and liabilities at the date of the balance sheet and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

13
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

(Unaudited)

Reclassification

We reclassified previously presented financial information to conform to the presentation in our condensed
consolidated financial information as of and for the three and nine month periods ended September 30, 2011. Accrued
interest payable, which was previously included in the caption accounts payable and accrued expenses , has been
reclassified and is presented in a separate item. Previously included in accounts payable and accrued expenses was
accrued interest receivable and payable with respect to our interest rate swap contracts which was previously netted,
and has been reclassified to accrued interest receivable and accrued interest payable, as applicable. Certain
commissions with respect to Futures Contracts which were previously included in interest expense have been
reclassified into realized gain or loss on those contracts. The unrealized gains and losses on our derivatives previously
classified on our statement of operations as an adjustment to arrive at net interest income after change in fair value of
interest rate contracts is no longer presented as an adjustment to interest income and has been reclassified into other
income as part of the unrealized gain or loss on derivatives. This reclassification caused accrued interest receivable to
increase by $15,401 and accrued interest payable to increase by $295,005, respectively for the period ending
December 31, 2010. This reclassification also caused interest expense to decrease by $9,874 and $30,309 and other
income (loss) to decrease by the same amounts, respectively for the three and nine months ended September 30, 2010.
In addition, amounts previously reported for the six months ended June 30, 2011 have been reclassified. For the six
months ended June 30, 2011 $7,560,821 of interest expense has been reclassified to realized loss on derivatives within
other income (loss) for the nine months ended September 30, 2011.

Cash

Cash includes cash on deposit with financial institutions and investments in high quality overnight money market
funds, all of which have maturities of three months or less, at time of purchase. We may maintain deposits in federally
insured financial institutions in excess of federally insured limits. However, management believes we are not exposed
to significant credit risk due to the financial position and creditworthiness of the depository institutions in which those
deposits are held.

Restricted Cash

14
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Restricted cash at September 30, 2011 and December 31, 2010, represents approximately $129.9 million and $4.7
million, respectively, held by counterparties as collateral.

Agency Securities, at Fair Value

We invest primarily in Agency Securities. A portion of our portfolio may be invested in Agency Debt, U.S. Treasuries
and money market instruments, subject to certain income tests we must satisfy for our qualification as a REIT. We
have committed ourselves to the Agency asset class by including in our charter a requirement that all of our financial
instrument investments will consist of Agency Securities, Agency Debt, U.S. Treasuries and money market
instruments (including reverse repurchase agreements) and hedging and other derivative instruments related to the
foregoing investments.

We classify our Agency Securities as either trading, available for sale or held to maturity securities. Although we
generally intend to hold most of our Agency Securities for long-term periods, we may, from time to time, sell any of
our Agency Securities as part of our overall management of our portfolio. Management determines the appropriate
classifications of the securities at the time they are acquired and evaluates the appropriateness of such classifications
at each balance sheet date. As of September 30, 2011, all of our Agency Securities were classified as available for
sale. Agency securities classified as available for sale are reported at estimated fair value, based on fair values
obtained and compared to independent sources, with unrealized gains and losses excluded from earnings and reported
as a separate component of stockholders equity. Agency securities transactions are recorded on the trade date.
Realized gains and losses on sales of Agency Securities are determined using the specific identification method.

We evaluate securities for other than temporary impairment at least on a quarterly basis and more frequently when
economic or market concerns warrant such evaluation. We determine if we (1) have the intent to sell the Agency
Securities, (2) are more likely than not that we will be required to sell the securities before recovery, or (3) do not
expect to recover the entire amortized cost basis of the Agency Securities. There was no other than temporary
impairment for the nine month period ended September 30, 2011 or for the year ended December 31, 2010.

Fair Value of Financial Instruments

The carrying amounts of cash, restricted cash, accrued interest receivable and accounts payable approximate their fair
value due to the short maturities of these instruments. See Notes 5 and 6, respectively, for discussion of the fair value
of Agency Securities, Available for Sale and Derivatives. The carrying amount of repurchase agreements and accrued
interest payable is deemed to approximate fair value due to the short-term maturities of these instruments.

15
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

(Unaudited)

Agency Security Valuation

Agency Securities are valued using third-party pricing services and dealer quotes. If the fair value of a security is not
available from the independent pricing service, or such data appears unreliable, we obtain valuations from up to three
dealers who make markets in similar financial instruments. Management reviews pricing used to ensure that current
market conditions are properly represented. The resulting unrealized gains and losses are reflected in our condensed
consolidated balance sheets as accumulated other comprehensive income (loss).

Repurchase Agreements

We finance the acquisition of our Agency Securities through the use of repurchase agreements. Our repurchase
agreements are secured by our Agency Securities and bear interest rates that have historically moved in close
relationship to the London Interbank Offered Rate ( LIBOR ). Under these agreements, we sell securities to a lender
and agree to repurchase the same securities in the future for a price that is higher than the original sales price. The
difference between the sales price that we receive and the repurchase price that we pay represents interest paid to the
lender. Although structured as a sale and repurchase obligation, a repurchase agreement operates as financing under
which we pledge our securities as collateral to secure a loan which is equal in value to a specified percentage of the
estimated fair value of the pledged collateral. We retain beneficial ownership of the pledged collateral. At the
maturity of a repurchase agreement, we are required to repay the loan and concurrently receive back our pledged
collateral from the lender or, with the consent of the lender, we may renew such agreement at the then prevailing
financing rate. The repurchase agreements may require us to pledge additional assets to the lender in the event the
estimated fair value of the existing pledged collateral declines.

Derivatives

We seek to economically hedge the exposure to potential interest rate mismatches between the interest earned on
investments and the borrowing costs caused by fluctuations in short-term interest rates. In a simple interest rate swap,

17
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one investor pays a floating rate of interest on a notional principal amount and receives a fixed rate of interest on the
same notional principal amount for a specified period of time. Alternatively, an investor may pay a fixed rate and
receive a floating rate. During the term of the interest rate swap, we make or receive periodic payments and unrealized
gains or losses are recorded as a result of marking the swaps to their fair value. If a swap is terminated prior to
maturity, we record a realized gain or loss equal to the difference between the proceeds from (or cost of) the closing
transaction and our cost basis in the contract, if any. Any realized gains or losses are reported under realized gain
(loss) on derivatives in our condensed consolidated statement of operations. All unrealized gains or losses are reported
under unrealized gain (loss) on derivatives in our condensed consolidated statements of operations. Periodic payments
are reported as other income (loss) under the heading of realized loss on derivatives on our condensed consolidated
statement of operations. Interest rate swap contracts involve a risk that interest rates will move contrary to our
expectations, which may reduce the periodic payments we receive or increase our payment obligations.

We are exposed to credit loss in the event of nonperformance by the counterparty to the swap, limited to any gains
recognized. However, as of September 30, 2011, we did not anticipate nonperformance by any counterparty. Should
interest rates move unexpectedly, we may not achieve the anticipated benefits of the interest rate swaps and may
realize a loss.

We recognize all derivative instruments as either assets or liabilities at fair value on our condensed consolidated
balance sheets. We do not designate our hedging activities as cash flow hedges, which, among other factors, would
require us to match the pricing dates of both hedging transactions and repurchase agreements. Operational issues and
credit market volatility make such matching impractical for us. Since we will not qualify for hedge accounting
treatment as prescribed by GAAP, our operating results may reflect greater volatility than otherwise would be the
case, because gains or losses on the interest hedging may not be offset by changes in the fair value or cash flows of the
transaction within the same accounting period, or ever. Consequently, any declines in the fair value of our derivatives
result in a charge to earnings. We will continue to designate hedging activities as hedges for tax purposes and any
unrealized gains or losses should not affect our distributable net income. This tax designation has no impact on GAAP
financial reporting.

18
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

(Unaudited)

Accrued Interest Receivable and Payable

Accrued interest receivable includes interest prepaid on purchased agency securities, interest accrued between
payment dates on such securities and interest receivable on our derivatives. Accrued interest payable includes interest
payable on our repurchase agreements and on our derivatives.

Credit Risk

We have limited our exposure to credit losses on our portfolio of Agency Securities by only purchasing securities
issued by Freddie Mac, Fannie Mae or Ginnie Mae. The payment of principal and interest on the Freddie Mac and
Fannie Mae Agency Securities are guaranteed by those respective agencies, and the payment of principal and interest
on the Ginnie Mae Agency Securities are backed by the full faith and credit of the U.S. Government.

In September 2008, both Freddie Mac and Fannie Mae were placed in the conservatorship of the United States
government. While it is hoped that the conservatorship will help stabilize Freddie Mac's and Fannie Mae's losses and
overall financial position, there can be no assurance that it will succeed or that, if necessary, Freddie Mac or Fannie

Mae will be able to satisfy their guarantees of Agency Securities. On August 5, 2011, Standard & Poor s Corporation
downgraded the U.S. s credit rating from AAA to AA++, and on August 8, 2011, Fannie Mae and Freddie Mac s credit
ratings were downgraded from AAA to AA+. Because Fannie Mae and Freddie Mac are in conservatorship of the U.S.
Government, the U.S. s credit rating downgrade and Fannie Mae and Freddie Mac s credit rating downgrades will
impact the credit risk associated with Agency Securities and, therefore, may decrease the value of the Agency

Securities in our portfolio.

Market Risk

Weakness in the mortgage market may adversely affect the performance and market value of our investments. This
could negatively impact our net book value. Furthermore, if our lenders are unwilling or unable to provide additional
financing, we could be forced to sell our Agency Securities at an inopportune time when prices are depressed.
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Preferred Stock

We are authorized to issue 25,000,000 shares of preferred stock, par value $0.001 per share, with such designations,
voting and other rights and preferences as may be determined from time to time by our Board of Directors ( Board ) or
a committee thereof.

Common Stock and Warrants

At September 30, 2011, we were authorized to issue up to 500,000,000 shares of common stock, par value $0.001 per
share. We had 84,758,505 shares of common stock issued and outstanding. At September 30, 2011, we had
outstanding warrants to purchase 32,500,000 shares of common stock, which are exercisable at $11.00 per share and
expire in 2013.

Income per Common Share

Basic income per common share for all periods is computed by dividing the earnings applicable to common
stockholders by the weighted average number of common shares outstanding for the period. The basic and diluted
income per common share for the three and nine month periods ended September 30, 2011 and September 30, 2010,
does not include 32,500,000 of outstanding warrants as the effect of including such warrants would be anti-dilutive.
Diluted income per share would reflect the potential dilution assuming common shares were issued upon the exercise
of outstanding warrants and the proceeds thereof were used to purchase common shares at the average market price
during the period. Due to the net loss for the three and nine month periods ended September 30, 2011 and September
30, 2010, basic and diluted income per common share are equal.

Comprehensive Income

Other comprehensive income refers to revenue, expenses, gains and losses that are recorded directly as an adjustment
to shareholders equity. Other comprehensive income arises primarily from changes in unrealized gains or losses
generated from changes in market values of our Agency Securities held as available for sale.

Revenue Recognition

20
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Interest income is earned and recognized based on the outstanding principal amount of the investment securities and
their contractual terms. Premiums and discounts associated with the purchase of investment securities are amortized
or accreted into interest income over the actual lives of the securities.

10
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

(Unaudited)

Income Taxes

We intend to qualify and have elected to be taxed as a REIT under the Code. We will generally not be subject to
federal income tax to the extent that we distribute our taxable income to our shareholders, and as long as we satisfy
the ongoing REIT requirements including meeting certain asset, income and stock ownership tests.

Our management is responsible for determining whether a tax position taken by us is more likely than not to be
sustained on its merits. We have no material unrecognized tax benefits and have not recognized in these financial
statements any interest or penalties related to income taxes. Should any such penalties and interest be recognized, they
will be included in other expenses and interest expense, respectively. None of our returns have been examined by
federal, state or local authorities; therefore all years which are statutorily open are subject to examination by the
appropriate authorities.

Note 4 - Recent Accounting Pronouncements

In April 2011, the FASB issued amendments to authoritative guidance related to the accounting for repurchase
agreements and other agreements that entitle and obligate a transferor to repurchase or redeem financial assets before
their maturity. These amendments eliminate the criteria to assess whether a transferor must have the ability to
repurchase or redeem the financial assets in order to demonstrate effective control over the transferred asset.
Transferors that maintain effective control over a transferred asset are required to account for the transaction as a
secured borrowing rather than a sale. These amendments are effective for annual and interim periods beginning after
December 15, 2011 and are to be applied prospectively to transactions or modifications of existing transactions that
occur on or after the effective date. We do not anticipate that the application of this amended guidance will have a
material impact on our financial statements.

In May 2011, the FASB issued amendments to authoritative guidance to establish common fair value measurement
and disclosure requirements in GAAP and International Financial Reporting Standards ( IFRSs ). These amendments
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change the wording used to describe many of the requirements in GAAP for measuring fair value and for disclosing
information about fair value measurements to ensure consistency between GAAP and IFRSs as well as expand the
disclosures for Level 3 measurements. These amendments are to be applied prospectively, and are effective for
annual and interim periods beginning after December 15, 2011. We do not anticipate that the adoption of this
amended guidance will materially expand disclosures in our financial statements.

In June 2011, the FASB issued an amendment to authoritative guidance which allows an entity the option to present
the total of comprehensive income, the components of net income, and the components of other comprehensive
income either in a single continuous statement of comprehensive income or in two separate but consecutive
statements. In both choices, an entity is required to present each component of net income along with total net income,
each component of other comprehensive income along with a total for other comprehensive income, and a total
amount for comprehensive income. This amendment eliminates the option to present the components of other
comprehensive income as part of the statement of changes in stockholders equity, but does not change the items that
must be reported in other comprehensive income or when an item of other comprehensive income must be reclassified
to net income. The provisions of this amendment require retrospective application, and are effective for annual and
interim periods beginning after December 15, 2011. We anticipate that the adoption of this amended guidance will
change the presentation of our financial statements.

Note 5 - Agency Securities, Available for Sale

All of our Agency Securities are classified as available for sale and, as such, are reported at their estimated fair value.
Management generally determines the fair values of Agency Securities by using third-party pricing services and dealer
quotes. Management reviews pricing used to ensure that current market conditions are represented. At September 30,
2011 and December 31, 2010, all of our Agency Security values were based solely on third-party sources.

11
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September 30, 2011

(Unaudited)

As of September 30, 2011, we had the following securities in an unrealized (loss) gain position as presented below.
The table below includes $474.1 million of current carrying value of forward settle security purchases.

Unrealized Unrealized Net Unrealized
Amortized
Cost Fair Value Loss Gain Gain

Fannie Mae Certificates $ 4,235,696,313 $ 4,278,232,930 $  (2,848,749) $ 45,385,366 $ 42,536,617
Freddie Mac Certificates  1,241,119,120 1,256,793,773 (512,468) 16,187,121 15,674,653
Ginnie Mae Certificates 435,701,340 440,796,715 (42,575) 5,137,950 5,095,375
Total Agency
Securities $ 5,912,516,773 $ 5,975,823,418 $  (3,403,792) $ 66,710,437 $ 63,306,645

As of December 31, 2010, we had the following securities in an unrealized (loss) gain position as presented below.
The table below includes $125.3 million of current carrying value of forward settle security purchases.

Unrealized Unrealized Net Unrealized
Amortized
Cost Fair Value Loss Gain (Loss)Gain

Fannie Mae Certificates $ 847,473,686 $ 843,872,174 $  (5,767,276) $ 2,165,764 $ (3,601,512)
Freddie Mac
Certificates 258,457,021 257,316,342 (2,060,057) 919,378 (1,140,679)
Ginnie Mae Certificates 60,149,503 60,662,164 (45,676) 558,337 512,661
Total Agency
Securities $ 1,166,080,210 $ 1,161,850,680 $ (7,873,009) $ 3,643,479 $ (4,229,530)

The components of the carrying value of available for sale Agency Securities at September 30, 2011, are presented
below.

September 30, 2011
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Principal balance settled securities $ 5,222,486,992
Principal balance forward settle securities 453,334,717
Unamortized premium settled securities 215,010,120
Unamortized premium forward settle securities 21,684,944
Gross unrealized gains 66,710,437
Gross unrealized losses (3,403,792)
Carrying value/estimated fair value $ 5,975,823,418

The components of the carrying value of available for sale Agency Securities at December 31, 2010, are presented
below.

December 31, 2010
Principal balance settled securities $ 995,994,552
Principal balance forward settle securities 120,473,239
Unamortized premium settled securities 44,724,477
Unamortized premium forward settle securities 4,887,942
Gross unrealized gains 3,643,479
Gross unrealized losses (7,873,009)
Carrying value/estimated fair value $ 1,161,850,680

As of September 30, 2011, our Agency Securities portfolio was purchased at a net premium to par value with a
weighted average amortized cost, including settled and forward settle securities of 104.17%, due to the average
interest rates on these securities being higher than prevailing market rates. As of September 30, 2011, we had

approximately $236.7 million of unamortized premium included in the cost basis of our investments, inclusive of both

settled and forward settle securities. As of September 30, 2011, our investment portfolio of securities consisted of
Agency Securities as follows:

12
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Adjustable Rate Settled Securities as of September 30, 2011

Weighted Weighted
Percentage
of Average Average Weighted
Months Settled Months Weighted Amortized Average Current
to Securities to Current Face Average Purchase @ Amortized  Market Market
Reset Portfolio Reset Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
0-18 2.4% 6$ 124,233,465 3.32%$ 104.67$ 130,038,168%  105.32% 130,837,5:
19-36 2.6 27 136,176,672 4.70 105.02 143,017,340 105.67  143,902,9¢
37-60 13.7 48 714,075,997 3.71 103.97 742,401,310 10529  751,883.3:
61-84 20.0 75 1,052,164,027 3.57 103.40 1,087,942,924 104.71 1,101,770, 1¢(
85+ 7.9 114 417,313,027 3.85 104.61 436,554,979 104.79 437,320, 1¢
Total/Average 46.6% 68$2,443,963,188 3.71% $ 104.67$2,539,954,721$  104.98$2,565,714,0¢

Fixed Rate Settled Securities as of September 30, 2011

Weighted Weighted
Percentage
of Average Average Weighted
Months Settled Months Weighted Amortized Average Current
to Securities to Current Face Average Purchase @ Amortized  Market Market

Maturity Portfolio = Maturity Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)

0-90 0.1% 66$ 1,356,368 557% $ 106.56$ 1,445,382%  107.83% 1,462,6
91-180 53.3 172 2,776,755,411 4.00 104.28 2,895,660,326 105.67 2,934,102,7¢
181+ 0.0 181 412,025 5.50 105.98 436,683 108.74 4438,0:
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Total/Average 53.4% 172$2,778,523,804 4.01% $ 104.28$2,897,542,391%  105.67$2,936,013,4¢

All Settled Securities as of September 30, 2011

Percentage Weighted
of Average
Settled Weighted Amortized Weighted Current
Average
Securities Current Face Average Purchase @ Amortized  Market Market
Portfolio Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
Total/Average 100.0% $5,222,486,992 3.87% $ 104.12$5,437,497,112%  105.35$5,501,727,499

(1) The current face is the current monthly remaining dollar amount of principal of an Agency Security. We compute
current face by multiplying the original face value of the security by the current principal balance factor. The
current principal balance factor is a fraction, where the numerator is the current outstanding balance and the
denominator is the original principal balance.

(2) For a pass-through certificate, the coupon reflects the weighted average nominal rate of interest paid on the
underlying mortgage loans, net of fees paid to the servicer and the agency. The coupon for a pass-through
certificate may change as the underlying mortgage loans are prepaid.

(3) Amortized purchase price is the dollar amount, per $100 of current face, of our purchase price for the security,
adjusted for amortization as a result of scheduled and unscheduled principal repayments.

(4) Amortized cost is our total purchase price for the Agency Security, adjusted for amortization as a result of
scheduled and unscheduled principal repayments.

(5) Market price is the dollar amount of market value, per $100 of nominal, or face value, of the Agency Security. We
value our Agency Securities using a third-party pricing service whose pricing model incorporates common market
pricing methods. Management reviews the pricing to ensure that current market conditions are properly
represented.

(6) Market value is the total market value for the security.

As of September 30, 2011, we had committed to purchase securities for settlements in October and November of
2011. The information below was current as of September 30, 2011, but subject to change due to amortization prior to
settlement. In addition, some forward trades of new issue securities are subject to modest changes in delivery size and
coupon.

13
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(Unaudited)

Adjustable Rate Forward Settle Securities as of September 30, 2011

Weighted
Percentage Weighted
of Average
Average
Months Forward Current Weighted Amortized Current
Months Weighted
to Settle to Face Average Purchase Amortized Average Market
Market
Reset Portfolio Reset Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
85+ 91.6% 118$415,000,597 3.70% $ 104.80$434,905,124%  104.63$434,203,392
Total/Average 91.6% 118$415,000,597 3.70% $ 104.80$434,905,124%  104.63$434,203,392
Fixed Rate Forward Settle Securities as of September 30, 2011
Percentage Weighted
of Average
Weighted
Months Forward Average Current Weighted Amortized Expected Weighted Current
Months Average
to Settle Face Average Purchase Amortized Market  Market
to
Maturity Portfolio  Maturity Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
91-180 8.4% 179$38,334,120 3.50% $ 104.64$40,114,537$  104.07$39,892,527
Total/Average 8.4% 179$38,334,120 3.50% $ 104.64$40,114,537$  104.07$39,892,527

All Forward Settle Securities as of September 30, 2011

28



Edgar Filing: Armour Residential REIT, Inc. - Form 10-Q

Percentage Weighted
of Average
Forward Current  Weighted Amortized Expected Weighted Current
Average
Settle Face Average Purchase Amortized Market Market
Portfolio Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
Total/Average 100.0%  $453,334,717 3.68% $ 104.78 $475,019,661 §  104.58 $474,095,919
All Settled and Forward Settle Securities as of September 30, 2011
Percentage
Weighted
of
Average
Settled and
Forward Current Weighted Amortized Expected Weighted Current
Average
Settle Face Average Purchase @ Amortized  Market Market
Portfolio Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
Total/Average 100.0% $5,675,821,709 3.85% $ 104.17$5,912,516,773$  105.29$5,975,823,418

(1) The current face is the current monthly remaining dollar amount of principal of an Agency Security. We compute
current face by multiplying the original face value of the security by the current principal balance factor. The
current principal balance factor is a fraction, where the numerator is the current outstanding balance and the
denominator is the original principal balance.

(2) For a pass-through certificate, the coupon reflects the weighted average nominal rate of interest paid on the
underlying mortgage loans, net of fees paid to the servicer and the agency. The coupon for a pass-through
certificate may change as the underlying mortgage loans are prepaid.

(3) Amortized purchase price is the dollar amount, per $100 of current face, of our purchase price for the security,
adjusted for amortization as a result of scheduled and unscheduled principal repayments.

(4) Amortized cost is our total purchase price for the Agency Security, adjusted for amortization as a result of
scheduled and unscheduled principal repayments.

(5) Market price is the dollar amount of market value, per $100 of nominal, or face value, of the Agency Security. We
value our Agency Securities using a third-party pricing service whose pricing model incorporates common market
pricing methods. Management reviews the pricing to ensure that current market conditions are properly
represented.

(6) Market value is the total market value for the security.
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(Unaudited)

As of December 31, 2010, our Agency Securities portfolio was purchased at a net premium to par value with a
weighted average amortized cost, including settled and forward settle securities, of 104.44%, due to the average
interest rates on these securities being higher than prevailing market rates. As of December 31, 2010, we had
approximately $49.6 million of unamortized premium included in the cost basis of our investments, inclusive of both
settled and forward settle securities. All unsettled purchases of securities as of December 31, 2010, were settled in
January and February 2011. As of December 31, 2010, our investment portfolio of settled securities consisted of
Agency Securities as follows:

Adjustable Rate Settled Securities as of December 31, 2010

Weighted
Percentage Weighted
of Average
Average
Months Settled Weighted Amortized Current
Months Current Weighted
to Securities to Face Average Purchase Amortized Average Market
Market
Reset Portfolio Reset Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
0-18 4.8% 7% 47,989,156 3.67% $ 104.31$ 50,058,987% 104.45% 50,126,097
19-36 33 29 32,967,374 4.00 103.71 34,192,034 104.37 34,407,131
37-60 25.0 52 247,952,187 4.00 103.96 257,686,509 104.44 258,969,161
61-84 325 78 325,954,726 3.87 104.26 339,833,155 103.34 336,849,193
85+ 44 114 44,397,480 4.07 105.39 46,789,017 102.66 45,578,166
Total/Average 70.0% 64$699,260,923 3.92% $ 104.20$728,559,702%  103.81$725,929,748

Fixed Rate Settled Securities as of December 31, 2010

Months Percentage Weighted Current Weighted Weighted Amortized Weighted Current
of Face Average
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to Settled Average Value(l) Average Average Cost(4) Market Market
Price(5)
Maturity Securities = Months Coupon(2) Amortized Value(6)
to
Portfolio Purchase
Maturity
Price(3)
0-90 0.1% 63%$ 1,171,170 6.15% $ 107.23$ 1,255,843% 108.53% 1,271,054
91-180 29.9 172 295,562,459 4.33 105.19 310,903,484 104.65 309,319,711
Total/Average 30.0% 171$296,733,629 4.34% $ 105.20$312,159,327$  104.67$310,590,765
All Settled Securities as of December 31, 2010
Percentage Weighted
of Average
Settled Weighted Amortized Weighted Current
Current Average
Securities Face Average Purchase @ Amortized  Market Market
Portfolio Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
Total/Average 100.0% $995,994,552 4.04% $ 104.50$1,040,719,029%  104.07$1,036,520,513

(1) The current face is the current monthly remaining dollar amount of principal of an Agency Security. We compute
current face by multiplying the original face value of the security by the current principal balance factor. The
current principal balance factor is a fraction, where the numerator is the current outstanding balance and the
denominator is the original principal balance.

(2) For a pass-through certificate, the coupon reflects the weighted average nominal rate of interest paid on the
underlying mortgage loans, net of fees paid to the servicer and the agency. The coupon for a pass-through
certificate may change as the underlying mortgage loans are prepaid.

(3) Amortized purchase price is the dollar amount, per $100 of current face, of our purchase price for the security,
adjusted for amortization as a result of scheduled and unscheduled principal repayments.

(4) Amortized cost is our total purchase price for the Agency Security, adjusted for amortization as a result of
scheduled and unscheduled principal repayments.

(5) Market price is the dollar amount of market value, per $100 of nominal, or face value, of the Agency Security. We
value our Agency Securities using a third-party pricing service whose pricing model incorporates common market
pricing methods. Management reviews the pricing to ensure that current market conditions are properly
represented.

(6) Market value is the total market value for the security.
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(Unaudited)

As of December 31, 2010, we had committed to purchase securities for settlements in January and February of 2011.
The information below was current as of December 31, 2010, but subject to change due to amortization prior to
settlement. In addition, some forward trades of new issue securities are subject to modest changes in delivery size and
coupon. All, but one, of the forward settling Agency Securities were adjustable rate with a minimum expected reset of
11 months and a maximum expected reset of 71 months.

Adjustable Rate Forward Settle Securities as of December 31, 2010

Percentage Weighted
of Average
Forward Weighted Amortized Expected Weighted Current
Weighted Current Average
Settle Average Face Average Purchase Amortized Market  Market
Months
Portfolio to Reset Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
Total/Average 63.6% 27$76,288,258 3.22% $ 104.60$79,799,280$  104.41$79,653,941

Fixed Rate Forward Settle Securities as of December 31, 2010

Percentage Weighted
of Average
Forward Weighted Weighted Amortized Expected Weighted Current
Average Current Average
Settle Months Face Average Purchase Amortized Market  Market
to

Portfolio  Maturity Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
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Total/Average 36.4% 179$44,184,981 4.00% $ 103.12$45,561,900$  103.38$45,676,226

All Forward Settle Securities as of December 31, 2010

Percentage Weighted
of Average
Forward Weighted Amortized Expected Weighted Current
Current Average
Settle Face Average Purchase Amortized Market Market
Portfolio Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
Total/Average 100.0%  $120,473,239 3.51% $ 104.06 $125,361,180$  104.03 $125,330,167

All Settled and Forward Settle Securities as of December 31. 2010

Percentage
of

Settled Weighted

and Average
Forward Weighted Amortized Expected Weighted Current

Average
Settle Current Face Average Purchase @ Amortized  Market Market
Portfolio Value(1) Coupon(2) Price(3) Cost(4) Price(5) Value(6)
Total/Average 100.0% $1,116,467,791 3.98% $ 104.44$1,166,080,209%  103.73$1,161,850,680

(1) The current face is the current monthly remaining dollar amount of principal of an Agency Security. We compute
current face by multiplying the original face value of the security by the current principal balance factor. The
current principal balance factor is a fraction, where the numerator is the current outstanding balance and the
denominator is the original principal balance.

(2) For a pass-through certificate, the coupon reflects the weighted average nominal rate of interest paid on the
underlying mortgage loans, net of fees paid to the servicer and the agency. The coupon for a pass-through
certificate may change as the underlying mortgage loans are prepaid.

(3) Amortized purchase price is the dollar amount, per $100 of current face, of our purchase price for the security,
adjusted for amortization as a result of scheduled and unscheduled principal repayments.

(4) Amortized cost is our total purchase price for the Agency Security, adjusted for amortization as a result of
scheduled and unscheduled principal repayments.

®)
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Market price is the dollar amount of market value, per $100 of nominal, or face value, of the Agency Security. We
value our Agency Securities using a third-party pricing service whose pricing model incorporates common market
pricing methods. Management reviews the pricing to ensure that current market conditions are properly
represented.

(6) Market value is the total market value for the security.
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(Unaudited)

Our investment portfolio consisted of the following breakdown between Fannie Mae, Freddie Mac and Ginnie Mae at

September 30, 2011.

Agency Securities September 30, 2011
Estimated Fair Percentage
Value of Total
Settled Securities
Fannie Mae Certificates $ 3,880,133,945
Freddie Mac Certificates 1,191,667,093
Ginnie Mae Certificates 429,926,461

Forward Settle Securities

Fannie Mae Certificates 398,098,985
Freddie Mac Certificates 65,126,680
Ginnie Mae Certificates 10,870,254
Total Securities $ 5,975,823,418

64.9%
19.9
7.2

6.7

1.1

0.2
100.0%

Our investment portfolio consisted of the following breakdown between Fannie Mae, Freddie Mac and Ginnie Mae at

December 31, 2010.

Agency Securities December 31, 2010
Estimated Fair Percentage
Value of Total
Settled Securities
Fannie Mae Certificates $ 718,542,007
Freddie Mac Certificates 257,316,342
Ginnie Mae Certificates 60,662,164

Forward Settle Securities
Fannie Mae Certificates 125,330,167

61.8%
222
52

10.8
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Freddie Mac Certificates - -
Ginnie Mae Certificates - -
Total Securities $ 1,161,850,680 100.0%

As of September 30, 2011 and December 31, 2010, the adjustable and hybrid adjustable rate mortgage loans

underlying our Agency Securities have fixed-interest rates for an average period of approximately 68 months and 64
months, respectively, after which time the interest rates reset and become adjustable. After a reset date, interest rates

on our adjustable and hybrid adjustable Agency Securities float based on spreads over various indices, typically

LIBOR or the one-year Constant Maturity Treasury ( CMT ), rate. These interest rates are subject to caps that limit the
amount the applicable interest rate can increase during any year, known as an annual cap, and through the maturity of
the security, known as a lifetime cap.

The following table presents the gross unrealized losses and estimated fair value of our Agency Securities by length of
time that such securities have been in a continuous unrealized loss position at September 30, 2011 and December 31,
2010.

Less than 12 months 12 Months or More Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
As of Fair Value Losses Fair Value Losses Fair Value Losses
September 30,
2011 $1,219,654,037 $ (3,380,556)$ 3,416,148 $ (23,236) $ 1,223,070,185 $ (3,403,792)
December 31,
2010 706,575,108 (7,873,009) - - 706,575,108 (7,873,009)
17
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(Unaudited)

The decline in value of these securities is solely due to market conditions and not the quality of the assets. All of the
Agency Securities are  Aaa/AA+ rated or carry an implied Aaa/AA+ rating. The investments are not considered other
than temporarily impaired because we currently have the ability and intent to hold the investments to maturity or for a
period of time sufficient for a forecasted market price recovery up to or beyond the cost of the investments and we are

not required to sell for regulatory or other reasons. Our ability to hold these securities to maturity would be impaired if

we lost our access to financing or our cash flows were insufficient to fund our operations. Also, we are guaranteed
payment of the principal amount of the securities by the U.S. Government-chartered entity which created them.

Note 6 - Derivatives

We enter into transactions to manage our interest rate risk exposure. These transactions include purchasing or selling
Eurodollar Futures Contracts ( Futures Contracts ) as well as purchasing or selling interest rate swap contracts. These
transactions are designed to lock in funding costs for financing activities associated with our assets in such a way to
help assure the realization of attractive net interest margins. Such transactions are based on assumptions about
prepayments which, if not realized, will cause transaction results to differ from expectations. We do not designate our
activities as cash flow hedges, and as such, we recognize changes in the market value of these transactions through
earnings (See Note 3). For the three and nine months ended September 30, 2011, we recognized unrealized losses of
$65.8 million and $91.9 million, respectively. During the three and nine months ended September 30, 2011, we
realized losses of $8.4 million and $16.4 million, respectively, related to our derivatives. Our derivative instruments
are carried on our condensed consolidated balance sheets at fair value, as assets, if their fair value is positive, or as
liabilities, if their fair value is negative.

As of September 30, 2011 and December 31, 2010, we had entered into $134.0 million and $214.0 million (notional
amount), respectively, of Eurodollar Future strips ( interest rate swap equivalents ) traded in 1,167 and 2,361 individual
Futures Contracts transactions, respectively. Our Futures Contracts are traded on the Chicago Mercantile Exchange

( CME ) which requires the use of daily mark-to-market collateral and the CME provides substantial credit support. The
collateral requirements of the CME require us to pledge assets under a bi-lateral margin arrangement, including either
cash or Agency Securities, and these requirements may vary and change over time based on the market value, notional
amount, and remaining term of the Futures Contracts. In the event we are unable to meet a margin call under one of

our Futures Contracts, the counterparty to such agreement may have the option to terminate or close-out all of the
outstanding Futures Contracts with us. In addition, any close-out amount due to the counterparty upon termination of
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the counterparty s transactions would be immediately payable by us pursuant to the applicable agreement.

As of September 30, 2011 and December 31, 2010, we had entered into $2.8 billion and $155.0 million (notional
amount) of interest rate swap contracts, respectively, traded in 56 and 10 individual transactions, respectively. We
have agreements with our swap counterparties that provide for the posting of collateral based on the fair values of our
interest rate swap contracts. Through this margining process, either we or our swap counterparty may be required to
pledge cash or securities as collateral. Collateral requirements vary by counterparty and change over time based on the
market value, notional amount and remaining term of the swap. Certain interest rate swap contracts provide for cross
collateralization and cross default with repurchase agreements and other contracts with the same counterparty.

As of September 30, 2011, included in restricted cash on the condensed consolidated balance sheet is $6.6 million
related to margin posted for Futures Contracts as well as $126.0 million of restricted cash related to interest rate swap
contracts. As of December 31, 2010, we had $4.4 million of restricted cash related to margin posted for Futures
Contracts, and $0.3 million related to interest rate swap contracts.
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2011

(Unaudited)

The following tables present information about interest rate swap contracts which are included in derivatives on the
accompanying condensed consolidated balance sheet as of September 30, 2011 and December 31, 2010:

Interest rate swaps maturing 12-24 months
Interest rate swaps maturing 24-36 months
Interest rate swaps maturing 36-48 months
Interest rate swaps maturing 48-60 months
Totals

Interest rate swaps maturing 12-24 months
Interest rate swaps maturing 24-36 months
Interest rate swaps maturing 36-48 months
Interest rate swaps maturing 48-60 months
Totals

Notional Value as of
Amount September 30, 2011
20,000,000 $ (99,541)
290,000,000 (5,557,946)
830,000,000 (19,831,106)
1,625,000,000 (63,151,406)
2,765,000,000 $ (88,639,999)
Notional Value as of
Amount December 31, 2010
20,000,000 $ (9,981)
100,000,000 147,282
10,000,000 (9,195)
25,000,000 (26,039)
155,000,000 $ 102,067

Fixed Rate
0.5%
1.1
1.2
1.7
1.5%

Fixed Rate
0.5%
1.0
1.4
1.9
1.1%

The following tables present information about Futures Contracts which are included in derivatives on the
accompanying condensed consolidated balance sheet as of September 30, 2011 and December 31, 2010:

Eurodollar future strips maturing 6-12 months
Eurodollar future strips maturing 18-24 months
Eurodollar future strips maturing 30-39 months
Eurodollar future strips maturing 48 months

Notional Fair Value as of
Amount September 30, 2011
13,000,000 $ (90,925)
47,000,000 (1,328,425)
64,000,000 (3,696,925)
10,000,000 (665,313)

Weighted

Average Rate

1.0 %

1.6
2.1
2.1

41



Edgar Filing: Armour Residential REIT, Inc. - Form 10-Q

Totals

Eurodollar future strips maturing 6-12 months
Eurodollar future strips maturing 18-24 months
Eurodollar future strips maturing 30-39 months
Eurodollar future strips maturing 48 months
Totals

$

134,000,000 $ (5,781,588)

Notional Fair Value as of
Amount December 31, 2010
28,000,000 $ (137,950)
107,000,000 (1,114,125)
64,000,000 (1,193,113)
15,000,000 (187,524)
214,000,000 $ (2,632,712)

19

1.8 %

Weighted

Average Rate
0.8%
1.3
1.8
2.1
1.6%
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2011

(Unaudited)

The following table represents the location and information regarding our derivatives which are included in total other
loss on the accompanying condensed consolidated statements of operations for the three and nine months ended
September 30, 2011, compared to three and nine months ended September 30, 2010.

Fair value hedges
Interest rate swap
contracts:

Interest income

Interest expense

Realized gain
(loss)

Changes in fair
value

Futures
Contracts:
Realized gain
(loss)
Changes in fair
value

Total

Three
months
Location on
condensed Ended
consolidated September
financial 30,
statements 2011
Realized loss on
derivatives $ 414,897
Realized loss on
derivatives (8,213,937)
Realized loss on
derivatives (256,000)
Unrealized loss on
derivatives (64,580,618)
(72,635,658)
Realized loss on
derivatives (365,950)
Unrealized loss on
derivatives (1,227,588)
(1,593,538)

$ (74,229,196)

Note 7 - Repurchase Agreements

$

Gain (Loss) Recognized in Income

Three
months Nine months Nine months
Ended Ended Ended
September September September
30, 30, 30,
2010 2011 2010
$ - $ 982,725 $ -
(9,874) (16,342,586) (30,309)
- (239,000) -
- (88,742,065) -
(9,874) (104,340,926) (30,309)
(187,783) (826,089) (187,825)
(3,391,588) (3,148,875) (5,445,038)
(3,579,371) (3,974,964) (5,632,863)
(3,589,245) $ (108,315,890) $ (5,663,172)
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At September 30, 2011 and December 31, 2010, we had repurchase agreements in place in the amount of $5.2 billion
and $1.0 billion, respectively, to finance Agency Security purchases. For the nine months ended September 30, 2011
and the year ended December 31, 2010, the weighted average interest rate or cost of funds was 0.27% and 0.35%,
respectively. At September 30, 2011 and December 31, 2010, we had repurchase agreements outstanding with
twenty-four and eleven counterparties, respectively, with a weighted average maturity of 30 days and 32 days,

respectively.

The following tables represent the contractual repricing information regarding our repurchase agreements as of

September 30, 2011 and December 31, 2010:

September 30, 2011 Balance
Within 30 days $ 2,595,609,896
31 days to 60 days 2,121,339,000
61 days to 90 days 504,576,444
Total $ 5,221,525,340

December 31, 2010 Balance
Within 30 days $ 656,601,658
31 days to 60 days 123,840,000
61 days to 90 days 191,234,000
Total $ 971,675,658

Weighted
Average

Contractual

Rate

0.26%
0.28
0.25
0.27%

Weighted
Average

Rate

20

Contractual

0.36%
0.33
0.32
0.35%

Contractual Total
Interest Contractual
Payments Obligation
$ 489,725 $ 2,596,099,621
334,896 2,121,673,896
79,533 504,655,977
$ 904,154 $ 5,222,429,494
Contractual Total
Interest Contractual
Payments Obligation
$ 120,965 $ 656,722,623
27,244 123,867,244
71,349 191,305,349
$ 219,558 $ 971,895,216
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

(Unaudited)

At September 30, 2011, our repurchase agreements had the following counterparties, amount at risk and weighted
average remaining maturities:

Weighted
Average
Percent of
Maturity of
Total
Repurchase
Repurchase Agreement Amount Amount
Amount at  Agreements in
Counterparties Outstanding Risk (1) Days Outstanding

BNP Paribas Securities Corp. $ 422,786,000 $ 16,169,847 36 8.1%
MF Global Inc. 331,932,000 15,640,763 35 6.4
Goldman Sachs & Company 325,919,000 15,638,846 25 6.2
UBS Securities LLC 325,228,000 16,172,127 26 6.2
Guggenheim Liquidity Securities, LLC 323,983,000 15,656,042 47 6.2
South Street Securities, LLC 290,131,444 17,406,562 46 5.5
Mitsubishi UFJ Securities (USA) 285,727,000 13,470,747 35 5.5
Merrill Lynch, Pierce, Fenner & Smith 20

Inc. 274,302,000 10,351,846 5.2
Cantor Fitzgerald & Co. 271,736,000 16,739,202 5 5.2
Citigroup Global Markets Inc. 245,286,000 12,175,704 70 4.7
RBS Securities Inc. 243,587,800 11,846,208 11 4.7
J.P. Morgan Securities LLC 231,782,000 11,372,121 41 4.4
Pierpont Securities LLC 222,168,000 8,653,392 28 4.3
Nomura Securities International, Inc. 216,941,000 11,648,240 20 4.2
ING Financial Markets LLC 205,354,000 10,166,744 7 3.9
Deutsche Bank Securities Inc. 174,983,500 8,520,325 11 3.4
Daiwa Securities America Inc. 148,866,000 7,918,325 37 2.9
CRT Capital Group LLC 123,433,500 7,964,598 11 2.4
Mizuho Securities USA Inc. 116,547,000 4,997,972 32 2.2
Credit Suisse Securities (USA) LLC 107,278,096 4,512,181 14 2.0
ICBC Financial Services LLC (2) 95,900,000 4,647,395 38 1.8
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Jefferies and Company, Inc. 94,140,000 4,324,100 18 1.8
Barclays Capital Inc. 76,014,000 3,263,715 39 1.5
Wells Fargo Bank, N.A. 67,500,000 3,598,069 17 1.3
Total $ 5,221,525,340 $ 252,855,071 100.0%
(D

Equal to the fair value of securities sold, minus the sum of repurchase agreement liabilities plus accrued interest
expense.

2

Industrial and Commercial Bank of China Financial Services LLC
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ARMOUR Residential REIT, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2011

(Unaudited)

At December 31, 2010, our repurchase agreements had the following counterparties, amount at risk and weighted

average remaining maturities:

Repurchase Agreement

Counterparties
Guggenheim Liquidity Securities, LLC
South Street Securities, LLC
Goldman Sachs & Company
MF Global Inc.

Cantor Fitzgerald & Co.

Nomura Securities International, Inc.
RBS Securities Inc.

UBS Securities LLC

Mizuho Securities USA Inc.
Jefferies and Company, Inc.

Daiwa Securities America Inc.

Total

(1)

$

Amount

Outstanding
141,026,000 $
135,297,000
132,638,000
127,809,000
111,982,000

95,228,000
86,535,658
46,535,000
39,826,000
31,822,000
22,977,000
971,675,658 $

Weighted
Average
Percent of
Maturity of
Total
Repurchase
Amount
Amount at  Agreements in
Risk (1) Days Outstanding

4,425,424 56 14.5%
6,204,002 29 13.9
6,424,071 19 13.7
4,197,001 56 13.2
7,658,536 16 11.5
2,037,191 40 9.8
4,774,360 18 8.9
2,805,301 27 4.8
1,593,285 10 4.0

426,829 10 33
1,690,799 18 2.4

42,236,799 100.0%

Equal to the fair value of securities sold, minus the sum of repurchase agreement liabilities plus accrued interest

expense
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As of September 30, 2011 and December 31, 2010, the weighted average margin requirement, or the percentage
amount by which the collateral value must exceed the loan amount, which we also refer to as the haircut, under all our
repurchase agreements, was approximately 5.1% and 5.3%, respectively.

Note 8 - Commitments and Contingencies

Management Agreement with ARRM

As discussed in Note 14  Related Party Transactions, we are party to a management agreement with ARRM. Pursuant
to the management agreement, as amended, ARRM is entitled to receive a management fee payable monthly in arrears
in an amount equal to 1/12% of an amount, with a minimum based on 1/12% of $900,000 (inclusive of the original

gross merger equity as defined in the management agreement), determined as follows:

our gross equity raised up to $50 million, 1% (per annum) of gross equity;

our gross equity raised up to $1.0 billion, 1.5% (per annum) of gross equity;

our gross equity raised exceeds $1.0 billion, 0.75% (per annum) of gross equity

Operating Leases

We are not party to any agreement for the rental of real property and office space, or any significant leases for office,
computer and other equipment or office furnishings.

Indemnifications and Litigation

We enter into certain contracts that contain a variety of indemnifications, to third-parties principally with ARRM and
brokers. The maximum potential amount of future payments we could be required to make under these
indemnification provisions is unknown. We have not incurred any costs to defend lawsuits or settle claims related to
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these indemnification agreements. As a result, the estimated fair value of these agreements is minimal. Accordingly,
we have no liabilities recorded for these agreements as of September 30, 2011 and December 31, 2010.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

(Unaudited)

We are not party to any pending, threatened or contemplated litigation.

Note 9 - Share-Based Compensation

2009 Stock Incentive Plan

We adopted the 2009 Stock Incentive Plan (the "Plan") to attract, retain and reward directors, officers and other
employees of ours, and other persons who provide services to us in the course of operations (collectively "Eligible
Individuals").

The Plan provides for grants of common stock, restricted shares of common stock ( RSUs ), stock options, performance
shares, performance units, stock appreciation rights and other equity and cash-based awards (collectively awards. ) On
May 12, 2010, our Board allocated up to 250,000 shares to be available under the Plan. In considering such allocation,
the Board considered the size of the Plan relative to our capital base and our current and potential future performance
and capitalization. On July 18, 2011, our stockholders approved an amendment to the Plan to increase the number of
shares issuable thereunder from 250,000 shares to 2,000,000 shares and the Plan was amended accordingly.

The Plan allows for the Board to expand the types of awards available under the Plan and determine the maximum
number of shares that may underlie these awards in any one year to any Eligible Individual. If an award granted under
the Plan expires or terminates, the shares subject to any portion of the award that expires or terminates without having
been exercised or paid, as the case may be, will again become available for the issuance of additional awards.

Awards Under the Plan
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During the nine months ended September 30, 2011, we allocated 2,000,000 RSUs subject to various performance
conditions and awarded a total of 192,500 RSUs to members of our Board (the Board Awards ) and employees of
ARRM (the ARRM Awards ). We account for the ARR