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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



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

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



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

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



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

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
