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GLOSSARY
 

This glossary defines some, but not all, of the terms that we use elsewhere in this Annual Report on Form 10-K. In this Annual Report on Form
10-K, unless specifically stated otherwise or the context otherwise indicates, references to “we,” “us,” “our,” the “Company” or “CHMI” refer to Cherry Hill
Mortgage Investment Corporation, a Maryland corporation, together with its consolidated subsidiaries; references to the “Manager” refer to Cherry Hill
Mortgage Management, LLC, a Delaware limited liability company; and references to the “Operating Partnership” refer to Cherry Hill Operating
Partnership, LP, a Delaware limited partnership.
 
“Agency” means a U.S. Government agency, such as Ginnie Mae, or a GSE.
 
“Agency RMBS” means RMBS issued by an Agency or for which an Agency guarantees payments of principal and interest on the securities.
 
“ASC” means an Accounting Standards Codification.
  
“ARM” means an adjustable-rate residential mortgage loan.
 
“CFTC” means the U.S. Commodity Futures Trading Commission.
 
“CMO” means a collateralized mortgage obligation. CMOs are either loss share securities issued by a GSE or structured debt instruments representing
interests in specified pools of mortgage loans subdivided into multiple classes, or tranches, of securities, with each tranche having different maturities or
risk profiles.
 
“credit enhancement” means techniques to improve the credit ratings of securities, including overcollateralization, creating retained spread, creating
subordinated tranches and insurance.
 
“Excess MSR” means an interest in an MSR, representing a portion of the interest payment collected from a pool of mortgage loans, net of a basic
servicing fee paid to the mortgage servicer.
 
“Fannie Mae” means the Federal National Mortgage Association.
 
“FHA” means the Federal Housing Administration.
 
“Freddie Mac” means the Federal Home Loan Mortgage Corporation.
 
“FRM” means a fixed-rate residential mortgage loan.
 
“GAAP” means U.S. generally accepted accounting principles.
 
“Ginnie Mae” means the Government National Mortgage Association, a wholly-owned corporate instrumentality of the United States of America within
HUD.
 
“GSE” means a government-sponsored enterprise. When we refer to GSEs, we mean Fannie Mae or Freddie Mac.
 
“HUD” means the U.S. Department of Housing and Urban Development.
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“hybrid ARM” means a residential mortgage loan that has an interest rate that is fixed for a specified period of time (typically three, five, seven or ten
years) and thereafter adjusts to an increment over a specified interest rate index.
 
“inverse IO” means an inverse interest-only security, which is a type of stripped security. These debt securities receive no principal payments and have
a coupon rate which has an inverse relationship to its reference index.
 
“IO” means an interest-only security, which is a type of stripped security. IO strips receive a specified portion of the interest on the underlying assets.
 
“MBS” means mortgage-backed securities.
 
“MSR” means a mortgage servicing right. An MSR provides a mortgage servicer with the right to service a mortgage loan or a pool of mortgages in
exchange for a portion of the interest payments made on the mortgage or the underlying mortgages. An MSR is made up of two components: a basic
servicing fee and an Excess MSR. The basic servicing fee is the amount of compensation for the performance of servicing duties.
 
“mortgage loan” means a loan secured by real estate together with the right to receive the payment of principal and interest on the loan (including the
servicing fee).
 
“non-Agency RMBS” means CMOs that either are loss share securities issued by a GSE or are not issued or guaranteed by an Agency, including
investment grade (AAA through BBB rated) and non-investment grade (BB rated through unrated) classes.
 
“non-conforming loan” means a residential mortgage loan that does not conform to the Agency underwriting guidelines and does not meet the funding
criteria of Fannie Mae and Freddie Mac.
 
“non-QM loan” means a mortgage loan that does not satisfy the requirements for a qualified mortgage.
 
“prime mortgage loan” means a mortgage loan that generally conforms to GSE underwriting guidelines or is a non-QM loan with a FICO score generally
above 700.
 
“qualified mortgage” means a mortgage that complies with the ability to repay rule and related requirements in Regulation Z.
 
“REIT” means a real estate investment trust.
 
“residential mortgage pass-through certificate” is a MBS that represents an interest in a “pool” of mortgage loans secured by residential real property
where payments of both interest and principal (including principal prepayments) on the underlying residential mortgage loans are made monthly to
holders of the security, in effect “passing through” monthly payments made by the individual borrowers on the mortgage loans that underlie the security,
net of fees paid to the issuer/guarantor and servicer.
 
“RMBS” means a residential Agency MBS or a non-Agency RMBS.
 
“Servicing Related Assets” means Excess MSRs and MSRs.
 
“SIFMA” means the Securities Industry and Financial Markets Association.
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“stripped security” is an RMBS structured with two or more classes that receives different distributions of principal or interest on a pool of RMBS.
Stripped securities include IOs and inverse IOs.
 
“TBA” means a forward-settling Agency RMBS where the pool is “to-be-announced.” In a TBA, a buyer will agree to purchase, for future delivery,
Agency RMBS with certain principal and interest terms and certain types of underlying collateral, but the particular Agency RMBS to be delivered is not
identified until shortly before the TBA settlement date.
 
“TRS” means a taxable REIT subsidiary.
 
“UPB” means unpaid principal balance.
 
“U.S. Treasury” means the U.S. Department of Treasury.
 
“VA” means the Department of Veterans Affairs.
  
“VA mortgage loan” means a mortgage loan that is partially guaranteed by the VA in accordance with its regulations.
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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS
 

We make forward-looking statements in this Annual Report on Form 10-K within the meaning of the Private Securities Litigation Reform Act of
1995 (set forth in Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934,
as amended (the “Exchange Act”)). For these statements, we claim the protections of the safe harbor for forward-looking statements contained in such
Sections. Forward-looking statements are subject to substantial risks and uncertainties, many of which are difficult to predict and are generally beyond our
control. These forward-looking statements include information about possible or assumed future results of our business, financial condition, liquidity,
results of operations, plans and objectives. When we use the words “believe,” “expect,” “anticipate,” “estimate,” “plan,” “continue,” “intend,” “should,”
“could,” “would,” “may,” “potential” or the negative of these terms or other comparable terminology, we intend to identify forward-looking statements.
Forward-looking statements involve numerous risks and uncertainties. Our actual results may differ materially from our beliefs, expectations, estimates
and projections and, consequently, you should not rely on these forward-looking statements as predictions of future events. Statements regarding the
following subjects, among others, may be forward-looking:
 

• the Company’s investment objectives and business strategy;
 

• the Company’s ability to raise capital through the sale of its equity and debt securities and to invest the net proceeds of any such offering in
the target assets, if any, identified at the time of the offering;

 
• the Company’s ability to obtain future financing arrangements and refinance existing financing arrangements as they mature;

 
• the Company’s expected leverage;

 
• the Company’s expected investments and the timing thereof;

 
• the Company’s ability to acquire Servicing Related Assets and mortgage and real estate-related securities;

 
• estimates and statements relating to, and the Company’s ability to make, future distributions to holders of the Company’s securities;

 
• the Company’s ability to compete in the marketplace;

 
• market, industry and economic trends;

 
• recent market developments and actions taken and to be taken by the U.S. Government, the U.S. Treasury and the Board of Governors of

the Federal Reserve System, Fannie Mae, Freddie Mac, Ginnie Mae and the U.S. Securities and Exchange Commission (“SEC”), including
actions such as forbearance programs and prohibitions on foreclosures taken in response to COVID-19 (as defined below);

 
• mortgage loan modification programs and future legislative actions;

 
• the Company’s ability and the ability of CHMI Sub-REIT, Inc. (the “Sub-REIT”) to qualify and maintain qualifications as REITs under the

Internal Revenue Code of 1986, as amended (the “Code”), and limitations on the Company’s business due to compliance with requirements
for maintaining such qualifications as REITs under the Code;
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• the Company’s ability to maintain an exception from the definitions of “investment company” under the Investment Company Act of 1940, as
amended (the “Investment Company Act”), or otherwise not fall within those definitions;

• projected capital and operating expenditures;
 

• availability of qualified personnel; and
 

• projected prepayment and/or default rates.
 

The Company’s beliefs, assumptions and expectations can change as a result of many possible events or factors, not all of which are known to it
or are within its control. If any such change occurs, the Company’s business, financial condition, liquidity and results of operations may vary materially
from those expressed in, or implied by, the Company’s forward-looking statements. Important factors, among others, that may cause the Company’s
actual results, performance, liquidity or achievements to differ materially from those expressed or implied by the Company’s forward-looking statements
include:
 

• the factors referenced in this Annual Report on Form 10-K, including those set forth under “Item 1. Business” and “Item 1A. Risk Factors” of
Part I and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations” of Part II;

 
• the uncertainty and economic impact of the ongoing coronavirus (“COVID-19”) pandemic and of responsive measures implemented by

various governmental authorities, businesses and other third parties;
 

• general volatility of the capital markets;
 

• changes in the Company’s investment objectives and business strategy;
 

• availability, terms and deployment of capital;
 

• availability of suitable investment opportunities;
 

• the Company’s dependence on the Manager and the Company’s ability to find a suitable replacement if the Company or the Manager were
to terminate the management agreement the Company has entered into with the Manager;

 
• changes in the Company’s assets, interest rates or the general economy;

 
• increased rates of default and/or decreased recovery rates on the Company’s investments, including as a result of the effects of more severe

weather and changes in traditional weather patterns;
 

• the ultimate geographic spread, severity and duration of pandemics, such as the outbreak of the COVID-19 pandemic and the emergence of
new variants of the virus, actions that may be taken by governmental authorities to contain or address the impact of such pandemics, and the
potential negative impacts of such pandemics on the U.S. and global economy generally and the U.S. residential mortgage market and our
financial condition and results of operations specifically;
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• changes in interest rates, interest rate spreads, the yield curve, prepayment rates or recapture rates;
 

• limitations on the Company’s business due to compliance with requirements for maintaining its qualification as a REIT under the Code and
the Company’s exception from the definitions of “investment company” under the Investment Company Act (or of otherwise not falling within
those definitions);

 
• the degree and nature of the Company’s competition, including competition for the residential mortgage assets in which the Company

invests; and
 

• other risks associated with acquiring, investing in and managing residential mortgage assets.
 

Although the Company believes that the expectations reflected in the forward-looking statements are reasonable, it cannot guarantee future
results, levels of activity, performance or achievements. These forward-looking statements apply only as of the date of this Annual Report on Form 10-K.
Except as otherwise may be required by law, we undertake no obligation to update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise. See “Item 1A. Risk Factors” of this Annual Report on Form 10-K.
 

SUMMARY OF PRINCIPAL RISK FACTORS
 

Investing in our securities involves risks. The following is a summary of the principal factors that make an investment in the Company speculative
or risky, all of which are more fully described below in Item 1A. “Risk Factors” of this Annual Report on Form 10-K. This summary should be read in
conjunction with the “Risk Factors” section and should not be relied upon as an exhaustive summary of the material risks facing our business. In addition
to the following summary, you should consider the information set forth in the “Risk Factors” section and the other information contained in this Annual
Report on Form 10-K.
 

Our business of investing in mortgage related assets involves substantial risks, including:
 

• The values of mortgage related assets have been adversely affected by COVID-19.
 

• We use third party servicers to directly service the loans underlying our Servicing Related Assets which exposes us to the risk that they fail to
comply with applicable law and the requirements of the Agencies that own those loans.

 
• Relatively high rates of prepayments on residential mortgage loans adversely affect the values of our assets.

 
• We rely on financial modeling to value our Servicing Related Assets.

 
• We use leverage to increase returns, but it exposes us to margin calls on our investable assets.

 
We are externally managed which creates risks, including:

 
• We are dependent on our Manager to provide qualified personnel.

 
• The amount of the fee we pay to our Manager is not affected by the performance of our investments.
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• The fee payable to our Manager upon termination without cause or non-renewal is a material impediment to changing managers or
internalizing management of our Company.

• Certain of our lenders prohibit terminating our Manager without their consent.
 

Our organizational structure creates risks, including:
 

• Maintenance of certain exceptions from (or otherwise not falling within) the definitions of “investment company” under the Investment
Company Act imposes significant limitations on our operations.

 
• The REIT rules impose ownership limits which may discourage a possible takeover. Certain provisions of Maryland law have the same effect.

 
Ownership of our common stock or our preferred stock involves risks, including:

 
• The trading volume and market prices for shares of our equity securities tend to be volatile due to the relatively small market capitalization of

our Company.
 

• Our preferred stock has not been rated and is junior to our debt and any additional shares of senior stock that we may issue.
 

• We may not be able to pay dividends on our equity securities.
 

• Our preferred stock has very limited voting rights which generally do not include voting for directors.
 

Qualification as a REIT involves risks, including:
 

• If we fail to satisfy the ongoing REIT qualification tests, we will become subject to taxation which will adversely affect the return on your
investment.

 
• In order to satisfy those requirements, we may be required to forgo or liquidate otherwise attractive investments.

 
• We could lose our status as a REIT if the IRS successfully challenges our characterization of investments in internally created excess

mortgage servicing rights.
 

• The REIT rules require that our mortgage servicing rights be held by a taxable REIT subsidiary, and the taxes payable by our taxable REIT
subsidiary reduce the returns from that investment.

 

9

THIS DOCUMENT HAS BEEN TRUNCATED HERE AS IT'S SIZE EXCEEDS THE SYSTEM LIMIT

View Original Document

https://www.sec.gov/Archives/edgar/data/1571776/000114036122009584/brhc10034964_10k.htm

