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PART 1

ITEM 1. BUSINESS

Unless the context otherwise requires, the terms "Company," "we," "us," and "our" refer to Impac Mortgage Holdings, Inc. (the Company or IMH), a
Maryland corporation incorporated in August 1995, and its subsidiaries, IMH Assets Corp. IMH Assets), Impac Warehouse Lending Group, Inc. IWLG), and
Impac Funding Corporation (IFC), together with its wholly-owned subsidiaries Impac Secured Assets Corp. (ISAC), and Impac Commercial Capital Corporation
(ICco).

Forward-Looking Statements

This report on Form 10-K contains certain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of
the Securities Exchange Act of 1934. Forward-looking statements, some of which are based on various assumptions and events that are beyond our control may
be identified by reference to a future period or periods or by the use of forward-looking terminology, such as "may," "will," "believe," "expect," "likely," "should,"
"could," "anticipate," or similar terms or variations on those terms or the negative of those terms. The forward-looking statements are based on management
expectations. Actual results may differ materially as a result of several factors, including, but not limited to, failure to achieve projected earnings levels;
unexpected or greater than anticipated increases in credit and bond spreads; the ability to generate sufficient liquidity; the ability to access the equity markets;
increased operating expenses and mortgage origination or purchase expenses that reduce current liquidity position more than anticipated; continued increase in
price competition; risks of delays in raising, or the inability to raise on acceptable terms, additional capital, either through equity offerings, lines of credit or
otherwise; the ability to generate taxable income and to pay dividends; interest rate fluctuations on our assets that unexpectedly differ from those on our
liabilities; unanticipated interest rate fluctuations; changes in expectations of future interest rates; unexpected increase in prepayment rates on our mortgages;
changes in assumptions regarding estimated loan losses or an increase in loan losses; continued ability to access the securitization markets or other funding
sources, the availability of financing and, if available, the terms of any financing; changes in markets which the Company serves, such as mortgage refinancing
activity and housing price appreciation; the adoption of new laws that affect our business or the business of people with whom we do business; changes in laws
that affect our products and our business; and other general market and economic conditions.

nn

For a discussion of these and other risks and uncertainties that could cause actual results to differ from those contained in the forward-looking statements,
see Item 1A "Risk Factors" and Item 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations" in this report. This document
speaks only as of its date and we do not undertake, and specifically disclaim any obligation, to publicly release the results of any revisions that may be made to
any forward-looking statements to reflect the occurrence of anticipated or unanticipated events or circumstances after the date of such statements.

Available Information

Our Internet website address is www.impaccompanies.com. We make available our annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K and proxy statement for our annual stockholders' meetings, as well as any amendments to those reports, free of charge through our website
as soon as reasonably practicable after we electronically file such material with, or furnish it to, the Securities and Exchange Commission, or "SEC." You can
learn more about us by reviewing our SEC filings on our website by clicking on "Stockholder Relations" located on our home page and proceeding to "Financial
Reports." We also make available on our website, under "Corporate Governance," charters for the audit, compensation, and governance and nominating
committees of our board of directors, our Code of Business Conduct and Ethics, our Corporate Governance Guidelines and other company information, including
amendments to such documents and waivers, if any to our Code of Business Conduct and Ethics. These documents will also be furnished, free of charge, upon
written request to Impac Mortgage Holdings, Inc., Attention: Stockholder Relations, 19500 Jamboree Road, Irvine, California 92612. The SEC also maintains a
website at www.sec.gov that contains reports, proxy statements and other information regarding SEC registrants, including the Company.




General Overview
We are a mortgage real estate investment trust, or "REIT," that is a nationwide acquirer, originator, seller and investor of non-conforming Alt-A residential
mortgages, or "Alt-A mortgages," and to a lesser extent, small-balance, commercial mortgages and multi-family, or "commercial mortgages." We also provide

warehouse financing to originators of mortgages.

We operate four core businesses:

. the Long-Term Investment Operations conducted by IMH and IMH Assets;
* the Mortgage Operations conducted by IFC, and ISAC;

. the Commercial Operations conducted by ICCC; and

. the Warehouse Lending Operations conducted by IWLG.

The REIT (IMH) is comprised of the long-term investment operations and the warehouse lending operations. The Taxable REIT Subsidiaries (TRS)
include the Mortgage Operations and Commercial Operations which are subsidiaries of the REIT.

The long-term investment operations primarily invest in adjustable rate and, to a lesser extent, fixed rate Alt-A mortgages and commercial mortgages that
are acquired and originated by our mortgage and commercial operations. Alt-A mortgages are primarily first lien mortgages made to borrowers whose credit is
generally within typical Fannie Mae and Freddie Mac guidelines, but have loan characteristics that make them non-conforming under those guidelines. Some of
the principal differences between mortgages purchased by Fannie Mae and Freddie Mac and Alt-A mortgages are as follows:

credit and income histories of the mortgagor;

. underwriting guidelines for debt and income ratios;

. loan to value ratios accepted;

documentation required for approval of the mortgagor; and

. loan balances in excess of maximum Fannie Mae and Freddie Mac lending limits.

For instance, Alt-A mortgages may not have certain documentation or verifications that are required by Fannie Mae and Freddie Mac and, therefore, in
making our credit decisions, we are more reliant upon the borrower's credit score and the adequacy of the underlying collateral. We believe that Alt-A mortgages
provide an attractive net earnings profile by producing higher yields without commensurately higher credit losses than other types of mortgages. We believe Alt-
A mortgages are normally subject to lower rates of loss and delinquency than subprime mortgages acquired and originated by the mortgage operations. As a
result, our subprime mortgages normally bear a higher rate of interest and are typically subject to higher fees than Alt-A mortgages. In general, greater emphasis
is placed upon the value of the mortgaged property and, consequently, the quality of appraisals, and less upon the credit history of the borrower in underwriting
subprime mortgages than in underwriting Alt-A mortgages. We generally do not acquire or retain subprime mortgages. During 2006 subprime mortgages
represented 0.04 percent of retentions, and 0.44 percent of acquisitions and originations. At December 31, 2006 subprime mortgages were 0.2 percent of the
ending securitized mortgage collateral.

In general, we define subprime mortgages as residential mortgages made to borrowers with credit ratings less than 620, or other characteristics, that
increase the credit risk, including previous late payments, shorter credit history or other derogatory credit patterns that increase the credit risk of the mortgage.

The long-term investment operations also invest in commercial mortgages that are primarily adjustable rate mortgages with initial fixed interest rate
periods of two-, three-, five-, seven- and ten-years that subsequently convert to adjustable rate mortgages, or "hybrid ARMs." Commercial mortgages have
interest rate floors, which are




the initial start rate, in some circumstances lock out periods and prepayment penalty periods of three-, five- seven- and ten-years. Commercial mortgages provide
greater asset diversification on our balance sheet as borrowers of commercial mortgages typically have higher credit scores and commercial mortgages typically
have lower loan-to-value ratios, or "LTV ratios," and longer average life to payoff than Alt-A mortgages.

The long-term investment operations generate earnings primarily from net interest income (expense) earned on mortgages held as securitized mortgage
collateral and mortgages held-for-investment (long-term mortgage portfolio) and associated derivative cash flows. The long-term mortgage portfolio as reported
on our consolidated balance sheet consists of mortgages held as securitized mortgage collateral and mortgages held-for-investment. Investments in Alt-A
mortgages and commercial mortgages are initially financed with short-term borrowings under reverse repurchase agreements that are subsequently converted to
long-term financing in the form of securitized mortgage borrowings. Cash flows from the long-term mortgage portfolio, proceeds from the sale of capital stock
and the issuance of trust preferred securities also finance the acquisitions of new Alt-A and commercial mortgages.

The mortgage operations acquire, originate, sell and securitize primarily Alt-A adjustable rate mortgages (ARMs) and fixed rate mortgages (FRMs) from
correspondents, mortgage brokers and retail customers. Correspondents originate and close mortgages under their mortgage programs and then sell the closed
mortgages to the mortgage operations on a flow (loan-by-loan basis) or through bulk sale commitments. Correspondents include; savings and loan associations,
commercial banks and mortgage bankers. The mortgage operations generate income by securitizing and selling mortgages to permanent investors, including the
long-term investment operations. This business also earns revenue from fees associated with mortgage servicing rights, master servicing agreements and interest
income earned on mortgages held-for-sale. The mortgage operations use warehouse facilities provided by the warehouse lending operations to finance the
acquisition and origination of mortgages.

The Company securitizes mortgages in the form of real estate mortgage investment conduits (REMICs). The typical REMIC securitizations are designed
so that the transferee (securitization trust) is not a qualifying special purpose entity (QSPE) and we are not always the residual interest holder on REMICs, the
Company consolidates such variable interest entities (VIEs). Amounts consolidated are classified as Securitized mortgage collateral and Securitized mortgage
borrowings in the consolidated balance sheets. Occasionally, the Company's REMIC securitization qualifies for sale accounting treatment and the securitization
trust is a QSPE and thus not consolidated by the Company. To the extent that our REMIC securitization trusts do not meet the QSPE criteria, consolidation is
assessed pursuant to Financial Accounting Standards Board (FASB) Interpretation No. 46 (revised December 2003), "Consolidation of Variable Interest Entities"
(FIN 46R).

The following table depicts the Company's loan sales and securitizations that were completed for the periods below (in thousands):

As of December 31, 2006
Residential Commercial Total
Consolidated CMO/REMIC securitizations $ 5,363,559 $ 672,413 $ 6,035,972
REMIC securitizations (Sales for GAAP) 584,814 249,179 833,993
Whole loan sales 6,275,571 35,006 6,310,577
Total $ 12,223,944  § 956,598 $ 13,180,542

As of December 31, 2005

Residential Commercial Total
Consolidated CMO/REMIC securitizations $ 12,730,795 $ 683,124 $ 13,413,919
REMIC securitizations (Sales for GAAP) 633,912 — 633,912
Whole loan sales 8,052,080 — 8,052,080
Total $ 21,416,787 $ 683,124 $ 22,099,911

In determining whether or not to complete a REMIC transactions that is consolidated or un-consolidated under generally accepted accounting principles
(GAAP), the Company primarily considers the economics of the deal. In 2005 and 2006, the mortgage and commercial operations completed ISAC REMIC
2005-2, ISAC REMIC




2006-1, ISAC REMIC 2006-3, ISAC REMIC 2006-4, and ISAC REMIC 2006-5 securitizations which were treated as sales for tax purposes but treated as
secured borrowings under GAAP and consolidated in the financial statements. The associated collateral and borrowings are included in securitized mortgage
collateral and borrowings, respectively, for reporting purposes. Hence, reference to "Securitized mortgage collateral” or "Securitized mortgage borrowings"
includes the REMIC 2005-2, 2006-1, 2006-3, ISAC REMIC 2006-4, and ISAC REMIC 2006-5 securitized collateral and borrowings.

In the second quarter of 2006, the mortgage and commercial operations completed ISAC REMIC 2006-2 securitization in the amount of $834.0 million
which was treated as a sale for both tax and GAAP purposes. The retained interest, calculated as the present value of estimated future cash flows, was retained as
a result of the ISAC REMIC 2006-2 securitization, and is recorded in other assets on the balance sheet as investment securities available for sale. Investments in
residual interests and subordinated securities represent higher risk than investments in senior mortgage-backed securities because these subordinated securities
bear all credit losses prior to the related senior securities. The risk associated with holding residual interest and subordinated securities is greater than holding the
underlying mortgage loans directly due to the concentration of losses attributed to the subordinated securities. The fair value of residual interests represents the
present value of future cash flows expected to be received by us from excess cash flows created in the securitization transaction. In general, future cash flows are
estimated by taking the coupon rate of the mortgages underlying the transaction less the interest rate paid to the investors, less contractually specified servicing
and trustee fees, and after giving effect to estimated prepayments and credit losses. The Company estimates future cash flows from these securities utilizing
assumptions based in part on discount rates, projected delinquency rates, mortgage loan prepayment speeds and credit losses.

The commercial operations originate commercial mortgages, that are primarily adjustable rate mortgages with initial fixed interest rate periods of two-,
three-, five-, seven- and ten-years that subsequently convert to adjustable rate mortgages, or "hybrid ARMs," with balances that generally range from $500,000 to
$5.0 million and on exception up to $10 million. Commercial mortgages have interest rate floors, which are the initial start rates; in some circumstances have lock
out periods, and prepayment penalty periods of three-, five-, seven- and ten-years. These mortgages provide greater asset diversification on our balance sheet as
commercial mortgage borrowers typically have higher credit scores and typically have lower loan-to-value ratios, or "LTV ratios," and the mortgages have longer
average lives than residential mortgages.

The warehouse lending operations provide short-term financing to mortgage loan originators, including the mortgage and commercial operations, by
funding mortgages from their closing date until sale to pre-approved investors. This business earns fees from warehouse transactions as well as net interest
income from the difference between its cost of borrowings and the interest earned on warehouse advances, both of which are tied to the one-month London Inter-
Bank Offered Rate (LIBOR) rate.

For financial information relating to the long-term investment operations, mortgage operations, commercial operations and warehouse lending operations,
please refer to Item 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations" and our consolidated financial statements
beginning on page F-1.




The following is a diagram of the fiscal 2006 operational flow of loans. The diagram provides a visual complement to the Company's operations described
below (in millions).

Loan Origination/Acquigition | Disposition/Classification (1) Investments Investors
CORRESPONDENT Whole Loan Sales
BULK $ 3.820.1 h! $6,310.6 Unrelated 3rd
FLOW 4.715.8 party
TOTAL $ 8,605.9
_’
Maortgage
}Operations
IFC (TRS =
g $ -|1I[5?5_Elg Congolidated REMIC lrr’:niLOﬂg
o TOTAL WHOLESALE {ILG) $ 6036.0 ; t t
$ 2.970.9 investmen
Rl ' operations)
R
o] $ 6,036.0
W 29.8
E|l [TOTAL COMMERGIAL (IGGC) (TRS) § 983.4 $6.065.8
A REMIC sold for GAAP
s $ 834.0
_’
QSPE
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IWLG (Warehouse Trust § 804.2
Lending Operations)
J (2]
‘|Advances § 4, 665.4
Repayments § 4,709.4

(1) The purpose of this schedule is to provide a visual demonstration of the Company's operations during the year. REMICs sold for GAAP represent REMIC
securitizations that meet the accounting requirements to be reflected as sales in the consolidated financial statements.

M Dispositions include mortgages that were in the ending December 31, 2005 balances of mortgages held-for-sale.

2) IWLG had a $44.0 million decrease in finance receivables. The number of borrowers with ending balances at December 31, 2006 increased to 46 as
compared to 43 at December 31, 2005.

Long-Term Investment Operations

The long-term investment operations generate revenue primarily from net interest income (expense) on its long-term mortgage portfolio. Net interest
income represents the difference between income received on mortgages and the corresponding cost of borrowings. Net interest income also includes
(1) amortization of acquisition costs on mortgages acquired from the mortgage operations, (2) amortization of mortgage securitization expenses and, to a lesser
extent, (3) amortization of securitized mortgage bond discounts. Net cash payments or receipts on derivative instruments which partially offset changes in the cost
of borrowings, are included in realized gain (loss) from derivative instruments, which is a component of non-interest income on our financial statements. We
show the effects of the net cash payments or receipts on derivative instruments in our calculation of adjusted net interest margin in the yield table presented in
Item 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations and Financial Condition."

The mortgage and commercial operations support the investment objectives of the long-term investment operations by supplying mortgages at prices that
are comparable to those available through mortgage bankers and brokers and other third parties. We believe that retaining mortgages acquired and originated by
our mortgage operations give us a competitive advantage because of our historical understanding of the underlying credit of these mortgages and the extensive
information on the performance and historical prepayment patterns of these types of mortgages. We also believe that Alt-A mortgages provide an attractive net
earnings profile by producing higher yields without commensurately higher credit risks than other types of mortgages.
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Long-Term Mortgage Portfolio

Alt-A and commercial mortgages that we retain for long-term investment are primarily adjustable rate mortgages, or "ARMs," hybrid ARMs and,fixed rate
mortgages, or "FRMs." The interest rate on ARMs are typically tied to an index, such as the six-month London Interbank Offered Rate, or "LIBOR," plus a
spread and adjust periodically, subject to lifetime interest rate caps and periodic interest rate and payment caps. The initial interest rates on ARMs are typically
lower than average comparable FRMs but may be higher than average comparable FRMs over the life of the mortgage. Hybrid ARMs are mortgages with
maturity periods ranging from 15 to 30 years with initial fixed interest rate periods generally ranging from two to ten years, which subsequently adjust to
ARMs. The majority of mortgages retained by the long-term investment operations have prepayment penalty features with prepayment penalty periods ranging
from six months to seven years. Prepayment penalties may be assessed to the borrower if the borrower refinances or, in some cases, sells the home.

During 2006, the long-term investment operations retained $5.3 billion and $526.6 million in principal balance of Alt-A and commercial mortgages
respectively, originated during the current year for long-term investment. The long-term mortgage portfolio decreased $3.6 billion during 2006, to $21.1 billion at
year-end.

The following tables present selected information on mortgages held as securitized mortgage collateral, which comprise a substantial portion of the long-
term mortgage portfolio, for the periods indicated:

Residential Commercial
As of December 31, As of December 31,

2006 2005 2004 2006 2005 2004
Percent of Alt-A mortgages 99% 99% 99% N/A N/A N/A
Percent of option ARMs(1) 0% 0% 0% N/A N/A N/A
Percent of non-hybrid ARMs 7% 14% 21% 2% 4% 8%
Percent of hybrid ARMs 73% 75% 69% 98% 96% 92%
Percent of FRMs 20% 10% 10% 0% 0% 0%
Percent of interest-only 72% 71% 62% 14% 11% 0%
Weighted average coupon 7% 6% 6% 6% 6% 5%
Weighted average margin 4% 4% 4% 3% 3% 3%
Weighted average original LTV 74 76 76 66 67 66
Weighted average original credit score 697 695 695 730 728 725
Percent with original prepayment penalty 68% 75% 75% 100% 100% 100%
Prior 3-month constant prepayment rate 39% 39% 30% 6% 9% 7%
Prior 12-month prepayment rate 38% 37% 30% 8% 9% 4%
Lifetime prepayment rate 29% 25% 27% 6% 5% 3%
Weighted average debt service coverage ratio N/A N/A N/A 1.27 1.22 1.34
Percent of mortgages in California 51% 55% 61% 63% 71% 86%
Percent of purchase transactions 58% 60% 60% 51% 52% 49%
Percent of owner occupied 78% 81% 84% N/A N/A N/A
Percent of first lien 99% 99% 99% 100% 100% 100%

* N/A = Not Applicable

(@) The Company originates option ARMs which allow the borrower the ability to pay an amount less than the interest due. The Company has historically
sold all option ARMs originated. There was $244,000 of option-ARMs included in the mortgage portfolio at December 31, 2006 and 2005, and none at
December 31, 2004. There was no capitalized interest included in the securitized mortgage collateral of any of the years presented above.
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Retained mortgages are mortgages that were transferred to the long-term mortgage portfolio during the current year from the mortgage and commercial
operations. The following table presents mortgages retained by the long-term investment operations by loan characteristic for the periods indicated (dollars in
thousands):

For the year ended December 31,

2006 2005 2004
Principal Principal Principal
Balance % Balance % Balance %
Mortgages by Type:
Fixed rate first trust deeds $ 1,677,429 29 § 1,087,092 8 8 1,195,200
Fixed rate second trust deeds 166,140 3 69,866 1 244,491 1
Adjustable rate first trust deeds:
ARM's (1) 66,579 1 1,775,892 14 2,754,757 16
Hybrid ARM's (1) 3,900,060 67 10,096,987 77 13,173,928 76
Option ARM's (1)(2) - - 14,391 - - -
Total adjustable rate first trust deeds 3,966,639 68 11,887,270 91 15,928,685 92
Total mortgages retained $ 5,810,208 100 $ 13,044,228 100 $ 17,368,376 100
Mortgages by Credit Quality:
Alt-A mortgages (3) $ 5,281,058 91 $ 12,232,576 9 $ 16,846,781 97
Commercial mortgages (4) 526,607 9 798,463 6 458,532 3
Subprime mortgages (5) 2,543 - 13,189 - 63,063 -
Total mortgages retained $ 5,810,208 100 $ 13,044,228 100 $ 17,368,376 100
Mortgages by Purpose:
Purchase $ 3,247,170 56 $ 8,045,595 62 $ 10,516,622 61
Refinance 2,563,038 44 4,998,633 38 6,851,754 39
Total mortgages retained $ 5,810,208 100 $ 13,044,228 100 $ 17,368,376 100
Mortgages with Prepayment Penalty:
With prepayment penalties $ 3,263,251 56 $ 9,512,218 73 $ 12,657,395 73
Without prepayment penalties 2,546,957 44 3,532,010 27 4,710,981 27
Total mortgages retained $ 5,810,208 100 $ 13,044,228 100 $ 17,368,376 100

(1) Primarily includes mortgages indexed to one-, three- and six-month LIBOR and one-year LIBOR. Also includes minimal amounts of mortgages indexed
to the prime lending rate and constant maturity Treasury index.

2 Option-ARMs provide borrowers the ability to pay an amount less than the interest due. As of December 31, 2006, 2005, and 2004, there were no
additions to principal due to capitalized interest.

3) Alt-A residential mortgages do not qualify as conforming loans as a result of various factors such as documentation, loan balances, and credit scores. All
mortgages classified as Alt-A generally have credit scores greater than 620.

4 Commercial mortgages were originated by the long-term investment operations during 2005 and 2004.

(5) Subprime mortgages are defined as loans from borrowers whose credit score generally are less than 620 or include other qualitative factors such as,
previous late payments, shorter credit history or other derogatory credit patterns that increase the credit risk of the mortgage.

For additional information regarding the long-term mortgage portfolio refer to Item 7. "Management's Discussion and Analysis of Financial Condition and
Results of Operations," "Note C—Securitized Mortgage Collateral," and "Note D—Mortgages Held-for-Investment" in the accompanying notes to the
consolidated financial statements.




Financing
We primarily finance our mortgage portfolio as follows:
. issuance of securitized mortgage borrowings;
short-term borrowings under reverse repurchase agreements, prior to securitization via CMOs or REMICs;
. proceeds from the sale of common or preferred stock securities; and

As we accumulate mortgages we may issue securitized mortgages secured by such mortgages as a means of financing. The decision to issue securitized
mortgages is based on our current and future investment needs, market conditions and other factors. Each issue of securitized mortgages is fully payable from the
principal and interest payments on the underlying mortgages securing such debt and any cash or other collateral pledged as a condition of receiving the desired
rating on the debt. We earn a net interest spread on interest income on mortgages held as securitized mortgage collateral less interest and other expenses
associated with the acquisition or origination of the mortgages and with securitized mortgage financing. Net interest spreads may be directly impacted by levels of
early prepayment of underlying mortgages and, to the extent each securitized mortgage class has variable rates of interest, may be affected by changes in short-
term interest rates or long-term T-Bill rates. Our securitized mortgages typically are structured as adjustable rate securities that are indexed to one-month LIBOR
and fixed rate securities with interest payable monthly.

When we issue securitized mortgages for financing purposes, we seek an investment grade rating for our securitized mortgages by nationally recognized
rating agencies. To secure such ratings, it is often necessary to incorporate certain structural features that provide for credit enhancement. This can include the
pledge of collateral in excess of the principal amount of the securities to be issued, generally referred to as over collateralization, a bond guaranty insurance
policy for some or all of the issued securities, or additional forms of mortgage insurance. The need for additional collateral or other credit enhancements depends
upon factors such as the type of collateral provided, the interest rates paid, the geographic concentration of the mortgaged property securing the collateral and
other criteria established by the rating agencies. The pledge of additional collateral reduces our capacity to raise additional funds through short-term secured
borrowings or additional securitized mortgages, and diminishes the potential expansion of our long-term mortgage portfolio. As a result, our objective is to pledge
additional collateral for securitized mortgages only in the amount required to obtain an investment grade rating by nationally recognized rating agencies. Our total
loss exposure is limited to total capital invested in the securitized mortgages at any point in time.

For additional information regarding securitized mortgages refer to Item 7. "Management's Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources" and "Note J—Securitized mortgage Borrowings" in the accompanying notes to the consolidated financial
statements.

Prior to the issuance of securitized mortgages we use reverse repurchase agreements as short-term financing. A reverse repurchase agreement acts as a
financing vehicle under which we effectively pledge our mortgages as collateral to secure a short-term loan. Generally, the other party to the agreement makes the
loan in an amount equal to a percentage of the market value of the pledged collateral. At maturity of the reverse repurchase agreement, we are required to pay
interest and repay the loan and in return, we receive our collateral. Our borrowing agreements require us to pledge cash, additional mortgages or additional
investment securities backed by mortgages in the event the market value of existing collateral declines. We may be required to sell assets to reduce our
borrowings to the extent that cash reserves are insufficient to cover such deficiencies in collateral.

For additional information regarding reverse repurchase agreements refer to Item 7. "Management's Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources" and "Note [—Reverse Repurchase Agreements" in the accompanying notes to the consolidated financial
statements.

Interest Rate Risk Management

Our primary objective is to manage exposure to the variability in future cash flows attributable to the variability of one-month LIBOR, which is the
underlying index of our adjustable rate securitized mortgage




borrowings. We also monitor on an ongoing basis the prepayment risks that arise in fluctuating interest rate environments. Our interest rate risk management
program is formulated with the intent to mitigate the potential adverse effects of changing interest rates on cash flows on adjustable rate securitized mortgage
borrowings.

To mitigate our exposure to the effect of changing interest rates on cash flows on our adjustable rate securitized mortgage borrowings, we acquire
derivatives in the form of interest rate swaps, or "swaps," interest rate cap agreements, or "caps" and interest rate floor agreements, or "floors," collectively,
"derivatives." For additional information regarding interest rate risk management activities refer to Item 7. "Management's Discussion and Analysis of Financial
Condition and Results of Operations," Item 7A. "Quantitative and Qualitative Disclosures About Market Risk" and "Note Q—Derivative Instruments" in the
accompanying notes to the consolidated financial statements.

Mortgage Operations

The mortgage operations acquire, originate, sell and securitize primarily adjustable rate and fixed rate Alt-A mortgages from correspondents, mortgage
bankers and brokers, and retail customers.

Correspondent Acquisition Channel.  The mortgage operations acquire adjustable rate and fixed rate Alt-A mortgages from its network of third party
correspondents on a flow basis (loan-by-loan) or on a bulk basis (pools of multiple mortgages) from approved correspondent mortgage companies.
Correspondents originate and close mortgages under the mortgage operations' mortgage programs. Correspondents include savings and loan associations,
commercial banks and mortgage bankers. The mortgage operations act as intermediaries between the originators of mortgages that may not meet the guidelines
for purchase by Fannie Mae and Freddie Mac and permanent investors in mortgage-backed securities secured by or representing an ownership interest in such
mortgages. The mortgage operations also acquire Alt-A mortgages on a bulk basis from approved correspondent sellers that are underwritten to guidelines
substantially similar to Alt-A loan programs, but not specific to those of the mortgage operations.

Wholesale and Retail Origination Channel. The mortgage operations market, underwrite, process and fund mortgages for wholesale and, to a lesser
extent, retail customers. The wholesale origination channel works directly with mortgage bankers and brokers to originate, underwrite and fund their mortgages.
Many wholesale customers cannot conduct business with the mortgage operations as correspondents because they do not have the necessary net worth or
financing to close mortgages in their name. Through its retail channel, the mortgage operations markets mortgages directly to the public.

Subprime Origination Channel. The mortgage operations also originate subprime mortgages through a network of wholesale mortgage brokers and sell
its mortgages to third party investors on a whole loan basis. In January 2006, the subprime Wholesale and Retail Origination channels were combined under
Impac Lending Group, a division of IFC. As of March 2006, the Company no longer originates subprime residential mortgages through a retail channel.

Marketing Strategy

In order to accomplish our production objectives, we design and offer mortgage products that we believe are attractive to potential Alt-A borrowers and to
end-investors in Alt-A mortgages and mortgage-backed securities. We have historically emphasized and continue to emphasize flexibility in our mortgage
product mix as part of our strategy to attract and establish long-term relationships with our correspondents and mortgage bankers and brokers. We also maintain
relationships with numerous investors so that we may develop mortgage products that may be of interest to them as market conditions change. In response to the
needs of our correspondents, and as part of our strategy to facilitate the sale of our mortgages through the mortgage operations, our marketing strategy offers
efficient response time in the purchase process, direct and frequent contact with our correspondents and mortgage bankers and brokers through a trained sales
force and flexible commitment programs. Finally, due to the price sensitivity of most homebuyers, we are competitive in pricing our products in order to attract a
sufficient numbers of mortgages.

As part of our strategy to offer our customers technological tools to enhance their businesses, Impac has also created a proprietary macro strategy
application system. Launched in May of 2006, Impac Market Analysis,




(IMAP) is a risk-based target marketing tool that analyzes and ranks metropolitan statistical areas (MSA) based on macroeconomic data such as unemployment,
home price appreciation and loan delinquencies. iMap ranks each MSA from 1 to 5 with higher scores indicating stronger macroeconomics and expected loan
performance. The ranking can change as Impac refreshes the macro data every quarter with forward employment and price appreciation forecasts. iMap enables
the Company's correspondent and brokers customers to enter a zip code and receiv