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If any of the securities being registered on this Form are to be offered on
a delayed or continuous basis pursuant to Rule 415 under the Securities Act of
1933, other than securities offered only in connection with dividend or
interest reinvestment plans, check the following box. [X]

If this Form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, please check the following
box and list the Securities Act registration statement number of the earlier
effective registration statement for the same offering. [_]

If this Form is a post-effective amendment filed pursuant to Rule 462 (c)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [_]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box: [_]

Continued on the next page.

Pursuant to rule 429 under the Securities Act of 1933, the prospectus
included in this registration statement will also be used in connection with
the issuance of debt securities, warrants, common stock and preferred stock
registered pursuant to Registration Statement No. 333-34137 previously filed by
the registrant on Form S-3.

The registrant hereby amends this registration statement on such date or
dates as may be necessary to delay its effective date until the registrant
shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8 (a) of
the Securities Act of 1933 or until the registration statement shall become
effective on such date as the commission, acting pursuant to said Section 8 (a),
may determine.

Continued from previous page.

CALCULATION OF REGISTRATION FEES

Maximum
Proposed Proposed
Maximum Aggregate Amount of
Title Of Each Class Securities To Be Amount to be Offering Price Offering Registration
Registered Registered(l) Per Unit (1) (2) Price(l) (2) Fee (3)
Common Stock, $.01 par value.........
Preferred Stock, $.01 par value......
Senior NOLEeS. ...ttt
Subordinated Notes......ovvviiien
Warrants to purchase Common Stock
$S.01 par value ...t tteeeneeeennns
Warrants to purchase Preferred Stock,
$S.01 par value ...t tteeeneeeennns
Total. et e e e $262,557,850 100% $262,557,850 $62,751.33
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(1) Includes such indeterminate number of shares of common stock and associated
preferred stock purchase rights and preferred stock and warrants with
respect thereto, and such indeterminate principal amount of senior notes
and subordinated notes as may from time to time be issued at indeterminate
prices, and, such indeterminate number of shares of common stock and
preferred stock as may be issued upon conversion of, or in exchange for, or
upon exercise of warrants or convertible or exchangeable debt securities or
preferred stock that provides for exercise or conversion into such
securities (including any securities issuable upon stock splits and similar
transactions pursuant to Rule 416 under the Securities Act). Also includes
an indeterminate amount of shares of common stock as may from time to time
be sold at indeterminate prices by the selling stockholders.

(2) Estimated solely for the purpose of calculating the registration fee
pursuant to Rule 457.

(3) Pursuant to Rule 429 under the Securities Act, the Prospectus that forms a
part of this Registration Statement, as such prospectus may be amended or
supplemented from time to time, shall also relate to $37,442,150 of
aggregate principal amount of debt securities, warrants, common stock, and
preferred stock previously registered pursuant to Registration Statement on
Form S-3, Registration No. 333-34137, as amended. The Company paid a
registration fee of $11,346.09 (calculated at the fee in effect at the time
of filing) in connection therewith.

Subject to completion dated December 3, 2001
PROSPECTUS
$300,000,000
IMPAC MORTGAGE HOLDINGS, INC.

COMMON STOCK, PREFERRED STOCK,
DEBT SECURITIES AND WARRANTS

Impac Mortgage Holdings, Inc. may sell to the public:
common stock
preferred stock
debt securities
warrants to purchase common stock
warrants to purchase preferred stock

Unless the context otherwise requires, the terms "Company," "we," "us," and
"our" in this prospectus refer to Impac Mortgage Holdings, Inc., a Maryland
corporation, and its subsidiaries, IMH Assets Corp., and Impac Warehouse
Lending Group, Inc. and its affiliate, Impac Funding Corporation (together with
its wholly-owned subsidiaries Impac Secured Assets Corp. and Novelle Financial
Services, Inc.). Unless the context otherwise indicates, "common stock" refers
to the common stock, par value $0.01 per share, of Impac Mortgage Holdings,
Inc. and the associated preferred stock purchase rights issued under our rights
agreement, as amended, dated October 7, 1998.
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We will provide specific terms of each issuance of these securities in
supplements to this prospectus. Shares of common stock may also be offered by
certain selling stockholders pursuant to this prospectus. We will not receive
any of the proceeds from the sale of common stock by selling stockholders. We
urge you to read this prospectus and any accompanying prospectus supplement,
which will describe the specific terms of the common stock, the preferred
stock, the debt securities and the warrants, carefully before you make your
investment decision.

Our company, or any selling stockholder, may sell these securities to or
through underwriters, dealers or agents, or we may sell the securities directly
to investors on our own behalf.

Our common stock is listed on the American Stock Exchange under the symbol
"IMH."

An investment in the securities being offered involves significant risks.
See "Risk Factors" beginning on page 1.

This prospectus may not be used to consummate sales of these securities
unless it is accompanied by a prospectus supplement.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or determined if
this prospectus is truthful or complete. Any representation to the contrary is
a criminal offense.

The date of this prospectus is , 2001

The information contained in this prospectus is not complete and may be
changed. You should rely only on the information incorporated by reference or
provided in this prospectus or any prospectus supplement. We have not
authorized anyone else to provide you with different information. We are not
making or soliciting an offer of these securities in any state where the offer
is not permitted. You should not assume that the information in this prospectus
or any prospectus supplement is accurate as of any date other than the date on
the front of those documents.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the
Securities and Exchange Commission using a "shelf" registration process. Under
this shelf process, we may sell any combination of the securities described in
this prospectus in one of more offerings up to a total dollar amount of
proceeds of $300,000,000. Under this shelf process, the selling stockholders
also may from time to time offer shares of our common stock. This prospectus
provides you with a general description of the securities we and the selling
stockholders may offer. Each time we sell securities, we will provide a
prospectus supplement that will contain specific information about the terms of
that offering. That prospectus supplement may include a discussion of any risk
factors or other specific considerations applicable to those securities The
prospectus supplement may also add, update or change information contained in
this prospectus. If there is any inconsistency between the information in this
prospectus and any prospectus supplement, you should rely on the information in
the prospectus supplement. You should read both this prospectus and any
prospectus supplement together with additional information described under the
heading "Where You Can Find More Information."

The registration statement containing this prospectus, including the
exhibits to the registration statement provides additional information about us
and the securities offered under this prospectus. The registration statement,
including the exhibits, can be read at the SEC website or at the SEC offices
mentioned under the heading "Where You Can Find More Information."

WHERE YOU CAN FIND MORE INFORMATION

We file reports, proxy statements, and other information with the SEC. Such
reports, proxy statements, and other information concerning us can be read and
copied at the SEC's Public Reference Room at 450 Fifth Street, N.W.,
Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the Public Reference Room. The SEC maintains an Internet site at
http://www.sec.gov that contains reports, proxy and information statements and
other information from issuers, including us, that file such documents
electronically with the SEC. Our common stock is listed and traded on the
American Stock Exchange. These reports, proxy statements and other information
are also available for inspection at the offices of the American Stock
Exchange, 86 Trinity Place, New York, New York 10006.

This prospectus 1is part of a registration statement we filed with the SEC.
The full registration statement can be obtained from the SEC as indicated
above, or directly from us, as indicated below.

The SEC allows us to "incorporate by reference" the information we file with
the SEC. This permits us to disclose important information to you by
referencing these filed documents. Any information referenced this way is
considered part of this prospectus, and any information filed with the SEC
subsequent to this prospectus will automatically be deemed to update and
supersede this information. We incorporate by reference the following documents
which we have filed with the SEC (File No. 0-19861) under the Securities
Exchange Act of 1934 (the "Exchange Act"), and these documents are incorporated
herein by reference:

Our Annual Report on Form 10-K for the fiscal year ended December 31, 2000
as filed on March 30, 2001 and as amended by Form 10-K/A filed on October
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17, 2001;

Our Definitive Proxy Statement filed April 30, 2001 and amended on May 17,
2001;

Our Quarterly Report on Form 10-Q for the quarter ended March 31, 2001 as
filed on May 15, 2001;

Our Quarterly Report on Form 10-Q for the quarter ended June 30, 2001 as
filed on August 14, 2001 and as amended by Form 10-Q/A filed on October
12, 2001;

Our Quarterly Report on Form 10-Q for the quarter ended September 30, 2001
as filed on November 14, 2001;

Our Current Reports on Form 8-K dated October 26, 2001, October 24, 2001
and September 5, 2001; and

The description of our common stock contained in our registration
statement on Form 8-A, including all amendments and reports filed for the
purpose of updating such description.

We incorporate by reference the documents listed above and any future
filings made with the SEC pursuant to Sections 13(a), 13(c), 14 or 15(d) of the
Exchange Act from the date of this prospectus until we file a post-effective
amendment which indicates the termination of the offering of the securities
made by this prospectus. Nothing in this prospectus shall be deemed to
incorporate information furnished by us but not filed with the SEC pursuant to
Item 9 of Form 8-K.

Any statement contained in a document incorporated or considered to be
incorporated by reference in this prospectus shall be considered to be modified
or superseded for purposes of this prospectus to the extent that a statement
contained in this prospectus or in any subsequently filed document that is or
is considered to be incorporated by reference modifies or supersedes the
statement. Each statement about the contents of any contracts or other document
is qualified in all material respects by reference to such contract or other
document. Any statement that is so modified or superseded shall not be deemed,
except as so modified or superseded, to constitute a part of this prospectus.

We will provide without charge upon written or oral request, a copy of any
or all of the documents which are incorporated by reference to this prospectus.
You may direct your requests to Investor Relations, Impac Mortgage Holdings,
Inc., 1401 Dove Street, Suite 100, Newport Beach, CA 92660, or by calling (949)
475-3600.

ii

CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

This prospectus and any accompanying prospectus supplements contain or
incorporate by reference 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," "anticipate,"
"continue," or similar terms or variations on those terms or the negative of
those terms. Actual results could differ materially from those set forth in
forward-looking statements due to a variety of factors, including, but not
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limited to, adverse economic conditions, changes in interest rates, changes in
yield curves, changes in prepayment rates, the availability of financing and,
if available, the terms of any financing. For a discussion of the risks and
uncertainties that could cause actual results to differ from those contained in
the forward-looking statements, see ''Risk Factors" in this prospectus and any
accompanying supplements. 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.

The following information may not contain all of the information that is
important to you. We encourage you to read this prospectus and any accompanying
prospectus supplements, as well as the information that is incorporated by
reference in this prospectus and any accompanying prospectus supplements, in
their entireties. You should carefully consider the factors set forth under
''Risk Factors" on page 1 of this prospectus before making an investment
decision to purchase our securities.

iid

SUMMARY

You should read the following summary together with the more detailed
information regarding our company and the securities we or the selling
stockholders may offer in this prospectus, and our consolidated financial
statements and related notes included or incorporated by reference in this
prospectus.

IMPAC MORTGAGE HOLDINGS, INC.

Our company, Impac Mortgage Holdings, Inc., 1s a mortgage real estate
investment trust, or "REIT." Together with our subsidiaries and affiliate,
Impac Funding Corporation, we are a leading nationwide acquirer and originator
of non-conforming Alt-A mortgage loans. "Alt-A" mortgage loans consist
primarily of mortgage loans that are first lien mortgage loans made to
borrowers whose credit is generally within typical Fannie Mae or Freddie Mac
guidelines, but that have loan characteristics that make them non-conforming
under those guidelines. For instance, the loans may have higher loan-to-value,
or "LTV," ratios than allowable or may have excluded certain documentation or
verifications. Therefore, in making our credit decisions, we are more reliant
upon the borrower's Fair Issac Credit Score, or "FICO," and the adequacy of the
underlying collateral. We also provide warehouse and repurchase financing to
originators of mortgage loans. Our goal is to generate consistent reliable
income for distribution to our stockholders, primarily from the earnings of our
core businesses.

We operate three core businesses: our long-term investment operations, our
mortgage operations, and our warehouse lending operations.

Our long-term investment operations invests primarily in non-conforming
Alt-A mortgage loans. This business generates income based on the excess of the
interest it earns on its investment portfolio and the expense associated with
its borrowings against its investment portfolio. Our investment in
non-conforming Alt-A mortgage loans and, to a lesser extent, mortgage-backed
securities, is financed with collateralized mortgage obligations, or "CMO,"
borrowings and proceeds from the sale of capital stock. Our mortgage operations
acquires, originates, sells and securitizes primarily non-conforming Alt-A
mortgage loans. Our mortgage operations generates income by securitizing and
selling loans to permanent investors, including our long-term investment
operations. Our mortgage operations primarily uses warehouse lines of credit to
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finance the acquisition and origination of mortgage loans. Our warehouse
operations provides short-term financing to mortgage loan originators by
funding mortgage loans from their closing date until they are sold to
pre-approved investors, including our long-term investment operations. Our
warehouse lending operations earns fees, as well as a spread, from the
difference between its cost of borrowings and the interest earned on advances
against the loans prior to their sale. Generally, we seek to acquire the
non-conforming Alt-A mortgage loans funded with facilities provided by our
warehouse lending operations, which provides synergies with our long-term
investment operations and mortgage operations.

Our principal executive offices are located at 1401 Dove Street, Newport
Beach, California 92660. Our telephone number is (949) 475-3600.

RISK FACTORS

A prolonged economic downturn or recession would adversely affect our
operations and financial condition

Although we have not operated during a period of prolonged general economic
downturn or a recession, these events have historically resulted in a reduction
in mortgage origination activity and an increase in the rate of mortgage
defaults. The United States economy is currently undergoing a period of
slowdown, which some observers view as a recession. This economic condition has
been worsened by the September 11, 2001 terrorist

attacks in New York, N.Y. and Washington, D.C., and Somerset County,
Pennsylvania. A continued economic downturn or recession may have a significant
adverse impact on our operations and our financial condition. For example, a
reduction in new mortgages will adversely affect our ability to expand our
mortgage portfolio, our principal means of increasing our earnings. In
addition, a decline in new mortgage activity will likely result in reduced
activity for our warehouse lending operations and our long-term investment
portfolio operations. In the case of our mortgage operations, a decline in
mortgage activity may result in fewer loans that meet its criteria for purchase
and securitization, thus resulting in a reduction in interest income and fees
and gain on sale of loans. We may also experience larger than previously
reported losses on our portfolio due to a higher level of defaults on our
mortgage loans.

Inability to generate liquidity may adversely affect our operations

If we cannot generate sufficient liquidity, we will be unable to continue to
grow our operations, grow our asset base, maintain our current hedging policy,
and pay dividends. We have traditionally derived our liquidity from four

sources:

financing facilities provided to us by others to acquire or originate
mortgage assets;

whole loan sales and securitizations of acquired or originated mortgage
loans;

our issuance of equity and debt securities; and
earnings from operations.

We cannot assure you that any of these alternatives will be available to us,
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or if available, that we will be able to negotiate favorable terms. Our ability
to meet our long-term liquidity requirements is subject to the renewal of our
credit and repurchase facilities and/or obtaining other sources of financing,
including additional debt or equity from time to time. Any decision by our
lenders and/or investors to make additional funds available to us in the future
will depend upon a number of factors, such as our compliance with the terms of
our existing credit arrangements, our financial performance, industry and
market trends in our various businesses, the lenders' and/or investors' own
resources and policies concerning loans and investments, and the relative
attractiveness of alternative investment or lending opportunities. If we cannot
raise cash by selling debt or equity securities, we may be forced to sell our
assets at unfavorable prices or discontinue various business activities. Our
inability to access the capital markets could have a negative impact on our
earnings and hence, our ability to pay dividends.

Margin calls on financing facilities may adversely affect our operations

Prior to the fourth quarter of 1998, we generally had no difficulty in
obtaining favorable financing facilities or in selling acquired mortgage loans.
However, during the fourth quarter of 1998, the mortgage industry experienced
substantial turmoil as a result of a lack of liquidity in the secondary
markets. At that time, investors expressed unwillingness to purchase interests
in securitizations due, in part, to:

the lack of financing to acquire these securitization interests;

the widening of returns expected by institutional investors on
securitization interests over the prevailing Treasury rate; and

market uncertainty.

As a result, many mortgage loan originators, including our company, were
unable to access the securitization market on favorable terms. This resulted in
some companies declaring bankruptcy. Originators, like our company, were
required to sell loans on a whole loan basis and ligquidate holdings of
mortgage-backed securities to repay short-term borrowings. However, the large
amount of loans available for sale on a whole loan basis affected the pricing
offered for these loans, which in turn reduced the value of the collateral
underlying the financing facilities. Therefore, many providers of financing
facilities initiated margin calls. Margin calls resulted

2

when our lenders evaluated the market value of the collateral securing our
financing facilities and required us to provide them with additional equity or
collateral to secure our borrowings.

Our financing facilities were short-term borrowings and due to the turmoil
in the mortgage industry during the latter part of 1998 many traditional
providers of financing facilities were unwilling to provide facilities on
favorable terms, or at all. Our current financing facilities continue to be
short-term borrowings and we expect this to continue. If we cannot renew or
replace maturing borrowings, we may have to sell, on a whole loan basis, the
loans securing these facilities which, depending upon market conditions, may
result in substantial losses.

Dependence on securitizations for liquidity

We rely significantly upon securitizations to generate cash proceeds to
repay borrowings and to create credit availability. Any reduction in our
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ability to complete securitizations may require us to utilize other sources of
financing, which, if available at all, may be on unfavorable terms. In
addition, delays in closing securitizations of our mortgage loans increase our
risk by exposing our company to credit risks for this extended period of time.
Furthermore, gains on sales from our securitizations represent a significant
portion of our earnings.

Several factors could affect our ability to complete securitizations of our
mortgages, including:

conditions in the securities and secondary markets;

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

volume of our mortgage loan acquisitions and originations;
our ability to obtain credit enhancements; and
lack of investors purchasing higher risk components of the securities.

If we are unable to profitably securitize a significant number of our
mortgage loans in a particular financial reporting period, then we could
experience lower income or a loss for that period. As a result of turmoil in
the securitization market during the latter part of 1998, many mortgage
lenders, including our company, were required to sell mortgage loans on a whole
loan basis under adverse market conditions in order to generate liquidity. Many
of these sales were made at prices lower than our carrying value of the
mortgage loans and we experienced substantial losses. We cannot assure you that
we will be able to continue to profitably securitize or sell our loans on a
whole loan basis, or at all.

The market for first loss risk securities, which are securities that take
the first loss when mortgages are not paid by the borrowers, is generally
limited. In connection with our REMIC securitizations, we endeavor to sell all
securities subjecting us to a first loss risk. If we cannot sell these
securities, we may be required to hold them for an extended period, subjecting
us to a first loss risk.

Our borrowings and substantial leverage may cause losses
Risks of use of collateralized mortgage obligations

To grow our investment portfolio, we borrow a substantial portion of the
market value of substantially all of our investments in mortgage loans and our
remaining mortgage-backed securities portfolio. We currently use collateralized
mortgage obligations as financing vehicles to increase our leverage, since
mortgage loans held for collateralized mortgage obligation collateral are
retained for investment rather than sold in a secondary market transaction.
Retaining mortgage loans as collateral for collateralized mortgage obligations
exposes our operations to greater credit losses than does the use of other
securitization techniques that are treated as sales. Although our liability
under a collateralized mortgage obligation is limited to the collateral used to
create the collateralized mortgage obligation, we generally are required to
make a cash equity investment to fund collateral in excess of the amount of the
securities issued. If we experience greater credit losses than expected on the
pool of loans

10
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subject to the collateralized mortgage obligation, the value of our equity
investment will decrease and we would have to increase the allowance for loan
losses on our financial statements.

Cost of borrowings may exceed return on assets

The cost of borrowings under our financing facilities corresponds to a
referenced interest rate plus or minus a margin. The margin varies depending on
factors such as the nature and ligquidity of the underlying collateral and the
availability of financing in the market. We will experience net interest losses
if the returns on our assets financed with borrowed funds fail to cover the
cost of our borrowings, and we did not implement any applicable financial
hedges.

Default risks under financing facilities

If we default under our financing facilities, our lenders could force us to
liquidate the collateral. If the value of the collateral is less than the
amount borrowed, we could be required to pay the difference in cash. If we were
to declare bankruptcy, some of our reverse repurchase agreements may obtain
special treatment and our creditors would then be allowed to liquidate the
collateral without any delay. On the other hand, if a lender with whom we have
a reverse repurchase agreement declares bankruptcy, we might experience
difficulty repurchasing our collateral, or enforcing our claim for damages, and
it is possible that our claim could be repudiated and we could be treated as an
unsecured creditor. If this occurs, our claims would be subject to significant
delay and we may receive substantially less than our actual damages or nothing
at all.

Risk of lack of return of investment upon liquidation

We have pledged a substantial portion of our assets to secure the repayment
of collateralized mortgage obligations issued in securitizations, our financing
facilities and our other borrowings. We will also pledge substantially all of
our current and future mortgage loans to secure borrowings pending their
securitization or sale. The cash flows we receive from our investments that
have not yet been distributed, pledged or used to acquire mortgage loans or
other investments may be the only unpledged assets available to our unsecured
creditors and you if our company was liquidated.

Interest rate fluctuations may adversely affect our operating results

Our operations, as a portfolio manager, a mortgage loan acquirer and
originator or a warehouse lender, may be adversely affected by rising and
falling interest rates. Higher interest rates may discourage potential
borrowers from refinancing mortgages, borrowing to purchase homes or seeking
second mortgages. This may decrease the amount of mortgages available to be
acquired or originated by our mortgage operations and decrease the demand for
warehouse financing provided by our warehouse lending operations. If short-term
interest rates exceed long-term interest rates, there is a higher risk of
increased loan prepayments, as borrowers may seek to refinance their fixed and
adjustable rate mortgage loans at lower long-term fixed interest rates.
Increased loan prepayments could lead to a reduction in the number of loans in
our investment portfolio and reduce our net interest income.

We are subject to the risk of rising mortgage interest rates between the
time we commit to purchase mortgages at a fixed price and the time we sell or
securitize those mortgages. An increase in interest rates will generally result
in a decrease in the market value of mortgages that we have committed to
purchase at a fixed price, but have not been sold or securitized or have not
been properly hedged.

11
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Risks of repricing of assets and liabilities

Our principal source of revenue 1is net interest income or net interest
spread from our investment portfolio, which is the difference between the
interest we earn on our interest earning assets and the interest we pay on our
interest bearing liabilities. The rates we pay on our borrowings are
independent of the rates we earn on our assets

and may be subject to more frequent periodic rate adjustments. Therefore, we
could experience a decrease in net interest income or a net interest loss
because the interest rates on our borrowings could increase faster than the
interest rates on our assets. If our net interest spread becomes negative, we
will be paying more interest on our borrowings than we will be earning on our
assets and we will be exposed to a risk of loss.

Additionally, the rates paid on our borrowings and the rates received on our
assets may be based upon different indices (e.g., LIBOR, U.S. Treasuries,
etc.). If the index used to determine the rate on our borrowings increases
faster than the index used to determine the rate on our assets, we will
experience a declining net interest spread, which will have a negative impact
on our profitability, and may result in losses.

Risks of adjustable rate mortgages

A substantial portion of the mortgage assets held by our long-term
investment operations are fixed for a period of time then become adjustable
rate mortgages or bear interest based upon short-term interest rate indices. We
generally fund these mortgage assets with variable borrowings. To the extent
that there is an increase in the interest rate index used to determine our
adjustable rate borrowings and that increase is not covered by our current
hedging policy, the net interest margin will decrease or become negative.

Interest rate caps

Adjustable rate mortgages typically have interest rate caps, which limit
interest rates charged to the borrower during any given period. Our borrowings
are not subject to similar restrictions. As a result, in a period of rapidly
increasing interest rates, the interest rates we pay on our borrowings could
increase without limitation, while the interest rates we earn on our adjustable
rate mortgage assets would be capped. If this occurs, our net earnings could be
significantly reduced or we could suffer a net interest loss.

Prepayments of adjustable rate mortgage loans may adversely affect our
operations

Mortgage prepayments generally increase on our adjustable rate mortgages
when fixed mortgage interest rates fall below the then-current interest rates
on outstanding adjustable rate mortgage loans. Prepayments on mortgage loans
are also affected by the terms and credit grades of the loans, conditions in
the housing and financial markets and general economic conditions. Most of the
adjustable rate mortgages that we acquire are originated within three months of
the time we purchased the mortgages and generally bear initial interest rates
that are lower than their fully-indexed amount (the applicable index plus the
margin) . If we acquire these mortgages at a premium and they are prepaid prior
to or soon after the time of adjustment to a fully-indexed rate without payment
of any prepay penalty, we would not have received interest at the fully-indexed
rate during such period and we must expense the unamortized premium that was
paid for the loan at the time of the prepayment. This means we would lose the
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opportunity to earn interest at that rate over the expected life of the
mortgage. Also, if prepayments on our adjustable rate mortgage loans increase
when interest rates are declining, our net interest income may decrease if we
cannot reinvest the prepayments in mortgage assets bearing comparable rates.

We generally acquire mortgages on a "servicing released" basis, meaning we
acquire both the mortgages and the rights to service them. This strategy
requires us to pay a higher purchase price or premium for the mortgages. If the
mortgage loans that we acquire at a premium prepay faster than originally
projected, generally accepted accounting principles require us to write down
the remaining capitalized premium amounts at a faster speed than was originally
projected, which would decrease our current net interest income.

Value of our portfolio of mortgage-backed securities may be adversely affected

Prior to 1998, we invested in mortgage-backed securities known as
interest-only, principal-only, residual interest or other subordinated
securities. Investments in residual interest and subordinated securities are
much riskier 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.

We estimate future cash flows from these securities and value them utilizing
assumptions based in part on projected discount rates, mortgage loan
prepayments and credit losses. If our actual experience differs from our
assumptions, we would be required to reduce the value of these securities. The
market for our asset-backed securities is extremely limited and we cannot
assure you that we could sell these securities at their reported value, or at
any value or that we could recoup our initial investment.

In addition, we may not obtain our anticipated yield or we may incur losses
if the credit support available within certain mortgage-backed securities is
inadequate due to unanticipated levels of losses, or due to difficulties
experienced by the credit support provider. Delays or difficulties encountered
in servicing the mortgages in mortgage-backed securities may cause greater
losses and, therefore, greater resort to credit support than was originally
anticipated, and may cause a rating agency to downgrade certain classes of our
mortgage-backed securities, which might then equate to a reduction of the value
of the security.

We undertake additional risks by acquiring and investing in mortgage loans
Risk of failure to obtain credit enhancements

We do not obtain credit enhancements such as mortgage pool or special hazard
insurance for all of our mortgage loans and investments. Generally, we require
mortgage insurance on any loan with a loan-to-value ratio greater than 80%.
During the time we hold mortgage loans for investment, we are subject to risks
of borrower defaults and bankruptcies and special hazard losses that are not
covered by standard hazard insurance. If a borrower defaults on a mortgage loan
that we hold, we bear the risk of loss of principal to the extent there is any
deficiency between the value of the related mortgaged property and the amount
owing on the mortgage loan and any insurance proceeds available to us through
the mortgage insurer. In addition, since defaulted mortgage loans, which under
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our financing arrangements are mortgage loans that are generally 60 to 90 days
delinquent in payments, may be considered ineligible collateral under our
borrowing arrangements, we could bear the risk of being required to own these
loans without the use of borrowed funds until they are ultimately liquidated or
possibly sold at a loss.

Greater risks from non-conforming Alt-A mortgage loans

We are an acquirer and originator of non-conforming Alt-A residential
mortgage loans. These are residential mortgages that do not qualify for
purchase by government sponsored agencies such as the Federal National Mortgage
Association and the Federal Home Loan Mortgage Corporation. Our operations may
be negatively affected due to our investments in non-conforming Alt-A mortgage
loans. Credit risks associated with non-conforming Alt-A mortgage loans are
greater than conforming mortgage loans. The interest rates we charge on
non-conforming Alt-A loans are often higher than those charged for conforming
loans in order to compensate for the higher risk and lower liquidity. Lower
levels of liquidity may cause us to hold loans or other mortgage-related assets
supported by these loans that we otherwise would not hold. By doing this, we
assume the potential risk of increased delinquency rates and/or credit losses
as well as interest rate risk. Additionally, the combination of different
underwriting criteria and higher rates of interest leads to greater risk,
including higher prepayment rates and higher delinquency rates and/or credit
losses.

Risks related to lending to non-conforming Alt-A borrowers

As a lender of non-conforming Alt-A mortgage loans, our market includes
borrowers who may be unable to obtain mortgage financing from conventional
mortgage sources. Loans made to such non-conforming Alt-A borrowers generally
entail a higher risk of delinquency and higher losses than loans made to
borrowers who utilize conventional mortgage sources. Delinquency, foreclosures
and losses generally increase during economic

slowdowns or recessions. The actual risk of delinquencies, foreclosures and
losses on loans made to non-conforming Alt-A borrowers could be higher under
adverse economic conditions than those currently experienced in the mortgage
lending industry in general. Further, any material decline in real estate
values increases the loan-to-value ratios of loans previously made by us,
thereby weakening collateral coverage and increasing the possibility of a loss
in the event of a borrower default. Any sustained period of increased
delinquencies, foreclosures or losses after the loans are sold could adversely
affect the pricing of our future loan sales and our ability to sell or
securitize our loans in the future. In the past, certain of these factors have
caused revenues and net income of many participants in the mortgage industry,
including us, to fluctuate from quarter to quarter.

Second mortgages entail greater risks

Our security interest in the property securing second mortgages is
subordinated to the interest of the first mortgage holder and the second
mortgages have a higher cumulative loan-to-value ratio. If the value of the
property 1is equal to or less than the amount needed to repay the borrower's
obligation to the first mortgage holder upon foreclosure, our second mortgage
loan will not be repaid.

Geographic concentration of mortgage loans has higher risks
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We do not set limitations on the percentage of our mortgage asset portfolio
composed of properties located in any one area (whether by state, zip code or
other geographic measure). Concentration in any one area increases our exposure
to the economic and natural hazard risks associated with that area. We estimate
that a high concentration of the loans included in securitizations in which we
hold residual interests are secured by properties in California and Florida.
Certain parts of California and Florida have experienced an economic downturn
in past years and have suffered in the past the effects of certain natural
hazards.

Potential losses related to recourse obligations

Mortgage-backed securities issued in connection with our securitizations
have been non-recourse to us, except in the case of a breach of standard
representations and warranties made by us when the loans are securitized. While
we have recourse against our customers, the correspondent sellers and mortgage
brokers of mortgage loans, we cannot assure you that they will honor their
obligations. We also engage in bulk whole loan sales pursuant to agreements
that provide for recourse by the purchaser against us. In some cases, the
remedies available to a purchaser of mortgage loans from us are broader than
those available to us against those who sell us these loans. If a purchaser
exercises its rights against us, we may not always be able to enforce whatever
remedies we may have against our customers.

Risks related to representations and warranties in loan sales and
securitizations

In connection with our securitizations, we transfer loans acquired or
originated by us into a trust in exchange for cash and, in the case of a CMO,
residual certificates issued by the trust. The trustee will have recourse to us
with respect to the breach of the standard representations and warranties made
by us at the time such loans are transferred. While we generally have recourse
to our customers for any such breaches, there can be no assurance of our
customers' abilities to honor their respective obligations. Also, we engage in
bulk whole loan sales pursuant to agreements that generally provide for
recourse by the purchaser against us in the event of a breach of one of our
representations or warranties, any fraud or misrepresentation during the
mortgage loan origination process, or upon early default on such mortgage loan.
We generally limit the potential remedies of such purchasers to the potential
remedies we receive from the people from whom we acquired or originated the
mortgage loans. However, in some cases, the remedies available to a purchaser
of mortgage loans from us may be broader than those available to us against the
sellers of the loans and should a purchaser enforce its remedies against us, we
may not always be able to enforce whatever remedies we have against our
customers.

In the ordinary course of our business, we are subject to claims made
against us by borrowers and trustees in our securitizations arising from, among
other things, losses that are claimed to have been incurred as a result of

alleged breaches of fiduciary obligations, misrepresentations, errors and
omissions of our employees, officers and agents (including our appraisers),
incomplete documentation and our failure to comply with various laws and
regulations applicable to our business. Any claims asserted against us may
result in legal expenses or liabilities that could have a material adverse
effect on our results of operations or financial condition.

We face risks related to our use of IDASL
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We utilize the Internet in our business principally for the implementation
of our automated loan origination program, IDASL. IDASL may be interrupted if
the Internet experiences periods of poor performance, if our computer systems
or the systems of our third-party service providers contain defects, or if
customers are reluctant to use or have inadequate connectivity to the Internet.
Increased government regulation of the Internet could also adversely affect our
use of the Internet in unanticipated ways and discourage our customers from
using our services. If our ability to use the Internet in providing our
services i1s impaired, our ability to originate or acquire loans on an automated
basis could be delayed or reduced. Any substantial delay and reduction in our
mortgage loan acquisitions and originations will reduce our net earnings for
the applicable period.

We are subject to risks of operational failure that are beyond our control

Substantially all of our operations are located in Newport Beach,
California. Our systems and operations are vulnerable to damage and
interruption from fire, flood, telecommunications failure, break-ins,
earthquake and similar events. Our operations may also be interrupted by power
disruptions, including rolling black-outs implemented in California due to the
state's continuing acute power shortage. We do not maintain alternative power
sources. Furthermore, our security mechanisms may be inadequate to prevent
security breaches to our computer systems, including from computer viruses,
electronic break-ins and similar disruptions. Such security breaches or
operational failures could expose us to liability, impair our operations,
result in losses, and harm our reputation.

We rely on third-party software for the implementation of IDASL

We have a licensing agreement with a third-party vendor for the use of
hardware and software for IDASL. Substantially all of our correspondents are
submitting loans through IDAS