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I ndi cate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 nmonths (or for such shorter period that the
registrant was required to file such reports) and (2) has been subject to
such filing requirenments for the past 90 days. Yes X No __

I ndicate by check mark if disclosure of delinquent filers pursuant to
Item 405 of Regul ation S-K (229.405 of the chapter) is not contained herein,

and will not be contained, to the best of the registrant's know edge, in
definitive proxy or information statenents incorporated by reference in
Part 111 of this Form 10-K or any anmendment to this Form 10-K. [X]

The aggregate narket value of the commopn stock held by non-affiliates of the
Regi strant on March 19, 2001, based on the final sales price per share as
reported in The Wall Street Journal on March 20, 2001, was $59, 135, 629.

The nunber of shares of the Registrant's conmon stock outstandi ng on

March 19, 2001, was 8, 692, 825.

DOCUMENTS | NCORPORATED BY REFERENCE

Definitive proxy statenment relating to the Conmpany's 2001 Annual Meeting of
St ockhol ders to be filed hereafter (incorporated into Part Il hereof).
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PART |
ltem 1. Busi ness.
THE COVPANY

America First Mrtgage Investnents, Inc. (the "Conmpany") is primarily engaged
in the business of investing in high-grade adjustable rate nortgage-backed
securities. The Conmpany's investment strategy al so provides for the
acquisition of multifam |y housing properties, REIT securities and high-yield
corporate securities. |Its principle business objective is to generate net
income for distribution to its stockholders resulting fromthe spread between
the interest income it earns on its investnments and its cost of financing.
The Conpany's business and investnent strategy is discussed in nore detai

bel ow.

The Conpany has elected to be taxed as a real estate investment trust (a
"REIT"). One of the requirenents of maintaining its status as a REIT is that
the Conpany distribute at |east 95% (90% ef fective January 1, 2001) of its
annual taxable net income to its stockholders, subject to certain

adj ustments. For additional information, one should refer to the information
under "Certain Federal Income Tax Considerations," bel ow

The Conpany was incorporated in Maryland on July 24, 1997, and began busi ness
operations on April 10, 1998, when the Conpany consummuated a mnerger
transaction (the "Merger") with Anerica First Participating/ Preferred Equity
Mortgage Fund Linmited Partnership ("PREP Fund 1" or the "Predecessor"),
America First PREP Fund 2 Limted Partnership ("PREP Fund 2") and America
First PREP Fund 2 Pension Series Linmted Partnership ("Pension Fund")
(collectively referred to as the "PREP Funds"). As a result of the Merger
PREP Fund 1 and PREP Fund 2 were nerged into the Conmpany and Pensi on Fund
became a partnership subsidiary of the Conmpany. Pension Fund was |i qui dated
and di ssolved in Decenmber, 1999, and, as a result, the Conmpany acquired
approxi mately 99% of the assets of Pension Fund. The renmaining assets,
consisting solely of cash, were distributed to the remaining hol ders of
Pensi on Fund BUCs. The Conpany issued a total of 9,035,084 shares of its
comon stock to former partners of PREP Fund 1, PREP Fund 2 and Pension Fund.
Upon conpl etion of the Merger, the Conpany began inplenmenting the investnent
strategy described below. The Conpany's investnent strategy differs fromthat
of the PREP Funds.

The Conpany is an externally managed REIT. As such it has no enpl oyees of its
own. The Conpany has entered into an Advi sory Agreement with America First
Mort gage Advi sory Corporation (the "Advisor"), which is a subsidiary of
America First Conpanies L.L.C. ("America First"). Under the Advisory
Agreement, the Advisor provides day-to-day nanagenent of the Conpany's
operations. The executive officers of the Conpany are enpl oyees of Anmerica
First and are officers of the Advisor. Mre information relating to the
Conmpany' s managenent is di scussed under "Executive Oficers of the Conmpany" in
Item 4 below and in the Conpany's Proxy Statenment relating to its 2001 Annual
Meeting of Stockhol ders.

BUSI NESS AND | NVESTMENT STRATEGY
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The Conpany is primarily engaged in the business of investing in high-grade
adj ust abl e rate nortgage-backed securities. The Conpany's investnment strategy
al so provides for the acquisition of multifam |y housing properties, REIT
securities and high-yield corporate securities. The Conpany is not in the
busi ness of originating nortgage |oans or providing other types of financing
to the owners of real estate. During the period fromthe consummati on of the
Merger through Decenber 31, 2000, the Conpany purchased nortgage securities
with a face value at the time of purchase of approximately $669.2 nillion
(nortgage securities with a face value of approximately $98.0 million were
purchased during the year ended Decenber 31, 2000).

The Conpany's investnent policy requires that at |east 50% of its investnent
portfolio consist of nortgage securities or nortgage |oans that are either (i)
i nsured or guaranteed as to principal and interest by an agency of the U.S.
government, such as the Governnent National Mortgage Association ("GNMA'"), the
Federal National Mrtgage Association ("FNMA") or the Federal Home Loan

Mort gage Corporation ("FHLMC') or (ii) rated in one of the two highest rating
categories by either Standard & Poor's or Mody's. The reminder of the
Conpany's assets may be either: (i) direct investnent (nmezzanine or equity) in
multifam |y apartnment properties; (ii) investments in limted partnerships or

-1 -

real estate investment trusts or (iii) other fixed-incone instrunments
(corporate debt or equity securities or nortgage-backed securities) that
provi de increased call protection relative to the Conpany's nortgage assets.
At Decenber 31, 2000, approximtely 79% of the Conpany's assets consisted of
nor t gage- backed securities insured or guaranteed by GNMA, FNMA or FHLMC
("Agency Certificates") backed by single-famly nortgage | oans. Remaining
assets at that date consisted of corporate debt and equity securities,
investments in linmted partnerships owning real estate, and non-voting
preferred stock of a corporation owning interests in real estate linted
part nershi ps.

The Conpany intends that at |east 50% of its assets be adjustable-rate

nort gage- backed securities ("ARMs") or nortgages. Included within the
Conmpany's ARMs portfolio are hybrid ARMs which have an interest rate that is
fixed for an initial period of tine, generally three to five years, which then
converts to an adjustable rate for the balance of the termof the |oan. Most
ARME are indexed to the one-year constant maturity treasury ("CMI") rate with
interest rates that are reset annually. Oher ARMs are indexed to the London
Interbank Offered Rate ("LIBOR'), the six-nonth certificate of deposit rate,
the six-month CMI rate or the 11th District Cost of Funds Index. ARMs that
are indexed to the CMI are generally subject to a limtation on the amunt of
the annual interest rate change. This linmt is usually 1% or 2% per year
Cenerally, all ARMS have lifetime limts on interest rate increases over the
initial interest rate. |In general, such lifetime interest rate caps do not
exceed 600 basis points over the initial interest rate.

FI NANCI NG STRATEGY

The Conpany intends to finance the acquisition of additional adjustable rate
nor t gage- backed securities and other assets by borrow ng against its portfolio
of assets and investing the proceeds of the borrow ngs and/or equity in
addi ti onal assets. When fully invested, the Conpany plans to maintain an
assets-to-equity ratio of less than 11 to 1. The assets-to-equity ratio was
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approximately 7.47 to 1 as of December 31, 2000.

The Conpany's borrowi ngs for nortgage and corporate securities are financed
primarily at short-term borrowing rates through the utilization of repurchase
agreenents. A repurchase agreenent, although structured as a sale and
repurchase obligation, operates as a financing under which the Conpany
effectively pledges its nortgage and corporate debt securities as collatera
to secure a short-termloan which is equal in value to a specified percentage
of the market value of the pledged collateral. Repurchase agreenments take the
formof a sale of the pledged collateral to a |l ender at an agreed upon price
in return for such I ender's sinultaneous agreenment to resell the same
securities back to the borrower at a future date (the maturity of the
borrowi ng) at a higher price. The price difference is the cost of borrow ng

under these agreenents. The Conpany will retain beneficial ownership of the
pl edged collateral, including the right to distributions. At the maturity of
a repurchase agreenent, the Conpany will be required to repay the | oan and

concurrently will receive back its pledged collateral fromthe | ender or wll

roll over such agreenent at the then prevailing financing rate. The repurchase
agreenents may require the Conpany to pledge additional assets to the |ender
in the event the market value of any existing pledged collateral declines. To
date, the Conpany has not had any significant margin calls on its repurchase
agreenents that were related to a decrease in the market value of its
col | ateral

Repurchase agreements tend to be short-termin nature. Should the providers

of the repurchase agreenents decide not to renew, the Conpany nust either
refinance these obligations prior to maturity or be in a position to retire
the obligations. |If, during the termof a repurchase agreenment, a |ender
should file for bankruptcy, the Conmpany mnight experience difficulty recovering
its pledged assets and may have an unsecured clai magai nst the | ender's assets.

To reduce its exposure, the Conmpany enters into repurchase agreenents only
with financially sound institutions whose hol ding or parent conpany's
Il ong-termdebt rating is single A or better as determnined by both Standard and

Poor's and Mbody's, where applicable. |If this mnimumecriterion is not met,
then the Conmpany will not enter into repurchase agreenments with such
counterparty w thout the specific approval of its Board of Directors. |In the

event an existing counterparty is downgraded bel ow single A the Conmpany will
seek Board approval before entering into additional repurchase agreenents with

-2 -

such counterparty. In addition, once the Conpany is fully invested, it
intends to enter into repurchase agreenents with at |east four lenders with a
maxi mum exposure to each | ender of three times the Conpany's sharehol ders'
equity. As of December 31, 2000, the Conmpany had repurchase agreenents wth
11 lenders with a maxi mum exposure to any one | ender of not nore than 1.4
times the Conpany's sharehol ders' equity.

The Conpany finances its investnents in publicly traded |inited partnerships
and corporate equity securities through margin borrowing with an asset to
equity ratio of as much as two to one. The Conpany anti ci pates that
borrowi ngs to finance acquisitions of nultifam |y apartnent properties wll
typically be non-recourse nortgage instrunents.
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Rl SK FACTORS

The results of the Conpany's operations are affected by various factors, many
of which are beyond the control of the Conpany. The results of the Conpany's
operations depend on, anong other things, the level of net interest incone
generated by the Conpany's nortgage assets, the market value of its assets and
the supply of and demand for such assets. The Conpany's net interest incone
varies primarily as a result of changes in short-terminterest rates,
borrowi ng costs and prepaynent rates, the behavior of which involves various
ri sks and uncertainties as set forth below Prepaynent rates, interest rates
and borrow ng costs depend on the specific type of asset, conditions in
financial markets, conpetition and other factors, none of which can be
predicted with any certainty. Since changes in interest rates nmay
significantly affect the Conpany's activities, the operating results of the
Conmpany depend, in large part, upon the ability of the Conpany to effectively
manage its interest rate and prepaynment risks while maintaining its status as
a REIT.

| NTEREST RATE RI SKS

The Conpany has financed the acquisition of additional nortgage assets through
borrowi ngs under nunerous repurchase agreenents. As a result, the Company is
exposed to the followi ng principal interest rate risks:

The cost of the Conpany's borrow ngs under
based on the prevailing short-term market rates th
of one to 12 months. However, a substantial ngjor

nort gage assets have either fixed interest
reset only every 12 nmonths. At Decenber 31, 2000,

gap between the Conpany's assets and obligati ons was approxi mately ei ght
nont hs.

There is no lintation on the interest rate
to pay in order to borrow nmoney to finance
the ability to raise interest rates on its assets
because such rates are fixed for the life o
ARMs, the ability to raise interest rates is limt
basis and over the termof the ARM Generally, in
can change a maxi mum of 100 or 200 basis po
600 basis points fromthe initial interest

The cost of the Conpany's borrowi ngs is gen
interest rates on its ARMportfolio are primarily
rates. Therefore, any increase in the LIBC
will result in an increase in the Conpany's
mat ched by a correspondi ng i ncrease in the
portfolio.

In any of these cases, increasing short-terminterest rates may cause the
Company's financing costs to increase faster than it is able to increase
interest rates on its ARMs. As a result, the net interest margin earned by
the Conpany will be reduced or elimnated during such periods. Accordingly,
in a period of increasing interest rates, the Conpany coul d experience a
decrease in net interest income or a net |oss because the interest rates on
borrowi ngs could adjust faster than the interest rates on the Conpany's ARMs.
Such a decrease in the Conpany's net interest income could negatively inmpact
the |l evel of dividend distributions made by the Conpany and reduce the market
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price of its conmon stock

In order to nmitigate its interest rate risks, the Conpany intends to have a
substantial majority of its nortgage assets consist of ARMs rather than fixed

-3 -

rate nortgages. This allows the Conpany to increase its interest incomne
during periods of rising interest rates. Wile the lag in its ability to reset
interest rates on its ARMs portfolio relative to changes in the interest rates
it pays on its liabilities and the annual and lifetime linitations on
adjustnments to interest rates on ARMs can negatively affect earnings over the
short term the ability to make interest rate adjustments on the ARMs does
help mtigate this risk over a longer tine period.

The Conpany's policy is to maintain an asset/borrowi ngs repricing gap (as
measured by the average tine period to assets repricing, |ess the average tine
period to liability repricing) at less than 18 nonths. At Decenber 31, 2000,
the Conpany's | everage ratio equaled 6.88 to 1 and the repricing gap stood at
approxi mately ei ght nonths. For purposes of this analysis, equity assets,
corporate equity securities and nortgage securities acquired fromthe PREP
funds held as a hedge agai nst prepaynents are excluded fromthe cal cul ation

As di scussed above, the relationship between LIBOR and the CMI can change over
time. At Decenber 31, 2000, the one-year LIBOR was 6.00% and the one-year CMI
was 5.36% However, as of Decenber 31, 2000, the average interest rate on the
Conmpany's CMI based ARMs was 196 basis points over the CMI. Therefore, the

LI BOR i ndex woul d have to increase by approximately 74 basis points relative
to the CMI in order to elinmnate the positive spread between the yield on
these ARMs and the Conpany's cost of borrow ng. Duri ng 2000, the | argest
differential between the one-year LIBOR and one-year CMI was 134 basis points
and the average differential was 77 basis points.

Lifetinme interest rate caps on ARMs coul d inpact the earnings on the Conpany's
assets. However, based on the assets available in the current market, such an
i mpact should only occur if the one-nonth LIBOR rate increased to
approximately 10% This rate was 6.57% at Decenber 31, 2000. Periodic caps
could al so have an inpact on the earnings of the Conpany's assets. At
Decenber 31, 2000, approximately 58% of the Conpany's adjustable rate

nort gages and 50% of the total assets had a 1% periodic cap. The inpact of
periodic caps, if any, would be slight since the wei ghted average coupon of
these assets equals 7.97% (261 basis points greater than the one-year CM.)
The Conpany nay attenpt to partially offset the potential negative effect of
lifetime and periodic maximuminterest rates on its ARMs through the purchase
of interest rate caps on its liabilities. An interest rate cap agreenment is a
contractual agreement whereby the Conmpany pays a fee in exchange for the right
to receive paynents equal to the difference between a contractually specified
interest rate and a periodically deternmined future interest rate tines a
specified principal, or notional anmpunt. Such interest rate cap agreenents
are subject to the risk that the other party to the agreement will not be able
to performits obligations. Although the Conpany woul d seek to enter interest
rate agreements only with financially sound institutions and to nonitor the
financial strength of such institutions on a periodic basis, no assurance can
be given that the Conmpany can avoid such third party risks. As of Decenber

31, 2000 the Company had not utilized this hedging strategy.

As a part of its hedging strategy, the Conpany may engage in linited anobunts
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of the buying and selling of nortgage derivative securities or other
derivative products including interest rate swap agreenents, financial futures
contracts and options. Although the Conpany and its Predecessor have not

hi storically used such instruments, it is not precluded fromdoing so. 1In the
future, managenent antici pates using such instruments only as hedges to nmanage
interest rate risk. Managenment does not anticipate entering into derivatives
for speculative or trading purposes. Any such strategies will be sel ected by
the Advi sor and approved by the Conmpany's investment committee. While the
Conmpany may hedge certain risks associated with interest rate increases, no
hedgi ng strategy can insulate the Conpany conpletely frominterest rate

risks. In addition, there can be no assurance that any such hedging
activities will have the desired inpact on the Conpany's results of operations
or financial condition. Hedging typically involves costs, including
transaction costs, which increase dramatically as the period covered by the
hedge i ncreases and which al so i ncrease during periods of rising or volatile
interest rates. Such hedging costs may cause the Conmpany to conclude that a
particul ar hedgi ng transaction is not appropriate for the Conmpany, thereby
affecting the Conpany's ability to mtigate interest rate risk. As of
Decenber 31, 2000, the Conpany had not entered into any interest rate hedgi ng
agreenents.

PREPAYMENT RI SKS
In general, the borrower under a nortgage |oan nmay prepay the | oan at any tinme
-4 -

wi t hout penalty or premium Prepaynents result when a homeowner sells his
home or decides to either retire or refinance his existing nortgage loan. In
addition, defaults and foreclosures have the sane effect as a prepaynent in
that no future interest paynents are earned on the nortgage. Prepaynents
usual ly can be expected to increase when nortgage interest rates decrease
significantly and decrease when nortgage interest rates increase, although
such effects are not entirely predictable. Prepaynment experience also may be
affected by the conditions in the housing and financial markets, genera
econom ¢ conditions and the relative interest rates on fixed-rate and

adj ust abl e-rate nortgage | oans. During 2000, prepaynments generally slowed due
to an increase in nortgage interest rates and a wi dening of the short-term and
long-terminterest rate spread.

Prepaynents are the primary feature of nortgage-backed securities that

di stingui shes them from other types of bonds. Wile a certain percentage of
the pool of nobrtgage |oans underlying a nortgage-backed security are expected
to prepay during a given period of tine, the actual rate of prepaynment can,
and often does, vary significantly fromthe anticipated rate of prepaynent.

Accordi ngly, the Conmpany incurs a risk that its nortgage assets will prepay at
a nore rapid pace than anticipated. The potential negative inpact on the
Conmpany of prepaynments is twofold. 1In the first instance, prepaynents reduce
the amobunt of the Conpany's interest earning assets. |In addition, if the

Conmpany has paid nore than par for a nortgage-backed security, the premiumis
anortized agai nst earnings over the life of the security. Higher than
expected prepaynments lead to an increase in prem um anortization, which
reduces the Conpany's earnings.

One way the Conpany seeks to reduce its exposure to prepaynent risk is to

purchase nortgage assets trading closer to par and thus reduce the Conpany's
earni ngs exposure resulting from accel erated anortization of premiunms. 1In the
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current marketplace, ARM securities are trading at 96%to 104% of par
dependi ng on seasoning and the interest rate. The Conpany's current policy is
to mai ntain the average purchase price of the Conpany's nortgage portfolio at

| ess than 102.5% of par. The Conpany's wei ghted average purchase price for
the nortgage assets it acquired in 2000 and 1999 were approximately 102. 0%
and 101. 7% of par, respectively. Another way the Conpany seeks to address
this risk is to use less |everage in | ess advantageous market environnents.
While this strategy may not mexim ze earnings potential in the short term it
should I ead to nmore predictable earnings with less potential risk to capital

The Conpany seeks to mnimze prepaynment risk through a nunber of other neans,
i ncluding structuring a diversified portfolio with a variety of prepaynent
characteristics. An additional hedge to prepaynent risk is for the Conpany to
own interests in entities which own multifanmily properties. These assets do
not face prepaynent risk and should increase in value in a declining interest
rate environment where prepaynents woul d have the | argest negative inpact.
Anot her hedge for the Conmpany is to hold high-yielding corporate securities
with more call protection than ARMs which should gain in value when interest
rates decline. As of Decenmber 31, 2000 the Conpany had i nvested in corporate
debt and equity securities with a fair value of $20,906, 163 as of that date.
No strategy, however, can conpletely insulate the Conpany from prepaynent
risks arising fromthe effects of interest rate changes.

RI SKS ASSOCI ATED W TH LEVERAGE

The Conpany's financing strategy is designed to increase the size of its
nort gage i nvestnent portfolio by borrowing a substantial portion of the market

value of its nortgage assets. |If the interest income on the nortgage assets
purchased with borrowed funds fails to cover the cost of the borrow ngs, the
Conmpany will experience net interest |osses and nmay experience net |osses.

Such | osses could be increased substantially as a result of the Conpany's
substantial |everage.

The ability of the Conmpany to achieve its investnent objectives depends on its
ability to borrow noney in sufficient amunts and on favorable terns.
Currently, all of the Conpany's borrowi ngs are collateralized borrowings in
the form of repurchase agreements. The ability of the Conpany to enter into
repurchase agreenments in the future will depend on the narket value of the
nort gage assets pledged to secure the specific borrowi ngs, the availability of
fi nanci ng, and other conditions then applicable in the |lending market. The
Conmpany may effect additional borrow ngs through the use of other types of
collateralized borrowi ngs, |oan agreenents, lines of credit, dollar-rol
agreenents and other credit facilities with institutional |enders or through
the issuance of debt securities. The cost of borrow ngs under repurchase
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agreenents generally corresponds to LIBOR plus or mnus a margin, although
such agreements may not expressly incorporate a LIBOR index. The cost of
borrowi ngs under other sources of funding which the Conpany may use may refer
or correspond to other short-termindices, plus or mnus a margin. Through
increases in haircuts (i.e., the over-collateralization anount required by a
| ender), decreases in the market val ue of the Conpany's nortgage assets,
increases in interest rate volatility, and changes in the availability of
financing in the market, the Conpany nay not be able to achieve the degree of
|l everage it believes to be optimal. As a result, the Conmpany may be | ess
profitable than it would be otherw se.
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RI SKS OF DECLI NE | N MARKET VALUE

The val ue of interest-bearing obligations such as nortgages and

nor t gage- backed securities may nove inversely with interest rates.

Accordingly, in arising interest rate environnent, the value of such

i nstruments may decline. Because the interest earned on ARMs may increase as
interest rates increase subject to a delay until each such security's next
reset date, the values of these assets are generally |ess sensitive to changes
in interest rates than are fixed-rate instrunents. Therefore, in order to
mtigate this risk, the Conpany intends to maintain a substantial majority of
its nmortgage assets as ARMs. At Decenber 31, 2000, ARMs constituted

approxi mately 96% of the Conmpany's total nobrtgage assets.

A decline in the market val ue of the Conpany's nortgage assets may limt the
Conpany's ability to borrow or result in lenders initiating margin calls
(i.e., requiring a pledge of cash or additional nortgage assets to
re-establish the ratio of the ampbunt of the borrowing to the value of the
collateral). The Conpany could be required to sell nortgage assets under
adverse market conditions in order to maintain liquidity. |If these sales were
made at prices |ower than the anortized cost of the nortgage assets, the
Conmpany woul d experience |osses. A default by the Conpany under its
collateralized borrowi ngs could also result in a |iquidation of the
collateral, and a resulting | oss of the difference between the value of the
collateral and the anount borrowed.

Additionally, in the event of a bankruptcy of the Conpany, certain repurchase
agreenents may qualify for special treatment under the Bankruptcy Code, the
effect of which is, anong other things, to allow the creditors under such
agreenents to avoid the automatic stay provisions of the Bankruptcy Code and
to liquidate the collateral under such agreements without del ay. To the
extent the Conmpany is conpelled to |iquidate nortgage assets qualifying as
Qualified REIT Real Estate Assets to repay borrow ngs, the Conmpany may be
unable to conply with the REIT provisions of the Internal Revenue Code
regardi ng assets and sources of incone requirenments, ultinmately jeopardizing
the Conpany's status as a REIT.

The val ue of the Conpany's other investnents, such as corporate debt and
equity securities, is also subject to fluctuation due to changes in interest
rates and many other factors.

CREDI T RI SKS ASSCCI ATED W TH | NVESTMENTS

The hol der of a nortgage or nortgage-backed security assunmes a risk that the
borrowers may default on their obligations to make full and tinmely paynents of
principal and interest. The Conpany seeks to mitigate this risk of credit
loss by requiring that at |east 50% of its investnent portfolio consist of
nort gage | oans or nortgage securities that are either (i) insured or
guaranteed as to principal and interest by an agency of the U S. governnent,
such as GNMA, FNMA or FHLMC, or (ii) rated in one of the two highest rating
categories by either Standard and Poor's or Mody's. The reminder of the
Conmpany's assets may be either (i) direct investment (mezzanine or equity) in
multifam |y apartnment properties; (ii) investments in limted partnerships or
real estate investment trusts; or (iii) other fixed-income instrunments
(corporate debt or equity securities or nortgage-backed securities) that
provi de increased call protection relative to the Conpany's nortgage assets
through diversification. Currently, other fixed-income instruments in which
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the Conpany has invested are bel ow i nvestnent grade in quality. These other
bel ow i nvest ment grade fixed-income instrunents constituted 3% of the
Conmpany's total assets as of December 31, 2000. As of Decenmber 31, 2000,
approximately 79% of the Conpany's assets consisted of nortgage-backed
securities insured or guaranteed by the U S. governnent or an agency thereof.

RI SKS OF ASSET CONCENTRATI ON

Al t hough the Conpany seeks geographic diversification of the properties
underlying its nortgage assets, it does not set specific linmtations on the
aggregat e percentage of underlying properties which may be | ocated in any one
area. Consequently, properties underlying such nortgage assets nmay be | ocated
in the sane or a linmted nunmber of geographical regions. Adverse changes in
the economic conditions of the geographic regions in which the properties
securing nortgage assets are concentrated |likely would have an adverse effect
on real estate values, interest rates and prepaynment rates and increase the
risk of default by the obligors on the underlying nortgage | oans.

Accordi ngly, the Company's results of operations could be adversely affected.
The Conpany is not aware of any such geographic concentrations which could
adversely affect the Conpany's results of operations.

I NVESTMENT COMPANY ACT

The Conpany at all times intends to conduct its business so as to not becone
regul ated as an investnment conmpany under the Investnent Conmpany Act of 1940.
If the Conpany were to becone regul ated as an investnent conpany, then, anong
ot her things, the Conpany's ability to use | everage woul d be substantially
reduced. The Investnment Conmpany Act exenpts entities that are "primarily
engaged in the business of purchasing or otherw se acquiring nortgages and
other liens on and interests in real estate" (i.e. "Qualifying Interests").
Under the current interpretation of the staff of the SEC, in order to qualify
for this exenption, the Conpany must nmaintain at | east 55% of its assets
directly in Qualifying Interests. In addition, unless certain nortgage
securities represent an undivided interest in the entire pool backing such
nortgage securities (i.e. "whole pool" nortgage securities), such nortgage
securities may be treated as securities separate fromthe underlyi ng nortgage
| oan, thus, may not be considered Qualifying Interests for purposes of the 55%
exenption requirement. Accordingly, the Conpany nonitors its conpliance with
this requirenent in order to maintain its exenpt status. As of Decenmber 31
2000, the Conpany determined that it is in and has nmintained conpliance with
this requirenent.

CERTAI N FEDERAL | NCOME TAX CONSI DERATI ONS

The foll owi ng discussion sumrmari zes certain federal incone tax considerations
to the Conpany and its stockholders. This discussion is based on existing
federal incone tax law, which is subject to change, possibly retroactively.
Thi s di scussion does not address all aspects of federal incone taxation that
may be relevant to a particular stockholder in light of its persona

i nvestment circunmstances or to certain types of investors subject to special
treatment under the federal income tax laws (including financial institutions,
i nsurance conpani es, broker-deal ers and, except to the extent discussed bel ow,
tax-exenpt entities and foreign taxpayers) and it does not discuss any aspects
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of state, local or foreign tax law. This discussion assunes that stockhol ders
will hold their commbn stock as a "capital asset" (generally, property held
for investnent) under the Internal Revenue Code of 1986, as anmended (the
"Code"). Stockhol ders are advised to consult their tax advisors as to the
specific tax consequences to them of purchasing, holding and di sposing of the
comon stock, including the application and effect of federal, state, |oca
and foreign incone and ot her tax | aws.

GENERAL

The Conpany has elected to becone subject to tax as a REIT, for federal incone
tax purposes, conmencing with the taxable year endi ng Decenber 31, 1998.
Managenent currently expects that the Conpany will continue to operate in a
manner that will permt the Conpany to maintain its qualifications as a REIT.
This treatnent will permt the Conpany to deduct dividend distributions to its
stockhol ders for federal income tax purposes, thus effectively elinminating the
"doubl e taxation" that generally results when a corporation earns incone and
di stributes that income to its stockholders. There can be no assurance that
the Conpany will continue to qualify as a REIT in any particul ar taxable year
given the highly conplex nature of the rules governing REITs, the ongoing

i mportance of factual determinations and the possibility of future changes in
the circunstances of the Conpany. |If the Conpany failed to qualify as a REIT
in any particular year, it would be subject to federal incone tax as a

regul ar, donestic corporation, and its stockhol ders would be subject to tax in
the sane manner as stockhol ders of such corporation. |In this event, the
Conmpany coul d be subject to potentially substantial income tax liability in
respect of each taxable year that it fails to qualify as a REIT, and the

-7 -

anount of earnings and cash available for distribution to its stockhol ders
could be significantly reduced or elimnated. The following is a brief
sumary of certain technical requirements that the Conpany must neet on an
ongoi ng basis in order to qualify, and remain qualified, as a REIT under the
Code.

STOCK OWNERSHI P TESTS

The capital stock of the Conpany nust be held by at |east 100 persons and no
nore than 50% of the value of such capital stock may be owned, directly or
indirectly, by five or fewer individuals at all times during the [ast half of
the taxable year. Under the Code, npst tax-exenpt entities including enployee
benefit trusts and charitable trusts (but excluding trusts described in 401(a)
and exenpt under 501(a)) are generally treated as individuals for these
purposes. These stock ownership requirenents nust be satisfied by the Conpany
each taxable year. The Conpany nust solicit information fromcertain of its
sharehol ders to verify ownership levels and its Articles of Incorporation
provi de restrictions regarding the transfer of the Conpany's shares in order
to aid in neeting the stock ownership requirenents. If the Conpany were to
fail either of the stock ownership tests, it would generally be disqualified
fromREIT status, unless, in the case of the "five or fewer" requirement, the
recently enacted "good faith" exenption is avail able.

ASSET TESTS

The Conpany nust generally neet the follow ng asset tests (the "REIT Asset
Tests") at the close of each quarter of each taxable year: (a) at |east 75% of
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the value of the Conmpany's total assets nust consist of Qualified REIT Rea
Estate Assets, governnent securities, cash, and cash itens (the "75% Asset
Test"); and (b) the value of securities held by the Conpany, but not taken into
account for purposes of the 75% Asset Test, must not exceed (i) 5% of the val ue
of the Conpany's total assets in the case of securities of any one

non- government issuer, and (ii) 10% of the outstanding voting securities of

any such issuer.

The Conpany does not expect that the value of any non-qualifying security of
any one entity woul d ever exceed 5% of the Conpany's total assets, and the
Conmpany does not expect to own nmore than 10% of any one issuer's voting
securities. The Conmpany intends to nonitor closely the purchase, hol ding and
di sposition of its assets in order to conmply with the REIT Asset Tests. In
particular, the Conmpany intends to limt and diversify its ownership of any
assets not qualifying as Qualified REIT Real Estate Assets to |ess than 25% of
the val ue of the Conmpany's assets and to | ess than 5% by value, of any single
issuer. If it is anticipated that these limts would be exceeded, the Conpany
intends to take appropriate neasures, including the disposition of
non-qual i fying assets, to avoid exceeding such limts.

GROSS | NCOVE TESTS

The Conpany nust generally neet the followi ng gross incone tests (the "REIT
Gross Income Tests") for each taxable year: (a) at |east 75% of the Conpany's
gross income nmust be derived fromcertain specified real estate sources
including interest income and gain fromthe disposition of Qualified REIT Rea
Estate Assets or "qualified tenporary investnent income" (i.e., income derived
from"new capital" within one year of the receipt of such capital) (the "75%
Gross Income Test") and; (b) at |east 95% of the Conpany's gross income for
each taxabl e year nust be derived from sources of income qualifying for the
75% Gross I ncone Test, or fromdividends, interest, and gains fromthe sal e of
stock or other securities (including certain interest rate swap and cap
agreenents, options, futures and forward contracts entered into to hedge
variable rate debt incurred to acquire Qualified REIT Real Estate Assets) not
held for sale in the ordinary course of business (the "95% Gross I ncone Test").

The Conpany intends to maintain its REIT status by carefully nmonitoring its

i ncome, including income fromliability hedging transactions and sal es of
nortgage assets, to conmply with the REIT Gross Incone Tests. |In particular
the Conpany will treat income generated by its interest rate caps and other
liability hedging instruments, if any, as non-qualifying incone for purposes
of the 95% Gross Income Tests unless it receives advice from counsel that such
i ncome constitutes qualifying incone for purposes of such test. Under certain
circunstances, for exanple, (i) the sale of a substantial amunt of nortgage
assets to repay borrowings in the event that other credit is unavailable or
(ii) unanticipated decrease in the qualifying income of the Company whi ch nay
result in the non-qualifying i ncome exceedi ng 5% of gross income, the Conpany

- 8 -
may be unable to conply with certain of the REIT Gross Incone Tests. See
"Taxation of the Conmpany" below for a discussion of the tax consequences of
failure to conply with the REIT Provisions of the Code.

DI STRI BUTI ON REQUI REMENT

The Conpany nust generally distribute to its stockhol ders an anount equal to
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at least a certain percentage of the Conpany's REIT taxabl e incone before
deductions of dividends paid and excluding net capital gain. Such percentage
was 95% t hr ough Decenber 31, 2000. As a result of the REIT Mdification Act
whi ch was effective January 1, 2001, the distribution requirenent was changed
from95%to 90%

TAXATI ON OF THE COMPANY

In any year in which the Conpany qualifies as a REIT, the Conmpany will
generally not be subject to federal income tax on that portion of its REIT
taxabl e incone or capital gain which is distributed to its stockhol ders. The
Conmpany will, however, be subject to federal incone tax at normal corporate

i ncome tax rates upon any undistributed taxable income or capital gain.
Notwi t hstanding its qualification as a REIT, the Conpany may al so be subj ect
to tax in certain other circunstances. |f the Conmpany fails to satisfy either
the 75% or the 95% Gross | nconme Test, but nonetheless maintains its
qualification as a REIT because certain other requirenents are nmet, it wll
generally be subject to a 100%tax on the greater of the anopunt by which the
Conmpany fails either the 75% or the 95% Gross | nconme Test multiplied by net

i ncome and divided by gross incone. The Conmpany will also be subject to a tax
of 100% on net inconme derived fromany "prohibited transaction,” and if the
Conmpany has (i) net incone fromthe sale or other disposition of "foreclosure
property" which is held primarily for sale to custoners in the ordinary course
of business or (ii) other non-qualifying inconme fromforeclosure property, it
will be subject to federal income tax on such incone at the highest corporate
income tax rate. In addition, if the Conpany fails to distribute during each
cal endar year at |east the sumof (i) 85%of its REIT ordinary income for such
year and (ii) 95%of its REIT capital gain net income for such year, the
Conmpany woul d be subject to a 4% federal excise tax on the excess of such
required distribution over the anpunts actually distributed during the taxable
year, plus any undistributed amunt of ordinary and capital gain net income
fromthe preceding taxable year. The Conpany may al so be subject to the
corporate alternative mininumtax, as well as other taxes in certain
situations not presently contenplated. |If the Conpany fails to qualify as a
REIT in any taxable year, and certain relief provisions of the Code do not
apply, the Conmpany woul d be subject to federal incone tax (including any
applicable alternative mnimumtax) on its taxable incone at the regular
corporate inconme tax rates. Distributions to stockholders in any year in

whi ch the Company fails to qualify as a REIT woul d not be deductible by the
Conmpany, nor would they generally be required to be made under the Code.
Further, unless entitled to relief under certain other provisions of the Code,
t he Conpany would al so be disqualified fromre-electing REIT status for the
four taxable years followi ng the year in which it becane disqualified.

The Conpany intends to nmonitor on an ongoing basis its conpliance with the
REI'T requirenments described above. In order to maintain its REIT status, the
Conmpany will be required to linmt the types of assets that the Conpany m ght
otherwi se acquire, or hold certain assets at tines when the Conpany ni ght

ot herwi se have determ ned that the sale or other disposition of such assets
woul d have been nore prudent.

TAXATI ON OF STOCKHOLDERS
Di stributions (including constructive distributions) made to hol ders of comon
stock other than tax-exenpt entities (and not designated as capital gain

dividends) will generally be subject to tax as ordinary incone to the extent
of the Conpany's current and accurul ated earnings and profits as deterni ned

http://www.sec.gov/Archives/edgar/data/ 1055160/0001055160015.../0001055160-01-500020.tx - 4/20/2001



Page 18 of 75

for federal incone tax purposes. |f the amount distributed exceeds a

stockhol der's all ocabl e share of such earnings and profits, the excess will be
treated as a return of capital to the extent of the stockhol der's adjusted
basis in the conmon stock, which will not be subject to tax, and thereafter as

a taxable gain fromthe sale or exchange of a capital asset.

Di stributions designated by the Conpany as capital gain dividends wll
generally be subject to tax as long-termcapital gain to stockholders, to the
extent that the distribution does not exceed the Conpany's actual net capita
gain for the taxable year. Distributions by the Conpany, whether

-9 -

characterized as ordinary incone or as capital gain, are not eligible for the
corporate dividends received deduction. In the event that the Conpany realizes
a loss for the taxable year, stockholders will not be pernmitted to deduct any
share of that |oss.

STATE AND LOCAL TAXES

The Conpany and its stockhol ders may be subject to state or local taxation in
various jurisdictions, including those in which it or they transact business
or reside. The state and local tax treatnment of the Conpany and its

stockhol ders may not conformto the federal income tax consequences di scussed
above. Consequently, prospective stockhol ders should consult their own tax
advi sors regarding the effect of state and local tax laws on an investnent in
t he conmon stock

COVPETI TI ON

The Conpany believes that its principal conmpetitors in the business of
acquiring and hol di ng nortgage assets of the type in which it invests are
financial institutions such as banks and savings and | oans, |ife insurance
conmpani es, institutional investors such as nutual funds and pension funds, and
certain nortgage REITs. Such investors may not be subject to simlar

regul atory constraints (i.e., REIT tax conpliance or maintaining 1940 Act
exenption). In addition, many of the other entities purchasing nortgages and
nor t gage- backed securities have greater financial resources and better access
to capital than the Conpany. The existence of these conpetitive entities, as
well as the possibility of additional entities formng in the future, my

i ncrease the conpetition for the acquisition of nortgages and nortgage- backed
securities resulting in higher prices and | ower yields on such assets.

Item 2. Properties. The Conpany does not directly own or |ease any physica
properties.

Item 3. Legal Proceedings. There are no material pending |egal proceedings
to which the Conmpany or any of its assets are subject.

Item 4. Subnission of Matters to a Vote of Security Holders. No matter was

subnmitted during the fourth quarter of the fiscal year ending Decenber 31
2000, to a vote of the Company's security hol ders.
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Executive O ficers of the Conpany.
The Conpany's executive officers are as follows:

<TABLE>
<CAPTI ON\>
Name Position Held Position Held Since
<S> <C <C
Stewart Zi nmer man Pr esi dent and Chi ef 1998

Executive O ficer
Gary Thompson
and Treasurer
Wlliam$S. CGorin
and Secretary
Ronal d A. Freydberg Seni or Vice

</ TABLE>

Stewart Zi mrerman, 56, serves as president and chief executive officer of the
Conmpany. He served as executive vice president of America First Conpanies
L.L.C. since January 1989, during which tinme he has served in a nunber of
positions: president and chief operating officer of Anerica First REIT, Inc.
presi dent of several America First Mrtgage funds including Anerica First
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Participating/ Preferred Equity Mrtgage Fund, America First PREP Fund 2
Limted Partnership, America First PREP Fund 2 Pension Series Linted

Part nership, Capital Source L.P., Capital Source Il L.P.-A Anerica First Tax
Exenpt Mortgage Fund Linmited Partnership and Anerica First Tax Exenpt Fund 2
Limted Partnership. From Septenmber 1986 to Septenber 1988, he served as a
managi ng director and director of Security Pacific Merchant Bank responsible
for Mortgage Trading and Finance. Prior to that time, he served as first vice
presi dent of E.F. Hutton & Company, Inc., where he was responsible for

nor t gage- backed securities trading and sales distribution, and vice president
of Lehman Brothers, where he was responsible for the distribution of nortgage
products. From 1968 to 1972, M. Zinmerman was vi ce president of Zenith

Mort gage Conmpany and Zenith East Inc., a national nortgage banki ng and

br oker age conmpany specializing in the structuring and sal es of nobrtgage assets
to the institutional financial commnity.

Gary Thompson, 58, serves as chief financial officer and treasurer of the
Conmpany. He serves as financial vice president of America First Conpanies
L.L.C. and is responsible for financial accounting and tax reporting for al
America First funds. Prior to 1989, M. Thonpson was an audit partner at KPMG
Peat Marwick. He is a certified public accountant.

Wlliam$S. CGorin, 42, serves as executive vice president and secretary of the
Conmpany. From 1989 to 1997, M. Corin held various positions with Pai neWebber
I ncor por at ed/ Ki dder, Peabody & Co. Incorporated, New York, New York, nost
recently serving as a first vice president in the Research Departnent. Prior
to that position, M. Gorin was senior vice president in the Special Products
Group. From 1982 to 1988, M. Corin was enployed by Shearson Lehman Hutton
Inc./E.F. Hutton & Conpany, Inc., New York, New York, in various positions in
corporate finance and direct investnents.

Ronal d A. Freydberg, 40, serves as senior vice president of the Conmpany. From
1995 to 1997, M. Freydberg served as a vice president of Pental pha Capital

in Geenwi ch, Connecticut, where he was a fixed-income quantitative analysis
and structuring specialist. |In that capacity he designed a variety of
interactive pricing and forecasting nodels, including a custonized subordi nate
residential and comrercial nortgage-backed anal ytical program and an ARM REI T
five-year forecasting nodel. |In addition, he worked with various financial
institutions on the acquisition and sale of residential, conmercial and
asset - backed securities. From 1988 to 1995, M. Freydberg held various
positions with J.P. Mdrgan & Co. in New York, New York. From 1994 to 1995, he
was with the d obal Markets Group. In that position he was involved in al
aspects of commercial nortgage-backed securitization and sale of distressed
comercial real estate, including structuring, due diligence and marketing.
From 1985 to 1988, M. Freydberg was enployed by Citicorp in New York, New

Yor k.
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PART I1

Item 5. Market for Registrant's Common Equity and Rel ated Stockhol der Matters.
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(a) Market Information. The Conpany's conmon stock began trading on the New
York Stock Exchange on April 10, 1998, under the synbol "MFA." The follow ng
tabl e sets forth the high and | ow sale prices for the Conpany's shares of
comon stock for the twelve nonths endi ng Decenber 31, 2000 and 1999.

<TABLE>
<CAPTI ON\>
2000 1999
Sale Prices Sale Prices
<S> <C <C <C <C
Hi gh Low Hi gh Low

1st Quarter $ 5-13/16 $ 4-1/2 $ 5-26/32 $ 4-1/4
2nd Quarter $ 5-5/8 $ 4-1/2 $ 5-3/8 $ 4

3rd Quarter $ 5-15/16 $ 4-15/16 $ 5-1/8 $ 4-10/
4t h Quarter $ 5-3/4 $ 4-3/4 $ 5-3/8 $ 4-1
</ TABLE>

(b) Investors. The approxi mate nunber of conmon stockhol ders as of March 26,
2001, was 5, 700.

(c) Dividends. The Conpany currently pays cash dividends on a quarterly
basis. Total cash dividends declared by the Conpany to conmon stockhol ders
during the fiscal years ended Decenber 31, 2000 and 1999, were $5, 428, 230
($0.59 per share) and $6,174,870 ($0.67 per share), respectively. For tax
purposes, a portion of the dividend declared on Decenber 14, 2000, and paid on
January 30, 2001, will be treated as a 2001 dividend for sharehol ders.
Simlarly, for tax purposes, the dividend declared on Decenber 16, 1999, and
pai d on February 18, 2000, was treated in its entirety as a 2000 dividend for
sharehol ders. As part of the Merger transaction, the Conpany nade quarterly
distributions of $.265 per common share ($1.06 per commopn share per year) in
the first year following the Merger (i.e. through the first quarter of 1999.)
A portion of the distributions received by shareholders in 1999 and 1998
consisted in part of a dividend and in part of a cash nmerger paynent. There
is no conmmitrment by the Conpany to distribute anbunts in excess of taxable

i ncome beyond the first year of operations. The Conpany intends to continue
to distribute to its sharehol ders an amount equal to at |east 90% of the
Conmpany' s taxabl e i ncone before deductions of dividends paid and excl udi ng net
capital gains in order to naintain its REIT status.

See Item 7, Managenent's Discussion and Anal ysis of Financial Conditions and
Results of Operations, for information regarding the sources of funds used for
di vidends and for a discussion of factors, if any, which nmay adversely affect
the Conpany's ability to pay dividends at the sane levels in 2001 and
thereafter.

Item 6. Selected Financial Data.

Set forth belowis selected financial data for the Conpany (for periods after
April 9, 1998) and the Predecessor (for periods up to April 9, 1998). The

i nformati on set forth bel ow should be read in conjunction with the
consol i dated and combi ned financial statenents and notes to the consolidated
and combined financial statenents filed in response to Item 8 hereof.

For financial accounting purposes, PREP Fund 1 was consi dered the sole
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predecessor to the Conpany and, accordingly, the historical operating results
presented in this report as those of the "Predecessor" are those of PREP Fund
1. Under generally accepted accounting principles, the Merger was accounted
for as a purchase by PREP Fund 1 of 100% of the assigned limted partnership
interests (known as "BUCs") of PREP Fund 2 and approxi mately 99% of the BUCs
of Pension Fund. As a result of this treatnent, the Conpany, as the successor
to PREP Fund 1, recorded all of the assets and liabilities of PREP Fund 1 at
their book value, but was required to record the assets of PREP Fund 2 and
Pension Fund at their fair value as of the date of the Merger. The anount by
which the fair value of the Conmpany's stock issued to the BUC hol ders of PREP
Fund 2 and Pension Fund exceeded the fair value of the total net assets of
PREP Fund 2 and Pension Fund was recorded as goodw || by the Conpany.

- 12 -
<TABLE>
<CAPTI ON>
Company Company As of
As of or As of or
for the for the
Year Ended Year Ended From Apr
Dec. 31, 2000 Dec. 31, 1999 Decenber
<S> <C <C <C

OPERATI NG DATA:

Mort gage securities incone $ 33,390,494 $ 24,302,401 $
Cor porate debt securities inconme 1, 335,974 674, 747

Di vi dend i ncone 928, 310 331, 233

I nterest income on tenporary cash

i nvest ment s 645, 013 365, 897

I ncone from other investnents 3,670,199 (1) 3,012,688 (3)

Net gain on sale of investnents 456, 398 54,994
Ceneral and adm ni strative expenses (2,457,196)(2) (2,672,333) (4) (
I nterest expense on borrowed funds (30,103, 076) (18, 465, 529) (
M nority interest - (4,218)

Net incone $ 7,866, 116 $ 7,599, 880 $
Net inconme, basic, per share $ . 89 $ . 84 $
Net income, fully diluted, per share $ . 89 $ . 84 $
Net incone, basic, per exchangeable unit $ N A $ N A $

Net inconme, fully diluted,
per exchangeabl e unit $ N A $ N A $

Di vi dends decl ared per conmon share or

cash distributions paid or accrued
per exchangeabl e unit $ .5900 $ 0. 6700 $
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I nvest ment in nortgage securities $ 470,575,671 $ 475,719,711 $ 2
I nvest ment in corporate debt securities $ 15,665,727 $ 8,020,026 $
I nvestment in corporate equity securities $ 9,010,538 $ 3,130,823 $
Total assets - Conpany $ 522,490, 312 $ 524,384,473 $ 2
Repur chase agreenents $ 448,583, 432 $ 452,101, 803 $1
Total stockhol ders' equity $ 69,911, 496 $ 67,614,613 $

Expl anat ory Not es:
(1) Includes inconme of approximately $2,600,000 resulting fromthe sale of
the underlying real estate of an unconsolidated real estate |inmted partnershi
as described in Note 6 to the consolidated and conbi ned financi al
st at ement s.
(2) Includes an incentive fee of approximtely $519, 000 earned by the
Advi sor in connection with the sale described in (1) above.
(3) Includes inconme of approximately $2,163,000 resulting fromthe sale of
undi vided interests in the net assets of four assisted |living centers
as described in Note 6 to the consolidated and comnbi ned financia
st at ement s.
(4) Includes an incentive fee of approxi mately $433,000 earned by the

Advi sor in connection with the sale described in (3) above.
</ TABLE>
- 13 -
<TABLE>
<CAPTI ON>
Company and
Pr edecessor Predeces
As of or As of
for the for
Year Ended Year En
Dec. 31, 1997 Dec. 31, 1
<S> <C <C
Mort gage securities inconme $ 2,654,975 $ 3,011
Interest income on tenporary cash investnents
and U.S. government securities 569, 624 442, 9
Income from other investnents 606, 582 504, 6
Ceneral and adm ni strative expenses (1,405, 514) (895,9
Net income $ 2,425,667 $ 3,062,
Net incone, basic, per exchangeable unit $ 0.42 $ Q
Net inconme, fully diluted, per exchangeable unit $ 0.42 $ Q
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Net incone per passthrough certificate $ - $ 1, 201

Cash distributions paid or accrued per

exchangeabl e unit $ 1. 0596 $ 1.0
Cash distributions paid or accrued per T N

passt hrough certificate $ - $ 2,428
I nvestnent in nortgage securities ;::;;fgggf;;; ;::;;f;;;f
Total assets - Conpany ;:::::::;f;;; :::::::::T
Total assets - Predecessor ;::;Zfzggf;;; ;::Z;f;ZZf
Total stockhol ders' equity ;:::::::;f;;; :::::::::T
Total partners' capital ;::ng;;;fgzg ;::Z;f;;;f
</ TABLE> T T

Item 7. Managenent's Discussion and Anal ysis of Financial Condition and
Resul ts of Operations.

Gener al

The Conpany was incorporated in Maryland on July 24, 1997, and began
operations on April 10, 1998.

On April 10, 1998, the Conpany and three partnerships: America First

Partici pating/ Preferred Equity Mrtgage Fund Limited Partnership ("Prep Fund
1"), America First Prep Fund 2 Limited Partnership ("Prep Fund 2"), America
First Prep Fund 2 Pension Series Limted Partnership ("Pension Fund"),
consunmat ed a nerger transaction whereby their pre-existing net assets and
operations or majority interest in the pre-existing partnership were
contributed to the Conmpany in exchange for 9,035,084 shares of the Conpany's
common stock. For financial accounting purposes, Prep Fund 1, the |argest of
the three Partnerships, was considered the Predecessor entity (the
"Predecessor") and its historical operating results are presented in the
financial statements contained herein. The Merger was accounted for using the
pur chase net hod of accounting in accordance with generally accepted accounting
principles. Prep Fund 1 was deened to be the acquirer of the other
Part ner shi ps under the purchase method. Accordingly, the Merger resulted, for
fi nanci al accounting purposes, in the effective purchase by Prep Fund 1 of al
the Beneficial Unit Certificates ("BUCs") of Prep Fund 2 and approximately 99%
of the BUCs of Pension Fund. (Pension Fund was |iquidated and di ssol ved
during Decenber, 1999.) As the surviving entity for financial accounting

pur poses, the assets and liabilities of Prep Fund 1 were recorded by the
Conpany at their historical cost and the assets and liabilities of Prep Fund 2
and Pension Fund were adjusted to fair value. The excess of the fair val ue of
stock issued over the fair value of net assets acquired has been recorded as
goodwi I I in the acconpanyi ng bal ance sheet of the Conpany.

- 14 -

Concurrent with the Merger, the Conmpany entered into an Advi sory Agreenent
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with Anmerica First Mrtgage Advisory Corporation (the "Advisor") and adopted
an investnment policy which significantly differed fromthat pursued by the
predecessor partnerships. This strategy includes |everaged investing in

adj ustable rate nortgage securities and nortgage | oans. The Conpany began

i mpl enmenting this investment strategy in the second quarter of 1998. During
the period fromthe consummati on of the Merger through Decenber 31, 2000, the
Conmpany purchased nortgage securities with a face value at the tinme of
purchase of approximately $669.2 mllion (nortgage securities with a face

val ue of approximately $98.0 million were purchased during the year ended
Decenber 31, 2000).

The Conpany has elected to becone subject to tax as a real estate investnent
trust ("REIT") under the Code beginning with its 1998 taxable year and, as
such, anticipates distributing annually at |east 95% (90% effective January 1,
2001) of its taxable income, subject to certain adjustments. GCenerally, cash
for such distributions is expected to be largely generated fromthe Conpany's
operations, although the Conmpany may borrow funds to nake distributions.

Since the Merger, the Conpany has made dividend and distribution paynents of
$0.59, $0.67 and $0. 795 per share for 2000, 1999 and 1998, respectively. Such
amounts include $1.06 per share distributed through the first year of
operations (i.e. through the first quarter of 1999) which the Conpany
comritted to distribute to sharehol ders as part of the Merger transaction. A
portion of distributions received by shareholders in 1999 and 1998 consi sted
in part of a dividend and in part of a cash nerger paynment. There is no
commitment by the Conpany to distribute anpbunts in excess of taxable income
beyond the first year of operations. For tax purposes, a portion of the

di vi dend decl ared on Decenber 14, 2000, and paid on January 30, 2001, will be
treated as a 2001 tax event for shareholders. Simlarly, for tax purposes,
the dividend decl ared on Decenber 16, 1999, and paid on February 18, 2000, was
treated in its entirety as a 2000 tax event for sharehol ders.

The Conpany's operations for any period may be affected by a number of factors
i ncludi ng the investnment assets held, general econom c conditions affecting
underlyi ng borrowers and, nmost significantly, factors which affect the
interest rate market. Interest rates are highly sensitive to many factors,

i ncl udi ng governmental nonetary and tax policies, donmestic and internationa
econonic and political considerations, and other factors beyond the control of
t he Conpany.

The Merger, other related transactions and on-goi ng inplenmentation of the
change in investnent strategy will materially inpact the Conmpany's future
operations as conpared to those of the Predecessor. Accordingly, the
currently reported financial information is not necessarily indicative of the
Conmpany's future operating results or financial condition.

Liquidity and Capital Resources

The Conpany's principal sources of capital consist of borrow ngs under
repurchase agreenents, principal paynents received on its portfolio of

nort gage securities and cash provided by operations. Principal uses of cash
i nclude the acquisition of investment securities, the paynent of operating
expenses and the paynent of dividends to sharehol ders.

During the year ended Decenber 31, 2000, the Conmpany acquired nortgage
securities, corporate debt securities and corporate equity securities for
$121.0 mllion. Financing for these acquisitions was provided primarily
through the utilization of repurchase agreenents, supplenented by cash fl ow
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fromoperations of $9.0 mllion. The Conpany al so received principal payments
of $106 mllion on its nortgage securities during 2000 and had proceeds of
$6.6 mllion fromthe sale of nortgage securities, corporate equity securities
and corporate debt securities. |In addition, the Conpany received proceeds of
$2.6 million fromthe sale of the underlying real estate of an unconsolidated
real estate limted partnership. Such proceeds were reinvested in the rea
estate limted partnership and utilized to acquire another multifanm |y housing
property. Oher uses of funds in 2000 consisted of dividend paynents of $5.3
mllion and $1.5 mllion for the acquisition of 283,621 shares of its own
comon stock pursuant to a stock repurchase program as descri bed bel ow.

The Conpany's borrow ngs under repurchase agreenents totaled $448.6 mllion at
Decenber 31, 2000, and had a wei ghted average borrowi ng rate of 6.60% as of
such date. At Decenber 31, 2000, the repurchase agreenments had bal ances of
between $0.3 mllion and $55.9 mllion. These arrangenments have origina
terms to maturity ranging fromone nonth to twelve nmonths and annual interest

- 15 -

rates based on LIBOR To date, the Conpany has not had any significant margin
calls on its repurchase agreenments that were related to a decrease in the
value of its collateral.

In connection with the Conpany's 400,000 share repurchase program the Conpany
purchased and retired 293,621 shares during the year ended Decenber 31, 2000,
at an aggregate cost of $1,511,613. Since inmplenmenting the stock repurchase
program during the fourth quarter of 1999, through Decenber 31, 2000, the
Conmpany has purchased and retired 378,221 shares at an aggregate cost of

$1, 923, 821.

The Conpany nay raise additional equity dependent upon market conditions and
ot her factors.

The Conpany believes it has adequate financial resources to neet its
obligations as they cone due and fund dividends as well as to actively pursue
its investnment policy and share repurchase program

Results of Operations

Year Ended Decenber 31, 2000, Conpared to 1999

During the year ended Decenber 31, 2000, total interest income earned by the

Conpany increased $10.6 mllion (41% conpared to total interest income earned
in 1999. This increase is primarily attributable to a 33% gromh in the
Conpany's average interest earning assets from $382 mllion to $507 mllion

for the years ended Decenber 31, 1999 and 2000, respectively. Also
contributing to the increase was a 6.4%growth in the yield on the Conpany's
i nterest earning assets from 6. 72% per annumin 1999 to 7.15% per annumin
2000.

The Conpany's interest expense increased $11.6 mllion (63% for the year
ended December 31, 2000 conpared to 1999 due to a 40% increase in the average
repurchase agreenent balance from $321 million in 1999 to $450 million in

2000, as well as an increase in the average interest cost fromb5.75% per annum
in 1999 to 6.68% per annum i n 2000. The Conmpany had outstandi ng borrow ngs of
$449 mllion at Decenber 31, 2000 conpared to $452 nillion at Decenber 31

1999.
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The Conpany's interest rate margin was 1.22% for the year ended Decenmber 31
2000 conpared to 1.89% for the year ended Decenmber 31, 1999. As a result of
the narrow ng of such margin, net interest and dividend i ncome decreased $1.0
mllion (14% from$7.2 million to $6.2 nillion for the years ended Decenber
31, 1999 and 2000, respectively.

I ncome fromother investments increased from$3.0 mllion to $3.7 mllion for
the years ended Decenber 31, 2000 and 1999, respectively. Included in such

i ncome for the year ended Decenber 31, 2000 is a gain of approximtely $2.6
mllion which resulted fromthe sale of the underlying real estate of an
unconsol i dated real estate limted partnership. |Included in such income for
the year ended Decenber 31, 1999 is approximately $2.2 million attributable
to a gain recognized by a non-consolidated subsidiary's sale of its undivided
interests in the net assets of four assisted living centers. Excluding such
sal es, incone fromother investnments increased $0.3 mllion due to higher

i ncome generated by the Conpany's investnents in unconsolidated real estate
limted partnerships.

During the year ended Decenber 31, 2000, the Conpany realized a net gain of
$0.5 million on the sale of investments conpared to a net gain of $0.1 million
during the year ended Decenber 31, 1999. Such gains resulted fromthe sal e of
corporate debt and equity securities and the sale and/or payoff of severa
pool s of fixed-rate nortgage securities.

General and adm nistrative expenses of the Conpany decreased $0.2 mllion (8%
for the year ended Decenmber 31, 2000, conpared to the sane period of 1999.
Approxi mately $0.1 mllion of such decrease is due to expenses incurred in
1999 by a consolidated subsidiary which was |iquidated in Decenmber 1999. The
remaining $0.1 million decrease is primarily attributable to net decreases in
vari ous general and admi nistrative expenses, including various servicing fees,
filing fees and printing costs.

Year Ended Decenber 31, 1999, Conpared to 1998
During the year ended Decenber 31, 1999, total interest income earned by the
- 16 -

Conpany increased $16.7 mllion conpared to total interest incone earned by
the Conpany and its Predecessor in 1998. This increase is attributable to the
growh in the Conpany's interest-earning assets pursuant to its investnent
strategy. 1In addition, the yield on the Conpany's interest earning assets

i ncreased 11.3% from 6. 04% per annumin 1998 to 6.72% per annumin 1999.

The Conpany's interest expense increased $13.8 mllion for the year ended
Decenber 31, 1999 conpared to 1998 primarily due to an increase in funds
borrowed to finance the Conpany's asset growth. The Conpany had outstandi ng
borrow ngs of $452 million at Decermber 31, 1999 conpared to $190 mllion at
Decenber 31, 1998. The Conpany's interest cost averaged 5.75% per annumin
1999 conpared to 4.86% per annumin 1998.

The Conpany's interest rate margin was 1.89% for the year ended Decenber 31
1999 conpared to 2.33% for the year ended Decenmber 31, 1998.

I ncome from other investnments increased $2.3 nillion during the year ended
Decenber 31, 1999, conpared to the year ended Decenber 31, 1998.
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Approxi mately $2.2 mllion of such increase is attributable to the sale by a
non- consol i dated subsidiary of its undivided interests in the net assets of
four assisted living centers. The remaining decrease of approxi mately $0.1
mllion is due to a reduction in the anpunt of income generated on the
Conmpany's investnents in real estate limted partnerships. During the year
ended Decenber 31, 1999, the Conpany realized a gain of $0.1 million on the
sal e of investments whereas the Conpany realized a gain of $0.4 mllion during
the conparable period in 1998. The majority of the gain realized in 1998 was
due to the payoff of a participating |oan acquired by the Conmpany in the

Mer ger .

General and adm nistrative expenses of the Conpany in 1999 increased $0.6
mllion as conpared to that of the Conpany and the Predecessor in 1998.

Approxi mately $0.4 mllion of such increase is attributable to non-recurring

i ncentive conpensation earned by the Conmpany's Advisor as a result of the sale
by a non-consolidated subsidiary of its undivided interests in the net assets
of four assisted living centers as described in Note 6 to the Conpany's
consol i dat ed and conbi ned financial statenents. The renmining increase of

approximately $0.2 nmillion was due to: (i) an increase of $0.3 million in
i ncentive conpensation earned by the Advisor due to the inproved financial
results of the Company, and (ii) an increase of $0.2 million in base

managenent fees earned by the Advisor primarily due to the Conpany operating a
full year in 1999 conpared to operating approxi mately nine nmonths in 1998
offset by (iii) a decrease of $0.3 million in other general and adm nistrative
expenses primarily attributable to the difference in scope of the Conpany's
operations in 1999 conpared to that of the Conpany and Predecessor in 1998.

Forward Looki ng Statenents

When used in this Form 10-K, in future SEC filings or in press rel eases or
other witten or oral conmunications, the words or phrases "will likely
result", "are expected to", "will continue", "is anticipated", "estimte",
"project"” or simlar expressions are intended to identify "forward | ooking
statenents” within the nmeaning of the Private Securities Litigation Reform
Act of 1995. The Conpany cautions that such forward | ooki ng statenents
speak only as of the date nade and that various factors including regiona
and national econom c conditions, changes in |evels of nmarket interest
rates, credit and other risks of lending and investnent activities, and
conpetitive and regulatory factors could affect the Conpany's financi al
performance and coul d cause actual results for future periods to differ
materially fromthose anticipated or projected.

The Conpany does not undertake and specifically disclainms any obligation to
update any forward-I|ooking statenents to reflect events or circunmstances after
the date of such statenents.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The Conpany seeks to manage the interest rate, market value, liquidity,
prepaynment and credit risks inherent in all financial institutions in a
prudent manner designed to insure the longevity of the Conpany while, at the
same tinme, seeking to provide an opportunity to shareholders to realize
attractive total rates of return through stock ownership of the Conpany.

Wil e the Conpany does not seek to avoid risk, it does seek, to the best of
its ability, to assume risk that can be quantified from historical experience,
to actively nmanage such risk, to earn sufficient conpensation to justify the
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taki ng of such risks and to maintain capital |evels consistent with the risks
it does undert ake.

Interest Rate Risk

The Conpany primarily invests in fixed-rate, hybrid and adjustable-rate

nort gage i nvestnents. The hybrid investnents represent fixed-rate coupons for
a given period and variable rate coupons thereafter. The Conpany's debt
obligations are generally repurchase agreenments of linmted duration which are
periodically refinanced at new market rates.

Most of the Conmpany's adjustable-rate assets are dependent on the one-year CMI
rate and debt obligations are generally dependent on LIBOR  These indexes
generally move in parallel, but there can be no assurance that this wl
continue to occur.

The Conpany's adjustabl e-rate investnment assets and debt obligations reset at
various different dates for the specific asset or obligation. |In general, the
repricing of the Conpany's debt obligations occurs nore quickly than on the
Conpany's assets. Therefore, on average, the Conmpany's cost of funds may rise
or fall more quickly than does its earnings rate on the assets. Further, the
Conmpany's net incone nmay vary sonewhat as the yield curve between one-nonth
interest rates and six and twelve nonth interest rates varies.

As of Decenber 31, 2000, the Conpany's investnent assets and debt obligations

wi Il prospectively reprice based on the following tine franes:
<TABLE>
<CAPTI ON>
Anount Per cent of Anount
Tot al

I nvest nent s

<S> <C <C <C
I nvestnent type/rate reset dates

Fi xed- Rate | nvestnments $ 44.3 9% $ -

Adj ustabl e Rate Investnments/ Qbligations:

Less than 3 nonths 73.4 15% 448. 6
Greater than 3 nmonths and | ess than 1 year 324.7 65% -
Greater than 1 year and | ess than 2 years - - -
Greater than 2 years and less than 3 years 52.9 11% -
Greater than 3 years and less than 4 years - - -
Greater than 4 years and less than 5 years - - -

451.0 91% 448. 6

Tot al $ 495.3 100% $ 448.6

Wei ght ed average roll date
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of adjustable-rate
i nvest ment s/ obl i gations 9 nont hs
</ TABLE>

Mar ket Val ue Ri sk

Substantially all of the Conpany's investnents are "avail abl e-for-sal e"
assets. As such, they are reflected at fair value (i.e. market value) with
the adjustnent to fair value reflected as part of accunul ated ot her
conprehensi ve incone which is included in the equity section of the Conpany's
bal ance sheet. (See Note 2 to the Conpany's consolidated financial
statenents.) The market value of the Conmpany's assets can fluctuate due to
changes in interest rates and other factors.

Liquidity Risk

The primary liquidity risk of the Conpany arises fromfinancing |ong-maturity
nortgage assets with short-term debt. The Conpany had no | ong-term debt at

- 18 -

Decenber 31, 2000. Although the interest rate adjustnments of these assets and
liabilities are matched within the Conmpany's operating policies, maturities
are not matched.

The Conpany's assets which are pledged to secure short-term borrow ngs are
hi gh-quality, liquid assets. As a result, the Conpany has not had difficulty
rolling over its short-termdebt as it matures. Still, the Conmpany cannot
gi ve assurances that it will always be able to roll over its short-term debt.

At Decenber 31, 2000, the Conpany had unrestricted cash of $8.4 nillion
available to meet margin calls on short-term debt that could be caused by
asset val ue declines or changes in | ender over-collateralization requirenents.
Such unrestricted cash is approximtely 2% of short-term debt.

Prepaynent Ri sk

As the Conpany receives repaynents of nortgage principal, it anortizes into
income its nortgage premn um bal ances as a reduction to incone and its nortgage
di scount bal ances as an increase to income. Mrtgage preni um bal ances ari se
when the Conpany acquires nortgage assets at a price in excess of the
princi pal value of the nortgages, or when an asset appreciates and is

mar ked-t o- market at a price above par. Mortgage di scount bal ances ari se when
t he Conpany acquires nortgage assets at a price below the principal val ue of
the nortgages, or when an asset depreciates and is marked-to-market at a price
bel ow par. For financial accounting purposes, the premumis anortized based
on the effective yield of the asset at each financial reporting date. For tax
accounting purposes, the premiumis anortized based on the asset yield at the
purchase date. Therefore, if prepaynents are higher than anticipated, it is
anticipated that the yield for financial accounting purposes will decline and
there will be greater prem um anortization under tax accounting requirenents
than for financial accounting purposes. At December 31, 2000, unanortized
nort gage prem um bal ances of adjustable rate assets for financial accounting
purposes was $7.2 nmillion (1.4% of total assets) and $9.7 mllion for federa
tax purposes (1.8% of total assets).
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In general, the Conmpany believes it will be able to reinvest prepaynents at
accept abl e yi el ds; however, no assurances can be given that, should
significant prepaynents occur, market conditions would be such that acceptable
i nvestments could be identified and the proceeds reinvested.

Tabul ar Presentation

The information presented in the table below, projects the inpact of changes
in interest rates on 2001 projected net incone and net assets as nore fully
di scussed bel ow based on investnments in place on Decenber 31, 2000, and

i ncludes all the Conpany's interest-rate sensitive assets and liabilities.
The Conpany acquires interest-rate sensitive assets and funds themw th
interest-rate sensitive liabilities. The Conmpany generally plans to retain
such assets and the associated interest rate risk to maturity.

The tabl e below includes information about the possible future repaynents and
interest rates of the Conpany's assets and liabilities and constitutes a

"forward-| ooking statenent." There are many assunptions used to generate this
informati on and there can be no assurance that assuned events will occur as
assunmed or that other events will occur that would affect the outcones.

Furtherrmore, future sales, acquisitions, calls, and restructuring could

mat erially change the Conpany's interest rate risk profile. The table
quantifies the potential changes in net income should interest rates go up or
down (shocked) by 100 and 200 basis points, assuming the yield curves of the
rate shocks will be parallel to each other. The cash flows associated with
the adjustable rate securities for each rate shock are cal cul ated based on a
vari ety of assunptions, including prepaynment vectors, repurchase rates,
repurchase haircuts, yield on reinvestnent of prepaynment, and growth in the
portfolio.

When interest rates are shocked, these prepaynent assunptions are further

adj ust ed based on managenent's best estimate of the effects of changes on
interest rates or prepaynent speeds. For exanple, under current market
conditions, a 100 basis point decline in interest rates is estimated to result
in a 275% increase in the prepaynent rate of the ARM portfolio. The base
interest rate scenario assumes interest rates at Decenmber 31, 2000. Actua
results could differ significantly fromthose estimated in the table.

- 19 -
As of Decenber 31, 2000, all interest-rate sensitive liabilities were schedul ed
to mature in 2001.
<TABLE>
<CAPTI ON>
Change in Per cent age Change
I nterest Rates in Net Income in Net Assets
<C> <C <C
-2% +56. 5% +2. 6%
-1% +28. 6% +0. 5%
0 0.0 0.0
1% -11. 7% -0. 8%
2% -22.5% -1. 7%
</ TABLE>
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Item 8. Financial Statenments and Suppl enentary Dat a.
Index to Financial Statenents
Fi nanci al Statenents:
Report of I ndependent Accountants..................

Consol i dat ed Bal ance Sheets of the Conpany as of De
December 31, 1999.... ... . . . . . ...

Consolidated Statenents of |ncome of the Conpany fo

ended Decenber 31, 2000 and 1999 and for the period from April 10, 1998
t hr ough Decenber 31, 1998, and Conbi ned Statenents
Predecessor from January 1, 1998 through April 9, 1998................... 24

Consol idated Statenents of Stockhol ders' Equity of
years ended Decenmber 31, 2000, 1999 and 1998, and C
Part ners' Capital of the Predecessor from January 1

Consolidated Statenents of Cash Flows of the Conpan
Decenber 31, 2000 and 1999, and for the period fromApril 10, 1998 through
December 31, 1998, and Combi ned Statements of Cash Flows of the
Predecessor from January 1, 1998 through April 9, 1998 .................. 2

Not es to Consol i dated and Conbi ned Fi nanci al Staten
the Predecessor. . ......... ...

Al'l other schedules are onmtted because they are no
required information is shown in the consolidated o
or notes thereto.

Fi nanci al statenents of one 95% owned conpany, two real estate |linmted
partnerships in which the Conpany owns 99% limted partnership interests and
two real estate linmted partnerships in which the Conpany owns 50% 1l imted
partnership interests have been omitted because the Conpany's

proportionate share of the income from continuing operations before incone
taxes is less than 20% of the respective consolidated amunt, and the

i nvestmment in, and advances to, each entity is |less than 20% of

consol i dated total assets.
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Report of | ndependent Accountants

To the Board of Directors of
America First Mrtgage Investnents, |nc.

In our opinion, the acconmpanyi ng consol i dated bal ance sheets and the rel ated
statenments of incone, shareholders' equity and cash flows present fairly, in
all material respects, the financial position of America First Mrtgage

I nvestnents, Inc. and its subsidiaries (the "Conmpany") at Decenber 31, 2000
and 1999, and the results of their operations and their cash flows for the
year ended Decenber 31, 2000 and 1999 and for the period from April 10, 1998
to Decenmber 31, 1998, and the results of operations and cash flows of Anmerica
First Participating/Preferred Equity Mortgage Fund Limted Partnership and
America First Participating/Preferred Equity Mrtgage Fund (the "Fund") for
the period fromJanuary 1, 1998 to April 9, 1998 in conformity with accounting
principles generally accepted in the United States of Anerica. These
financial statements are the responsibility of the Conmpany's managenment; our
responsibility is to express an opinion on these financial statements based on
our audits. We conducted our audits of these statenents in accordance with
audi ting standards generally accepted in the United States of America, which
require that we plan and performthe audit to obtain reasonabl e assurance
about whether the financial statenents are free of material nisstatement. An
audit includes exam ning, on a test basis, evidence supporting the anpunts and
disclosures in the financial statenments, assessing the accounting principles
used and significant estimtes nmade by managenent, and eval uating the overal
financial statement presentation. W believe that our audits provide a
reasonabl e basis for our opinion.

http://www.sec.gov/Archives/edgar/data/ 1055160/0001055160015.../0001055160-01-500020.tx - 4/20/2001



Page 35 of 75

Pri cewat er houseCoopers LLP
New Yor k, New York
January 26, 2001

- 22 -

AMVERI CA FI RST MORTGAGE | NVESTMENTS, | NC.
CONSOLI DATED BALANCE SHEETS

<TABLE>

<CAPTI ON>

<S>
Asset s
I nvestnent in nortgage securities (Note 3)

http://www.sec.gov/Archives/edgar/data/ 1055160/0001055160015.../0001055160-01-500020.tx - 4/20/2001



Page 36 of 75

I nvestnent in corporate debt securities (Note 4)
I nvestnent in corporate equity securities (Note 5)
Cash and cash equival ents
Unrestricted
Restricted
Accrued interest receivable
O her investnents (Not e 6)
Goodwi | I, net
Ot her assets

Liabilities

Repurchase agreements (Note 7)
Accrued interest payable

Account s payabl e

Di vi dends or distributions payable

St ockhol ders' Equity
Common stock, $.01 par value; 375,000,000 shares authorized
8,692,825 and 8,978, 642 issued and outstanding in 2000 and 1999, respectively
Addi ti onal paid-in capital
Accunul ated deficit
Accunul at ed ot her conprehensive incomne

The acconpanyi ng notes are an integral part of the consolidated and conbi ned financ
</ TABLE>
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AMVERI CA FI RST MORTGAGE | NVESTMENTS, | NC.
CONSOLI DATED AND COMBI NED STATEMENTS OF | NCOVE

<TABLE>
<CAPTI ON>
Conpany Conpany
For the For the
Year Ended Year Ended
Dec. 31, 2000 Dec. 31, 1999 t
<S> <C <
Mort gage securities incone $ 33,390,494 $ 24,302,401 %
Cor porate debt securities inconme 1, 335,974 674, 747
Di vi dend i ncone 928, 310 331, 233
I nterest income on tenporary cash investnents 645, 013 365, 897
Total interest and dividend incone 36, 299, 791 25,674, 278
I nterest expense on borrowed funds 30, 103, 076 18, 465, 529
Net interest and dividend income 6, 196, 715 7,208, 749
Income from other investnents 3,670, 199 3,012, 688
Net gain on sale of investnents 456, 398 54,994
4,126, 597 3, 067, 682
Ceneral and adm ni strative expenses 2,457,196 2,672,333
Mnority interest in consolidated
partnership (Note 1) - 4,218
2,457,196 2,676, 551
Net incone $ 7,866, 116 $ 7,599, 880
Net inconme, basic, per share $ . 89 $ . 84
Net income, fully diluted, per share $ . 89 $ . 84

Net incone, basic, per unit
Net inconme, fully diluted, per unit
Net incone allocated to:

Gener al Partner
BUC Hol ders
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Wei ght ed average nunber of shares outstanding,

basi c 8, 869, 456 9, 046, 467
Wei ght ed average nunber of shares outstanding,

fully diluted 8, 852, 245 9, 046, 467
Wei ght ed average number of units outstanding,

basic and fully diluted N A N A

The acconpanyi ng notes are an integral part of the consolidated and comnbi ned financ
</ TABLE>
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AMVERI CA FI RST MORTGAGE | NVESTMENTS, | NC.
CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUITY

<TABLE>
<CAPTI ON\>
St ockhol ders
1
Common St ock
# of Shares Amount Capi t
<S> <C <C <C <C

Bal ance at Novenber 11, 1997 (date of

capitalization) and

Decenmber 31, 1997 90, 621 $ 906 $ 94
Ef fects of Merger

| ssuance of stock of the Conpany

i n exchange for Units of

t he Predecessor 5,775, 797 57, 758 45,126, 359
| ssuance of stock of the Conpany in

exchange for Units of Prep Fund 2

and Pension Fund 3,168, 666 31, 687 29,949, 413
| ssuance of stock options - - 942, 390
Conpr ehensi ve i ncone:

Net i ncone - - -

O her conprehensive incone:
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Change in classification of nortgage

securities fromheld-to-maturity to

avail abl e-for-sale - - -

Net unrealized hol ding | osses

arising during the period - - -
Conpr ehensi ve i ncone - - -
Di vi dends pai d or accrued - - -
Conmon stock issued 20, 058 200 184, 753

Bal ance at Decenber 31, 1998 9, 055, 142 90, 551 76

Conpr ehensi ve i ncone:
Net i ncone - - -
O her conprehensi ve incone:
Net unrealized hol ding | osses
arising during the period - - -
Conpr ehensi ve i ncone - - -
Di vi dends pai d or accrued - - -

Conmon stock issued 8, 100 81 39,913
Purchase of shares for treasury - - - (41
Retirement of treasury stock (84, 600) (846) (411, 362) 41
Bal ance at Decenber 31, 1999 8,978, 642 89, 786 75, 831, 560

Conpr ehensi ve i ncone:
Net i ncone - - -
O her conprehensi ve incone:
Net unrealized hol ding | osses
arising during the period - - -
Conpr ehensi ve i ncone - - -
Di vi dends pai d or accrued - - -

Conmon stock issued 7,804 78 39,918

Purchase of shares for treasury - - - (1,51
Retirenment of treasury stock (293, 621) (2,936) (1,508, 677) 1,51
Bal ance at Decenber 31, 2000 8,692, 825 $ 86, 928 $74, 362,801 $

The acconpanyi ng notes are an integral part of the consolidated and conbi ned financ
</ TABLE>
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AMVERI CA FI RST MORTGAGE | NVESTMENTS, | NC.
COMVBI NED STATEMENTS OF PARTNERS' CAPI TAL

<TABLE>
<CAPTI ON>
Partners' Capital - Prede

Exchangeabl e Unit
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Gener al
Par t ner
<S> <C
Bal ance at Decenber 31, 1997 $ 100
Net i ncone 3,931
Cash distributions paid or accrued (3,931)
Bal ance at April 10, 1998 100
Accunul at ed ot her conprehensive incomne
Bal ance at Decenber 31, 1997 -
O her conprehensive i ncone -
Bal ance at April 10, 1998 -
| ssuance of stock of the Conpany in
exchange for Units of the Predecessor (100)
Total Partners' Capital-Predecessor
at April 10, 1998 $ -
</ TABLE>

The acconpanyi ng notes are an integra
financial statements.

Page 40 of 75

Hol der s
# of Units Anmount
<C <C
5,775, 797 $ 45,682,774
- 482, 535
- (1, 530, 009
5,775, 797 44,635, 300
- 569, 952
- (21, 235
- 548, 717
(5,775, 797) (45, 184, 01
- $ -

part of the consolidated and conbi ned
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AMVERI CA FI RST MORTGAGE | NVESTMENTS, | NC.
CONSOLI DATED AND COMBI NED STATEMENTS OF CASH FLOWS

<TABLE>
<CAPTI ON>
Conpany Conpany
For the For the
Year Ended Year Ended
Dec. 31, 2000 Dec. 31, 1999
<S> <C <C <C
Cash flows from operating activities
Net i ncone $ 7,866,116 $ 7,599, 880 $

Adj ustnments to reconcile net incone to
net cash provided by operating activities:

Net gain on sale of investnents (3,021, 831) (54, 994)
Mnority interest in consolidated partnership - 4,218
O her - 44,701
Anortization of prem um (di scount) 1,484,917 1, 004, 430
Anortization of goodw I | 199, 701 187, 005
Ot her anortization 207, 616 233, 200
Changes in assets and liabilities:
Decrease (increase) in interest receivable (577, 935) (1,301, 925)
Decrease (increase) in other assets (451, 393) 329, 448
I ncrease (decrease) in accounts payabl e (45, 596) 233,719
I ncrease (decrease) in accrued interest payable (739, 955) 1,983, 057
Net cash provided by operating activities 4,921, 640 10, 262, 739
Cash flows frominvesting activities
Princi pal paynents on nortgage securities 105, 990, 927 113, 346, 110
Proceeds from sale of corporate equity securities 1,168,761 1,127,500
Proceeds from sal e of corporate debt securities 372,500 -
Proceeds from sal e of nortgage securities 5,018, 677 -
Proceeds from sale of other investnents 2,565, 433 -
Net cash from Merger - -
Purchases of nortgage securities (106, 413, 464) (352,732,908)
Purchases of corporate debt securities (7,718, 750) (3,307, 750)
Purchases of corporate equity securities (6,942,511) (3,091, 997)
Decrease (increase) in other investnents (3,320, 224) (2,149, 060)

Merger transaction costs paid - -

Net cash provided by (used in)
i nvesting activities (9,278,651) (246,808, 105)
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Cash flows from financing activities
Net borrowi ngs from (paynments on)

repurchase agreenents (3,518, 371) 261, 851, 719
Decrease (increase) in restricted cash 3,210,702 (3,709, 577)
Stock purchased for retirenent (1,511, 613) (412, 208)
Di vi dends and di stributions paid (5,319, 001) (7,334,691)
Net cash provided by (used in)
financing activities (7,138, 283) 250, 395, 243
Net increase (decrease) in unrestricted cash

and cash equival ents (11, 495, 294) 13, 849, 877
Unrestricted cash and cash equi val ents at

begi nni ng of period 19, 895, 833 6, 045, 956

Unrestricted cash and cash equi val ents at
at end of period $ 8,400,539 $ 19, 895, 833 $

Suppl erent al di scl osure of cash flow information:
Cash paid during the period for interest $ 30,843,031 $ 16, 482,472 $
The acconpanyi ng notes are an integral part of the consolidated and conbi ned financ

</ TABLE>

- 27 -
Suppl erent al di scl osure on non-cash investing activities:

The followi ng assets and liabilities were assumed by the Conpany in
conjunction with the Merger and issuance of comopn stock (see Note

<TABLE>

From April 10
to Dec. 31, 1998 Apri

<S>

Mort gage securities

Accrued interest receivable

Ot her investnents

Account s payabl e

Di stributions payabl e
</ TABLE>

The Conpany recorded goodwi Il of $7,507,902 in 1998 as a result of the
Merger. The Conpany recorded $413, 615 of additional goodwill in 19
the resolution of contingencies associated with the Merger

Duri ng 2000, 1999 and 1998, the Conpany issued 7,804, 8,100 and 7, 440
shares, respectively, of comopn stock to its non-enployee directors in
partial paynent of the annual retainer paid by the Conpany to such
directors for the respective year. The Conpany al so issued 12,618
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of conmon stock in 1998 to unit hol ders of Pension Fund who exchanged the
units of Pension Fund for shares of the Conpany subsequent to

The aggregate val ue of such conmon stock issued was $39,918 in 2000, $39,994
in 1999 and $184,953 in 1998.

- 28 -
AMVERI CA FI RST MORTGAGE | NVESTMENTS, | NC.

NOTES TO CONSOLI DATED AND COVBI NED FI NANCI AL STATEMENTS
DECEMBER 31, 2000

1. Organization
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America First Mrtgage Investnents, Inc. (the Conmpany) was incorporated in
Maryl and on July 24, 1997, and began operations on April 10, 1998.

On April 10, 1998, (the Merger Date) the Conpany and three partnerships:
America First Participating/Preferred Equity Mrtgage Fund Limted Partnership
(Prep Fund 1), Anmerica First Prep Fund 2 Limted Partnership (Prep Fund 2),
America First Prep Fund 2 Pension Series Linmted Partnership (Pension Fund),
consunmat ed a nerger transaction whereby their pre-existing net assets and
operations or majority interest in the pre-existing partnership were
contributed to the Conmpany in exchange for 9,035,084 shares of the Conpany's
common stock. For financial accounting purposes, Prep Fund 1, the |argest of
the three partnerships, was considered the Predecessor entity (the
Predecessor) and its historical operating results are presented in the
financial statements contained herein. The Merger was accounted for using the
pur chase net hod of accounting in accordance with generally accepted accounting
principles. Prep Fund 1 was deened to be the acquirer of the other
partnershi ps under the purchase nethod. Accordingly, the Merger resulted, for
fi nanci al accounting purposes, in the effective purchase by Prep Fund 1 of al
the Beneficial Unit Certificates (BUCs) of Prep Fund 2 and approxi mately 99%
of the BUCs of Pension Fund. Pension Fund was |iquidated and di ssolved during
Decenber, 1999, and, as a result, the Conpany acquired approxi mately 99% of
the assets of Pension Fund. The renmining assets, consisting solely of cash
were distributed to the remai ning hol ders of Pension Fund BUCs. As the
surviving entity for financial accounting purposes, the assets and liabilities
of Prep Fund 1 were recorded by the Conpany at their historical cost and the
assets and liabilities of Prep Fund 2 and Pension Fund were adjusted to fair
value. The excess of the fair value of stock issued over the fair val ue of

net assets acquired has been recorded as goodwill in the acconpanying bal ance
sheet .

The Conpany has entered into an advisory agreement with America First Mortgage
Advi sory Corporation (the Advisor) which provides advi sor services in
connection with the conduct of the Conpany's business activities.

2. Summary of Significant Accounting Policies

A) Method of Accounting
The acconpanyi ng 2000 consol i dated and conbi ned financial statenents
i nclude the consolidated accounts of the Conpany from Apri
t hrough Decenber 31, 2000, and the conbined account
Prep Fund 1 and Anerica First Participating/ Preferr
Fund (the managi ng general partner of Prep Fund 1)
to as the Predecessor) for periods prior to the Mer
statenents are prepared on the accrual basis of accounting
with generally accepted accounting principles utilized in
St at es.

The consolidated financial statements through Decenber 31, 1999, include

the accounts of the Conmpany and its subsidiaries, Pension
Fund's general partner, Anerica First Capital Associates L
Partnership Six (AFCA 6). Pension Fund and AFCA 6 were |i

di ssol ved under the terns of their respective partn

during Decenmber, 1999. All significant interconpan
accounts have been elimnated in consolidation. As nore fu
Note 7, the Conpany al so has an investment in a corporatio
in four real estate limted partnerships, none of which ar
the Conpany. These investnments are accounted for under th
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Nei t her the corporation nor the real estate |inited partnerships
consolidated for income tax purposes.

The preparation of financial statements in conformity with generally
accepted accounting principles requires managenent to make estimates and
assunptions that affect the reported ambunts of assets and liabilities and
di scl osure of contingent assets and liabilities at the date of the
financial statements and the reported anpunts of revenues and expenses
during the reporting period. Actual results could differ fromthose
estimates.

B) Cash and Cash Equival ents
Cash and cash equi val ents include cash on hand and highly liquid
i nvestments with original maturities of three nonths or less. The
carrying amount of cash equival ents approxi mates their fair val ue.

Restricted cash represents amounts held with certain |ending
institutions with which the Conpany has repurchase agreenents.
Such amounts may be used to nake principal and interest paynents
on the related repurchase agreenents.

C) Mortgage Securities, Corporate Debt Securities and Corporate Equity
Securities
St at enent of Financial Accounting Standards No. 115, "Accounting for

Certain Investnents in Debt and Equity Securities"”
the Conpany to classify its investnments in nortgage
corporate debt securities and corporate equity secu

referred to as investnent securities) as either held-to-nme

avail abl e-for-sale or trading.

Al t hough the Conpany generally intends to hold nost of its
securities until maturity, it may, fromtinme to time, sell any of its
nortgage securities as part of its overall managenment of
In order to be prepared to respond to potential future opp
the market, to sell nortgage securities in order to
portfolio's total return and to retain its ability
conditions that require the Conpany to sell assets in orde
appropriate level of liquidity, the Conmpany has classified
securities as available-for-sale. Likew se, the Conpany h
its corporate equity securities investnents as avail able-f
Mort gage securities and corporate equity securities classified as
avail abl e-for-sale are reported at fair value, with unrea
| osses excluded from earnings and reported in other conpre
Corporate debt securities are classified as held-to
carried at anortized cost.

Unrealized | osses on investment securities that are considered

ot her-than-tenporary, as neasured by the amount of decline in fair value

attributable to factors other than tenporary, are recognized in incone and

the cost basis of the investnment security is adjusted.
O her-than-tenmporary unrealized | osses are based on

of various factors affecting the expected cash flow fromt

securities, including an other-than-tenporary deter
quality of the underlying nortgages and/or the cred
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to the related nortgage pool

Gains or |osses on the sale of investnment securities are based on the
specific identification nethod.

Interest income is accrued based on the outstanding principal anmount of
the investnment securities and their contractual terms. Premniunms and

di scounts associated with the purchase of the investment securities are
anortized into interest incone over the lives of the securities using the
effective yield nethod based on, anmong other things, anticipated estimted
prepaynments. Such cal cul ations are periodically adjusted for actua
prepaynment activity.

D) Credit Risk
The Conpany limits its exposure to credit |losses on its investnent
portfolio by requiring that at |east 66% (through Decenber
of its investment portfolio consist of nobrtgage securities
that are either (i) insured or guaranteed as to principal and inte
agency of the U S. government, such as the Governnent National Mor
Associ ation (GNMA), the Federal National Mrtgage Association (FN\
Feder al Hone Loan Mortgage Corporation (FHLMC) or (ii) rate
two highest rating categories by either Standard & Poor's or Mba
remai nder of the Conpany's assets nay be either: (i) direct inves
(mezzanine or equity) in mul tifam |y apartnent prope
inlimted partnerships or real estate investment trusts, or (iii)
fi xed-incone i nstruments (corporate debt or equity securities or
backed securities) that provide increased call protection re
Conmpany's nmortgage assets. Corporate debt and equity securities o
singl e bel owinvestment-grade issuer will be linmited to no nore th
the Conpany's total assets. As of Decenber 31, 2000 and 1999
78% and 79% respectively, of the Conmpany's assets

- 30 -

consi sted of nort gage securities insured or guaranteed by t he
government or an agency thereof. Managenent deternmined no all ow
credit | osses was necessary at Decenber 31, 2000 or 1999.

E) O her Investnents
O her investnents consist of certain non-consolidated investments accounted
for under the equity method, including: (i) non-voting preferred stock of a
corporation owning interests in real estate limted partner
investments in linmted partnerships owning real estate.

F) Net I|ncome per Share
Net incone per share is based on the wei ghted average nunmber of comon
shares and common equi val ent shares (e.g., stock options), if dilutive,
outstanding during the period. Basic net income per share is conputed by
di vidi ng net inconme available to sharehol ders by the wei ghted average
nunber of comon shares outstanding during the period. Diluted net
i ncome per share is computed by dividing the diluted net incone avail able
to common sharehol ders by the wei ghted average nunmber of commobn shares and
comon equi val ent shares outstanding during the period. The comon
equi val ent shares are cal cul ated using the treasury stock method which
assunmes that all dilutive conmon stock equival ents are exercised and the
funds generated by the exercise are used to buy back outstandi ng commn
stock at the average market price during the reported peri od.
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As more fully discussed in Note 8, options to purchase 520,000 and
300, 000 shares of common stock were granted on April 6, 1998, and August
13, 1999, respectively. During the year ended Decenber 31, 2000, the
average price of the Conpany's stock was greater than the exercise price
of the options granted on August 13, 1999. As such, exerc
options under the treasury stock method is dilutive. Accordingly,
dilutive securities were considered in fully diluted earnings per share.
For the year ended Decenber 31, 1999, the average price of the Conpany's
stock was | ess than the exercise price; therefore exercise of such options
under the treasury stock method would be anti-dilutive. According
the year ended Decenber 31, 1999, these potentially dilutive secur
were not considered in fully diluted earnings per share. Wth reg
the options granted on April 6, 1998, the exercise price is greate
the average stock price during the years ended Decenber 31, 2000,
for the period fromApril 10, 1998 through Decenber 31, 199
exerci se of such options under the treasury stock method woul d be
anti-dilutive. Accordingly, these potentially dilutive sec
considered in fully diluted earnings per share.

The following table sets forth the reconciliation of the we
shares outstanding for the cal cul ation of basic earnings pe
wei ght ed average shares outstanding for the cal cul ati on of

earni ngs per share for each period presented:

<TABLE>
<CAPTI ON>
For the For the
Year Ended Year Ended
Dec. 31, 2000 Dec. 31, 1999 Dec
<S> <C <C <C
Wei ght ed average shares outstandi ng for
basi ¢ earni ngs per share 8, 869, 456 9, 046, 467
Add effect of assumed shares issued under
treasury stock method for stock options (17,211) -
Wei ght ed average shares outstanding for ~  --------mmmoe it ---
fully diluted earnings per share 8,852, 245 9, 046, 467
</ TABLE>

G Conprehensive | ncomne
St at enent of Financial Accounting Standards No. 130, "Reporting
Conpr ehensi ve I ncone" requires the Conpany and the Predecessor to display
and report conprehensive income, which includes all changes in
St ockhol ders' Equity or Partners' Capital with the exception of additiona
i nvestments by or dividends to sharehol ders of the Conpany or additiona
i nvestments by or distributions to partners of the Predecessor
Conpr ehensi ve incone for the Conmpany and the Predecessor includes net

i ncome and the change in net unrealized hol ding gains (loss

- 31 -

i nvest ments. Conprehensive income for the years ended Decen

1999 and 1998 was as foll ows:
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<TABLE>
<CAPTI ON>
Company for Company for Conp
t he Year Ended t he Year Ended t he Yea
Dec. 31, 2000 Dec. 31, 1999 Dec. 3
<S> <C <C <C
Net incone $ 7,866, 116 $ 7,599, 880 $ 2,93
Change in classification of nortgage
securities fromheld-to-maturity to
avail abl e-for-sale - -
O her conprehensive incone (| oss)
Unreal i zed hol di ng gai ns (Il osses)
Net unrealized hol di ng gains
(l osses) arising during the period 1, 330, 613 (4,370, 940) (35
Conpr ehensi ve i ncone $ 9, 196, 729 $ 3,228,940 $ 1, 87
</ TABLE>
H) Federal |ncome Taxes

The Conpany has elected to be taxed as a real estate investment trust
(REI'T) under the provisions of the Internal Revenue Code and the
correspondi ng provisions of state law. As such, no provision for income
taxes has been made in the acconpanyi ng consolidated financ

Since the Predecessor was a partnership and generally not s

directly, it did not make a provision for income taxes. The

Beneficial Unit Certificate (BUC) holders were required to
share of the Predecessor's income for federal and state income tax

pur poses.

New Accounting Pronouncenents
In June, 1998, the Financial Accounting Standards Board ("FASB")
Fi nanci al Accounting Standards No. 133, "Accounting for Deriv
I nstrunents and Hedging Activities " (FAS 133). Certain provision
133 were anmended by Financial Accounting Standards No. 138, "Accou
Certain Derivative Instrunments and Certain Hedging Activiti
in June, 2000. These statenments provi de new accounti ng and
standards for the use of derivative instruments. Adoption of thes
statenents is required by the Conpany effective January 1, 2001
Managenent intends to adopt these statements as required in fiscal 2001
Al t hough the Conpany and its Predecessor have not historically used such
instruments, it is not precluded fromdoing so. |In the future, ma
antici pates using such derivative instruments only as hedges to ma
interest rate risk. Managenent does not anticipate entering in
for specul ative or trading purposes. As of January 1, 2001, th
had no outstanding derivative hedging instrunents nor any inbedded
derivatives requiring bifurcation and separate accounting under FAS 133.
Accordi ngly, there was no cumul ative effect upon adoption of FAS 133 on
January 1, 2001.
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In March, 2000, the FASB issued FASB Interpretation No. 44 ("FIN 4

"Accounting for Certain Transactions Involving Stock Conpensati on.
Conmpany was required to adopt FIN 44 effective July 1, 2000, with respect
to certain provisions applicable to new awards, exchanges of awards in a
busi ness conbi nation, nodifications to outstanding awards, and changes in
grantee status that occur on or after that date. FIN 44 addresses practice
i ssues related to the application of Accounting Practice Bulletin Opinion

No. 25, "Accounting for Stock |Issued to Enployees." The in

of FIN 44 by the Conpany did not have a material inmpact on its consolidated
financial position or results of operations.

3. Mortgage Securities

The followi ng table presents the Conpany's nortgage securities as of Decenber
31, 2000 and 1999.

<TABLE>

<CAPTI ON> As of As of
Decenmber 31, 2000 Decenber 31, 1999

<S> <C <C

FNMA Certificates $ 377,668,990 $ 359, 891, 164

GNMA Certificates 24,529, 046 43,678, 897

FHLMC Certificates 8, 981, 226 13, 220, 884

Commer ci al nortgage-backed securities 17,135, 031 16, 650, 544

Private | abel CMOs 42, 261, 378 42,278, 222
$ 470,575,671 $ 475,719, 711

</ TABLE>

At Decemnber 31, 2000, and 1999 nortgage securities consisted of pools of

adj ustabl e-rate nortgage securities with carrying val ues of $450, 992, 165 and
$444, 140, 267, respectively and fixed-rate nortgage securities with carrying
val ues of $19,583,506 and $31, 579, 444, respectively.

The Federal National Mrtgage Association (FNMA) Certificates are backed by
first nortgage | oans on pools of single-famly properties. The FNVA
Certificates are debt securities issued by FNMA and are guaranteed by FNVA as
to the full and tinely paynment of principal and interest on the underlying

| oans.

The Governnent National Mortgage Association (GNMA) Certificates are backed by
first nortgage loans on nmultifamly residential properties and pools of
single-fam |y properties. The GNMA Certificates are debt securities issued

by a private nortgage | ender and are guaranteed by GNVA as to the full and
timely paynent of principal and interest on the underlying |oans.

Federal Honme Loan Mortgage Corporation (FHLMC) Certificates are backed by
first nortgage | oans on pools of single-famly properties. The FHLMC
Certificates are debt securities issued by FHLMC and are guaranteed by FHLMC
as to the full and tinmely paynment of principal and interest on the underlying
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| oans.

The commrerci al nortgage- backed securities are rated AA or A by Standard and
Poor ' s.

The private |abel CMOs (collateralized nortgage obligations) are rated AAA by
St andard and Poor's.

As of Decenber 31, 2000 and 1999, all the nortgage securities were classified
as avail able-for-sale and as such are carried at their fair val ue.

The followi ng table presents the anortized cost, gross unrealized gains, gross
unrealized | osses and fair value of nobrtgage securities as of Decenber 31
2000 and 1999:

<TABLE>
<CAPTI ON>
As of As of

December 31, 2000 December 31, 1999
<S> <C <G
Armortized cost $ 474,638, 436 $ 481, 176, 498
Gross unrealized gains 351, 662 461, 675
Gross unrealized | osses (4,414, 427) (5,918, 462)
Fair val ue $ 470, 575, 671 $ 475,719, 71
</ TABLE>

4. Corporate Debt Securities

Corporate debt securities are classified as held-to-maturity. The follow ng
tabl e presents the anortized cost, gross unrealized gains, gross unrealized

| osses and fair value of the corporate debt securities as of Decenber 31, 2000
and 1999:

<TABLE>
<CAPTI ON>
As of As of

Decenber 31, 2000 Decenber 31, 1999
<S> <C <G
Anortized cost $ 15, 665, 727 $ 8, 020, 026
Gross unrealized gains 24,900 92, 211
Gross unrealized | osses (3,795, 002) (174, 487)
Fair val ue $ 11, 895, 625 $ 7,937,750
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</ TABLE>
5. Corporate Equity Securities

Corporate equity securities are classified as avail able-for-sale. The
following table presents the cost, gross unrealized gains, gross unrealized
| osses and fair value of the corporate equity securities as of Decenber 31
2000 and 1999:

<TABLE>
<CAPTI ON>
As of As of

December 31, 2000 December 31, 1999
<S> <C <C
Cost $ 9, 045, 923 $ 3,102, 798
Gross unrealized gains 613, 843 224, 865
Gross unrealized | osses (649, 228) (196, 840)
Fair val ue $ 9, 010, 538 $ 3, 130, 823
</ TABLE>

6. O her Investments
O her investments consisted of the foll owing as of Decenber 31, 2000 and 1999:
<TABLE>

<CAPTI ON>

As of
<S> <C
Investnent in Retirement Centers Corporation $
I nvestnent in and advances to real estate |limted partnerships 4, 000, 390
Tot al $ 6, 540, 570
</ TABLE>

The Conpany's investnent in Retirement Centers Corporation (RCC) represents a
95% ownership interest in such corporation. The Conpany owns 100% of the
non-voting preferred stock of RCC and a third party owns 100% of the conmon
stock. The Company accounts for its investnment in RCC on the equity nethod.
As of Decenber 31, 2000, RCC owned (i) a limted partnership interest in a
real estate limted partnership which operates an assisted |iving center
located in Salt Lake City, Uah, and (ii) a 128-unit apartment property

| ocated i n Oraha, Nebraska, which was acquired on January 12, 2000. As of
Decenber 31, 1999, RCC s investnents consisted of (i) its interest in the rea
estate limted partnership referenced above and (ii) cash which was utilized
to acquire the apartment property on January 12, 2000.

RCC previously owned |inmted partnership interests in five real estate linited
partnershi ps which operated assisted living centers. However, during 1999,
four of the real estate limted partnerships were |iquidated with RCC

- 34 -
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receiving an undivided interest in the net assets of each such linmted
partnership. RCC then sold its undivided interests in the net assets of each
such assisted living center. On a consolidated basis, such sale contributed
approxi mately $1, 730, 000 ($2, 163,000 less an incentive fee of approxi mately
$433, 000 (see Note 9), to the Conpany's net income for 1999. Also see Note 12
- - Subsequent Events.

I nvestnents in and advances to unconsolidated real estate |limited partnerships
consi st of investnments in or advances made to limted partnershi ps which own
properties. These investnents are not insured or guaranteed but rather are
collateralized by the underlying value of the real estate owned by such
limted partnerships. They are accounted for under the equity nethod of
accounting. Certain of the investments have a zero carrying value and, as
such, earnings are recorded only to the extent distributions are received.
Such investnments have not been reduced bel ow zero through recognition of

all ocated investnent | osses since the Conmpany has no | egal obligation to
provi de additional cash support to the underlying property partnerships as it
is not the general partner, nor has it indicated any conmtnent to provide
this support. At Decenber 31, 2000 and 1999, the Conpany had investments in
four such linmted partnerships. On Septenber 26, 2000, one of the
partnerships sold its interest in the underlying real estate. Such sale
contri buted approxi mately $2, 100, 000 ($2, 600,000 gain less an incentive fee of
approxi mately $519, 000 (see Note 9)), to the Conpany's net incone for the year
ended December 31, 2000. The proceeds of such sale were reinvested in the
limted partnership and utilized to acquire another multifanm |y housing
property in November 2000.

7. Repurchase Agreenents

As of Decenber 31, 2000, the Conpany had outstandi ng bal ances of $448, 583, 432
under 55 repurchase agreements with a wei ghted average borrowing rate of 6.60%
and a wei ghted average remai ning maturity of approximately one nonth. As of
Decenber 31, 2000, all of the Conpany's borrow ngs were fixed-rate term
repurchase agreements with original maturities that range fromone to twelve
mont hs. As of Decenber 31, 1999, the Conpany had outstandi ng bal ances of

$452, 101, 803 under 38 repurchase agreenents with a wei ghted average borrow ng
rate of 5.72% and a wei ghted average maturity of approximately one nonth.

As of Decenber 31, 2000 and 1999, the repurchase agreenents had the follow ng
remai ning maturities:

<TABLE>
<CAPTI ON>
As of As of
Decenber 31, 2000 Decenber 31, 1999
<S> <C <C
Wthin 30 days $ 278,497,916 $ 287, 416, 803
30 to 90 days 170, 085, 516 164, 685, 000
$ 448, 583, 432 $ 452,101, 803
</ TABLE>

The repurchase agreenents are collateralized by the Conpany's nortgage
securities with a principal balance of $466, 981, 306 at Decenber 31, 2000, and
bear interest at rates that are LIBOR-based.
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8. Stockhol ders' Equity

1997 Stock Option Plan

granting of options to purchase an aggregate of up to 1,000,000 shares of the
Conmpany' s common stock, but not nmore than 10% of the total outstanding shares
of the Conpany's common stock. The Plan authorizes the Board of Directors, or
a committee of the Board of Directors, to grant Incentive Stock Options (ISQs)
as defined under section 422 of the Internal Revenue Code, Non-Qualified Stock
Options (NQSOs) and Dividend Equival ent Rights (DERs) to eligible persons,

ot her than non-enpl oyee directors. Non-enployee directors are eligible to
receive grants of NQ@SGCs with DERs pursuant to the provisions of the Plan. The
exercise price for any options granted to eligible persons under the Plan
shall not be less than the fair market value of the commn stock on the day of
the grant. The options expire if not exercised ten years after the date

grant ed.

- 35 -
On April 6, 1998, 500,000 I SCs were granted to buy conmon shares at an
exercise price of $9.375 per share (the 1998 Grant). In addition, 20,000

NQSCs were issued at an exercise price of $9.375 per share. On August 13,
1999, 300,000 I SCs were granted to buy common shares at an exercise price of
$4.875 per share (the 1999 Grant). Prior to the 1998 Grant, no other options
were outstanding. As of Decenber 31, 2000 and 1999, respectively, 525,000 and
325,000 |1 SCs were vested and exercisable. As of Decenmber 31, 2000 and 1999,

20, 000 NQSOCs were vested and exerci sable. As of Decenber 31, 2000, no options
had been exercised.

In addition to the options granted on April 6, 1998, 500,000 and 5,000 DERs
were al so granted on the |1SCs and NQSOs, respectively, based on the provisions
of the Plan. No DERs were granted on the |SOs granted on August 13, 1999.
DERs on the |1SOs vest on the sanme basis as the options. DERs on NQSOGs becane
fully vested in April, 1999. Paynents are made on vested DERs only. Vested
DERs are paid only to the extent of ordinary income and not on returns of
capital. Dividends paid on |1SCs are charged to stockhol ders' equity when
decl ared and di vi dends paid on NQSOs are charged to earni ngs when decl ared.
For the years ended Decenber 31, 2000, 1999 and 1998, the Conpany recorded
charges of $221, 250, $117,500 and $42,500, respectively, to stockhol ders'
equity (included in dividends paid or accrued) associated with the DERs on

| SOs and charges of $3, 650, $4,700 and $1, 700, respectively, to earnings
associ ated with DERs on NQSGCs.

The options and rel ated DERs i ssued were accounted for under the provisions of
SFAS 123, "Accounting for Stock Based Conpensation". Because the |SCs were
not issued to officers who are direct enployees of the Conpany, |SGOs granted
were accounted for under the option value nethod as variable plan grants and a
periodic charge is recogni zed based on the vesting schedule. The charge for
options which vested imediately with the 1998 Grant was included as
capitalized transaction costs in connection with the Merger. Until fixed and
deterni nabl e, managenent estimates the value of the | SOGs granted as of each
bal ance sheet date using a Bl ack- Schol es val uati on nmodel, as adjusted for the
di scount ed val ue of dividends not to be received under the unvested DERs. In
the absence of conparable historical narket information for the Conpany,
managenment originally utilized assunptions consistent with activity of a
conpar abl e peer group of conpanies including an estimted option life, a
volatility rate, a risk-free rate and a current dividend yield (or 0%if the
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related DERs are issued). For the years ended Decenber 31, 2000, 1999 and
1998, as part of operations, the Conpany reflected earnings charges of

$113, 115, $42,707 and $170, 154, respectively, representing the val ue of

| SCs/ DERs granted over their vesting period. NQSOs granted were accounted for
using the intrinsic method and, accordingly, no earnings charge was reflected
since the exercise price was equal to the fair nmarket value of the comon
stock at the date of the grant.

Di vi dends/ Di stri butions

<TABLE>

<CAPTI ON>

Decl arati on Date Record Date Payrment Date Amount per Share
<S> <C <C <C

Duri ng 2000:

March 17, 2000 April 14, 2000 May 17, 2000 $ . 140
June 14, 2000 June 30, 2000 August 17, 2000 $ . 140
Sept enber 18, 2000 Cct ober 16, 2000 Novemrber 17, 2000 $ . 155
Decenber 14, 2000 January 15, 2001 January 30, 2001 $ . 155
During 1999:

March 24, 1999 April 5, 1999 May 17, 1999 $ . 265 (1)
June 14, 1999 June 30, 1999 August 17, 1999 $ . 125
Sept enber 21, 1999 Sept enber 30, 1999 Noverber 17, 1999 $ . 140
Decenber 16, 1999 January 3, 2000 February 18, 2000 $ . 140
During 1998:

June 18, 1998 June 30, 1998 August 14, 1998 $ . 265 (1)
Sept enber 9, 1998 Sept enber 30, 1998 Noverber 16, 1998 $ . 265 (1)
Decenber 15, 1998 Decenber 31, 1998 February 19, 1999 $ . 265 (1)

(1) As part of the Merger transaction, the Conmpany made quarterly distributions of
$. 265 per common share ($1.06 per common share per year) in the first year
- 36 -
following the Merger (i.e. through the first quarter of 1999.) Accordingly,
cash distributions paid by the Conpany in the first quarter of 1999 and in 1998
consisted in part of a dividend and in part of a cash nmerg

</ TABLE>

Cash distributions paid or accrued by the Predecessor were $.2649 pr Unit
prior to the Merger in 1998.

For tax purposes, a portion of the dividend declared on Decenber 14, 2000, and
pai d on January 30, 2001, will be treated as a 2001 dividend for sharehol ders.
Simlarly, the dividend declared on Decenber 16, 1999, and paid February 18,
2000, was treated in its entirety as a 2000 dividend for sharehol ders and the
di vi dend decl ared on Decenber 15, 1998, and paid February 19, 1999, was
treated as a 1999 dividend for sharehol ders.

St ock Repurchase Pl an
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In connection with the Conpany's 400,000 share repurchase program the Conpany
purchased and retired 293,621 shares during the year ended Decenber 31, 2000,
at an aggregate cost of $1,511,613. During the year ended Decenber 31, 1999,

t he Conpany purchased and retired 84,600 share at an aggregate cost of
$412,208. Since inplenenting the stock repurchase programduring the fourth
quarter of 1999, through Decenber 31, 2000, the Conmpany has purchased and
retired 378,221 shares at an aggregate cost of $1,923,821. See Note 12 -
Subsequent Events.

9. Related Party Transactions

The Advi sor nanages the operations and investnments of the Conpany and perforns
adm ni strative services for the Conpany. |In turn, the Advisor receives a
managenment fee payable nmonthly in arrears in an anount equal to 1.10% per
annum of the first $300 mllion of Stockholders' Equity of the Conpany, plus

. 80% per annum of the portion of Stockholders' Equity of the Conpany above
$300 million. The Conpany al so pays the Advisor, as incentive conpensation
for each fiscal quarter, an anpunt equal to 20% of the dollar amount by which
the annualized Return on Equity for such fiscal quarter exceeds the amount
necessary to provide an annualized Return on Equity equal to the Ten-Year U. S.
Treasury Rate plus 1% For the years ended Decenber 31, 2000, 1999 and the
period from April 10, 1998 (Merger Date) to Decenber 31, 1998, the Advisor
earned a base managenent fee of $740, 437, $761, 646 and $590, 875, respectively
and incentive conpensation of $797,054, $741, 233 and $2,807, respectively.
Approxi mately $519,000 of the incentive fee earned in 2000 was attributable to
the sale described in Note 6. Approximtely $433,000 of the incentive fee
earned in 1999 was attributable to the sale described in Note 6.

America First Properties Managenent Conpany L.L.C., (the Manager), provides
property managenent services for certain of the nmultifam |y properties in

whi ch the Conmpany has an interest. The Manager al so provided property
managenent services to certain properties previously associated with the
Predecessor which were acquired in the Merger. The Manager receives a
managenment fee equal to a stated percentage of the gross revenues generated by
the properties under managenent, ranging from 3.5%to 5% of gross revenues.
Such fees paid by the Conpany for the years ended Decenber 31, 2000, 1999 and
the period fromApril 10, 1998 through Decenber 31, 1998, ampunted to

$374, 923, $325,213 and $250, 912, respectively. Such fees paid by the three
Part nershi ps which nmerged amounted to $83,017 (including $45,527 paid by the
Predecessor) for the period in 1998 prior to the Merger Date.

Prior to the Merger Date, the general partner of the Predecessor (AFCA 3) was

entitled to an adninistrative fee of .35% per annum of the outstandi ng anount

of investnents of the Predecessor to be paid by the Predecessor to the extent

such amount is not paid by property owners. AFCA 3 earned adninistrative fees
of $53,617 in 1998 of which $38,659 was paid by the Predecessor and the

remai nder was paid by owners of real properties financed by the Predecessor

Prior to the Merger Date, substantially all of Predecessor's general and

adm ni strative expenses and certain costs capitalized by the Predecessor were
paid by AFCA 3 or an affiliate and rei nbursed by the Predecessor. The amounts
of such expenses reinbursed to AFCA 3 or an affiliate were $165,439 in 1998.
The capitalized costs consist of transaction costs incurred in conjunction
with the merger described in Note 1.
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10. Fair Val ue of Financial |nstruments

Page

The foll owi ng nethods and assunptions were used by the Conpany in estinmating

the fair value of its financial instruments:
I nvestnents in nortgage securities,
equity securities: Fair

obtai ned from i ndependent

val

Cash and cash equi val ents:
such assets.

Repur chase agreenents:

liabilities.
<TABLE>
<CAPTI ON>
<S>
I nvestnent in nortgage securities
I nvestnent in corporate debt securities
I nvestnent in corporate equity securities

Cash and cash
Unrestricted
Restricted

Repur chase agreenents

</ TABLE>

equi val ents

11. Summary of Quarterly Results of Operati
<TABLE>

<CAPTI ON>

From January 1, 2000, to Decenber 31, 2000
<S>
Tot al
Tot al

i nconme
expenses
Net i nconme

Net income, basic and dil uted,
per share

</ TABLE>

<TABLE>

<CAPTI ON>

t o Decenber

From January 1, 1999, 31, 1999

ues are based on broker quotes o

pricing sources.

56 of 75

corporate debt securities and corporate

r anmoun

Fair val ue approxi mates the carrying va

Carrying Esti mat ed
Amount Fair Val ue
<C <C
$ 470,575,671 $ 470,575,671
15, 665, 727 11, 895, 625
9,010, 538 9,010, 538
8, 400, 539 8, 400, 539
498, 875 498, 875
448, 583, 432 448, 583, 432
ons (Unaudit ed)
First
Quarter
<C <C
$ 1, 956, 216 $
(461, 465)
$ 1,494, 751 $
$ 0.17 $
First
Quarter

Fair val ue approxi mates the carrying val ue

<C
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<S> <C <C

Total incone $ 1, 869, 081 $ 2,146,5
Tot al expenses (616, 193) (628, 4
M nority interest (490) (4,2
Net incone $ 1, 252, 398 $ 1,513, 9

Net income, basic and dil uted,

per share $ 0.14 $ 0
Expl anat ory Not es:
(1) Includes income of approximately $2.1 mllion (net of the incentive fee of $519
or approximately $0.24 per share related to the sale described in Note 6.
(2) Includes income of approximately $1.7 mllion (net of the incentive fee of $433

or approximately $0.19 per share related to the sale described in Note 6.
</ TABLE>

12. Subsequent Events

On January 12, 2001, the Conpany's Board of Directors approved the
repurchase of up to an additional 200,000 shares of its comon stock

On January 2, 2001, the limted partnership which owned an assisted |iving
center located in Salt Lake City, Uah, was liquidated with Retirenent Centers
Corporation (RCC) receiving an undivided interest in the net assets of such
partnership. RCC then sold its undivided interest in the net assets of such
assisted living center resulting in a gain to RCC of approximately $2.9
mllion.

On January 18, 2001, RCC acquired an 88.3% undivided interest and the Conpany
acquired an 11. 7% undi vided interest in Lealand Place Apartments, a 192-unit
mul tifam |y housing property located in Lawenceville, Georgia, for
approximately $13.3 mllion. The acquisition was financed with the proceeds
of a $10.3 nmillion nortgage | oan and cash of $3.0 million
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- 39 -

Item 9. Changes in and Di sagreements Wth Accountants on Accounting and

Fi nanci al Disclosure. There were no disagreenments with the Conpany's or its
Predecessor's i ndependent accountants on accounting principles and practices
or financial disclosure during the fiscal years ended December 31, 2000 and
1999.

PART I11

Item 10. Directors and Executive Oficers of Registrant. The informtion
about directors required to be furnished pursuant to this Item 10 is

i ncorporated by reference to the Conpany's definitive proxy statenment for its
2001 Annual Meeting of Stockholders to be filed with the Securities and
Exchange Commi ssion pursuant to Regulation 14A within 120 days after Decenber
31, 2000 (the "Proxy Statenent") under the heading "El ection of Directors."
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I nformati on about the executive officers of the Conpany is shown under Item 4
of this filing.

Section 16(a) Beneficial Owership Reporting Conpliance.

Section 16(a) of the Securities and Exchange Act of 1934 requires the
Conmpany's directors and executive officers, and certain persons who own nore
than ten percent of the Conmpany's comopn stock, to file with the Securities
and Exchange Comm ssion (the "SEC') reports of their ownership of Conpany
common stock. Officers, directors and greater-than-ten-percent beneficial
owners are required by SEC regulation to furnish the Conpany with copies of
all Section 16(a) reports they file. Based solely upon review of the copies
of such reports received by the Conpany and witten representations from each
such person who did not file an annual report with the SEC (Form 5) that no
other reports were required, the Conpany believes that there was conpliance
for the year ended December 31, 2000, with all Section 16(a) filing

requi renents applicable to the Conpany's officers, directors and
greater-than-ten-percent beneficial owners.

Item 11. Executive Conpensation. The information required to be furnished
pursuant to this Item 11 is incorporated by reference to the Proxy Statenent.

Item 12. Security Omership of Certain Beneficial Owmers and Managenent.
The information required to be furnished pursuant to this Item 12 is

i ncorporated by reference to the Proxy Statenment under the heading "Voting
Securities and Beneficial Owmership Thereof by Principal Stockhol ders,
Directors and Officers" and "Long-Term I ncentive Plans and Other Matters."

Item 13. Certain Relationships and Rel ated Transacti ons. The information
required to be furnished pursuant to this Item 13 is incorporated by reference
to the Proxy Statenent under the heading "Certain Relationships and Rel ated
Transactions."

PART |V
Item 14. Exhi bits, Financial Statenent Schedul es and Reports on Form 8-K
(a) The follow ng docunments are filed as part of this report:

1. Consolidated and Conbi ned Financial Statements. The consolidated and
combi ned financial statenents of the Conpany and the Predecessor, together
with the Independent Accountants' Report thereon, are set forth on pages 22
through 39 of this Form 10-K and are incorporated herein by

ref erence.

2. Fi nanci al Statenent Schedules. The information required to be set forth in
the financial statenment schedules is included in the Consolidated and Conbi ned
Financial Statenents and/or in the Notes to Consolidated and Conbi ned

Fi nancial Statements filed in response to Item 8 hereof.

3. Exhibits.

2.1 Agreerment and Plan of Merger by and anmpong the Registrant,
America First Participating/Preferred Equity Mortgage Fund
Limted Partnership, America First Prep Fund 2 Limted
Partnership, America First Prep Fund 2 Pension Series
Limted Partnership and certain other parties, dated as of
July 29, 1997 (incorporated herein by reference to Exhibit
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2.1 of the Registration Statement on Form S-4 dated
February 12, 1998, filed by the Regi strant pursuant to the
Securities Act of 1933 (Conmi ssion File No. 333-46179)).

- 40 -

3.1 Amended and Restated Articles of Incorporation of the
Regi strant (incorporated herein by reference to Form 8-K
dated April 10, 1998, filed by the Regi strant pursuant to
the Securities Exchange Act of 1934 (Conm ssion File No.
1-13991)).

3.2 Amended and Restated Byl aws of the Registrant (incorporated
herein by reference to Form 8-K dated April 10, 1998,
filed by the Registrant pursuant to the Securities Exchange
Act of 1934 (Commission File No. 1-13991)).

4.1 Specinmen of Common Stock Certificate of the Conpany.
(incorporated herein by reference to Exhibit 4.1 of the
Regi stration Statement on Form S-4 dated February 12, 1998,
filed by the Registrant pursuant to the Securities Act of
1933 (Commission File No. 333-46179)).

10.1 Advisory Agreement, dated April 9, 1998, by and between

t he Conpany pursuant to the Securities Exchange Act of

herein by reference to Exhibit 10.2 of the Registration
Statenent on Form S-4 dated February 12, 1998, filed by
t he Conpany pursuant to the Securities Act of 1933
(Comri ssion File No. 333-46179)).

10.3 Enploynment Agreement of Wlliam$S. Gorin (incorporated
herein by reference to Exhibit 10.3 of the Registration
Statenent on Form S-4 dated February 12, 1998, filed by
t he Conpany pursuant to the Securities Act of 1933
(Comri ssion File No. 333-46179)).

10.4 Enploynment Agreenment of Ronald A. Freydberg (incorporated
herein by reference to Exhibit 10.4 of the Registration
Statenent on Form S-4 dated February 12, 1998, filed by
t he Conpany pursuant to the Securities Act of 1933
(Comri ssion File No. 333-46179)).

10.5 Addendum to Enpl oyment Agreenent of Stewart Zi mmrerman
(incorporated herein by reference to Form 10-Q dat ed

Commi ssi on pursuant to the Securities Exchange Act of 1934
(Commi ssion File No. 1-13991)).

10.6 Addendumto Enpl oynment Agreenent of WIlliam$S. Gorin
(incorporated herein by reference to Form 10-Q dat ed
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Commi ssi on pursuant to the Securities Exchange Act of 1934
10.7 Addendum to Enpl oyment Agreenent of Ronald A. Freydberg
(incorporated herein by reference to Form 10-Q dat ed

Commi ssi on pursuant to the Securities Exchange Act of 1934
(Commi ssion File No. 1-13991)).

10.8 Anended and Restated 1997 Stock Option Plan of the Conpany

Commi ssi on pursuant to the Securities Exchange Act of 1934

10.9 Form of Dividend Reinvestnment Plan (incorporated herein by
reference to Appendi x C of the Registration Statenent on
Form S-4 dated February 12, 1998, filed by the Registrant
pursuant to the Securities Act of 1933 (Conm ssion File No.
333-46179)) .

(b) Reports on Form 8-K

The Registrant did not file any reports on Form 8-K during the
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SI GNATURES

Pursuant to the requirenents of Section 13 or 15 (d) of the
Exchange Act of 1934, the Conmpany has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

Dat e: March 28, 2001 America First Mrtgage |Investnents
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By /s/ Stewart Zi mrernman
Stewart Zi mrer man
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Pursuant to the requirenents of the Securities Act of 1934, this report has

been signed bel ow by the follow ng persons on behalf of the Conmpany and in
the capacities and on the dates indicated.

Dat e: March 28, 2001 By /s/ M chael B. Yanney*
M chael B. Yanney

Dat e: March 28, 2001 By /s/ Stewart Zi mrernman
Stewart Zi nmer man

Dat e: March 28, 2001 By /s/ Gary Thonpson
Gary Thompson

Dat e: March 28, 2001 By /s/ Mchael L. Dahir*
M chael L. Dahir

Dat e: March 28, 2001 By /s/ Ceorge V. Janzen*
Ceorge V. Janzen

Dat e: March 28, 2001 By /s/ Ceorge H Krauss*
Ceorge H. Krauss

Dat e: March 28, 2001 By /s/ Gregor Medinger*
Gregor Medi nger

Dat e: March 28, 2001 By /s/ W David Scott*
W David Scott

* By Stewart Zi merman, Attorney-in-fact

/'s/ Stewart Zi mrer man
Stewart Zi nmer man
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EXH BIT 24

PONER OF ATTORNEY
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PONER OF ATTORNEY

The undersi gned hereby appoints Stewart Zi merman as his agent and
attorney-in-fact for the purpose of executing and filing all reports on Form
10-K relating to the year endi ng Decenber 31, 2000, and any anendnents
thereto, required to be filed with the Securities and Exchange Comnri ssion by
America First Mrtgage Investnents, |nc.
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I N WTNESS WHEREOF, the undersigned has executed this Power of Attorney as of

the 1st day of February 2001.

/'s/ Mchael B. Yanne
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PONER OF ATTORNEY

The undersi gned hereby appoints Stewart Zi merman as his agent and
attorney-in-fact for the purpose of executing and filing all reports on Form
10-K relating to the year endi ng Decenber 31, 2000, and any anendnents
thereto, required to be filed with the Securities and Exchange Comr ssion by
America First Mrtgage Investnents, |nc.

I N WTNESS WHEREOF, the undersigned has executed this Power of Attorney as of
the 1st day of February 2001.

/'s/ Mchael L. Dahir
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PONER OF ATTORNEY

The undersi gned hereby appoints Stewart Zi merman as his agent and
attorney-in-fact for the purpose of executing and filing all reports on Form
10-K relating to the year endi ng Decenmber 31, 2000, and any anendnents
thereto, required to be filed with the Securities and Exchange Comr ssion by
America First Mrtgage Investnents, |nc.

I N WTNESS WHEREOF, the undersigned has executed this Power of Attorney as of
the 1st day of February 2001.

/sl George V. Janzen
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PONER OF ATTORNEY

The undersi gned hereby appoints Stewart Zi merman as his agent and
attorney-in-fact for the purpose of executing and filing all reports on Form

http://www.sec.gov/Archives/edgar/data/ 1055160/0001055160015.../0001055160-01-500020.tx - 4/20/2001



Page 71 of 75

10-K relating to the year endi ng Decenber 31, 2000, and any anendnents
thereto, required to be filed with the Securities and Exchange Comnri ssion by
America First Mrtgage Investnents, |nc.

I N WTNESS WHEREOF, the undersigned has executed this Power of Attorney as of
the 1st day of February 2001.

/sl George H. Krauss
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PONER OF ATTORNEY

The undersi gned hereby appoints Stewart Zi merman as his agent and
attorney-in-fact for the purpose of executing and filing all reports on Form
10-K relating to the year endi ng Decenber 31, 2000, and any anendnents
thereto, required to be filed with the Securities and Exchange Comr ssion by
America First Mrtgage Investnents, |nc.

I N WTNESS WHEREOF, the undersigned has executed this Power of Attorney as of
the 1st day of February 2001.

/sl Gregor Medinger
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PONER OF ATTORNEY

The undersi gned hereby appoints Stewart Zi mrerman as his agent and
attorney-in-fact for the purpose of executing and filing all reports on Form
10-K relating to the year endi ng Decenmber 31, 2000, and any anendnents
thereto, required to be filed with the Securities and Exchange Comnri ssion by
America First Mrtgage Investnents, |nc.

I N WTNESS WHEREOF, the undersigned has executed this Power of Attorney as of
the 1st day of February 2001.

/'s/ W David Scott
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</ TEXT>
</ DOCUMENT>
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</ SEC- DOCUMENT>
----- END PRI VACY- ENHANCED MESSAGE- - - - -
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