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Opportunities 
for 

Growth

 



Deerfield Capital Corp. is a leading alternative asset manager with strong expertise in key fixed

income sectors. With approximately 115 employees located in Chicago, New York and London, we

seek to generate attractive returns on equity by targeting stable earnings from our Principal Investing

segment with faster growth potential from our fee-based Investment Management segment:

n Principal Investing segment is comprised of Agency Residential Mortgage-Backed Securities

(RMBS) and a portfolio of diversified corporate debt investments.

n Investment Management segment is comprised of Deerfield Capital Management LLC, an SEC-

registered investment adviser with approximately $14.5 billion in client funds (as of January 1,

2008), invested in corporate debt, government securities, mortgage-backed securities (MBS)

and asset backed securities (ABS).

We intend to continue to manage the business so as to qualify as a real estate investment trust

(REIT) for federal income tax purposes.
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To Our Stockholders

The second half of 2007 and the early

part of 2008 were extremely chal-

lenging for all leveraged mortgage

REITs, including our company. Foremost

among the challenges we dealt with was 

the decline in value of AAA-rated non-

Agency RMBS (residential mortgage backed

securities) and the decline in relative value 

of Agency RMBS (those issued by Freddie

Mac and Fannie Mae) compared to U.S.

Treasury securities. In addition to the loss 

in value of the RMBS portfolio, we were 

also impacted by losses on interest rate

hedges and a reduction in the amount of

leverage our counterparties were willing to

provide against RMBS. Despite the losses

incurred on the RMBS portfolio, the year

held significant achievements such as the 

internalization of DFR’s asset manager,

Deerfield Capital Management LLC (DCM),

the closing of a $300 million middle market

CLO and the payout of $1.68 per share 

in dividends. 

The Internalization of DFR’s Manager

On December 21, 2007, we completed 

the purchase of the parent company of

DCM, our external manager, in a transaction

valued at that time at approximately 

$188 million. The consideration for the 

transaction primarily consisted of approxi-

mately 15 million shares of Series A

Cumulative Convertible Preferred Stock

(Preferred Stock) with a value of approxi-

mately $116 million and approximately 

$74 million of note financing. On March 11,

On December 21, 2007, we completed the purchase of the parent
company of DCM, our external manager, in a transaction valued 
at that time at approximately $188 million.



2008, our common stockholders voted to

convert the Preferred Stock into approxi-

mately 15 million shares of common stock.

The internalization of the management of

DFR is compelling for several reasons. First,

it unambiguously aligns the interests of the

asset manager with DFR. The elimination of

potential conflicts has historically allowed

internally managed REITs to trade to higher

relative values than externally managed

REITs. Second, the combination of DFR and

its asset manager provides for greater diver-

sification of revenue. By combining DCM’s

fee-based revenue streams with the invest-

ment income from DFR’s portfolio, the com-

pany has the potential for significantly

stronger and more stable cash flows. 

Going forward, we plan to use the capital

that DFR historically allocated to individual

alternative investments to seed new prod-

ucts managed by DCM. By utilizing this strat-

egy, we expect to leverage our capital to

generate attractive growth in assets under

management and new revenue streams at

DCM. We expect this strategy will allow us to

generate higher rates of return on our capi-

tal relative to historical levels.

Financial Market Instability

During 2007 and the early part of 2008, there

were significant challenges facing many 

firms that participate in financial markets.

These challenges were clearly present for

DFR. Beginning in early 2007, increasing

delinquencies and defaults in the subprime

housing market caused pressure on the 
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Analyzing Risk in Volatile Markets
Finding value in a risky world is our focus in the near term.

By combining DCM’s fee-based revenue streams with the investment
income from DFR’s portfolio, the company has the potential for 
significantly stronger and more stable cash flows.



valuation of subprime mortgages. As time

passed, this pressure spilled over into other

markets and generally reduced available

financing to lever investments. This caused a

global unwinding of years of systematic

leverage in the financial markets. As a result,

access to financial leverage became increas-

ingly scarce and the amount of leverage

available to purchase financial assets was

materially reduced.

DFR has employed an investment model

since inception that actively utilized financial

leverage. This leverage was in the form of

repurchase agreement financing (repo) for

our Agency and AAA-rated non-Agency

RMBS portfolio. Agency and AAA-rated non-

Agency RMBS represented approximately

89% of DFR’s entire investment portfolio at

year end, making it by far the single largest

investment strategy of the company. The

credit concerns and the ensuing liquidity cri-

sis can be most clearly seen at DFR in its

AAA-rated non-Agency mortgage book,

where the weighted average price on even

these highly rated assets declined from

approximately 99% of par on December 31,

2006 to approximately 96% of par on

December 31, 2007. The prices of these

assets continued to decline even 

further in the early part of 2008 and by the

end of February they had declined to an

approximate average range of 50% to 75% of

par, depending on specific asset attributes

and performance. Furthermore, while finan-

cial institutions battled their own liquidity

problems, their willingness and ability to pro-
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Balanced Exposure
Diversified revenue streams enhance our opportunity to grow.

During 2007 and the early part of 2008, there were significant 
challenges facing many firms that participate in financial markets.
These challenges were clearly present for DFR.



vide leverage declined to previously unseen

levels. Our response was a self-directed

deleveraging of our RMBS and other assets

in the DFR investment portfolio through

asset sales so as to maintain acceptable 

liquidity. These sales, particularly in the 

AAA-rated non-Agency RMBS portfolio and

related interest rate hedges, generated 

significant losses impacting financial results

for 2007 and the early part of 2008.

We believe 2008 will be a year of adapta-

tion and, subsequently, significant opportu-

nity for DFR. We expect that the historical

marriage of high quality RMBS mortgages

and alternative investment strategies at DFR

will give way to fee income generated from

our wholly owned asset management sub-

sidiary and earnings on a reduced principal

portfolio which will be invested primarily in

fixed income oriented strategies.

While the period since July 2007 has been

very difficult for most companies in the 

financial industry, we believe DFR is uniquely

positioned to take advantage of unprece-

dented market opportunities and reinvigo-

rate the value generating platform that 

DCM has historically offered investors.

On behalf of everyone at DFR, we thank

you for your support.

Sincerely,

Jonathan W. Trutter
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We believe 2008 will be a year of adaptation and, subsequently,
significant opportunity for DFR.

Focused Liquidity
In the current financial environment, maintaining financial flexibility is essential.
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Stockholder Information

Transfer Agent and Registrar
If you require assistance with your account, such as change of
address, changes in registration or lost stock certificates, 
please contact:

American Stock Transfer & Trust Company
59 Maiden Lane
Plaza Level
New York, NY 10038
Telephone: (800) 937-5449 or (718) 921-8124
Fax: (718) 236-2641
E-mail: info@amstock.com
Website: www.amstock.com

Independent Registered Public 
Accounting Firm
Deloitte & Touche LLP 
111 South Wacker Drive 
Chicago, IL 60606 

Common Stock listing
NYSE: DFR

Investor Inquiries
Stockholders, securities analysts, investment managers and
others seeking information about the Company may either go
to the Company’s website, www.deerfieldcapital.com, or 
contact the Company directly, as follows:

Deerfield Capital Corp.
Attention: Richard G. Smith
6250 N. River Road
Rosemont, IL 60018
Telephone: (773) 380-1600
E-mail: rsmith@deerfieldcapital.com

Note Concerning Forward-Looking Statements
Certain statements in this Annual Report that are not historical
facts constitute “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of
1995 (the “Reform Act”). Such forward-looking statements are
based on our current expectations, speak only as of the date
of this Annual Report and are susceptible to a number of risks,
uncertainties and other factors. Our actual results, perform-
ance and achievements may differ materially from any future
results, performance or achievements expressed or implied by
such forward-looking statements. For those statements, the
Company claims the protection of the safe harbor for forward-
looking statements contained in the Reform Act. See “Special
Note Regarding Forward-Looking Statements” and “Item 1A.
Risk Factors,” appearing in the Company’s Annual Report 
on Form 10-K for the fiscal year ended December 31, 2007, 
a copy of which is included herein.
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