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Newcastle is a real estate investment company that invests across the residential and commercial markets. Newcastle

focuses on generating strong operating results and making new investments to drive dividend growth. Newcastle is

organized and conducts its operations to qualify as a real estate investment trust (REIT) and is managed by an affiliate

of Fortress Investment Group, a global investment management firm.



FELLOW SHAREHOLDERS:

2012 was a transformational year for our company, and we would like to take this time to reflect on what we have accomplished over the past
year as well as where we are headed. We entered the year with an ambitious agenda—focused on both driving returns from our existing
investments and identifying new opportunities that could generate strong results for our shareholders. Over the course of the year we made
progress on both fronts. We expanded our strategy to encompass residential investments in addition to our traditional commercial focus.

Since diversifying, beginning in late 2011, we have invested or committed to invest over $1 billion for our shareholders.

Our focus on growth helped to propel our financial performance. During the year we earned $429 million of GAAP income and increased
book value by $881 million, or $4.62 per share. Core earnings were $150 million, or $1.03 per share, and cash available for distribution
increased by 45% to $112 million, from $77 million in 2011.

As a result of our strong financial results, we raised our dividend twice during the year. In 2012, we paid total dividends of $0.84 per share—
up 110% from 2011.

INVESTMENT ACTIVITY & PERFORMANCE:
Throughout the year we remained steadfastly focused on delivering value for our shareholders by investing over $550 million across four

main investment lines:

* Excess MSRs: Following our initial co-investment in residential mortgage servicing rights (“Excess MSRs”) in late 2011, we invested
approximately $220 million to acquire interests in Excess MSRs on about $75 billion of unpaid principal balance (“UPB”) of mortgage
loans throughout 2012. Subsequent to year-end, we announced our largest commitment to date to purchase an additional $360 million
interest in the Excess MSRs on nearly $220 billion of UPB from Bank of America.

We felt at the time, and continue to believe, that mortgage servicing investments within the $10 trillion U.S. mortgage market present
an exciting opportunity, as non-bank servicers continue to supplant bank servicers struggling with regulatory and operating headwinds.
In the past two years alone, more than $1 trillion of MSRs have been transferred to non-bank servicers, and we expect that over

$2 trillion of additional MSRs will follow in the coming years.

As of January 31, 2013, we have received total cash flows of $62 million, or 21% of our initial invested capital, over an average term of
eight months. Two of the primary metrics we monitor include: 1) prepayment rates (the rate at which mortgages prepay or default and
therefore exit the servicing pool) and 2) recapture rates (the portion of prepaid loans that are refinanced by our servicing partner,
Nationstar, and remain in the servicing pool). Life-to-date prepayment rates are lower at 14%, versus our projection of 21%. Recapture

rates are beginning to trend higher, especially among our most seasoned pools.

As a result, the expected internal rate of return (“IRR”) for our portfolio is 19%, higher than our initial projection. These are

extraordinary unleveraged returns, particularly in a world of near zero short term interest rates.

Non-Agency RMBS: In the second quarter of 2012, we began opportunistically investing in non-agency RMBS securities. Through
January 31, 2013, we had purchased $680 million of securities at an average price of 62% of face value, or $420 million, using a mix of

debt and equity.

Non-agency RMBS, in our view, provide an attractive way to participate in the recovery of the housing market. Targeting Nationstar-
serviced non-agency securities should allow us to benefit from their high-touch servicing practices to lower delinquencies and defaults,
therefore improving the credit profile of our holdings. Throughout the year, our non-agency RMBS have steadily rallied and we believe

there is price appreciation yet to be realized.

As of the end of January, our portfolio had generated $27 million of life-to-date cash flow. Assuming we apply our targeted levels of
leverage, we believe the expected IRR on this portfolio would be 16%. Currently, we are using more modest leverage levels of 35%,

resulting in an expected IRR of 9%.

Real Estate Debt: In 2012, we purchased $213 million of commercial real estate debt at an average price of 94% of par. At year-end,
our real estate debt portfolio consisted of $3.0 billion of assets financed with $2.0 billion of primarily match funded, non-recourse
debt. The weighted average carrying value of the portfolio improved from a price of 81% to 85% of par, or $107 million, over the

course of the year.




In total, we expect $725-$750 million of net principal recovery from our real estate debt investments if held to maturity over an average life

of approximately five years; however, we are taking a much more active approach to optimizing our recovery over a shorter period of time.

As an example, in September 2012, we accelerated principal recovery through our liquidation of CDO X. In connection with the sale of
our interests in CDO X to the owner of the senior notes and another third party, we received $130 million of cash and recorded a gain
of $224 million. In addition, we were able to opportunistically repurchase eight CDO X assets, from which we expect to receive

$50 million of profit over an average life of 2.4 years.

Our goal is to identify opportunities, similar to that of CDO X, which will allow us to optimize recoveries over shorter timelines. We

plan to reinvest the proceeds in senior housing assets, portfolio restructurings and opportunistic debt investments.

Senior Housing: The senior housing industry is characterized by a significant supply-demand imbalance and high fragmentation. The
target demographic for senior housing consumers (75+) is estimated to grow at a rate nearly three times faster than the base population;
however, new construction starts remain at all-time lows. With more than 22,000 senior housing properties estimated to be worth
$300 billion and nearly 70% of those properties owned by “mom and pops” (i.e., owners of 15 or fewer properties), we believe that a

significant opportunity to create value through consolidation exists.

We plan to take advantage of these macroeconomic trends by leveraging Fortress’s seasoned senior housing professionals to help procure
and manage properties. Fortress has been one of the most active owners and operators of senior housing over the past decade, with

interests in the ownership or operation of nearly 1,000 properties.

Our strategy is to target assets that initially have the potential to generate low- to mid-teens levered returns and, over the next couple of
years, could produce returns of over 20%. In the third quarter of 2012, we made our first senior housing investment by purchasing
8 properties. By the end of the year, following two more acquisitions, our portfolio consisted of 12 properties with a gross initial

investment value of $201 million. At year-end, our portfolio has performed better than our initial expectations.

BUSINESS OUTLOOK:

While only a few months into 2013, we have been very active on the investment front. In addition, at the beginning of the year, we
announced our intention to spin off our subsidiary, New Residential Investment Corp. We are excited about the progress made to date, and
we plan to complete the spin off in the coming months. We believe both Newcastle and New Residential will have very active investment

pipelines following the spin off.

Newcastle will continue to focus on maximizing recoveries in our existing CDOs and other debt investments. We intend to pursue collapse
strategies and other opportunities to extract value from these investments. Furthermore, we will continue to add new investments to our
senior housing portfolio. Our near-term pipeline consists of $250—$300 million of potential investments. We also intend to pursue additional

opportunities that fall within our investment guidelines.

New Residential will target investments in Excess MSRs, non-agency RMBS, non-performing loans and other adjacent assets. In addition
to our landmark co-investment in Excess MSRs on $220 billion of UPB described above, we recently announced a co-investment in a
$4.2 billion UPB pool of consumer loans from HSBC. Though we do not anticipate investments in consumer loans will be a primary focus
for New Residential, we are particularly excited about this opportunistic investment. Our servicing and co-investment partner, Springleaf

Financial, is a proven high quality servicer, and we believe the investment will generate attractive returns for shareholders.

2012 was an exceptional year for Newcastle, and 2013 is already proving to be as active if not more so. We are excited about the opportunities
ahead of us, and we believe there is still a long runway for growth in the years to come. We remain focused on positioning the company for

continued success and look forward to updating you on our progress throughout the year.

KENNETH M. RIIS
Chief Executive Officer and President
March 21, 2013
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CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

This report contains certain “forward-looking statements” within the meaning of the Private Securities Litigation Reform
Act of 1995. Such forward-looking statements relate to, among other things, the operating performance of our investments,
the stability of our earnings, and our financing needs. Forward-looking statements are generally identifiable by use of
forward-looking terminology such as “may,” “will,” “should,” “potential,” “intend,” “expect,” “endeavor,” “seek,”
“anticipate,” “estimate,” “overestimate,” “underestimate,” “believe,” “could,” “project,” “predict,” “continue” or other
similar words or expressions. Forward-looking statements are based on certain assumptions, discuss future expectations,
describe future plans and strategies, contain projections of results of operations or of financial condition or state other
forward-looking information. Our ability to predict results or the actual outcome of future plans or strategies is inherently
uncertain. Although we believe that the expectations reflected in such forward-looking statements are based on reasonable
assumptions, our actual results and performance could differ materially from those set forth in the forward-looking
statements. These forward-looking statements involve risks, uncertainties and other factors that may cause our actual
results in future periods to differ materially from forecasted results. Factors which could have a material adverse effect on
our operations and future prospects include, but are not limited to:
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e reductions in cash flows received from our investments;

e our ability to take advantage of opportunities in additional asset classes or types of assets, including, without
limitation, senior living facilities, at attractive risk-adjusted prices or at all;

e our ability to take advantage of investment opportunities in interests in excess mortgage servicing rights (“Excess
MSRs”);

e  our ability to deploy capital accretively;

e the risks that default and recovery rates on our real estate securities and loan portfolios deteriorate compared to our
underwriting estimates;

e changes in prepayment rates on the loans underlying certain of our assets, including, but not limited to, our Excess
MSRs;

e the risk that projected recapture rates on the portfolios underlying our Excess MSRs are not achieved, or that other
assumptions underlying our projected returns prove to be incorrect;

e the relationship between yields on assets which are paid off and yields on assets in which such monies can be
reinvested;

e the relative spreads between the yield on the assets we invest in and the cost of financing;

e changes in economic conditions generally and the real estate and debt securities markets specifically;

e adverse changes in the financing markets we access affecting our ability to finance our investments, or in a manner
that maintains our historic net spreads;

e changing risk assessments by lenders that potentially lead to increased margin calls, not extending our repurchase
agreements or other financings in accordance with their current terms or entering into new financings with us;

e changes in interest rates and/or credit spreads, as well as the success of any hedging strategy we may undertake in
relation to such changes;

e the quality and size of the investment pipeline and the rate at which we can invest our cash, including cash inside
our collateralized debt obligations (“CDOs”);

e impairments in the value of the collateral underlying our investments and the relation of any such impairments to

our judgments as to whether changes in the market value of our securities, loans or real estate are temporary or not

and whether circumstances bearing on the value of such assets warrant changes in carrying values;

legislative/regulatory changes, including but not limited to, any modification of the terms of loans;

the availability and cost of capital for future investments;

competition within the finance and real estate industries; and

other risks detailed from time to time below, particularly under the heading “Risk Factors,’

reports filed with or furnished to the Securities and Exchange Commission (the “SEC”).

]

and in our other

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee
future results, levels of activity, performance or achievements. The factors noted above could cause our actual results to
differ significantly from those contained in any forward-looking statement.

Readers are cautioned not to place undue reliance on any of these forward-looking statements, which reflect our
management’s views only as of the date of this report. We are under no duty to update any of the forward-looking
statements after the date of this report to conform these statements to actual results.



SPECIAL NOTE REGARDING EXHIBITS

In reviewing the agreements included as exhibits to this Annual Report on Form 10-K, please remember they are included
to provide you with information regarding their terms and are not intended to provide any other factual or disclosure
information about the Company or the other parties to the agreements. The agreements contain representations and
warranties by each of the parties to the applicable agreement. These representations and warranties have been made solely
for the benefit of the other parties to the applicable agreement and:

e should not in all instances be treated as categorical statements of fact, but rather as a way of allocating the risk to
one of the parties if those statements provide to be inaccurate;

e have been qualified by disclosures that were made to the other party in connection with the negotiation of the
applicable agreement, which disclosures are not necessarily reflected in the agreement;

e may apply standards of materiality in a way that is different from what may be viewed as material to you or other
investors; and

e were made only as of the date of the applicable agreement or such other date or dates as may be specified in the
agreement and are subject to more recent developments.

Accordingly, these representations and warranties may not describe the actual state of affairs as of the date they were made
or at any other time. Additional information about the Company may be found elsewhere in this Annual Report on
Form 10-K and the Company’s other public filings, which are available without charge through the SEC’s website at
http://www.sec.gov. See “Business — Corporate Governance and Internet Address; Where Readers Can Find Additional
Information.”

The Company acknowledges that, notwithstanding the inclusion of the foregoing cautionary statements, it is responsible for
considering whether additional specific disclosures of material information regarding material contractual provisions are
required to make the statements in this report not misleading.
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PART 1

Item 1. Business.
Overview

Newcastle Investment Corp. (“Newcastle”) is a real estate investment and finance company. We invest in, and actively
manage, a portfolio of real estate securities, loans, excess mortgage servicing rights (“Excess MSRs”), real estate related
assets, such as senior living facilities, and other assets. Our objective is to maximize the difference between the yield on our
investments and the cost of financing these investments. We often seek to hedge our interest rate risk. We emphasize
portfolio management, asset quality, liquidity, diversification, match funded financing and credit risk management.

We conduct our business through the following segments: (i) investments financed with non-recourse collateralized debt
obligations (“non-recourse CDOs”), (ii) unlevered investments in deconsolidated Newcastle CDO debt (“unlevered
CDOs”), (iii) unlevered Excess MSRs, (iv) investments in senior living assets financed with non-recourse debt
(“nonrecourse senior living”), (v) investments financed with other non-recourse debt (“non-recourse other”), (vi)
investments and debt repurchases financed with recourse debt (“recourse”), (vii) other unlevered investments (“unlevered
other”) and (viii) corporate. Further details regarding the revenues, net income (loss) and total assets of each of our
segments for each of the last three fiscal years are presented in Note 3 to Part II, Item 8, “Financial Statements and
Supplementary Data.”

The following table summarizes our segments at December 31, 2012:

Non-Recourse ~ Unlevered Unlevered Non-Recourse ~ Non-Recourse Unlevered Inter-segment
CDOs (A) CDOs (B)  Excess MSRs  Senior Living Other (A)(C) Recourse (D) Other (E) Corporate Elimination (F) Total
GAAP

Investments $ 1411731 § 5998 $§ 245036 $ 181,887 § 755421 $ 1,049,029 $ 107,189 $ - 8 (62,336)  $3,693,955
Cash and restricted cash 2,064 - - 9,720 - - - 222,178 - 233,962
Derivative assets - - - 165 - - - - - 165
Other assets 7,422 7 33 4,946 113 2,740 1,924 202 (157) 17,230

Total assets 1,421,217 6,005 245,069 196,718 755,534 1,051,769 109,113 222,380 (62,493)  3,945312
Debt (1,095,598) - - (120,525) (651,540) (925,191) - (51,243) 62,336 (2,781,761)
Derivative liabilities (31,576) - - - - - - - - (31,576)
Other liabilities (5,681) - (406) (5,084) (2,684) (171) (77) (44,969) 157 (58,915)

Total liabilites (1,132,855) - (406) (125,609) (654,224) (925.362) (77) (96,212) 62,493  (2.872,252)
Preferred stock - - - - - - - (61,583) - (61,583)
GAAP book value $ 288362 § 6,005 $§ 244663 § 71,109 $ 101,310 § 126,407 § 109,036 $ 64,585 § - 81,011,477

(A) Assets held within CDOs and other non-recourse structures are not available to satisfy obligations outside of such financings, except to the
extent we receive net cash flow distributions from such structures. Furthermore, creditors or beneficial interest holders of these structures
have no recourse to the general credit of Newcastle. Therefore, our exposure to the economic losses from such structures is limited to our
invested equity in them and economically their book value cannot be less than zero. Therefore, impairment recorded in excess of our
investment, which results in negative GAAP book value for a given non-recourse financing structure, cannot economically be incurred and
will eventually be reversed through amortization, sales at gains, or as gains at the deconsolidation or termination of such non-recourse
financing structure.

(B) Represents unlevered investments in CDO securities issued by Newcastle. These CDOs have been deconsolidated as we do not have the
power to direct the relevant activities of the CDOs.

(C) The following table summarizes the investments and debt in the non-recourse other segment:

December 31,2012

Investments Debt

Outstanding Carrying Outstanding Carrying

Face Amount Value Face Amount* Value*
Manufactured housing loan portfolio I $ 118,746 § 100,124 § 90,551 $ 81,963
Manufactured housing loan portfolio II 153,193 150,123 117,907 117,191
Residential mortgage loans 52,352 38,709 - -
Subprime mortgage loans subject to call options 406,217 405,814 406,217 405,814
Real estate securities 63,505 53,979 44,585 40,572
Operating real estate N/A 6,672 6,000 6,000

§ 794013 S 755421 $ 665260 $ 651,540

* An aggregate face amount of $71.1 million (carrying value of $62.3 million) of debt represents financing provided by the CDO segment
(and included as investments in the CDO segment), which is eliminated upon consolidation.



(D) The $925.2 million of recourse debt is comprised of (i) $772.9 million of repurchase agreements secured by $820.5 million carrying amount
of FNMA/FHLMC securities, (i) $1.4 million of repurchase agreements secured by $21.0 million face amount of senior notes issued by
Newcastle CDO VI, which was repurchased by Newcastle in December 2010 and eliminated in consolidation, and (iii) a $150.9 million
repurchase agreement secured by $228.5 million carrying value of non-agency residential mortgage backed securities (“RMBS”).

(E) The following table summarizes the investments in the unlevered other segment as of December 31, 2012:

Outstanding Face Amount Carrying Value Number of Investments
Real estate securities™ $ 229299 $ 68,863 38
Real estate related loans 80,298 29,831 2
Residential mortgage loans 3,645 2,471 130
Other investments N/A 6,024 1
$ 313242 $ 107,189 171

* During the year ended December 31, 2012, Newcastle purchased 17 non-agency RMBS with an aggregate face amount of $90.9 million
for an aggregate purchase price of approximately $61.7 million, or an average price of 67.9% of par. As of December 31, 2012, these
securities had an aggregate face amount of $89.3 million and a carrying value of $61.3 million.

(F) Represents the elimination of investments and financings and their related income and expenses between the CDO segment and the other
non-recourse segment as the corresponding inter-segment investments and financings are presented on a gross basis within each of these
segments.

Our investments currently cover the following distinct categories:

1) Real Estate Securities: We underwrite, acquire and manage a diversified portfolio of credit sensitive
real estate securities, including commercial mortgage backed securities
(CMBS), senior unsecured REIT debt issued by REITs, real estate related
asset backed securities (ABS), including subprime securities, and
FNMA/FHLMC securities. As of December 31, 2012, our real estate securities
represented 42.9% of our assets. As described below, we intend to spin-off
approximately 17.1% of these assets.

2) Real Estate Related Loans: We acquire and originate loans to real estate owners, including B-notes,
mezzanine loans, corporate bank loans, and whole loans. As of December 31,
2012, our real estate related loans represented 21.4% of our assets.

3) Residential Mortgage Loans: We acquire residential mortgage loans, including manufactured housing loans
and subprime mortgage loans. As of December 31, 2012, our residential
mortgage loans represented 7.5% of our assets.

4) Operating Real Estate: We acquire and manage direct and indirect interests in operating real estate,
including senior living assets. As of December 31, 2012, our operating real
estate represented 5.4% of our assets.

5) Excess Mortgage Servicing Rights: Since December 2011, we have made investments in Excess MSRs on five
pools of residential mortgage loans with an aggregate unpaid principal balance
(“UPB”) as of December 31, 2012 of $76.5 billion. As of December 31, 2012,
our investments in Excess MSRs represented 6.2% of our assets. As described
below, we intend to spin-off these assets.

In addition, Newcastle had restricted and unrestricted cash and other miscellaneous net assets, which represented 16.6% of
our assets at December 31, 2012. As described below, we intend to spin off a portion of these assets, which consist
primarily of cash.

Newcastle’s stock is traded on the New York Stock Exchange under the symbol “NCT.” Newecastle is a real estate
investment trust for federal income tax purposes and is externally managed and advised by an affiliate of Fortress
Investment Group LLC, or Fortress. For its services, our manager is entitled to a management fee and incentive
compensation pursuant to a management agreement. Fortress, through its affiliates, and principals of Fortress collectively
owned 4.9 million shares of our common stock and Fortress, through its affiliates, had options to purchase an additional 9.7
million shares of our common stock, which were issued in connection with our equity offerings, representing approximately
7.8% of our common stock on a fully diluted basis, as of December 31, 2012.

Significant Developments
Excess MSRs

We have made investments in Excess MSRs on five pools of residential mortgage loans with an aggregate unpaid principal
balance (“UPB”) as of December 31, 2012 of $76.5 billion. We completed our first Excess MSR investment in December
2011 and completed two additional investments in the Excess MSRs on four pools of mortgage loans in 2012.
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On January 4, 2013, we invested $27 million for a one-third interest in the Excess MSRs on a $13 billion UPB Ginniec Mae
loan pool from Nationstar Mortgage Holdings Inc. (“Nationstar”). Nationstar will service the loans and will retain a one-
third interest in the Excess MSRs; a Fortress Fund will acquire the remaining one-third interest.

On January 6, 2013, we agreed to co-invest in Excess MSRs on a portfolio of residential mortgage loans with an
approximately $215 billion UPB, as of November 30, 2012, from Nationstar in conjunction with Nationstar’s purchase of
MSRs from Bank of America. We committed to invest approximately $340.0 million to acquire an approximately one-third
interest in the Excess MSRs. The majority of the investment is expected to close in the first quarter of 2013, subject to
regulatory and third-party approvals. As in the transaction described above, Nationstar is the servicer and owns a one-third
interest. A Fortress Fund acquired the remaining one-third interest. The loans comprise four pools, of which 47% are
expected to be loans that are owned, insured or guaranteed by Agency/Government entities and 53% are expected to be
non-conforming loans in private label securitizations. On January 31, 2013, we completed the first closing of this co-
investment. The first closing related to Excess MSRs on loans with an aggregate UPB of approximately $58 billion as of
December 31, 2012, that are owned, insured, or guaranteed by Fannie Mae or Freddie Mac.

On February 27, 2013, we entered into an agreement to co-invest in non-performing mortgage loans with a UPB of
approximately $83.0 million as of December 31, 2012. We have invested approximately $35.0 million to acquire a 70%
interest in the non-performing mortgage loans. Nationstar has co-invested pari passu with us in 30% of the non-performing
mortgage loans and will be the servicer of the loans performing all servicing and advancing functions, and retaining the
ancillary income, servicing obligations and liabilities as the servicer.

We intend to spin off these and certain other assets, as described below.

Residential Assets

Since the beginning of the second quarter of 2012, we have purchased non-Agency RMBS serviced by Nationstar outside
of our CDOs with an aggregate face amount of approximately $433.5 million and a fair value of approximately $289.8
million as of December 31, 2012. Subsequent to December 31, 2012, we acquired an additional $321.6 million face amount
of non-Agency RMBS for approximately $190.6 million. As of December 31, 2012, we financed $344.2 million face
amount of the securities with approximately $150.9 million of repurchase agreements at a cost of one-month LIBOR plus
200 basis points and a weighted average advance rate of 66%. We intend to spin off these assets and certain other assets, as
described below.

Senior Living Assets

During 2012, we completed three acquisitions of senior living assets as follows:

In July 2012, we completed the acquisition of eight senior housing facilities for an aggregate purchase price of
approximately $143.3 million plus acquisition-related costs. These assets comprise more than 800 beds in senior living
facilities located in California, Oregon, Utah, Arizona and Idaho.

In November 2012, we completed the acquisition of three senior housing facilities for an aggregate purchase price of
approximately $22.6 million plus acquisition-related costs. These assets comprise more than 350 beds in senior living
facilities located in Utah.

In December 2012, we completed the acquisition of a senior housing facility for an aggregate purchase price of
approximately $21.5 million plus acquisition-related costs. This asset comprises more than 200 beds in a senior living
facility located in Texas.

Sale of CDO X

In September 2012, we completed the sale of 100% of our interests in CDO X to the sole owner of the senior notes and
another third party, in connection with the liquidation and termination of CDO X. We received $130 million for $89.75
million face amount of subordinated notes and all of our equity in CDO X. As a result, we recorded a gain on sale of $224.3
million and deconsolidated CDO X in the quarter ended September 30, 2012.

Spin-Off of Residential Assets

Our Board of Directors has unanimously approved a plan to spin off all of our Excess MSRs and certain other assets. We
intend to effect the spin-off in the first half of 2013 by distributing shares of our subsidiary, New Residential Investment
Corp. (“New Residential”). New Residential will be a publicly traded real estate investment trust that primarily targets
opportunistic investments in residential real estate related investments, including, but not limited to Excess MSRs, RMBS,
and non-performing loans and other real estate related investments. New Residential’s investment guidelines will be
purposefully broad to enable it to make investments in a wide array of assets, including mortgage servicing advances and
non-real estate related assets such as consumer loans. New Residential will be externally managed by FIG LLC, an affiliate
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of Fortress Investment Group LLC, pursuant to a new management agreement with terms that are substantially similar to
the terms of Newcastle’s management agreement. Following the spin-off, we currently expect Newcastle business strategy
will be primarily focused on commercial real estate related investments, senior housing and other strategic opportunities,
including, but not limited to, opportunities to liquidate, or “collapse”, its CDOs.

New Residential has filed a registration statement with the U.S. Securities and Exchange Commission (“SEC”) with respect
to the planned spin-off. The spin-off is subject to certain conditions, such as the SEC declaring effective New Residential’s
registration statement, the filing and approval of an application to list New Residential’s common stock on the NYSE
(under the symbol “NRZ”) and the formal declaration of the distribution by our Board of Directors.

Our Investment Strategy

Newecastle’s investment strategy focuses predominantly on opportunistic investments in real estate related assets. Our
investment guidelines are purposefully broad to enable us to make investments in a wide array of assets, including, but not
limited to, any assets that can be held by real estate investment trusts. We do not have specific policies as to the allocation
among type of real estate related assets or investment categories since our investment decisions depend on changing market
conditions. Instead, we focus on relative value and in-depth risk/reward analysis. Our focus on relative value means that
assets which may be unattractive under particular market conditions may, if priced appropriately to compensate for risks
such as projected defaults and prepayments, become attractive relative to other available investments. We generally utilize
a match funded financing strategy, when appropriate and available, and active management as part of our investment
strategy.



The following summarizes our consolidated investment portfolio at December 31, 2012 (dollars in millions):

Investment

I. Residential Servicing & Securities
Excess MSRs Investments
Non-Agency RMBS @

Total Residential Servicing &

Securities Assets

Percentage of

II. Commercial Real Estate Debt & Other Assets

Commercial Assets
CMBS
Mezzanine Loans
B-Notes
Whole Loans
CDO Securities

Other Investments ©

Total Commercial Assets

Residential Assets

MH and Residential Loans

Subprime Securities
Real Estate ABS

FNMA/FHLMC securities
Total Residential Assets

Corporate Assets
REIT Debt

Corporate Bank Loans
Total Corporate Assets

Senior Living Properties Investments

Total Commercial Real Estate Debt &

Other Assets
TOTAL / WA

Reconciliation to GAAP total assets:
Subprime mortgage loans subject to call option @
Real estate held-for-use
Cash and restricted cash

Other
GAAP total assets

WA — Weighted average, in all tables.

(1) Net of impairment.

Total Weighted
Outstanding ~ Amortized Amortized Carrying ~ Number of Average Life
Face Amount  Cost Basis " Cost Basis Value Investments Credit (years) ®
$ 245§ 236 74% $ 245 5 - 5.4
434 275 8.7% 290 29 CcC 6.8
679 511 16.1% 535 6.3
475 337 10.6% 376 76 BB- 32
528 443 13.9% 443 17 77% 22
171 162 5.1% 162 6 68% 2.1
30 30 0.9% 30 3 48% 1.1
96 67 2.1% 71 5 BB 33
25 25 0.8% 25 1 - -
1,325 1,064 33.4% 1,107 2.6
332 290 9.1% 290 8,881 705 6.1
124 47 1.5% 66 40 CCC 5.0
10 2 0.1% 1 3 CCC- 4.7
466 339 10.7% 357 5.8
769 811 25.5% 813 58 AAA 3.5
1,235 1,150 36.2% 1,170 4.4
63 62 2.0% 66 10 BBB- 1.8
392 209 6.6% 209 7 CcC 3.6
455 271 8.6% 275 3.3
188 182 5.7% 182 12 - --
3,203 2,667 83.9% 2,734 3.4
$ 3,882 $ 3,178 100.0% $ 3,269 4.0
) 405
7
234
30
$ 3,945

(2) Credit represents the weighted average of minimum rating for rated assets, the loan-to-value ratio (based on the appraised value at the time of
purchase or refinancing) for non-rated commercial assets, or the FICO score for non-rated residential assets and an implied AAA rating for
FNMA/FHLMC securities. Ratings provided above were determined by third party rating agencies as of a particular date, may not be current and are

subject to change at any time.

(3) Weighted average life is based on the timing of expected principal reduction on the asset.

(4) Represents non-Agency RMBS purchased outside of our CDOs since April 2012.

(5) Represents non-consolidated CDO securities, excluding eight securities with a zero value, which had an aggregate face amount of $107 million.

(6) Represents an equity investment in a real estate owned property.

(7) Face amount of senior living property investments represents the gross carrying amount, which excludes accumulated depreciation and amortization.

(8) Our subprime mortgage loans subject to call option are excluded from the statistics because they result from an option, not an obligation, to
repurchase such loans, are noneconomic until such option is exercised, and are offset by an equal liability on the consolidated balance sheet.

(9) The following tables summarize certain supplemental data relating to our investments (dollars in tables in thousands):
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Excess MSRs

Collateral Characteristics:

Pool I

Original Pool

Recaptured Loans

Recapture
Agreements

Pool 2

Original Pool

Recaptured Loans

Recapture
Agreements

Pool 3

Original Pool

Recaptured Loans

Recapture
Agreements

Pool 4

Original Pool

Recaptured Loans

Recapture
Agreements

Pool 5

Original Pool

Recapture Loans

Recapture
Agreements

Total/ WA

Collateral Characteristics

WA Average  Adjustable
Current Original Current FICO WA Loan Rate 1 Month

Carrying Principal Principal Number Score WA Maturity Age Mortgage % 1 Month 1 Month 1 Month  Recapture

Amount Balance Balance of Loans (A) Coupon  (months)  (months) (B) CPR (C) CRR (D) CDR (E) Rate
$ 33,977 $ 9,940,385 § 7,927,465 53,477 685 6.0% 277 73 19.5% 23.2% 19.5% 4.5% 40.8%
1,997 - 475,746 2,305 753 4.3% 324 5 0.2% 2.8% 2.8% 0.0% 0.0%

4,936 - - - - - - - - - - - -
40,910 9,940,385 8,403,211 55,782 689 5.9% 280 69 18.4% 22.2% 18.7% 4.2% 40.6%
33,187 10,383,891 9,239,244 47,285 630 5.3% 319 61 11.0% 19.6% 16.4% 3.7% 43.2%
748 - 157,876 721 747 4.2% 327 1 0.0% 0.2% 0.2% 0.0% 0.0%

5,387 - - - - - - - - - - - -
39,322 10,383,891 9,397,120 48,006 681 5.2% 319 60 10.8% 19.3% 16.1% 3.6% 43.2%
30,272 9,844,114 9,030,073 55,496 668 4.7% 290 73 37.2% 15.1% 10.7% 4.9% 22.9%
202 - 39,653 232 728 4.0% 323 1 0.0% 0.7% 0.7% 0.0% 0.0%

4,960 - - - - - - - - - - - -
35,434 9,844,114 9,069,726 55,728 668 4.7% 290 73 37.0% 15.0% 10.7% 4.9% 22.9%
12,076 6,250,549 5,768,822 28,523 671 3.8% 316 61 58.3% 14.2% 5.4% 9.3% 22.4%
73 - 19,311 93 750 4.1% 341 2 0.0% 0.3% 0.3% 0.0% 0.0%

2,887 - - - - - - - - - - - -
15,036 6,250,549 5,788,133 28,616 671 3.8% 316 61 58.1% 14.2% 5.4% 9.3% 22.4%
109,652 47,572,905 43,895,651 185,761 650 4.8% 300 65 57.1% 16.5% 52% 11.9% 1.7%
30 - 6,910 29 739 3.6% 343 1 6.0% 0.0% 0.0% 0.0% 0.0%

4,652 - - - - - - - - - - - -
114,334 47,572,905 43,902,561 185,790 650 4.8% 300 65 57.1% 16.5% 5.2% 11.9% 1.7%
$ 245,036 § 83,991,844 $ 76,560,751 373,922 662 4.9% 300 65 44.9% 17.1% 8.7% 9.0% 25.3%

Continued on next page.



Excess MSRs

Collateral Characteristics:

Collateral Characteristics

Real
Uncollected Delinquency  Delinquency 60  Delinquency Loans in Estate Loans in
Payments (F) 30 Days (F) Days (F) 90+ Days (F) Foreclosure Owned Bankruptcy
Pool 1
Original Pool 9.9% 5.8% 2.1% 1.2% 3.9% 0.9% 2.6%
Recaptured Loans 0.3% 0.4% 0.0% 0.0% 0.0% 0.0% 0.1%
Recapture
Agreements - - - - - - -
9.3% 5.5% 1.9% 1.1% 3.7% 0.8% 2.5%
Pool 2
Original Pool 14.1% 5.1% 1.9% 1.5% 7.4% 0.2% 5.1%
Recaptured Loans 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Recapture
Agreements - - - - - - -
13.9% 5.0% 1.9% 1.4% 7.3% 0.2% 5.0%
Pool 3
Original Pool 14.4% 4.4% 1.6% 1.4% 7.5% 2.2% 3.5%
Recaptured Loans 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Recapture
Agreements - - - - - - -
14.4% 4.3% 1.6% 1.4% 7.5% 2.2% 3.5%
Pool 4
Original Pool 19.1% 3.8% 1.6% 1.3% 12.1% 2.1% 4.7%
Recaptured Loans 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Recapture
Agreements - - - - - - -
19.0% 3.7% 1.6% 1.3% 12.1% 2.1% 4.7%
Pool 5
Original Pool 28.8% 9.5% 2.3% 4.5% 17.4% 3.0% 5.1%
Recapture Loans 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Recapture
Agreements - - - - - - -
28.8% 9.5% 2.3% 4.5% 17.4% 3.0% 5.1%
Total/ WA 22.4% 7.4% 2.1% 3.2% 13.1% 2.2% 4.6%

(A) Weighted average FICO scores are reported based on information provided by the loan servicer on a monthly basis.
The loan servicer generally updates the FICO score on a monthly basis.

(B) Adjustable Rate Mortgage % represents the percentage of the total principal balance of the pool that corresponds to
adjustable rate mortgages.

(C) Constant prepayment rate represents the annualized rate of the prepayments during the month as a percentage of the
total principal balance of the pool.

(D) 1 Month CRR, or the voluntary prepayment rate, represents the annualized rate of the voluntary prepayments during the
month as a percentage of the total principal balance of the pool.

(E) 1 Month CDR, or the involuntary prepayment rate, represents the annualized rate of the involuntary prepayments
(defaults) during the month as a percentage of the total principal balance of the pool.

(F) Uncollected Payments represents the percentage of the total principal balance of the pool that corresponds to loans for
which the most recent payment was not made. Delinquency 30 Days, Delinquency 60 Days and Delinquency 90+ Days
represent the percentage of the total principal balance of the pool that corresponds to loans that are delinquent by 30-59
days, 60-89 days or more than 90 days, respectively.



Non-Agency RMBS (A)

Security Characteristics

Percentage of

Average Total Principal

Minimum Number of Outstanding Amortized Amortized Cost Carrying Subordination Excess
Vintage (B) Rating (C) Securities Face Amount Cost Basis Basis Value (D) Spread (E)
Pre 2004 cc 12 3 28,738  § 22,280 82% $ 22,909 18.8% 3.7%
2004 B- 4 41,434 21,202 7.7% 24,722 16.6% 3.8%
2005 D 1 2,529 1,413 0.5% 1,603 0.0% 0.0%
2006 CcC 5 220,749 133,993 48.8% 139,678 5.8% 2.7%
2007 and later CCC- 7 140,060 95,598 34.8% 100,844 13.1% 3.3%
Total/ WA CcC 29§ 433,510  $ 274,486 100.0% $ 289,756 10.0% 3.0%

Collateral Characteristics

Average Loan Age Collateral 3 month CPR Cumulative Losses to
Vintage (B) (years) Factor (F) (G) Delinquency (H) Date
Pre 2004 9.7 0.07 10.2% 16.3% 3.3%
2004 8.3 0.08 11.0% 20.5% 3.7%
2005 7.1 0.22 10.1% 22.0% 14.3%
2006 6.5 0.28 7.2% 28.6% 22.1%
2007 and later 6.0 0.46 10.6% 29.8% 26.5%
Total / WA 6.7 0.31 8.9% 27.4% 20.5%
(A) Represents non-agency RMBS purchased outside of our CDOs since April 2012.
(B) The year in which the securities were issued.
(C) Ratings provided above were determined by third party rating agencies as of a particular date, may not be current and are subject to change at any
time. We had approximately $1.5 million of non-agency RMBS assets that were on negative watch for possible downgrade by at least one rating
agency as of December 31, 2012.
(D) The percentage of the outstanding face amount of securities and residual interests that is subordinate to our investments.
(E) The annualized amount of interest received on the underlying loans in excess of the interest paid on the securities, as a percentage of the outstanding
collateral balance.
(F) The ratio of original unpaid principal balance of loans still outstanding.
(G) Three month average constant prepayment rate.
(H) The percentage of underlying loans that are 90+ days delinquent, or in foreclosure or considered real estate owned (REO).
CMBS

Percentage of

Average Total Delinquency Principal Weighted
Minimum Outstanding ~ Amortized Cost ~ Amortized 60+/FC/REO  Subordination — Average Life
Deal Vintage (A) Rating (B)  Number  Face Amount Basis Cost Basis Carrying Value ©) (D) (years) (E)
Pre 2004 B 17 $ 60,384 $ 55,223 164% $ 52,017 12.1% 19.2% 1.0
2004 BB+ 17 79,600 69,408 20.6% 70,535 1.7% 7.1% 2.0
2005 BB- 9 80,133 29,709 8.8% 49,009 5.8% 6.8% 2.7
2006 B+ 21 148,646 94,999 28.2% 105,401 7.0% 12.6% 33
2007 CCC+ 4 15,237 2,521 0.7% 4,539 5.5% 7.0% 1.5
2010 BB 3 35,000 32,990 9.8% 37,499 0.0% 2.0% 7.9
2011 BB+ 5 55,992 52,116 15.5% 57,391 0.0% 4.1% 5.3
Total / WA BB- 76§ 474992 $ 336,966 100.0% $ 376,391 5.2% 9.6% 3.2
(A) The year in which the securities were issued.
(B) Ratings provided above were determined by third party rating agencies as of a particular date, may not be current and are subject to change at any
time. We had $1.5 million of CMBS assets that were on negative watch for possible downgrade by at least one rating agency as of December 31,
2012.
(C) The percentage of underlying loans that are 60+ days delinquent, in foreclosure or considered real estate owned (REO).
(D) The percentage of the outstanding face amount of securities that is subordinate to our investments.
(E) Weighted average life is based on the timing of expected principal reduction on the asset.



Mezzanine Loans, B-Notes and Whole Loans

Percentage of

Total Weighted Average Weighted Average
Outstanding Amortized Amortized First Dollar Loan Last Dollar to Delinquency
Asset Type Number Face Amount Cost Basis Cost Basis Carrying Value to Value (A) Loan Value (A) (B)
Mezzanine Loans 17 8 527,793 $ 442,529 69.8% § 442,529 66.8% 77.2% 2.3%
B-Notes 6 171,258 161,610 25.5% 161,610 58.2% 68.1% 0.0%
Whole Loans 3 30,130 30,130 4.7% 30,130 0.0% 48.4% 0.0%
Total/ WA 26 % 729,181 $ 634,269 100.0% $ 634,269 62.0% 73.9% 1.6%
(A) Loan to value is based on the appraised value at the time of purchase or refinancing.
(B) The percentage of underlying loans that are non-performing, in foreclosure, under bankruptcy filing or considered real estate owned.
CDO Securities (A)
Primary Average Outstanding Amortized Percentage of Total Principal
Collateral Collateral Minimum Face Cost Amortized Cost Subordination
Manager Type Number Rating (B) Amount Basis Basis Carrying Value (©)
Third Party CMBS 1 CcC $ 5,500 $ 3,088 4.6% $ 3,850 53.5%
Newcastle CMBS 3 CcCC 18,806 3,979 5.9% 5,998 10.0%
Newecastle ABS 1 BBB 71,972 60,471 89.5% 61,177 52.3%
TOTAL/WA 5 BB $ 96,278 $ 67,538 100.0%  $ 71,025 44.1%

®»)
(B)

Represents non-consolidated CDO securities, excluding eight securities with a zero value, which had an aggregate face amount of $107 million.
Ratings provided above were determined by third party rating agencies as of a particular date, may not be current and are subject to change at any

time. We had no CDO assets that were on negative watch for possible downgrade by at least one rating agency as of December 31, 2012.

©

Manufactured Housing and Residential Loans

The percentage of the outstanding face amount of securities that is subordinate to our investments.

Average Percentage Average
FICO of Total Loan Delinquency Cumulative
Score  Outstanding Amortized Amortized  Carrying Age Original 90+/FC/REO  Loss to
Deal (A)  Face Amount Cost Basis Cost Basis Value (years) Balance (B) Date
Manufactured Housing
Loans Portfolio I 703 $ 119,319 $ 98,233 33.9% $ 98,233 11.2 $ 327,855 1.1% 8.9%
Manufactured Housing
Loans Portfolio II 703 156,265 149,723 51.6% 149,723 13.6 434,739 1.7% 7.3%
Residential Loans Portfolio I 712 52,352 38,598 13.3% 38,598 9.7 646,357 9.1% 0.5%
Residential Loans Portfolio IT 737 3,779 3,499 1.2% 3,499 8.3 83,950 64.4% 0.0%
Total / WA 705 § 331,715 $290,053 100.0% $ 290,053 12.1 $1,492,901 3.3% 6.7%

(A) Based on updated FICO scores provided by the loan servicer of the manufactured housing loan portfolios and original FICO scores for the residential
loan portfolios as the loan servicers of the residential loan portfolios do not provide updated FICO scores.
(B) The percentage of loans that are 90+ days delinquent or in foreclosure or considered real estate owned (REO).

Subprime Securities (A)

Security Characteristics

Average Percentage of
Minimum Number of Outstanding Face  Amortized ~ Total Amortized Carrying Principal Excess
Vintage (B) Rating (C) Securities Amount Cost Basis Cost Basis Value Subordination (D)  Spread (E)
Pre 2004 CCC+ 6 $ 5472 % 2,381 51% § 3,856 27.8% 3.2%
2004 ccce 6 11,738 2,877 6.1% 5,846 6.2% 2.6%
2005 cc 18 55,363 7,629 16.1% 13,735 16.4% 3.9%
2006 B+ 5 39,029 25,706 54.3% 31,549 41.9% 4.2%
2007 CCC- 5 13,103 8,722 18.4% 11,234 25.4% 3.8%
Total / WA CCC 40§ 124,705 § 47315 100.0% $ 66,220 24.9% 3.8%




Collateral Characteristics

Average Loan Age Collateral 3 Month CPR Cumulative Losses to
Vintage (B) (years) Factor (F) G) Delinquency (H) Date
Pre 2004 9.5 0.05 11.2% 19.6% 2.6%
2004 8.6 0.14 13.8% 12.8% 2.8%
2005 7.7 0.20 11.0% 29.8% 10.7%
2006 6.8 0.27 10.5% 23.3% 21.3%
2007 6.0 0.41 9.7% 28.5% 25.4%
Total / WA 7.4 0.23 11.0% 25.6% 14.5%
Real Estate ABS
Security Characteristics
Average Outstanding Amortized Percentage of
Minimum Face Cost Basis Total Carrying Principal Excess
Asset Type Rating (C) Number Amount Amount Amortized Basis Value Subordination (D) Spread (E)
Small Business Loans CCC- 3 8 10,098 § 1,547 100.0% $ 1,475 3.0% 21.4%
Total / WA CCC- 3 3 10,098 $ 1,547 100.0% $ 1,475 3.0% 21.4%
Collateral Characteristics
Average
Loan Age Collateral 3 Month Cumulative
Asset Type (years) Factor (F) CPR (G) Delinquency (H) Loss to Date
Small Business Loans 10.0 0.21 2.7% 38.3% 21.4%
Total / WA 10.0 0.21 2.7% 38.3% 21.4%

(A) Includes subprime retained securities in the securitizations of Subprime Portfolios I and II. For further information on these securitizations, see Note
5 to our consolidated financial statements included herein.

(B) The year in which the securities were issued.

(C) Ratings provided above were determined by third party rating agencies as of a particular date, may not be current and are subject to change at any
time. We had no ABS assets that were on negative watch for possible downgrade by at least one rating agency as of December 31, 2012.

(D) The percentage of the outstanding face amount of securities and residual interests that is subordinate to our investments.

(E) The annualized amount of interest received on the underlying loans in excess of the interest paid on the securities, as a percentage of the outstanding
collateral balance.

(F) The ratio of original unpaid principal balance of loans still outstanding.

(G) Three month average constant prepayment rate.

(H) The percentage of underlying loans that are 90+ days delinquent, or in foreclosure or considered real estate owned (REO).

REIT Debt

Average Percentage of Total
Minimum Outstanding Amortized Amortized Cost Carrying
Industry Rating (A)  Number  Face Amount  Cost Basis Basis Value
Retail BBB+ 2 8 9,500 § 8,986 14.5% $ 10,116
Diversified B- 1 12,000 11,990 19.3% 12,060
Office BBB- 2 12,000 12,063 19.4% 12,388
Multifamily BBB 2 12,500 12,503 20.2% 13,182
Healthcare BBB- 3 16,700 16,527 26.6% 18,428
Total / WA BBB- 10 $ 62,700 $ 62,069 100.0% $ 66,174

Corporate Bank Loans

Average Percentage of
Minimum Outstanding ~ Amortized Total Amortized Carrying
Industry Rating (A) Number Face Amount Cost Basis Cost Basis Value
Media CCC- 2 161,601 60,035 28.7% 60,035
Resorts NR 3 204,678 128,991 61.8% 128,991
Restaurant B 2 25,625 19,837 9.5% 19,837
Total / WA CC 7 $ 391,904  $208,863 100.0% § 208,863

(A) Ratings provided above were determined by third party rating agencies as of a particular date, may not be current and are subject to change at any
time. We had no corporate assets that were on negative watch for possible downgrade by at least one rating agency as of December 31, 2012.
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Senior Living Portfolio

Investment characteristics:

Costs Accumulated
Gross Capitalized Depreciation/

Number of Number of Initial Purchase Sebsequent to Amortization and Carrying Outstanding
Portfolio Acquisition Date Communities Beds Investment (A) Price Acquisition Closing Adjustments value (B) Debt
BPM July 2012 8 831 $ 149,267  $ 143,300 $ 218§ 5387 $§ 138,131 § 88,400
Utah November 2012 3 358§ 24,002 $ 22578 § 78 $ 394§ 22262 § 16,000
Courtyards December 2012 1 221 8§ 22,415 § 21,500 $ - $ 6 $ 21494 $ 16,125

12 1,410 § 195,684 $ 187,378 § 296§ 5,787 $ 181,887 $ 120,525
Performance information:
Average Revenue
Average Occupancy Per Occupied Bed (C)
Three Months Three Months
Ended Ended

Portfolio December 31, 2012 At Acquisition December 31, 2012 At Acquisition
BPM 89.1% 87.7% $ 4,224 $ 4,208
Utah N/A 82.0% N/A $ 2,428
Courtyards (D) N/A N/A N/A N/A
(A) Purchase price plus related acquisition costs.
(B) Combined GAAP carrying value of long-lived assets and intangible assets, net of accumulated depreciation and amortization.
©) Total monthly revenue divided by the average number of occupied beds.
(D) There is no performance information as the acquisition of the portfolio closed on December 27, 2012.

The following table summarizes the geographic location of our senior living portfolios:

Number of Number of
Location Communities Beds
Arizona 1 107
California 3 325
Idaho 1 121
Texas 1 221
Oregon 2 163
Utah 4 473
12 1,410
Credit Risk Management

Credit risk refers to the ability of each individual borrower under our loans and securities to make required interest and
principal payments on the scheduled due dates. We strive to reduce credit risk by actively monitoring our asset portfolio
and the underlying credit quality of our holdings and, where feasible and appropriate, repositioning our investments to
upgrade their credit quality and yield. A significant portion of our investments are financed with collateralized debt
obligations, known as CDOs. Our CDO financings offer us the structural flexibility to buy and sell certain investments to
manage risk and, subject to certain limitations, to optimize returns.

Further, while the expected yield on our real estate securities, which comprise a meaningful portion of our assets, is
sensitive to the performance of the underlying loans, the first risk of default and loss - referred to as a “first loss” position-
is borne by the more subordinated securities or other features of the securitization transaction, in the case of commercial
mortgage and asset backed securities, and the issuer’s underlying equity and subordinated debt, in the case of senior
unsecured REIT debt securities. We also invest in loans and securities which represent “first loss™ positions; in other words,
they do not benefit from credit support although we believe at acquisition they predominantly benefit from underlying
collateral value in excess of their carrying amounts.
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Our Financing and Hedging Activities

We employ leverage as part of our investment strategy. We do not have a predetermined target debt to equity ratio as we
believe the appropriate leverage for the particular assets we are financing depends on the credit quality of those assets. As
of December 31, 2012 and as of the date of this Annual Report, we have complied with the general investment guidelines
adopted by our board of directors that limit total leverage. We utilize leverage for the sole purpose of financing our
portfolio and not for the purpose of speculating on changes in interest rates.

We strive to maintain access to a broad array of capital resources in an effort to insulate our business from potential
fluctuations in the availability of capital. We utilize multiple forms of financing, including common and preferred stock
offerings, collateralized debt obligations (CDOs), other securitizations, term loans, and trust preferred securities, as well as
short term financing in the form of loans and repurchase agreements. Further details regarding the forms of financing that
we are currently able to utilize are presented in Part II, Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” under “— Market Considerations” and “— Liquidity and Capital Resources.”

Our manager may elect for us to bear a level of refinancing risk on a short term or longer term basis, such as is the case
with investments financed with repurchase agreements, when, based on all of the relevant factors, the manager determines
that bearing such risk is advisable or unavoidable.

We attempt to reduce refinancing and interest rate risks through the use of match funded financing structures, when
appropriate and available, whereby we seek (i) to match the maturities of our debt obligations with the maturities of our
assets and (ii) to match the interest rates on our investments with like-kind debt (i.e., floating rate assets are financed with
floating rate debt and fixed rate assets are financed with fixed rate debt), directly or through the use of interest rate swaps,
interest rate caps or other financial instruments, or through a combination of these strategies. We believe this allows us to
reduce the risk that we have to refinance our liabilities prior to the maturities of our assets and to reduce the impact of
changing interest rates on our earnings.

We have entered into hedging transactions to protect our positions from interest rate fluctuations and other changes in
market conditions, and we may continue to do so, when feasible and appropriate. These transactions predominantly include
interest rate swaps, interest rate caps and may include the purchase or sale of interest rate collars, caps or floors, options,
mortgage derivatives and other hedging instruments, and may be subject to margin calls. These instruments may be used to
hedge as much of the interest rate risk as our manager determines is in the best interest of our stockholders, given the cost
of such hedges and the need to maintain our status as a REIT. Our manager elects to have us bear a level of interest rate risk
that could otherwise be hedged when our manager believes, based on its analysis, that bearing such risks is advisable or
unavoidable. We engage in hedging for the purpose of protecting against interest rate risk and not for the purpose of
speculating on changes in interest rates. We note that new hedging transactions with respect to many types of hedging
instruments may impose liquidity constraints on us or may be uneconomical for us to obtain. As a result, we currently face
meaningful challenges in entering into hedging transactions to protect new investments from interest rate fluctuations and
other changes in market conditions.

Further details regarding our hedging activities are presented in Part II, Item 7A, “Quantitative and Qualitative Disclosures
About Market Risk — Interest Rate and Credit Spread Sensitive Instruments and Fair Value.”
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Formation
We were formed in June 2002 and completed our initial public offering in October 2002.

The following table presents information on shares of our common stock issued since our formation:

Range of Issue ~ Net Proceeds

Year Shares Issued Prices (1) (millions)

Formation - 2006 45,713,817

2007 7,065,362 $27.75-$31.30 $201.3
2008 9,871 N/A $0.1
2009 123,463 N/A $0.1
2010 9,114,671 $3.13 $28.5
2011 43,153,825  $4.55-3$6.00 $210.9
2012 67,344,636 $6.22 - $6.71 $434.9
December 31, 2012 172,525,645

January 2013 57,500,000 $9.35 $526.2
February 2013 23,000,000 $10.48 $237.4

(1) Excludes prices of shares issued pursuant to the exercise of options and of shares issued to our independent directors. Includes prices of shares issued
in exchange for preferred shares.

Investment Guidelines

Our general investment guidelines, adopted by our board of directors, include:
e o investment is to be made which would cause us to fail to qualify as a REIT;
e no investment is to be made which would cause us to be regulated as an investment company;

e no more than 20% of our total equity, determined as of the date of such investment, is to be invested in any single
asset;

e our leverage (as defined in our governing documents) is not to exceed 90% of the sum of our total debt and our
total equity; and

e we are not to co-invest with the manager or any of its affiliates unless (i) our co-investment is otherwise in
accordance with these guidelines and (ii) the terms of such co-investment are at least as favorable to us as to the
manager or such affiliate (as applicable) making such co-investment.

In addition, our manager is required to seek the approval of the independent members of our board of directors before we
engage in a material transaction with another entity managed by our manager or any of its affiliates. These investment
guidelines may be changed by our board of directors without the approval of our stockholders.

The Management Agreement

We are party to a management agreement with FIG LLC, an affiliate of Fortress Investment Group LLC, dated June 23,
2003, pursuant to which FIG LLC, our manager, provides for the day-to-day management of our operations.

The management agreement requires our manager to manage our business affairs in conformity with the policies and the
investment guidelines that are approved and monitored by our board of directors. Our manager manages our operations
under the direction of our board of directors. The manager is responsible for, among other things, (i) the purchase and sale
of real estate securities, loans, Excess MSRs and other real estate related assets, (ii) the financing of our real estate
securities and loans and other real estate related assets, (iii) management of our real estate, including arranging for
purchases, sales, leases, maintenance and insurance, (iv) the purchase, sale and servicing of loans for us, and (v) investment
advisory services. Our manager is responsible for our day-to-day operations and performs (or causes to be performed) such
services and activities relating to our assets and operations as may be appropriate.

We pay our manager an annual management fee equal to 1.5% of our gross equity, as defined in the management
agreement. The management agreement provides that we will reimburse our manager for various expenses incurred by our
manager or its officers, employees and agents on our behalf, including costs of legal, accounting, tax, auditing,
administrative and other similar services rendered for us by providers retained by our manager or, if provided by our
manager’s employees, in amounts which are no greater than those which would be payable to outside professionals or
consultants engaged to perform such services pursuant to agreements negotiated on an arm’s-length basis.
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To provide an incentive for our manager to enhance the value of our common stock, our manager is entitled to receive an
incentive return (the “Incentive Compensation”) on a cumulative, but not compounding, basis in an amount equal to the
product of (A) 25% of the dollar amount by which (1) (a) our funds from operations (defined as the net income available
for common stockholders before the Incentive Compensation, excluding extraordinary items, plus depreciation of operating
real estate, and after adjusting for unconsolidated subsidiaries, if any) per share of common stock (based on the weighted
average number of shares of common stock outstanding) plus (b) gains (or losses) from debt restructuring and from sales of
property and other assets per share of common stock (based on the weighted average number of shares of common stock
outstanding), exceed (2) an amount equal to (a) the weighted average of the price per share of common stock in our initial
public offering and the value attributed to the net assets transferred to us by Newcastle Investment Holdings, and in any of
our subsequent offerings (adjusted for prior capital dividends or capital distributions) multiplied by (b) a simple interest rate
of 10% per annum (divided by four to adjust for quarterly calculations) multiplied by (B) the weighted average number of
shares of common stock outstanding. Our manager earned no incentive compensation during 2012, 2011, or 2010.

The management agreement provides for automatic one year extensions. Our independent directors review our manager’s
performance annually and the management agreement may be terminated annually upon the affirmative vote of at least two-
thirds of our independent directors, or by a vote of the holders of a majority of the outstanding shares of our common stock,
based upon unsatisfactory performance that is materially detrimental to us or a determination by our independent directors
that the management fee earned by our manager is not fair, subject to our manager’s right to prevent such a management
fee compensation termination by accepting a mutually acceptable reduction of fees. Our manager must be provided with
60 days’ prior notice of any such termination and would be paid a termination fee equal to the amount of the management
fee earned by our manager during the twelve month period preceding such termination, which may make it difficult and
costly for us to terminate the management agreement. Following any termination of the management agreement, we shall
be entitled to purchase our manager’s right to receive the Incentive Compensation at a price determined as if our assets
were sold for cash at their then current fair market value (as determined by an appraisal, taking into account, among other
things, the expected future value of the underlying investments) or otherwise we may continue to pay the Incentive
Compensation to our manager. In addition, if we do not purchase our manager’s Incentive Compensation, our manager
may require us to purchase the same at the price discussed above. In addition, the management agreement may be
terminated by us at any time for cause.

Property Management Agreements

In 2012, Newcastle entered into property management agreements with certain subsidiaries of Fortress. Pursuant to the
agreements, Fortress, through its subsidiaries, will manage twelve senior living properties owned by Newcastle and will
receive management fees equal to 6.0% of revenues (as defined in the agreements) for the first two years of the agreements
and 7.0% thereafter. In addition, Fortress, through its subsidiaries, will receive reimbursement for certain expenses,
including all of the compensation expense associated with the 1,021 on-site employees. The property management
agreements have an initial term of ten years and provide for automatic one-year extensions after the initial term, subject to
termination rights.

Policies with Respect to Certain Other Activities

Subject to the approval of our board of directors, we have the authority to offer our common stock or other equity or debt
securities in exchange for property and to repurchase or otherwise reacquire our shares or any other securities and may
engage in such activities in the future.

We also may make loans to, or provide guarantees of certain obligations of, our subsidiaries.

Subject to the percentage ownership and gross income and asset tests necessary for REIT qualification, we may invest in
securities of other REITs, other entities engaged in real estate activities or securities of other issuers, including for the
purpose of exercising control over such entities.

We may engage in the purchase and sale of investments.

Our officers and directors may change any of these policies and our investment guidelines without a vote of our
stockholders.

In the event that we determine to raise additional equity capital, our board of directors has the authority, without
stockholder approval (subject to certain NYSE requirements), to issue additional common stock or preferred stock in any

manner and on such terms and for such consideration it deems appropriate, including in exchange for property.

Decisions regarding the form and other characteristics of the financing for our investments are made by our manager
subject to the general investment guidelines adopted by our board of directors.
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Competition

We are subject to significant competition in seeking investments. We compete with several other companies for
investments, including other REITs, mortgage servicers, insurance companies and other investors including funds and
companies affiliated with our manager. Some of our competitors have greater resources than we possess, or have greater
access to capital or various types of financing than are available to us, and we may not be able to compete successfully for
investments or provide attractive investments returns relative to our competitors. See Part 1, Item 1A, “Risk Factors — We
are subject to significant competition, and we may not compete successfully.”

Compliance with Applicable Environmental Laws

Properties we own (directly or indirectly) or may acquire are or would be subject to various foreign, federal, state and local
environmental laws, ordinances and regulations. Under these laws, ordinances and regulations, a current or previous owner
of real estate (including, in certain circumstances, a secured lender that succeeds to ownership or control of a property) may
become liable for the costs of removal or remediation of certain hazardous or toxic substances or petroleum product
released at, on, under or in its property. These laws typically impose cleanup responsibility and liability without regard to
whether the owner or control party knew of or was responsible for the release or presence of the hazardous or toxic
substances. The costs of investigation, remediation or removal of these substances may be substantial and could exceed the
value of the property. An owner or control party of a site may be subject to common law claims by third parties based on
damages and costs resulting from environmental contamination emanating from a site. Certain environmental laws also
impose liability in connection with the handling of or exposure to asbestos-containing materials, pursuant to which third
parties may seek recovery from owners of real properties for personal injuries associated with asbestos-containing
materials. Our operating costs and values of these assets may be adversely affected by the obligation to pay for the cost of
complying with existing environmental laws, ordinances and regulations, as well as the cost of complying with future
legislation, and our income and ability to make distributions to our stockholders could be affected adversely by the
existence of an environmental liability with respect to our properties. We endeavor to ensure that properties we own or
acquire will be in compliance in all material respects with all foreign, federal, state and local laws, ordinances and
regulations regarding hazardous or toxic substances or petroleum products.

Employees

As described above under “— The Management Agreement,” we are managed by FIG LLC, an affiliate of Fortress
Investment Group LLC. As a result, we have no employees. From time to time, certain of our officers may enter into
written agreements with us that memorialize the provision of certain services; these agreements do not provide for the
payment of any cash compensation to such officers from us. The employees of FIG LLC are not a party to any collective
bargaining agreement.

Corporate Governance and Internet Address; Where Readers Can Find Additional Information

We emphasize the importance of professional business conduct and ethics through our corporate governance initiatives.
Our board of directors consists of a majority of independent directors; the Audit, Nominating and Corporate Governance,
and Compensation committees of our board of directors are composed exclusively of independent directors. We have
adopted corporate governance guidelines, and our manager has adopted a code of business conduct and ethics, which
delineate our standards for our officers and directors, and employees of our manager.

Newcastle files annual, quarterly and current reports, proxy statements and other information required by the Securities
Exchange Act of 1934, as amended (the ‘‘Exchange Act’’), with the Securities and Exchange Commission (“SEC”).
Readers may read and copy any document that Newcastle files at the SEC’s Public Reference Room located at 100 F Street,
N.E., Washington, D.C. 20549, U.S.A. Please call the SEC at 1-800-SEC-0330 for further information on the Public
Reference Room. Our SEC filings are also available to the public from the SEC’s internet site at http://www.sec.gov.
Copies of these reports, proxy statements and other information can also be inspected at the offices of the New York Stock
Exchange, Inc., 20 Broad Street, New York, New York 10005, U.S.A.

Our internet site is http://www.newcastleinv.com. We make available free of charge through our internet site our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements and Forms 3, 4 and
5 filed on behalf of directors and executive officers and any amendments to those reports filed or furnished pursuant to the
Exchange Act as soon as reasonably practicable after we electronically file such material with, or furnish it to, the SEC.
Also posted on our website in the ‘‘Investor Relations—Corporate Governance” section are charters for the company’s
Audit Committee, Compensation Committee and Nominating and Corporate Governance Committee as well as our
Corporate Governance Guidelines and our Code of Business Conduct and Ethics governing our directors, officers and
employees. Information on, or accessible through, our website is not a part of, and is not incorporated into, this report.
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Item 1A. Risk Factors

Risks relating to our management, business and company include, specifically:
Risks Related to the Financial Markets

We do not know what impact the Dodd-Frank Act will have on our business.

On July 21, 2010, the United States enacted the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-
Frank Act” or “Act”). The Dodd-Frank Act affects almost every aspect of the U.S. financial services industry, including
certain aspects of the markets in which we operate. The Act imposes new regulations on us and how we conduct our
business. For example, the Act will impose additional disclosure requirements for public companies and generally require
issuers or originators of asset-backed securities to retain at least five percent of the credit risk associated with the
securitized assets. In addition, as a result of the Act, we were required to register as an investment adviser with the SEC,
which increases our regulatory compliance costs and subjects us to the Investment Advisers Act of 1940, as amended (the
“Advisers Act”). The Advisers Act imposes numerous obligations on registered investment advisers, including record-
keeping, reporting, operational and marketing requirements, disclosure obligations and prohibitions on fraudulent activities.
The SEC is authorized to institute proceedings and impose sanctions for violations of the Advisers Act, ranging from fines
and censure to termination of an investment adviser’s registration. Investment advisers also are subject to certain state
securities laws and regulations. Non-compliance with the Advisers Act or other federal and state securities laws and
regulations could result in investigations, sanctions, disgorgement, fines and reputational damage.

The Act will impose mandatory clearing, exchange-trading and margin requirements on many derivatives transactions
(including formerly unregulated over-the-counter derivatives) in which we may engage. The Act also creates new
categories of regulated market participants, such as “swap-dealers,” “security-based swap dealers,” “major swap
participants” and “major security-based swap participants,” who will be subject to significant new capital, registration,
recordkeeping, reporting, disclosure, business conduct and other regulatory requirements that will give rise to new
administrative costs. In addition, the new regulation of over-the-counter derivatives and a recently-adopted implementing
rule may require us to register with and be regulated by the U.S. Commodity Futures Trading Commission (“CFTC”) as a
commodity pool operator (“CPO”). The Commodity Exchange Act and CFTC regulations impose various requirements on
CPOs, including record-keeping, reporting, operational and marketing requirements, disclosure obligations and prohibitions
on fraudulent activities. Complying with these requirements could increase our expenses and negatively impact our
financial results.

EEINT3

Even if certain new requirements are not directly applicable to us, they may still increase our costs of entering into
transactions with the parties to whom the requirements are directly applicable. Moreover, new exchange-trading and trade
reporting requirements may lead to reductions in the liquidity of derivative transactions, causing higher pricing or reduced
availability of derivatives, or the reduction of arbitrage opportunities for us, which could adversely affect the performance
of certain of our trading strategies. Importantly, many key aspects of the changes imposed by the Act will be established by
various regulatory bodies and other groups over the next several years. As a result, we do not know how significantly the
Act will affect us. It is possible that the Act could, among other things, increase our costs of operating as a public
company, impose restrictions on our ability to securitize assets and reduce our investment returns on securitized assets.

We do not know what impact certain U.S. government programs intended to stabilize the economy and the financial
markets will have on our business.

In recent years, the U.S. government has taken a number of steps to attempt to strengthen the financial markets and U.S.
economy, including direct government investments in, and guarantees of, troubled financial institutions as well as
government-sponsored programs such as the Term Asset-Backed Securities Loan Facility program (TALF) and the Public
Private Investment Partnership Program (PPIP). The U.S. government continues to evaluate or implement an array of other
measures and programs intended to help improve U.S. financial and market conditions. While conditions appear to have
improved relative to the depths of the global financial crisis, it is not clear whether this improvement is real or will last for a
significant period of time. It is not clear what impact the government’s future actions to improve financial and market
conditions will have on our business. To date, we have not benefited in a direct, material way from any government
programs, and we may not derive any meaningful benefit from these programs in the future. Moreover, if any of our
competitors are able to benefit from one or more of these initiatives, they may gain a significant competitive advantage over
us.

Legislation that permits modifications to the terms of outstanding loans has negatively affected our business,
financial condition and results of operations.

The U.S. government has enacted legislation that enables government agencies to modify the terms of a significant number
of residential and other loans to provide relief to borrowers without the applicable investor’s consent. These modifications
allow for outstanding principal to be deferred, interest rates to be reduced, the term of the loan to be extended or other terms
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to be changed in ways that can permanently eliminate the cash flow (principal and interest) associated with a portion of the
loan. These modifications are currently reducing, or in the future may reduce, the value of a number of our current or
future investments, including investments in mortgage-backed securities and Excess MSRs. As a result, such loan
modifications are negatively affecting our business, results of operations and financial condition. In addition, certain
market participants propose reducing the amount of paperwork required by a borrower to modify a loan, which could
increase the likelihood of fraudulent modifications and materially harm the U.S. mortgage market and investors that have
exposure to this market. Additional legislation intended to provide relief to borrowers may be enacted and could further
harm our business, results of operations and financial condition.

Risks Relating to Our Manager

We are dependent on our manager and may not find a suitable replacement if our manager terminates the
management agreement.

We have no employees. Our officers and other individuals who perform services for us are employees of our manager. We
are completely reliant on our manager, which has significant discretion as to the implementation of our operating policies
and strategies, to conduct our business. We are subject to the risk that our manager will terminate the management
agreement and that we will not be able to find a suitable replacement for our manager in a timely manner, at a reasonable
cost or at all. Furthermore, we are dependent on the services of certain key employees of our manager whose compensation
is partially or entirely dependent upon the amount of incentive or management compensation earned by our manager and
whose continued service is not guaranteed, and the loss of such services could adversely affect our operations.

There are conflicts of interest in our relationship with our manager.

Our chairman serves as an officer of our manager. Our management agreement with our manager was not negotiated at
arm's-length, and its terms, including fees payable, may not be as favorable to us as if it had been negotiated with an
unaffiliated third party.

There are conflicts of interest inherent in our relationship with our manager insofar as our manager and its affiliates —
including investment funds, private investment funds, or businesses managed by our manager — invest in real estate
securities, real estate related loans, Excess MSRs, operating real estate, including senior living facilities, and other assets,
and whose investment objectives overlap with our investment objectives. Certain investments appropriate for us may also
be appropriate for one or more of these other investment vehicles. Members of our board of directors and employees of our
manager who are our officers may serve as officers and/or directors of these other entities. In addition, our manager or its
affiliates may have investments in and/or earn fees from such other investment vehicles that are higher than their economic
interests in us and which may therefore create an incentive to allocate investments to such other investment vehicles. Our
manager or its affiliates may determine, in their discretion, to make a particular investment through another investment
vehicle rather than through us and have no obligation to offer to us the opportunity to participate in any particular
investment opportunity. For example, Fortress has a fund primarily focused on investments in Excess MSRs. These funds
generally have a fee structure similar to ours, but the fees actually paid will vary depending on the size and performance of
each fund.

Our management agreement with our manager generally does not limit or restrict our manager or its affiliates from
engaging in any business or managing other pooled investment vehicles that invest in investments that meet our investment
objectives, except that under our management agreement neither our manager nor any entity controlled by or under
common control with our manager is permitted to raise or sponsor any new pooled investment vehicle whose investment
policies, guidelines or plan target as its primary investment category investment in U.S. dollar-denominated credit sensitive
real estate related securities reflecting primarily U.S. loans or assets. Our manager intends to engage in additional real
estate related management and investment opportunities in the future, which may compete with us for investments or result
in a change in our current investment strategy.

The ability of our manager and its officers and employees to engage in other business activities, subject to the terms of our
management agreement with our manager, may reduce the amount of time our manager, its officers or other employees
spend managing us. In addition, we may engage (subject to our investment guidelines) in material transactions with our
manager or another entity managed by our manager or one of its affiliates, including, but not limited to, certain financing
arrangements, purchases of debt, co-investments, investments in Excess MSRs, servicing advances, senior living facilities
and other assets that present an actual, potential or perceived conflict of interest. For instance, we recently entered into
agreements with an affiliate of our manager to manage the senior living facilities that we own. It is possible that actual,
potential or perceived conflicts could give rise to investor dissatisfaction, litigation or regulatory enforcement actions.
Appropriately dealing with conflicts of interest is complex and difficult, and our reputation could be damaged if we fail, or
appear to fail, to deal appropriately with one or more potential, actual or perceived conflicts of interest. Regulatory scrutiny
of, or litigation in connection with, conflicts of interest could have a material adverse effect on our reputation, which could
materially adversely affect our business in a number of ways, including causing an inability to raise additional funds, a
reluctance of counterparties to do business with us, a decrease in the prices of our common and preferred securities and a
resulting increased risk of litigation and regulatory enforcement actions.
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The management compensation structure that we have agreed to with our manager, as well as compensation arrangements
that we may enter into with our manager in the future (in connection with new lines of business or other activities), may
incentivize our manager to invest in high risk investments. In addition to its management fee, our manager is currently
entitled to receive incentive compensation based in part upon our achievement of targeted levels of funds from operations
(as defined in the management agreement). In evaluating investments and other management strategies, the opportunity to
earn incentive compensation based on funds from operations or, in the case of any future incentive compensation
arrangement, other financial measures on which incentive compensation may be based, may lead our manager to place
undue emphasis on the maximization of such measures at the expense of other criteria, such as preservation of capital, in
order to achieve higher incentive compensation, particularly in light of the fact that our manager has not received any
incentive compensation since 2008. Investments with higher yield potential are generally riskier or more speculative than
lower-yielding investments. Moreover, because our manager receives compensation in the form of options in connection
with the completion of our common equity offerings, our manager may be incentivized to cause us to issue additional
common stock, which could be dilutive to existing stockholders.

If the spin off of New Residential is completed, our manager, FIG LLC, will enter into a separate management agreement
with New Residential, and the terms of that management agreement will be substantially similar to the terms of
Newcastle’s existing management agreement. As a result, FIG LLC will be entitled to earn a management fee from New
Residential and will be eligible to receive incentive compensation based in part upon New Residential’s achievement of
targeted level of funds from operations tested from the date of the spin off and without regard to Newcastle’s prior
performance.

It would be difficult and costly to terminate our management agreement with our manager.

It would be difficult and costly for us to terminate our management agreement with our manager. The management
agreement may only be terminated annually upon (i) the affirmative vote of at least two-thirds of our independent directors,
or by a vote of the holders of a simple majority of the outstanding shares of our common stock, that there has been
unsatisfactory performance by our manager that is materially detrimental to us or (ii) a determination by a simple majority
of our independent directors that the management fee payable to our manager is not fair, subject to our manager's right to
prevent such a termination by accepting a mutually acceptable reduction of fees. Our manager will be provided 60 days'
prior notice of any such termination and will be paid a termination fee equal to the amount of the management fee earned
by the manager during the twelve-month period preceding such termination. In addition, following any termination of the
management agreement, the manager may require us to purchase its right to receive incentive compensation at a price
determined as if our assets were sold for their fair market value (as determined by an appraisal, taking into account, among
other things, the expected future value of the underlying investments) or otherwise we may continue to pay the incentive
compensation to our manager. These provisions may increase the effective cost to us of terminating the management
agreement, thereby adversely affecting our ability to terminate our manager without cause.

Our directors have approved very broad investment guidelines for our manager and do not approve each
investment decision made by our manager.

Our manager is authorized to follow very broad investment guidelines. Consequently, our manager has great latitude in
determining the types and categories of assets it may decide are proper investments for us including the latitude to invest in
types and categories of assets that may differ significantly from those in which we currently invest. Our directors
periodically review our investment guidelines and our investment portfolio. However, our board does not review or
pre-approve each proposed investment or our related financing arrangements. In addition, in conducting periodic reviews,
the directors rely primarily on information provided to them by our manager. Furthermore, transactions entered into by our
manager may be difficult or impossible to unwind by the time they are reviewed by the directors even if the transactions
contravene the terms of the management agreement.

We may change our investment strategy without stockholder consent, which may result in our making investments
that are different, riskier or less profitable than our current investments.

Our investment strategy may evolve in light of existing market conditions and investment opportunities, and this evolution
may involve additional risks depending upon the nature of the assets in which we invest and our ability to finance such
assets on a short or long-term basis. Investment opportunities that present unattractive risk-return profiles relative to other
available investment opportunities under particular market conditions may become relatively attractive under changed
market conditions and changes in market conditions may therefore result in changes in the investments we target.
Decisions to make investments in new asset categories present risks that may be difficult for us to adequately assess and
could therefore reduce our ability to pay dividends on both our common stock and preferred stock or have adverse effects
on our liquidity or financial condition. A change in our investment strategy may also increase our exposure to interest rate,
foreign currency, real estate market or credit market fluctuations. In addition, a change in our investment strategy may
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increase our use of non-match-funded financing, increase the guarantee obligations we agree to incur or increase the
number of transactions we enter into with affiliates. Our failure to accurately assess the risks inherent in new asset
categories or the financing risks associated with such assets could adversely affect our results of operations and our
financial condition.

We are actively exploring new business opportunities and asset categories, which may be unsuccessful, divert
managerial attention or require significant financial resources, which could have a negative impact on our financial
results.

Consistent with our broad investment guidelines and our investment objectives, we have acquired and are actively
exploring additional opportunities to acquire Excess MSRs and additional classes of operating real estate, including senior
living facilities. See “—We invest in Excess MSRs, and such investments could have a negative impact on our financial
results,” and “—We invest in senior living facilities, which are subject to various risks that could have a negative impact
on our financial results.” We may also pursue opportunities to invest in a variety of other types of assets, including, but not
limited to, servicing advances and consumer loans.

Although we currently believe that we will have significant investment opportunities in the future, these opportunities may
not materialize and our ability to act on new investment opportunities may be constrained by requirements of the
Investment Company Act of 1940, as amended (the “1940 Act”), and federal tax law. We also believe investing in our
target assets will provide us attractive risk-adjusted returns, but, assuming we are successful in acquiring these assets, they
may not achieve the returns we anticipate and may not even be profitable. Moreover, these investments may not be
successful, as a result of our manager’s limited experience with certain types of assets, or for other reasons. Further, new
business opportunities may divert managerial attention from more profitable opportunities, and they may require significant
financial resources. Any or all of the foregoing could have a negative impact on our financial results.

Our manager will not be liable to us for any acts or omissions performed in accordance with the management
agreement, including with respect to the performance of our investments.

Pursuant to our management agreement, our manager will not assume any responsibility other than to render the services
called for thereunder and will not be responsible for any action of our board of directors in following or declining to follow
its advice or recommendations. Under the terms of our management agreement, our manager, its officers, partners,
members, managers, directors, personnel, other agents, any person controlling or controlled by our manager and any person
providing sub-advisory services to our manager will not be liable to us, any subsidiary of ours, our directors, our
stockholders or any subsidiary’s stockholders or partners for acts or omissions performed in accordance with and pursuant
to our management agreement, except because of acts constituting bad faith, willful misconduct or gross negligence, as
determined by a final non-appealable order of a court of competent jurisdiction. In addition, we have agreed to indemnify
our manager, its officers, partners, members, managers, directors, personnel, other agents, any person controlling or
controlled by our manager and any person providing sub-advisory services to our manager with respect to all expenses,
losses, damages, liabilities, demands, charges and claims arising from acts of our manager not constituting bad faith, willful
misconduct or gross negligence, pursuant to our management agreement.

Our manager’s due diligence of investment opportunities or other transactions may not identify all pertinent risks,
which could materially affect our business, financial condition, liquidity and results of operations.

Our manager intends to conduct due diligence with respect to each investment opportunity or other transaction it pursues. It
is possible, however, that our manager’s due diligence processes will not uncover all relevant facts, particularly with
respect to any assets we acquire from third parties. In these cases, our manager may be given limited access to information
about the investment and will rely on information provided by the target of the investment. In addition, if investment
opportunities are scarce, the process for selecting bidders is competitive, or the timeframe in which we are required to
complete diligence is short, our ability to conduct a due diligence investigation may be limited, and we would be required
to make investment decisions based upon a less thorough diligence process than would otherwise be the case. Accordingly,
investments and other transactions that initially appear to be viable may prove not to be over time due to the limitations of
the due diligence process or other factors.

Risks Relating to Our Business
Market conditions could negatively impact our business, results of operations and financial condition.

The market in which we operate is affected by a number of factors that are largely beyond our control but can nonetheless
have a potentially significant, negative impact on us. These factors include, among other things:

» Interest rates and credit spreads;
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*  The availability of credit, including the price, terms and conditions under which it can be obtained;

»  The quality, pricing and availability of suitable investments and credit losses with respect to our investments;

»  The ability to obtain accurate market-based valuations;

*  Loan values relative to the value of the underlying real estate assets;

*  Default rates on both residential and commercial mortgages and the amount of the related losses;

»  Prepayment speeds, delinquency rates and legislative/regulatory changes with respect to our investments in Excess
MSRs;

»  The actual and perceived state of the real estate markets, market for dividend-paying stocks and the U.S. economy
and public capital markets generally;

*  Unemployment rates; and

»  The attractiveness of other types of investments relative to investments in real estate or REITs generally.

Changes in these factors are difficult to predict, and a change in one factor can affect other factors. For example, during
2007, increased default rates in the subprime mortgage market played a role in causing credit spreads to widen, reducing
availability of credit on favorable terms, reducing liquidity and price transparency of real estate related assets, resulting in
difficulty in obtaining accurate mark-to-market valuations, and causing a negative perception of the state of the real estate
markets and of REITs generally. These conditions worsened during 2008, and intensified meaningfully during the fourth
quarter of 2008 as a result of the global credit and liquidity crisis, resulting in extraordinarily challenging market
conditions. Since then, market conditions have generally improved, but they could deteriorate in the future, including, as a
result of increased taxes and pending mandatory reductions in federal spending during 2013.

A prolonged economic slowdown, a lengthy or severe recession, or declining real estate values could harm our
operations.

We believe the risks associated with our business are more severe during periods similar to those we recently experienced
in which an economic slowdown or recession is accompanied by declining real estate values. Declining real estate values
generally reduce the level of new mortgage loan originations, since borrowers often use increases in the value of their
existing properties to support the purchase of, or investment in, additional properties. Borrowers may also be less able to
pay principal and interest on our loans, and the loans underlying our securities and Excess MSRs, if the economy weakens.
Further, declining real estate values significantly increase the likelihood that we will incur losses on our loans and securities
in the event of default because the value of our collateral may be insufficient to cover our basis. Any sustained period of
increased payment delinquencies, foreclosures or losses could adversely affect our net interest income from loans and
securities in our portfolio and our income from Excess MSRs, as well as our ability to originate, sell and securitize loans,
which would significantly harm our revenues, results of operations, financial condition, liquidity, business prospects and
our ability to make distributions to our stockholders. For more information on the impact of market conditions on our
business and results of operations see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Market Considerations.”

The geographic distribution of the residential mortgage loans underlying, and collateral securing, certain of our
investments subjects us to geographic real estate market risks, which could adversely affect the performance of our
investments, our results of operations and our financial condition.

The geographic distribution of the residential mortgage loans underlying, and collateral securing, certain of our
investments, including our Excess MSRs and non-Agency RMBS, exposes us to risks associated with the real estate
industry in general within the states and regions in which we hold significant investments. These risks include, without
limitation: possible declines in the value of real estate; risks related to general and local economic conditions; possible lack
of availability of mortgage funds; overbuilding; extended vacancies of properties; increases in competition, property taxes
and operating expenses; changes in zoning laws; costs resulting from the clean-up of, and liability to third parties for
damages resulting from, environmental problems; casualty or condemnation losses; uninsured damages from floods,
earthquakes or other natural disasters; and changes in the interest rates. To the extent any of the foregoing risks arise in
states and regions where we hold significant investments, the performance of our investments, our results of operations and
our financial condition could suffer a material adverse effect.

The coverage tests applicable to our CDO financings may have a negative impact on our operating results and cash
flows.

We have retained, and may in the future retain or repurchase, subordinate classes of bonds issued by certain of our
subsidiaries in our CDO financings. Each of our CDO financings contains tests that measure the amount of over
collateralization and excess interest in the transaction. Failure to satisfy these tests would generally result in principal
and/or interest cash flow that would otherwise be distributed to more junior classes of securities (including those held by
us) to be redirected to pay down the most senior class of securities outstanding until the tests are satisfied. As a result,
failure to satisfy the coverage tests could adversely affect our operating results and cash flows by temporarily or

21



permanently directing funds that would otherwise come to us to holders of the senior classes of bonds. In addition, the
redirected funds would be used to pay down financing, which currently bears an attractive rate, thereby reducing our future
earnings from the affected CDO. The ratings assigned to the assets in each CDO affect the results of the tests governing
whether a CDO can distribute cash to the various classes of securities in the CDO. As a result, ratings downgrades of the
assets in a CDO can result in a CDO failing its tests and thereby cause us not to receive cash flows from the affected CDO.

We had approximately $1.5 million of assets in our consolidated CDOs as of December 31, 2012 that are under negative
watch for possible downgrade by at least one of the rating agencies. One or more of the rating agencies could downgrade
some or all of these assets at any time, and any such downgrade could negatively affect — and possibly materially affect —
our future cash flows. As of the December 2012 remittance date for CDO IV and as of the February 2013 remittance date
for CDO VI, these CDOs were not in compliance with their applicable over collateralization tests and consequently, we are
not receiving residual cash flows from these CDOs, other than senior management fees and cash flow distributions from
senior classes of bonds we own. Based upon our current calculations, we expect CDO VI to remain out of compliance for
the foreseeable future. Moreover, given current market conditions, it is possible that all of our CDOs could be out of
compliance with their over collateralization tests as of one or more measurement dates within the next twelve months.

Our ability to rebalance will depend upon a variety of factors, such as the availability of suitable securities, market prices,
available cash, whether the reinvestment period of the applicable CDO has ended, and other factors that may be beyond our
control. For example, one strategy we have employed to facilitate compliance with over collateralization tests has been to
repurchase notes issued by our CDOs and subsequently cancel them in accordance with the terms of the relevant governing
documentation. However, there can be no assurance that the trustee of our CDOs will not impose guidelines for such
cancelations that would make it more difficult or impossible to employ this strategy in the future. While there are other
permissible methods to rebalance or otherwise correct CDO test failures, such methods may be extremely difficult to
employ as a result of market conditions or other factors, and we cannot assure you that we will be successful in our
rebalancing efforts. If the liabilities of our CDOs are downgraded by Moody’s Investors Service to certain predetermined
levels, our discretion to rebalance the applicable CDO portfolios may be negatively impacted. Moreover, if we bring these
coverage tests into compliance, we cannot assure you that they will not fall out of compliance in the future or that we will
be able to correct any noncompliance.

Failure of the over collateralization tests can also cause a “phantom income” issue if cash that constitutes income is diverted
to pay down debt instead of distributed to us. For more information regarding noncompliance with the terms of certain of
our CDO financings in the near future, please see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources” and “~Debt Obligations.”

We may experience an event of default or be removed as collateral manager under one or more of our CDOs, which
would negatively affect us in a number of ways.

The documentation governing our CDOs specifies certain events of default, which, if they occur, would negatively affect
us. Events of default include, among other things, failure to pay interest on senior classes of securities within the CDO,
breaches of covenants, representations or warranties, bankruptcy, and failure to satisfy specific over collateralization and
interest coverage tests. If an event of default occurs under any of our CDOs, it could negatively affect our cash flows,
business, results of operations and financial condition.

In addition, we can be removed as manager of a CDO if certain events occur, including the failure to satisfy specific over
collateralization and interest coverage tests, failure to satisfy certain “key man” requirements or an event of default
occurring for the failure to pay interest on the related senior classes of securities of the CDO. If we are removed as
collateral manager, we would no longer receive management fees from — and no longer be able to manage the assets of —
the applicable CDO, which could negatively affect our cash flows, business, results of operations and financial condition.
On June 17, 2011, CDO V failed additional over collateralization tests. The consequences of failing these tests are that an
event of default has occurred, and we may be removed as the collateral manager under the documentation governing CDO
V. So long as the event of default continues, we will not be permitted to purchase or sell any collateral in CDO V. If we are
removed as the collateral manager of CDO V, we would no longer receive the senior management fees from such CDO. As
of December 31, 2012, we have not been removed as collateral manager. Based upon our current calculations, we estimate
that if we are removed as the collateral manager of CDO V, the loss of senior management fees would not have a material
negative impact on our cash flows, business, results of operations or financial condition. Given current market conditions, it
is possible that events of default may occur in other CDOs, and we could be removed as the collateral manager of those
CDOs if certain events of default occur. Moreover, our cash flows, business, results of operations and/or financial
condition could be materially and negatively impacted if certain events of default occur.

We have assumed the role of manager of numerous CDOs previously managed by a third party, and we may assume

the role of manager of additional CDOs in the future. Each such engagement exposes us to a number of potential
risks.
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Changes within our industry may result in CDO collateral managers being replaced. In such instances, we may seek to be
engaged as the collateral manager of CDOs currently managed by third parties. For example, in February 2011, one of our
subsidiaries became the collateral manager of certain CDOs previously managed by C-BASS Investment Management LLC
(“C-BASS”).

While being engaged as the collateral manager of such CDOs potentially enables us to grow our business, it also entails a
number of risks that could harm our reputation, results of operations and financial condition. For example, we purchased
the management rights with respect to the C-BASS CDOs pursuant to a bankruptcy proceeding. As a result, we were not
able to conduct extensive due diligence on the CDO assets even though many classes of securities issued by the CDOs were
rated as “distressed” by the rating agencies as of the most recent rating date prior to our becoming the collateral manager of
the CDOs. We may willingly or unknowingly assume actual or contingent liabilities for significant expenses, we may
become subject to new laws and regulations with which we are not familiar, and we may become subject to increased risk
of litigation, regulatory investigation or negative publicity. For example, we determined that it would be prudent to register
the subsidiary that became the collateral manager of the C-BASS CDOs as a registered investment adviser, which has
increased our regulatory compliance costs. In addition to defending against litigation and complying with regulatory
requirements, being engaged as collateral manager may require us to invest other resources for various other reasons, which
could detract from our ability to capitalize on future opportunities. Moreover, being engaged as collateral manager may
require us to integrate complex technological, accounting and management systems, which may be difficult, expensive and
time-consuming and which we may not be successful in integrating into our current systems. In addition to the risk that we
face if we are successful in becoming the manager of additional CDOs, we may attempt but fail to become the collateral
manager of CDOs in the future, which could harm our reputation and subject us to costly litigation. Finally, if we include
the financial performance of the C-BASS CDOs or other CDOs for which we become the collateral manager in our public
filings, we are subject to the risk that, particularly during the period immediately after we become the collateral manager,
this information may prove to be inaccurate or incomplete. The occurrence of any of these negative integration events could
negatively impact our reputation with both regulators and investors, which could, in turn, subject us to additional regulatory
scrutiny and impair our relationships with the investment community. The occurrence of any of these problems could
negatively affect our reputation, financial condition and results of operations.

Our investments have previously been — and in the future may be — subject to significant impairment charges,
which adversely affect our results of operations.

We are required to periodically evaluate our investments for impairment indicators. The value of an investment is impaired
when our analysis indicates that, with respect to a loan, it is probable that we will not be able to collect the full amount we
intended to collect from the loan or, with respect to a security, it is probable that the value of the security is other than
temporarily impaired. The judgment regarding the existence of impairment indicators is based on a variety of factors
depending upon the nature of the investment and the manner in which the income related to such investment was calculated
for purposes of our financial statements. If we determine that an impairment has occurred, we are required to make an
adjustment to the net carrying value of the investment, which could adversely affect our results of operations in the
applicable period and thereby adversely affect our ability to pay dividends to our stockholders.

As has been widely publicized, the recent market conditions have resulted in a number of financial institutions recording an
unprecedented amount of impairment charges, and we were also affected by these conditions. These challenging conditions
have reduced the market trading activity for many real estate securities, resulting in less liquid markets for those securities.
These lower valuations have affected us by, among other things, decreasing our net book value and contributing to our
decision to record impairment charges.

The lenders under our repurchase agreements may elect not to extend financing to us, which could quickly and
seriously impair our liquidity.

We have historically financed a meaningful portion of our investments not held in CDOs with repurchase agreements,
which are short-term financing arrangements, and we may enter into additional repurchase agreements in the future. Under
the terms of these agreements, we sell a security to a counterparty for a specified price and concurrently agree to repurchase
the same security from our counterparty at a later date for a higher specified price. During the term of the repurchase
agreement — generally 30 days — the counterparty makes funds available to us and holds the security as collateral. Our
counterparties can also require us to post additional margin as collateral at any time during the term of the agreement.
When the term of a repurchase agreement ends, we are required to repurchase the security for the specified repurchase
price, with the difference between the sale and repurchase prices serving as the equivalent of paying interest to the
counterparty in return for extending financing to us. If we want to continue to finance the security with a repurchase
agreement, we ask the counterparty to extend — or “roll” — the repurchase agreement for another term.

Our counterparties are not required to roll our repurchase agreements upon the expiration of their stated terms, which
subjects us to a number of risks. As we have experienced recently and may experience in the future, counterparties electing
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to roll our repurchase agreements may charge higher spread and impose more onerous terms upon us, including the
requirement that we post additional margin as collateral. More significantly, if a repurchase agreement counterparty elects
not to extend our financing, we would be required to pay the counterparty the full repurchase price on the maturity date and
find an alternate source of financing. Alternate sources of financing may be more expensive, contain more onerous terms or
simply may not be available. If we were unable to pay the repurchase price for any security financed with a repurchase
agreement, the counterparty has the right to sell the underlying security being held as collateral and require us to
compensate for any shortfall between the value of our obligation to the counterparty and the amount for which the collateral
was sold (which may be a significantly discounted price). As of December 31, 2012, we had $929.4 million outstanding
under repurchase agreement financings. Moreover, these repurchase agreement obligations are with five counterparties. If
any of our counterparties elected not to roll these repurchase agreements, we may not be able to find a replacement
counterparty in a timely manner.

Our determination of how much leverage to apply to our investments may adversely affect our return on our
investments and may reduce cash available for distribution.

We leverage a meaningful portion of our portfolio through borrowings, generally through the use of credit facilities,
warehouse facilities, repurchase agreements, mortgage loans on real estate, securitizations, including the issuance of CDOs,
private or public offerings of debt by subsidiaries, loans to entities in which we hold, directly or indirectly, interests in
pools of properties or loans, and other borrowings. Our investment policies do not limit the amount of leverage we may
incur with respect to any specific asset or pool of assets, subject to an overall limit on our use of leverage to 90% (as
defined in our governing documents) of the value of our assets on an aggregate basis. During the recent financial crisis, the
return we were able to earn on our investments and cash available for distribution to our stockholders was significantly
reduced due to changes in market conditions causing the cost of our financing to increase relative to the income that can be
derived from our assets. While our liquidity position has improved, we cannot assure you that we will be able to sustain our
improved liquidity position.

We may become party to agreements that require cash payments at periodic intervals. Failure to make such
required payments may adversely affect our business, financial condition and results of operations.

We are currently party to repurchase agreements that may require us to post additional margin as collateral at any time
during the term of the agreement, based on the value of the collateral. We may become party to additional financing
agreements that require us to make cash payments at periodic intervals or upon the occurrence of certain events. Events
could occur or circumstances could arise, which we may not be able to foresee, that may cause us to be unable to make any
such cash payments when they become due. Failure to make the payments required under our financing documents would
give the lenders the right to require us to repay all amounts owed to them under the applicable financing immediately.

We are subject to counterparty default and concentration risks.

In the ordinary course of our business, we enter into various types of financing arrangements with counterparties.
Currently, the majority of our financing arrangements take the form of repurchase agreements, securitization vehicles,
loans, hedge contracts, swaps and other derivative and non-derivative contracts. The terms of these contracts are often
customized and complex, and many of these arrangements occur in markets or relate to products that are not subject to
regulatory oversight.

We are subject to the risk that the counterparty to one or more of these contracts defaults, either voluntarily or involuntarily,
on its performance under the contract. Any such default may occur rapidly and without notice to us. Moreover, if a
counterparty defaults, we may be unable to take action to cover our exposure, either because we lack the contractual ability
or because market conditions make it difficult to take effective action. This inability could occur in times of market stress
consistent with the conditions we are currently experiencing, which are precisely the times when defaults may be most
likely to occur.

In addition, our risk-management processes may not accurately anticipate the impact of market stress or counterparty
financial condition, and as a result, we may not take sufficient action to reduce our risks effectively. Although we monitor
our credit exposures, default risk may arise from events or circumstances that are difficult to detect, foresee or evaluate. In
addition, concerns about, or a default by, one large participant could lead to significant liquidity problems for other
participants, which may in turn expose us to significant losses.

In the event of a counterparty default, particularly a default by a major investment bank, we could incur material losses
rapidly, and the resulting market impact of a major counterparty default could seriously harm our business, results of
operations and financial condition. In the event that one of our counterparties becomes insolvent or files for bankruptcy, our
ability to eventually recover any losses suffered as a result of that counterparty’s default may be limited by the liquidity of
the counterparty or the applicable legal regime governing the bankruptcy proceeding.
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In addition, with respect to our CDOs, certain of our derivative counterparties are required to maintain certain ratings to
avoid having to post collateral or transfer the derivative to another counterparty. If a counterparty was downgraded below
these levels, it may not be able to satisfy its obligations under the derivative, which could have a material negative effect on
the applicable CDO.

With respect to our Excess MSRs, we are subject to counterparty concentration risk as a result of our co-investments with
Nationstar. All of our investments in Excess MSRs to date relate to loans serviced by Nationstar. If Nationstar is
terminated as the servicer of the underlying mortgages, Newcastle’s right to receive its portion of the excess mortgage
servicing amount is also terminated. Moreover, in the event that Nationstar files for bankruptcy, our expected returns on
these investments would be severely impacted. See “—We will be dependent on mortgage servicers, including Nationstar
to service the mortgage loans underlying the Excess MSRs that we acquire.” Moreover, Nationstar has no obligation to
offer us any future co-investment opportunity on the same terms of prior transactions, or at all, and we may not be able to
find suitable counterparties other than Nationstar from which to acquire Excess MSRs, which could impact our business
strategy.

The counterparty risks that we face have increased in complexity and magnitude as a result of the insolvency of a number
of major financial institutions (such as Lehman Brothers). For example, the consolidation and elimination of counterparties
has increased our concentration of counterparty risk and decreased the universe of potential counterparties. We are
currently party to repurchase agreements with two counterparties. If any of our counterparties elected not to roll these
repurchase agreements, we may not be able to find a replacement counterparty. In addition, counterparties have generally
tightened their underwriting standards and increased their margin requirements for financing, which has negatively
impacted us in several ways, including, decreasing the number of counterparties willing to provide financing to us,
decreasing the overall amount of leverage available to us, and increasing the costs of borrowing.

We are not restricted from dealing with any particular counterparty or from concentrating any or all of our transactions with
a few counterparties. Any loss suffered by us as a result of a counterparty defaulting, refusing to conduct business with us
or imposing more onerous terms on us would also negatively affect our business, results of operations and financial
condition.

We may not match fund certain of our investments, which may increase the risks associated with these investments.

One component of our investment strategy is to use match funded financing structures for certain of our investments, which
match assets and liabilities with respect to maturities and interest rates. When available, this strategy mitigates the risk of
not being able to refinance an investment on favorable terms or at all. However, our manager may elect for us to bear a
level of refinancing risk on a short-term or longer-term basis, as in the case of investments financed with repurchase
agreements, when, based on its analysis, our manager determines that bearing such risk is advisable or unavoidable (which
is generally the case with respect to the residential mortgage loans and FNMA/FHLMC securities in which we invest). In
addition, we may be unable, as a result of conditions in the credit markets, to match fund our investments. For example,
non-recourse term financing not subject to margin requirements was generally not available or economical for the past three
years and is currently still difficult to obtain, which impairs our ability to match fund our investments. Moreover, we may
not be able to enter into interest rate swaps. Lastly, lenders may be unwilling to finance certain types of assets, such as
Excess MSRs, because of the challenges with perfecting security interests in the underlying collateral. A decision not to, or
the inability to, match fund certain investments, exposes us to additional risks.

Furthermore, we anticipate that, in most cases, for any period during which our floating rate assets are not match funded
with respect to maturity, the income from such assets may respond more slowly to interest rate fluctuations than the cost of
our borrowings. Because of this dynamic, interest income from such investments may rise more slowly than the related
interest expense, with a consequent decrease in our net income. Interest rate fluctuations resulting in our interest expense
exceeding interest income would result in operating losses for us from these investments.

Accordingly, if we do not or are unable to match fund our investments with respect to maturities and interest rates, we will
be exposed to the risk that we may not be able to finance or refinance our investments on economically favorable terms or
may have to liquidate assets at a loss.

We may not be able to finance our investments on attractive terms or at all, and financing for Excess MSRs may be
particularly difficult or impossible to obtain.

When we acquire securities and loans that we finance on a short-term basis with a view to securitization or other long-term
financing, we bear the risk of being unable to securitize the assets or otherwise finance them on a long-term basis at
attractive prices or in a timely matter, or at all. If it is not possible or economical for us to securitize or otherwise finance
such assets on a long-term basis, we may be unable to pay down our short-term credit facilities, or be required to liquidate
the assets at a loss in order to do so. For example, our ability to finance investments with securitizations or other long-term

25



non-recourse financing not subject to margin requirements has been impaired since 2007 as a result of market conditions.
These conditions make it highly likely that we will have to use less efficient forms of financing for any new investments,
which will likely require a larger portion of our cash flows to be put toward making the initial investment and thereby
reduce the amount of cash available for distribution to our stockholders and funds available for operations and investments,
and which will also likely require us to assume higher levels of risk when financing our investments. In addition, there is no
established market for financing of investments in Excess MSRs, and it is possible that one will not develop. Any such
financing would likely require the consent of the applicable government sponsored enterprise (“GSE”) or other owner of
the underlying loans, and such consent may be costly or impossible to obtain. Moreover, obtaining such consent may
require us or our co-investment counterparties to agree to material structural, economic and indemnification, or other, terms
that expose us to risks to which we have not previously been exposed and that could negatively affect our returns from our
investments.

As non-recourse long-term financing structures become available to us and are utilized, such structures expose us to
risks which could result in losses to us.

We may use securitization and other non-recourse long-term financing for our investments to the extent available. In such
structures, our lenders typically would have only a claim against the assets included in the securitizations rather than a
general claim against us as an entity. Prior to any such financing, we would seek to finance our investments with relatively
short-term facilities until a sufficient portfolio is accumulated. As a result, we would be subject to the risk that we would
not be able to acquire, during the period that any short-term facilities are available, sufficient eligible assets or securities to
maximize the efficiency of a securitization. We also bear the risk that we would not be able to obtain new short-term
facilities or would not be able to renew any short-term facilities after they expire should we need more time to seek and
acquire sufficient eligible assets or securities for a securitization. In addition, conditions in the capital markets may make
the issuance of any such securitization less attractive to us even when we do have sufficient eligible assets or securities.
While we would intend to retain the unrated equity component of securitizations and, therefore, still have exposure to any
investments included in such securitizations, our inability to enter into such securitizations may increase our overall
exposure to risks associated with direct ownership of such investments, including the risk of default. Our inability to
refinance any short-term facilities would also increase our risk because borrowings thereunder would likely be recourse to
us as an entity. If we are unable to obtain and renew short-term facilities or to consummate securitizations to finance our
investments on a long-term basis, we may be required to seek other forms of potentially less attractive financing or to
liquidate assets at an inopportune time or price.

The loans we invest in and the loans underlying the securities we invest in are subject to delinquency, foreclosure
and loss, which could result in losses to us.

Commercial mortgage loans are secured by multifamily or commercial property and are subject to risks of delinquency and
foreclosure, and risks of loss. The ability of a borrower to repay a loan secured by an income-producing property typically
is dependent primarily upon the successful operation of such property rather than upon the existence of independent income
or assets of the borrower. If the net operating income of the property is reduced, the borrower's ability to repay the loan may
be impaired. Net operating income of an income-producing property can be affected by, among other things: tenant mix,
success of tenant businesses, property management decisions, property location and condition, competition from
comparable types of properties, changes in laws that increase operating expense or limit rents that may be charged, any
need to address environmental contamination at the property, the occurrence of any uninsured casualty at the property,
changes in national, regional or local economic conditions and/or specific industry segments, declines in regional or local
real estate values, declines in regional or local rental or occupancy rates, increases in interest rates, changes in the
availability of credit on favorable terms, real estate tax rates and other operating expenses, changes in governmental rules,
regulations and fiscal policies, including environmental legislation, acts of God, terrorism, social unrest and civil
disturbances.

Residential mortgage loans, manufactured housing loans and subprime mortgage loans are secured by single-family
residential property and are also subject to risks of delinquency and foreclosure, and risks of loss. The ability of a borrower
to repay a loan secured by a residential property is dependent upon the income or assets of the borrower. A number of
factors may impair borrowers' abilities to repay their loans, including, among other things, changes in the borrower’s
employment status, changes in national, regional or local economic conditions, changes in interest rates or the availability
of credit on favorable terms, changes in regional or local real estate values, changes in regional or local rental rates and
changes in real estate taxes.

In the event of default under a loan held directly by us, we will bear a risk of loss of principal to the extent of any
deficiency between the value of the collateral and the outstanding principal and accrued but unpaid interest of the loan,
which could adversely affect our cash flow from operations. Foreclosure of a loan, particularly a commercial loan, or any
other restructuring archives related to an investment, can be an expensive and lengthy process, which would negatively
affect our anticipated return on the foreclosed loan or such other investment. In addition, as part of any foreclosure or other
restructuring, we may acquire control of a property securing a defaulted loan, which would expose us to additional risks
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specific to the property, including, but not limited to, the risks related to any business conducted on such property. As part
of a restructuring we may also exchange our debt for, or otherwise acquire, equity of an entity, which may involve
contested negotiations and expose us to risks associated with owning the entity.

Mortgage and asset backed securities are bonds or notes backed by loans and/or other financial assets and include
commercial mortgage back securities (CMBS), FNMA/FHLMC securities, and real estate related asset backed securities
(ABS). The ability of a borrower to repay these loans or other financial assets is dependent upon the income or assets of
these borrowers. If a borrower has insufficient income or assets to repay these loans, it will default on its loan. While we
intend to focus on real estate related asset backed securities, there can be no assurance that we will not invest in other types
of asset backed securities.

Our investments in mortgage and asset backed securities will be adversely affected by defaults under the loans underlying
such securities. To the extent losses are realized on the loans underlying the securities in which we invest, we may not
recover the amount invested in, or, in extreme cases, any of our investment in such securities.

Our investments in debt securities are subject to specific risks relating to the particular issuer of the securities and
to the general risks of investing in subordinated real estate securities.

Our investments in debt securities involve special risks. REITs generally are required to invest substantially in real estate or
real estate-related assets and are subject to the inherent risks associated with real estate-related investments discussed in this
report. Our investments in debt are subject to the risks described above with respect to mortgage loans and mortgage-
backed securities and similar risks, including:

»  risks of delinquency and foreclosure, and risks of loss in the event thereof;

» the dependence upon the successful operation of and net income from real property;
»  risks generally incident to interests in real property; and

»  risks that may be presented by the type and use of a particular property.

Debt securities may be unsecured and may also be subordinated to other obligations of the issuer. We may also invest in
debt securities that are rated below investment grade. As a result, investments in debt securities are also subject to risks of:

* limited liquidity in the secondary trading market;

+  substantial market price volatility resulting from changes in prevailing interest rates or credit spreads;

»  subordination to the prior claims of senior lenders to the issuer;

+ the possibility that earnings of the debt security issuer may be insufficient to meet its debt service; and

» the declining creditworthiness and potential for insolvency of the issuer of such debt securities during periods of
rising interest rates and economic downturn.

These risks may adversely affect the value of outstanding debt securities and the ability of the issuers thereof to repay
principal and interest.

We invest in Excess MSRs, and such investments could have a negative impact on our financial results.

Subject to maintaining our qualification as a REIT and our exemption from the 1940 Act, we expect to continue to co-
invest in Excess MSRs with Nationstar, which is a leading residential mortgage servicer and is majority-owned by funds
managed by our manager. We may also invest in Excess MSRs with other servicers.

A mortgage servicing right (“MSR”) provides a mortgage servicer with the right to service a pool of mortgages in exchange
for a portion of the interest payments made on the underlying mortgages. This amount typically ranges from 25 to 50 basis
points (“bps”) times the unpaid principal balance (“UPB”) of the mortgages. The MSR can be divided into two
components: a basic fee and an Excess MSR. The basic fee is the amount of compensation for the performance of servicing
duties, and the Excess MSR, is the amount that exceeds the basic fee. For example, if an MSR is 30 bps and the basic fee is
5 bps, then the Excess MSR is 25 bps.

We record Excess MSRs on our balance sheet at fair value, and changes in their fair value are reflected in our consolidated
results of operations. The determination of the fair value of Excess MSRs requires our management to make numerous
estimates and assumptions that could materially differ from actual results. Such estimates and assumptions include, without
limitation, estimates of the future cash flows from the Excess MSRs, which in turn are based upon assumptions about
interest rates as well as prepayment rates, delinquencies and foreclosure rates of the underlying mortgage loans.

The ultimate realization of the value of Excess MSRs, which are measured at fair value on a recurring basis, may be
materially different than the fair values of such Excess MSRs as may be reflected in our consolidated statement of financial
position as of any particular date. The use of different estimates or assumptions in connection with the valuation of these
assets could produce materially different fair values for such assets, which could have a material adverse effect on our
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consolidated financial position, results of operations and cash flows. Accordingly, there may be material uncertainty about
the fair value of any Excess MSRs we acquire.

The values of Excess MSRs are highly sensitive to changes in interest rates. Historically, the value of Excess MSRs has
increased when interest rates rise and decreased when interest rates decline due to the effect those changes in interest rates
have on prepayment estimates. We may pursue various hedging strategies to seek to reduce our exposure to adverse
changes in interest rates. Our hedging activity will vary in scope based on the level and volatility of interest rates, the type
of assets held and other changing market conditions. Interest rate hedging may fail to protect or could adversely affect us.
To the extent we do not utilize derivatives to hedge against changes in the fair value of Excess MSRs, our balance sheet,
results of operations and cash flows would be susceptible to significant volatility due to changes in the fair value of, or cash
flows from, Excess MSRs as interest rates change.

Prepayment speeds significantly affect the value of Excess MSRs. Prepayment speed is the measurement of how quickly
borrowers pay down the UPB of their loans or how quickly loans are otherwise brought current, modified, liquidated or
charged off. When we invest in Excess MSRs, we base the price we pay and the rate of amortization of those assets on,
among other things, our projection of the cash flows from the related pool of mortgage loans. Our expectation of
prepayment speeds is a significant assumption underlying those cash flow projections. If prepayment speeds are
significantly greater than expected, the carrying value of Excess MSRs could exceed their estimated fair value. If the fair
value of Excess MSRs decreases, we would be required to record a non-cash charge, which would have a negative impact
on our financial results. Furthermore, a significant increase in prepayment speeds could materially reduce the ultimate cash
flows we receive from Excess MSRs, and we could ultimately receive substantially less than what we paid for such assets.

Moreover, delinquency rates have a significant impact on the value of Excess MSRs. An increase in delinquencies will
generally result in lower revenue because typically we will only collect the mortgage servicing amount from GSEs or
mortgage owners for performing loans. The price we pay for Excess MSRs is based on, among other things, our projections
of the cash flows from related pools of mortgage loans. Our expectation of delinquencies is a significant assumption
underlying those cash flow projections. If delinquencies are significantly greater than expected, the estimated fair value of
the Excess MSRs could be diminished. As a result, we could suffer a loss, which would have a negative impact on our
financial results.

Furthermore, MSRs are subject to numerous federal, state and local laws and regulations and may be subject to various
judicial and administrative decisions imposing various requirements and restrictions on our business. If the servicer,
actually or allegedly failed to comply with applicable laws, rules or regulations, it could be terminated as the servicer,
which could have a material adverse effect on our business, financial condition, results of operations or cash flows.

Our ability to acquire Excess MSRs will be subject to the applicable REIT qualification tests, and we may have to hold
these interests through taxable REIT subsidiaries, which would negatively impact our returns from these assets.

We will be dependent on mortgage servicers, including Nationstar, to service the mortgage loans underlying the
Excess MSRs that we acquire.

Our investments in Excess MSRs are dependent on the mortgage servicer to perform the servicing obligations. As a result,
we could be materially and adversely affected if the servicer is terminated. The duties and obligations of mortgage servicers
are defined through contractual agreements, generally referred to as Servicing Guides in the case of GSEs, or Pooling and
Servicing Agreements in the case of private-label securities (collectively, the "Servicing Guidelines"). Such Servicing
Guidelines generally provide for the possibility for termination of the contractual rights of the servicer in the absolute
discretion of the owner of the mortgages being serviced. In the event of such termination by a mortgage owner with respect
to a particular servicer, the related Excess MSRs could potentially lose all value on a going forward basis. Moreover, the
termination by a mortgage owner of a servicer could take effect across all mortgages of such mortgage owner. Therefore,
to the extent we make multiple investments relating to mortgages owned by the same owner and serviced by the same
servicer, all such investments, including our investments with Nationstar, could lose all their value in the event of the
termination of the servicer by the mortgage owner.

We could also be materially and adversely affected if the servicer is unable to adequately service the underlying mortgage
loans due to:

« its failure to comply with applicable laws and regulation;

e its failure to perform its loss mitigation obligations;

e adowngrade in its servicer rating;

e its failure to perform adequately in its external audits;

« afailure in or poor performance of its operational systems or infrastructure;

» regulatory scrutiny regarding foreclosure processes lengthening foreclosure timelines;
* aGSE’s or a whole-loan owner’s transfer of servicing to another party; or

e any other reason.
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Favorable ratings from third-party rating agencies such as Standard & Poor's, Moody's Investors Service and Fitch are
important to the conduct of a mortgage servicer's loan servicing business and a downgrade in a mortgage servicer's ratings
could have an adverse effect on us and the value of our Excess MSRs. Downgrades in a mortgage servicer's servicer ratings
could adversely affect their ability to finance servicing advances and maintain their status as an approved servicer by
Fannie Mae and Freddie Mac. Downgrades in servicer ratings could also lead to the early termination of existing advance
facilities and affect the terms and availability of match funded advance facilities that a mortgage servicer may seek in the
future. A mortgage service's failure to maintain favorable or specified ratings may cause their termination as a servicer and
may impair their ability to consummate future servicing transactions, which could have an adverse effect on our operations
since we will rely heavily on mortgage servicers to achieve our investment objective with respect to Excess MSRs.

In addition, a bankruptcy by any mortgage servicer that services the mortgage loans underlying any Excess MSRs that we
have acquired or may acquire in the future could result in:

e the validity and priority of our ownership of the Excess MSRs being challenged in a bankruptcy proceeding;

*  payments made by such servicer to us, or obligations incurred by it, being avoided by a court under federal or
state preference laws or federal or state fraudulent conveyance laws;

e a re-characterization of any sale of the Excess MSRs or other assets to us as a pledge of such assets in a
bankruptcy proceeding; or

e any agreement pursuant to which we acquired the Excess MSRs being rejected in a bankruptcy proceeding.

Any of the foregoing events could have a material and adverse effect on us.
GSE initiatives and other actions may adversely affect returns from investments in Excess MSRs.

On January 17, 2011, the Federal Housing Finance Agency announced that it has instructed FNMA and FHLMC to study
possible alternatives to the current residential mortgage servicing and compensation system used for single-family
mortgage loans. It is too early to determine what the GSEs, including FNMA and FHLMC, may propose as alternatives to
current servicing compensation practices, or when any such alternatives would become effective. Although we do not
expect MSRs that have already been created to be subject to any changes implemented by FNMA and FHLMC, it is
possible that, because of the significant role of FNMA and FHLMC in the secondary mortgage market, any changes they
implement could become prevalent in the mortgage servicing industry generally. Other industry stakeholders or regulators
may also implement or require changes in response to the perception that the current mortgage servicing practices and
compensation do not appropriately serve broader housing policy objectives. These proposals are still evolving. To the
extent the GSEs implement reforms that materially affect the market for conforming loans, there may be secondary effects
on the subprime and Alt-A markets. These reforms may have a material adverse effect on the economics or performance of
any Excess MSRs that we may acquire in the future.

Changes to the minimum servicing amount for GSE loans could occur at any time and could impact us in
significantly negative ways that we are unable to predict or protect against.

Currently, when a loan is sold into the secondary market for FNMA and FHLMC loans, the servicer is generally required to
retain a minimum servicing amount (“MSA”) of 25 basis points of the outstanding principal balance for fixed rate
mortgages. As has been widely publicized, in September 2011, the Federal Housing Finance Agency (“FHFA”) announced
that a Joint Initiative on Mortgage Servicing Compensation was seeking public comment on two alternative mortgage
servicing compensation structures detailed in a discussion paper. Changes to the MSA structure could significantly impact
our business in negative ways that we cannot predict or protect against. For example, the elimination of an MSA could
radically change the mortgage servicing industry and could severely limit the supply of Excess MSRs available for us to
invest in. In addition, a removal of, or a reduction in, the MSA could significantly reduce the recapture rate on the affected
portfolio, which would negatively affect the investment return on our Excess MSRs. We cannot predict whether any
changes to current MSA rules will occur or what impact any changes will have on our business, results of operations,
liquidity or financial condition.

We are subject to significant competition, and we may not compete successfully.

We are subject to significant competition in seeking investments. We compete with other companies, including other
REITs, mortgage servicers, insurance companies and other investors, including funds and companies affiliated with our
manager. Some of our competitors have greater resources than we possess or have greater access to capital or various types
of financing structures than are available to us, and we may not be able to compete successfully for investments or provide
attractive investment returns relative to our competitors. These competitors may be willing to accept lower returns on their
investments or to compromise underwriting standards and, as a result, our origination volume and profit margins could be
adversely affected. Furthermore, competition for investments that are suitable for us may lead to the returns available from
such investments decreasing, which may further limit our ability to generate our desired returns. We cannot assure you that
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other companies will not be formed that compete with us for investments or otherwise pursue investment strategies similar
to ours or that we will be able to complete successfully against any such companies.

Furthermore, we do not intend to build a mortgage servicing platform. Therefore, we may not be an attractive buyer for
those sellers of MSRs that prefer to sell MSRs and their mortgage servicing platform in a single transaction. Since our
business model does not currently include acquiring and running servicing platforms, to engage in a bid for such a business
we would need to find a servicer to acquire and run the platform or we would need to incur additional costs to shut down
the acquired servicing platform. The need to work with a servicer in these situations increases the complexity of such
potential acquisitions, and Nationstar may be unwilling or unable to act as servicer or subservicer on any Excess MSRs
acquisition we want to execute. The complexity of these transactions and the additional costs incurred by us if we were to
execute future acquisition of this type could adversely affect our future operating results.

Following the closing of a CDO financing when we have locked in the liability costs for a CDO during the
reinvestment period, the rate at which we are able to acquire eligible investments and changes in market conditions
may adversely affect our anticipated returns.

During the reinvestment period, we must invest the restricted cash available for reinvestments in our CDOs. Until we are
able to acquire sufficient assets, our returns will reflect income earned on uninvested cash and, having locked in the cost of
liabilities for the particular CDO, the particular CDO’s returns will be at risk of declining to the extent that yields on the
assets to be acquired decline. In general, our ability to acquire appropriate investments depends upon the supply in the
market of investments we deem suitable, and changes in various economic factors may affect our determination of what
constitutes a suitable investment.

Our returns will be adversely affected when investments held in CDOs are prepaid or sold subsequent to the
reinvestment period.

Real estate securities and loans are subject to prepayment risk. In addition, we may sell, and realize gains (or losses) on,
investments. To the extent such assets were held in CDOs subsequent to the end of the reinvestment period, the proceeds
are fully utilized to pay down the related CDO’s debt. This causes the leverage on the CDO to decrease, thereby lowering
our returns on equity.

Our investments in senior unsecured REIT securities are subject to specific risks relating to the particular REIT
issuer and to the general risks of investing in subordinated real estate securities, which may result in losses to us.

Our investments in REIT securities involve special risks relating to the particular REIT issuer of the securities, including
the financial condition and business outlook of the issuer. REITs generally are required to substantially invest in operating
real estate or real estate related assets and are subject to the inherent risks associated with real estate related investments
discussed in this report.

Our investments in REIT securities are also subject to the risks described above with respect to mortgage loans and
mortgage backed securities and similar risks, including (i) risks of delinquency and foreclosure, and risks of loss in the
event thereof, (ii) the dependence upon the successful operation of and net income from real property, (iii) risks generally
incident to interests in real property, and (iv) risks that may be presented by the type and use of a particular commercial

property.

REIT securities are generally unsecured and may also be subordinated to other obligations of the issuer. We may also invest
in REIT securities that are rated below investment grade. As a result, investments in REIT securities are also subject to
risks of: (i) limited liquidity in the secondary trading market, (ii) substantial market price volatility resulting from changes
in prevailing interest rates, (iii) subordination to the prior claims of banks and other senior lenders to the issuer, (iv) the
operation of mandatory sinking fund or call/redemption provisions during periods of declining interest rates that could
cause the issuer to reinvest premature redemption proceeds in lower yielding assets, (v) the possibility that earnings of the
REIT issuer may be insufficient to meet its debt service and dividend obligations and (vi) the declining creditworthiness
and potential for insolvency of the issuer of such REIT securities during periods of rising interest rates and economic
downturn. These risks may adversely affect the value of outstanding REIT securities and the ability of the issuers thereof to
repay principal and interest or make dividend payments.

The real estate related loans and other direct and indirect interests in pools of real estate properties or other loans
that we invest in may be subject to additional risks relating to the structure and terms of these transactions, which
may result in losses to us.

We invest in real estate related loans and other direct and indirect interests in pools of real estate properties or loans such as
mezzanine loans and “B Note” mortgage loans. We invest in mezzanine loans that take the form of subordinated loans
secured by second mortgages on the underlying real property or other business assets or revenue streams or loans secured
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by a pledge of the ownership interests of the entity owning real property or other business assets or revenue streams (or the
ownership interest of the parent of such entity). These types of investments involve a higher degree of risk than long-term
senior lending secured by business assets or income producing real property because the investment may become unsecured
as a result of foreclosure by a senior lender. In the event of a bankruptcy of the entity providing the pledge of its ownership
interests as security, we may not have full recourse to the assets of such entity, or the assets of the entity may not be
sufficient to repay our mezzanine loan. If a borrower defaults on our mezzanine loan or debt senior to our loan, or in the
event of a borrower bankruptcy, our mezzanine loan will be satisfied only after the senior debt is repaid in full. As a result,
we may not recover some or all of our investment. In addition, mezzanine loans may have higher loan to value ratios than
conventional mortgage loans, resulting in less equity in the property and increasing the risk of loss of principal.

We also invest in mortgage loans (“B Notes™) that while secured by a first mortgage on a single large commercial property
or group of related properties are subordinated to an “A Note” secured by the same first mortgage on the same collateral.
As a result, if an issuer defaults, there may not be sufficient funds remaining for B Note holders. B Notes reflect similar
credit risks to comparably rated commercial mortgage backed securities. In addition, we invest, directly or indirectly, in
pools of real estate properties or loans. Since each transaction is privately negotiated, these investments can vary in their
structural characteristics and risks. For example, the rights of holders of B Notes to control the process following a
borrower default may vary from transaction to transaction, while investments in pools of real estate properties or loans may
be subject to varying contractual arrangements with third party co-investors in such pools. Further, B Notes typically are
secured by a single property, and so reflect the risks associated with significant concentration. These investments also are
less liquid than commercial mortgage backed securities.

Investment in non-investment grade loans may involve increased risk of loss.

We have acquired and may continue to acquire in the future certain loans that do not conform to conventional loan criteria
applied by traditional lenders and are not rated or are rated as non-investment grade (for example, for investments rated by
Moody’s Investors Service, ratings lower than Baa3, and for Standard & Poor’s, BBB- or below). The non-investment
grade ratings for these loans typically result from the overall leverage of the loans, the lack of a strong operating history for
the properties underlying the loans, the borrowers’ credit history, the properties’ underlying cash flow or other factors. As a
result, these loans have a higher risk of default and loss than conventional loans. Any loss we incur may reduce
distributions to our stockholders. There are no limits on the percentage of unrated or non-investment grade assets we may
hold in our portfolio.

Insurance on real estate in which we have interests (including the real estate serving as collateral for our real estate
securities and loans) may not cover all losses.

There are certain types of losses, generally of a catastrophic nature, such as earthquakes, floods, hurricanes, terrorism or
acts of war, that may be uninsurable or not economically insurable. Inflation, changes in building codes and ordinances,
environmental considerations, and other factors, including terrorism or acts of war, also might make the insurance proceeds
insufficient to repair or replace a property if it is damaged or destroyed. Under such circumstances, the insurance proceeds
received might not be adequate to restore our economic position with respect to the affected real property. As a result of the
events of September 11, 2001, insurance companies have limited or excluded coverage for acts of terrorism in insurance
policies. As a result, we may suffer losses from acts of terrorism that are not covered by insurance.

In addition, the mortgage loans that are secured by certain of the properties in which we have interests contain customary
covenants, including covenants that require property insurance to be maintained in an amount equal to the replacement cost
of the properties. There can be no assurance that the lenders under these mortgage loans will not take the position that
exclusions from coverage for losses due to terrorist acts is a breach of a covenant which, if uncured, could allow the lenders
to declare an event of default and accelerate repayment of the mortgage loans.

Many of our investments are illiquid, and this lack of liquidity could significantly impede our ability to vary our
portfolio in response to changes in economic and other conditions or to realize the value at which such investments
are carried if we are required to dispose of them.

The real estate properties that we own and operate and our other direct and indirect investments in real estate, real estate
related and other assets are generally illiquid. In addition, the real estate securities that we purchase in connection with
privately negotiated transactions are not registered under the relevant securities laws, resulting in a prohibition against their
transfer, sale, pledge or other disposition except in a transaction that is exempt from the registration requirements of, or is
otherwise in accordance with, those laws. In addition, there are no established trading markets for a majority of our
investments. As a result, our ability to vary our portfolio in response to changes in economic and other conditions may be
limited.
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Our securities have historically been valued based primarily on third party quotations, which are subject to significant
variability based on the liquidity and price transparency created by market trading activity. The dislocation in the trading
markets has reduced the trading for many real estate securities, resulting in less transparent prices for those securities.
Consequently, it is currently more difficult for us to sell many of our assets than it has been historically because, if we were
to sell such assets, we would likely not have access to readily ascertainable market prices when establishing valuations of
them. Moreover, currently there is a relatively low market demand for the vast majority of the types of assets that we hold,
which may make it extremely difficult to sell our assets. If we are required to liquidate all or a portion of our illiquid
investments quickly, we may realize significantly less than the amount at which we have previously valued these
investments.

In addition, Excess MSRs are highly illiquid and subject to numerous restrictions on transfers. For example, the Servicing
Guidelines of a mortgage owner generally require that holders of Excess MSRs obtain the mortgage owner's prior approval
of any change of ownership of such Excess MSRs. Such approval may be withheld for any reason or no reason in the
discretion of the mortgage owner. Additionally, investments in Excess MSRs are a new type of transaction, and there have
been extremely few investment products that pursue a similar investment strategy. Accordingly, the risks associated with
the transaction and structure are not fully known to buyers or sellers. As a result of the foregoing, there is some risk that we
will be unable to locate a buyer at the time we wish to sell an Excess MSR. Additionally, there is some risk that we will be
required to dispose of Excess MSRs either through an in-kind distribution or other liquidation vehicle, which will, in either
case, provide little or no economic benefit to us, or a sale to a co-investor in the Excess MSR, which may be an affiliate.
Therefore, we cannot provide any assurance that we will obtain any return or any benefit of any kind from any disposition
of Excess MSRs.

Our ability to invest in, and dispose of our investments in, Excess MSRs may be subject to the receipt of third-party
consents.

GSEs may require that we submit to costly or burdensome conditions as a prerequisite to their consent to our investments in
Excess MSRs. GSE conditions may diminish or eliminate the investment potential of certain Excess MSRs by making such
investments too expensive for us or by severely limiting the potential returns available from Excess MSRs. Moreover, we
have not received and do not expect to receive any assurances from any GSEs that their conditions for the disposition of an
investment in Excess MSRs will not change. Therefore the potential costs, issues or restrictions associated with receiving
such GSEs' consent for any such dispositions by us cannot be determined with any certainty.

Our investments in Excess MSRs may involve complex or novel structures.

Our manager has extremely limited transaction history involving GSEs, and our investments in Excess MSRs may involve
complex or novel structures. It is possible that a GSE’s views on whether any such investment structure is appropriate or
acceptable may not be known to us when we make an investment and may change from time to time for any reason or for
no reason, even with respect to a completed investment. Accordingly, the terms of any future transaction may differ
significantly from the terms of our existing investments in Excess MSRs. A GSE’s evolving posture toward an acquisition
or disposition structure through which we invest in or dispose of Excess MSRs may cause such GSE to impose new
conditions on our existing investments in Excess MSRs, including the owner’s ability to hold such Excess MSRs directly or
indirectly through a grantor trust or other means. Such new conditions may be costly or burdensome and may diminish or
eliminate the investment potential of the Excess MSRs that are already owned by us. Moreover, obtaining such consent
may require us or our co-investment counterparties to agree to material structural, economic and indemnification, or other
terms that expose us to risks which we have not previously been exposed and that could negatively affect our returns from
our investments.

In addition, the requirements imposed by mortgage owners on servicers may require us to structure the terms, purchase
price and form of consideration that we and the servicer pay differently in various deals. For example, if a mortgage owner
imposes stricter requirements on a servicer to repurchase loans under certain circumstances, the servicer will be required to
assume a significantly higher level of risk in connection with servicing the loans underlying the applicable mortgage
servicing right and related Excess MSR than the servicer would assume if the mortgage owner did not impose such
requirements. As a result, the base fee paid to the servicer with respect to those mortgage servicing rights may be higher —
and the related Excess MSR may be lower — than in deals where the mortgage owner does not impose such requirements.

Interest rate fluctuations and shifts in the yield curve may cause losses.

Interest rates are highly sensitive to many factors, including governmental monetary and tax policies, domestic and
international economic and political considerations and other factors beyond our control. Our primary interest rate
exposures relate to our real estate securities, loans, floating rate debt obligations and interest rate swaps. Changes in
interest rates, including changes in expected interest rates or “yield curves,” affect our business in a number of ways.
Changes in the general level of interest rates can affect our net interest income, which is the difference between the interest
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income earned on our interest-earning assets and the interest expense incurred in connection with our interest-bearing
liabilities and hedges. Changes in the level of interest rates also can affect, among other things, our ability to acquire real
estate securities and loans at attractive prices, the value of our real estate securities, loans and derivatives and our ability to
realize gains from the sale of such assets. In the past, we have utilized hedging transactions to protect our positions from
interest rate fluctuations, but as a result of current market conditions we face significant obstacles to entering into new
hedging transactions. As a result, we may not be able to protect new investments from interest rate fluctuations to the same
degree as in the past, which could adversely affect our financial condition and results of operations.

In the event of a significant rising interest rate environment and/or economic downturn, loan and collateral defaults may
increase and result in credit losses that would adversely affect our liquidity and operating results. Interest rates are highly
sensitive to many factors, including governmental monetary and tax policies, domestic and international economic and
political conditions, and other factors beyond our control.

Our ability to execute our business strategy, particularly the growth of our investment portfolio, depends to a significant
degree on our ability to obtain additional capital. Our financing strategy is dependent on our ability to place the match
funded debt we use to finance our investments at rates that provide a positive net spread. If spreads for such liabilities
widen or if demand for such liabilities ceases to exist, then our ability to execute future financings will be severely
restricted.

Interest rate changes may also impact our net book value as our real estate securities, real estate related loans and hedge
derivatives are marked to market each quarter. Debt obligations are not marked to market. Generally, as interest rates
increase, the value of our fixed rate securities decreases, which will decrease the book value of our equity.

Furthermore, shifts in the U.S. Treasury yield curve reflecting an increase in interest rates would also affect the yield
required on our real estate securities and therefore their value. For example, increasing interest rates would reduce the value
of the fixed rate assets we hold at the time because the higher yields required by increased interest rates result in lower
market prices on existing fixed rate assets in order to adjust the yield upward to meet the market, and vice versa. This
would have similar effects on our real estate securities portfolio and our financial position and operations to a change in
interest rates generally.

We invest in RMBS collateralized by subprime mortgage loans, which are subject to increased risks.

We invest in RMBS backed by collateral pools of subprime residential mortgage loans. ‘‘Subprime’’ mortgage loans refer
to mortgage loans that have been originated using underwriting standards that are less restrictive than the underwriting
requirements used as standards for other first and junior lien mortgage loan purchase programs, such as the programs of
Fannie Mae and Freddie Mac. These lower standards include mortgage loans made to borrowers having imperfect or
impaired credit histories (including outstanding judgments or prior bankruptcies), mortgage loans where the amount of the
loan at origination is 80% or more of the value of the mortgage property, mortgage loans made to borrowers with low credit
scores, mortgage loans made to borrowers who have other debt that represents a large portion of their income and mortgage
loans made to borrowers whose income is not required to be disclosed or verified. Due to economic conditions, including
increased interest rates and lower home prices, as well as aggressive lending practices, subprime mortgage loans have in
recent periods experienced increased rates of delinquency, foreclosure, bankruptcy and loss, and they are likely to continue
to experience delinquency, foreclosure, bankruptcy and loss rates that are higher, and that may be substantially higher, than
those experienced by mortgage loans underwritten in a more traditional manner. Thus, because of the higher delinquency
rates and losses associated with subprime mortgage loans, the performance of RMBS backed by subprime mortgage loans
in which we may invest could be correspondingly adversely affected, which could adversely impact our results of
operations, financial condition and business.

The value of our RMBS may be adversely affected by deficiencies in servicing and foreclosure practices, as well as
related delays in the foreclosure process.

Allegations of deficiencies in servicing and foreclosure practices among several large sellers and servicers of residential
mortgage loans that surfaced in 2010 raised various concerns relating to such practices, including the improper execution of
the documents used in foreclosure proceedings (so-called “robo signing”), inadequate documentation of transfers and
registrations of mortgages and assignments of loans, improper modifications of loans, violations of representations and
warranties at the date of securitization and failure to enforce put-backs.

As a result of alleged deficiencies in foreclosure practices, a number of servicers temporarily suspended foreclosure
proceedings beginning in the second half of 2010 while they evaluated their foreclosure practices. In late 2010, a group of
state attorneys general and state bank and mortgage regulators representing nearly all 50 states and the District of
Columbia, along with the U.S. Justice Department and the Department of Housing and Urban Development, began an
investigation into foreclosure practices of banks and servicers. The investigations and lawsuits by several state attorneys
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general lead to a proposed settlement agreement in early February 2012 with five of the nation’s largest banks, pursuant to
which the banks agreed to pay more than $25 billion to settle claims relating to improper foreclosure practices. The
proposed settlement does not prohibit the states, the federal government, individuals or investors in RMBS from pursuing
additional actions against the banks and servicers in the future.

The integrity of the servicing and foreclosure processes are critical to the value of the mortgage loan portfolios underlying
our RMBS, and our financial results could be adversely affected by deficiencies in the conduct of those processes. For
example, delays in the foreclosure process that have resulted from investigations into improper servicing practices may
adversely affect the values of, and our losses on, our non-Agency RMBS. Foreclosure delays may also increase the
administrative expenses of the securitization trusts for the non-Agency RMBS, thereby reducing the amount of funds
available for distribution to investors. In addition, the subordinate classes of securities issued by the securitization trusts
may continue to receive interest payments while the defaulted loans remain in the trusts, rather than absorbing the default
losses. This may reduce the amount of credit support available for the senior classes we own, thus possibly adversely
affecting these securities. Additionally, a substantial portion of the proposed $25 billion settlement is intended to be a
“credit” to the banks and servicers for principal write-downs or reductions they may make to certain mortgages underlying
RMBS. There remains considerable uncertainty as to how these principal reductions will work and what effect they will
have on the value of related RMBS; as a result, there can be no assurance that any such principal reductions will not
adversely affect the value of certain of our RMBS.

While we believe that the sellers and servicers would be in violation of their servicing contracts to the extent that they have
improperly serviced mortgage loans or improperly executed documents in foreclosure or bankruptcy proceedings, or do not
comply with the terms of servicing contracts when deciding whether to apply principal reductions, it may be difficult,
expensive, and time consuming for us to enforce our contractual rights. We continue to monitor and review the issues
raised by the alleged improper foreclosure practices. While we cannot predict exactly how the servicing and foreclosure
matters or the resulting litigation or settlement agreements will affect our business, there can be no assurance that these
matters will not have an adverse impact on our results of operations and financial condition.

We invest in senior living facilities, which are subject to various risks that could have a negative impact on our
financial results.

Subject to maintaining our qualification as a REIT, we intend to continue to purchase senior living facilities. In connection
with any such investment, we expect that we would engage an affiliate of our manager to manage the operations of these
facilities, as we have previously done, for which we would pay a management fee. The income from any senior living
facilities would be dependent on the ability of the managers of such facilities to successfully manage these properties. The
managers would compete with other companies on a number of different levels, including: the quality of care provided,
reputation, the physical appearance of a facility, price and range of services offered, alternatives for healthcare delivery, the
supply of competing properties, physicians, staff, referral sources, location, the size and demographics of the population in
surrounding areas, and the financial condition of tenants and managers. A manager’s inability to successfully compete with
other companies on one or more of the foregoing levels could adversely affect the senior living facility and materially
reduce the income we would receive from an investment in such facility.

As a public company, we are required to maintain effective internal control over financial reporting in accordance with
Section 404 of the Sarbanes-Oxley Act of 2002. Internal control over financial reporting is complex and may be revised
over time to adapt to changes in our business or applicable accounting rules. For example, as a result of new investments,
including any investments in senior living facilities, we may be required to consolidate additional entities, and, therefore, to
document and test effective internal controls over the financial reporting of these entities in accordance with Section 404,
which we may not be able to do. Even if we are able to do so, there could be significant costs and delays, particularly if
these entities were not subject to Section 404 prior to being acquired by us. Under certain circumstances, the SEC permits
newly acquired businesses to be excluded for a limited period of time from management’s annual assessment of the
effectiveness of internal control. We have excluded the senior living assets acquired in 2012 from management’s annual
assessment of the effectiveness of internal control in 2012 and may avail ourselves of this flexibility with respect to any
newly acquired business. If we are not able to maintain or document effective internal control over financial reporting, our
independent registered public accounting firm would not be able to certify as to the effectiveness of our internal control
over financial reporting as of the required dates, which could subject us to adverse regulatory consequences, including
sanctions or investigations by the SEC, or violations of applicable stock exchange listing rules. There could also be a
negative reaction in the financial markets due to a loss of investor confidence in us and the reliability of our financial
statements, which could lead to a decline in our share price, impair our ability to raise capital and other adverse
consequences.

In addition, private, federal and state payment programs as well as the effect of laws and regulations may also have a

significant impact on the profitability of such facilities. The failure of a manager to comply with any of these laws could
result in the loss of accreditation, denial of reimbursement, imposition of fines, suspension or decertification from federal
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and state healthcare programs, loss of license or closure of the facility. These events, among others, could result in the loss
of part or all of any investment we make in a senior living facility.

Furthermore, the ability to successfully manage a senior living facility depends on occupancy levels. Any senior living
facility in which we invest may have relatively flat or declining occupancy levels due to falling home prices, declining
incomes, stagnant home sales and other economic factors. In addition, the senior housing segment may continue to
experience a decline in occupancy due to the weak economy and the associated decision of certain residents to vacate a
facility and instead be cared for at home. A material decline in occupancy levels and revenues may make it more difficult
for the manager of any senior living facility in which we invest to successfully generate income for us. Alternatively, to
avoid a decline in occupancy, a manager may reduce the rates charged, which would also reduce our revenues and therefore
negatively impact the ability to generate income.

Our ability to acquire senior living facilities will be subject to the applicable REIT qualification tests, and we may have to
hold these interests through taxable REIT subsidiaries, which may negatively impact our returns from these assets.

Our investments in real estate securities and loans are subject to changes in credit spreads, which could adversely
affect our ability to realize gains on the sale of such investments.

Real estate securities and loans are subject to changes in credit spreads. Credit spreads measure the yield demanded on
securities and loans by the market based on their credit relative to a specific benchmark.

Fixed rate securities and loans are valued based on a market credit spread over the rate payable on fixed rate U.S.
Treasuries of like maturity. Floating rate securities and loans are valued based on a market credit spread over LIBOR and
are affected similarly by changes in LIBOR spreads. Excessive supply of these securities combined with reduced demand
will generally cause the market to require a higher yield on these securities and loans, resulting in the use of a higher, or
"wider," spread over the benchmark rate to value such securities. Under such conditions, the value of our real estate
securities and loan portfolios would tend to decline. Conversely, if the spread used to value such securities were to
decrease, or "tighten," the value of our real estate securities portfolio would tend to increase. Such changes in the market
value of our real estate securities and loan portfolios may affect our net equity, net income or cash flow directly through
their impact on unrealized gains or losses on available-for-sale securities, and therefore our ability to realize gains on such
securities, or indirectly through their impact on our ability to borrow and access capital. During 2008 through the first
quarter of 2009, credit spreads widened substantially. This widening of credit spreads caused the net unrealized gains on
our securities, loans and derivatives, recorded in accumulated other comprehensive income or retained earnings, and
therefore our book value per share, to decrease and resulted in net losses.

In addition, if the value of our loans subject to financing agreements were to decline, it could affect our ability to refinance
such loans upon the maturity of the related repurchase agreements. Any credit or spread related losses incurred with respect
to our loans would affect us in the same way as similar losses on our real estate securities portfolio as described above.

Any hedging transactions that we enter into may limit our gains or result in losses.

We have used (and may continue to use, when feasible and appropriate) derivatives to hedge a portion of our interest rate
exposure, and this approach has certain risks, including the risk that losses on a hedge position will reduce the cash
available for distribution to stockholders and that such losses may exceed the amount invested in such instruments. We
have adopted a general policy with respect to the use of derivatives, which generally allows us to use derivatives where
appropriate, but does not set forth specific policies and procedures or require that we hedge any specific amount of risk.
From time to time, we use derivative instruments, including forwards, futures, swaps and options, in our risk management
strategy to limit the effects of changes in interest rates on our operations. A hedge may not be effective in eliminating all of
the risks inherent in any particular position. Our profitability may be adversely affected during any period as a result of the
use of derivatives.

There are limits to the ability of any hedging strategy to protect us completely against interest rate risks. When rates
change, we expect the gain or loss on derivatives to be offset by a related but inverse change in the value of the items,
generally our liabilities, that we hedge. We cannot assure you, however, that our use of derivatives will offset the risks
related to changes in interest rates. We cannot assure you that our hedging strategy and the derivatives that we use will
adequately offset the risk of interest rate volatility or that our hedging transactions will not result in losses. In addition, our
hedging strategy may limit our flexibility by causing us to refrain from taking certain actions that would be potentially
profitable but would cause adverse consequences under the terms of our hedging arrangements.

The REIT provisions of the Internal Revenue Code of 1986, as amended, or the Code, limit our ability to hedge. In

managing our hedge instruments, we consider the effect of the expected hedging income on the REIT qualification tests that
limit the amount of gross income that a REIT may receive from hedging. We need to carefully monitor, and may have to
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limit, our hedging strategy to assure that we do not realize hedging income, or hold hedges having a value, in excess of the
amounts that would cause us to fail the REIT gross income and asset tests.

Accounting for derivatives under U.S. generally accepted accounting principles, or GAAP, is extremely complicated. Any
failure by us to account for our derivatives properly in accordance with GAAP in our financial statements could adversely
affect our earnings.

Under certain conditions, increases in prepayment rates can adversely affect yields on many of our investments.

The value of the majority of assets in which we invest may be affected by prepayment rates on these assets. Prepayment
rates are influenced by changes in current interest rates and a variety of economic, geographic and other factors beyond our
control, and consequently, such prepayment rates cannot be predicted with certainty. In periods of declining mortgage
interest rates, prepayments on loans generally increase. If general interest rates decline as well, the proceeds of such
prepayments received during such periods are likely to be reinvested by us in assets yielding less than the yields on the
assets that were prepaid. In addition, the market value of floating rate assets may, because of the risk of prepayment, benefit
less than fixed rate assets from declining interest rates. Conversely, in periods of rising interest rates, prepayments on loans
generally decrease, in which case we would not have the prepayment proceeds available to invest in assets with higher
yields. Under certain interest rate and prepayment scenarios we may fail to recoup fully our cost of acquisition of certain
investments.

In addition, when market conditions lead us to increase the portion of our CDO investments that are comprised of floating
rate securities, the risk of assets inside our CDOs prepaying increases. Since our CDO financing costs are locked in,
reinvestment of such prepayment proceeds at lower yields than the initial investments, as a result of changes in the interest
rate or credit spread environment, will result in a decrease of the return on our equity and therefore our net income.

Changes in accounting rules could occur at any time and could impact us in significantly negative ways that we are
unable to predict or protect against.

As has been widely publicized, the SEC, the Financial Accounting Standards Board and other regulatory bodies that
establish the accounting rules applicable to us have recently proposed or enacted a wide array of changes to accounting
rules. Moreover, in the future these regulators may propose additional changes that we do not currently anticipate.
Changes to accounting rules that apply to us could significantly impact our business or our reported financial performance
in negative ways that we cannot predict or protect against. We cannot predict whether any changes to current accounting
rules will occur or what impact any codified changes will have on our business, results of operations, liquidity or financial
condition.

Failure to maintain effective internal control over financial reporting in accordance with Section 404 of the
Sarbanes-Oxley Act could have a material adverse effect on our business and stock price.

As a public company, we are required to maintain effective internal control over financial reporting in accordance with
Section 404 of the Sarbanes-Oxley Act of 2002. Internal control over financial reporting is complex and may be revised
over time to adapt to changes in our business, or changes in applicable accounting rules. Management has certified in this
report that our internal controls over financial reporting were effective as of December 31, 2012. In addition, management
previously certified that our internal controls over financial reporting were effective as of December 31, 2011. However,
management subsequently determined that there was a material weakness in our internal control over financial reporting
with respect to our recording of the deconsolidation of CDO V in our consolidated financial statements for the year ended
December 31, 2011, as described in Note 2 to the consolidated financial statements included herein. As of December 31,
2012, management had determined that such weakness had been remediated with our Manager’s addition of new personnel
focused on the accounting for significant transactions, and that no material weakness existed as of the end of the period
covered by this report.

We cannot assure you that our internal control over financial reporting will be effective in the future or that a material
weakness will not be discovered with respect to a prior period for which we believe that internal controls were effective. If
we are not able to maintain or document effective internal control over financial reporting, our independent registered
public accounting firm may not be able to certify as to the effectiveness of our internal control over financial reporting as of
the required dates. Matters impacting our internal controls may cause us to be unable to report our financial information on
a timely basis, or may cause us to restate previously issued financial information, and thereby subject us to adverse
regulatory consequences, including sanctions or investigations by the SEC, or violations of applicable stock exchange
listing rules. There could also be a negative reaction in the financial markets due to a loss of investor confidence in us and
the reliability of our financial statements. Confidence in the reliability of our financial statements is also likely to suffer if
we or our independent registered public accounting firm reports a material weakness in our internal control over financial
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reporting. This could materially adversely affect us by, for example, leading to a decline in our share price and impairing
our ability to raise capital.

Environmental compliance costs and liabilities related to real estate that we own, or in which we have interests, may
adversely affect our results of operations.

Our operating costs may be affected by the cost of complying with existing or future environmental laws, ordinances and
regulations with respect to the properties, or loans secured by such properties, or by environmental problems that materially
impair the value of such properties. Under various federal, state and local environmental laws, ordinances and regulations, a
current or previous owner or operator of real property may be liable for the costs of removal or remediation of hazardous or
toxic substances on, under, or in such property. Such laws often impose liability whether or not the owner or operator knew
of, or was responsible for, the presence of such hazardous or toxic substances. In addition, the presence of hazardous or
toxic substances, or the failure to remediate properly, may adversely affect the owner's ability to borrow using such real
property as collateral. Certain environmental laws and common law principles could be used to impose liability for releases
of hazardous materials, including asbestos-containing materials, into the environment, and third parties may seek recovery
from owners or operators of real properties for personal injury associated with exposure to released asbestos-containing
materials or other hazardous materials. Environmental laws may also impose restrictions on the manner in which a property
may be used or transferred or in which businesses it may be operated, and these restrictions may require expenditures. In
connection with the direct or indirect ownership and operation of properties, we may be potentially liable for any such
costs. The cost of defending against claims of liability or remediating contaminated property and the cost of complying
with environmental laws could adversely affect our results of operations and financial condition.

Lawsuits, investigations and indemnification claims could result in significant liabilities and reputational harm,
which could materially adversely affect our results of operations, financial condition and liquidity.

From time to time, we may be involved in lawsuits or investigations or receive claims for indemnification. Our efforts to
resolve any such lawsuits, investigations or claims could be very expensive and highly damaging to our reputation, even if
the underlying claims are without merit. We could potentially be found liable for significant damages or indemnification
obligations. Such developments could have a material adverse effect on our business, results of operations and financial
condition.

Risks Relating to Our REIT Status and Other Matters

Our failure to qualify as a REIT would result in higher taxes and reduced cash available for distribution to our
stockholders.

We operate in a manner intended to qualify us as a REIT for federal income tax purposes. Our ability to satisfy the asset
tests depends upon our analysis of the fair market values of our assets, some of which are not susceptible to a precise
determination, and for which we do not obtain independent appraisals. Our compliance with the REIT income and quarterly
asset requirements also depends upon our ability to successfully manage the composition of our income and assets on an
ongoing basis. Moreover, the proper classification of an instrument as debt or equity for federal income tax purposes, and
the tax treatment of participation interests that we hold in mortgage loans and mezzanine loans, may be uncertain in some
circumstances, which could affect the application of the REIT qualification requirements. Accordingly, there can be no
assurance that the Internal Revenue Service (the “IRS”) will not contend that our interests in subsidiaries or other issuers
violate the REIT requirements.

If we were to fail to qualify as a REIT in any taxable year, we would be subject to federal income tax, including any
applicable alternative minimum tax, on our taxable income at regular corporate rates, and distributions to stockholders
would not be deductible by us in computing our taxable income. Any such corporate tax liability could be substantial and
would reduce the amount of cash available for distribution to our stockholders, which in turn could have an adverse impact
on the value of, and trading prices for, our stock. Unless entitled to relief under certain provisions of the Code, we also
would be disqualified from taxation as a REIT for the four taxable years following the year during which we initially
ceased to qualify as a REIT.

Our failure to qualify as a REIT would create issues under a number of our financings and other agreements and
would cause our common and preferred stock to be delisted from the NYSE.

Our failure to qualify as a REIT would create issues under a number of our financing and other agreements. In addition, the
New York Stock Exchange (the “NYSE”) requires, as a condition to the continued listing of our common and preferred
stock, that we maintain our REIT status. Consequently, if we fail to maintain our REIT status, our common and preferred
stock would promptly be delisted from the NYSE, which would decrease the trading activity of such stock. This could
make it difficult to sell stock and could cause the market volume of the shares trading to decline.
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If we were delisted as a result of losing our REIT status and desired to relist our stock on the NYSE, we would have to
reapply to the NYSE to be listed as a domestic corporation. As the NYSE’s listing standards for REITs are less onerous
than its standards for domestic corporations, it would be more difficult for us to become a listed company under these
heightened standards. We might not be able to satisfy the NYSE’s listing standards for a domestic corporation. As a result,
if we were delisted from the NYSE, we might not be able to relist as a domestic corporation, in which case our common
and preferred stock could not trade on the NYSE.

The failure of assets subject to repurchase agreements to qualify as real estate assets could adversely affect our
ability to qualify as a REIT.

We have historically financed a meaningful portion of our investments not held in CDOs with repurchase agreements,
which are short-term financing arrangements and we may enter into additional repurchase agreements in the future. Under
these agreements, we nominally sell certain of our assets to a counterparty and simultaneously enter into an agreement to
repurchase these assets at a later date in exchange for a purchase price. Economically, these agreements are financings that
are secured by the assets sold pursuant thereto. We believe that, for purposes of the REIT asset and income tests, we should
be treated as the owner of the assets that are the subject of any such sale and repurchase agreement, notwithstanding that
those agreements may transfer record ownership of the assets to the counterparty during the term of the agreement. It is
possible, however, that the IRS could assert that we did not own the assets during the term of the sale and repurchase
agreement, in which case we might fail to qualify as a REIT.

The failure of our Excess MSRs to qualify as real estate assets, or the income from our Excess MSRs to qualify as
mortgage interest, could adversely affect our ability to continue to make this type of investment or to qualify as a
REIT.

We have received from the IRS a private letter ruling substantially to the effect that our Excess MSRs represent interests in
mortgages on real property and thus are qualifying “real estate assets” for purposes of the REIT asset test, which generate
income that qualifies as interest on obligations secured by mortgages on real property for purposes of the REIT income test.
The ruling is based on, among other things, certain assumptions as well as on the accuracy of certain factual representations
and statements that we have made to the IRS. If any of the representations or statements that we have made in connection
with the private letter ruling, are, or become, inaccurate or incomplete in any material respect with respect to one or more
Excess MSR investments, or if we acquire an Excess MSR investment with terms that are not consistent with the terms of
the Excess MSR investments described in the private letter ruling, then we will not be able to rely on the private letter
ruling. If we are unable to rely on the private letter ruling with respect to an Excess MSR investment, the IRS could assert
that such Excess MSR investments do not qualify under the REIT asset and income tests, and if successful, our ability to
continue to make this type of investment and our ability to qualify as a REIT could be adversely affected.

Rapid changes in the values of assets that we hold may make it more difficult for us to maintain our qualification as
a REIT or our exemption from the 1940 Act.

If the market value or income potential of qualifying assets for purposes of our qualification as a REIT or our exemption
from registration as an investment company under the 1940 Act declines as a result of increased interest rates, changes in
prepayment rates or other factors, we may need to increase our investments in qualifying assets and/or liquidate our non-
qualifying assets to maintain our REIT qualification or our exemption from registration under the 1940 Act. If the decline
in market values or income occurs quickly, this may be especially difficult to accomplish. This difficulty may be
exacerbated by the illiquid nature of any non-qualifying assets we may own. We may have to make investment decisions
that we otherwise would not make absent the intent to maintain our qualification as a REIT and exemption from registration
under the 1940 Act.

Dividends payable by REITs do not qualify for the reduced tax rates.

Dividends payable to domestic stockholders that are individuals, trusts or estates are generally taxed at reduced rates.
Dividends payable by REITs, however, are generally not eligible for the reduced rates. Although these rules do not
adversely affect the taxation of REITs or dividends paid by REITs, the more favorable rates applicable to regular corporate
dividends could cause investors who are individuals, trusts and estates to perceive investments in REITs to be relatively
less attractive than investments in the stocks of non-REIT corporations that pay dividends, which could adversely affect the
value of the stock of REITs, including our common stock. In addition, the relative attractiveness of real estate in general
may be adversely affected by the favorable tax treatment given to corporate dividends, which could affect the value of our
real estate assets negatively.
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Qualifying as a REIT involves highly technical and complex provisions of the Code.

Qualification as a REIT involves the application of highly technical and complex Code provisions for which only limited
judicial and administrative authorities exist. Even a technical or inadvertent violation could jeopardize our REIT
qualification. Our qualification as a REIT will depend on our satisfaction of certain asset, income, organizational,
distribution, stockholder ownership and other requirements on a continuing basis. Compliance with these requirements
must be carefully monitored on a continuing basis, and there can be no assurance that our manager’s personnel responsible
for doing so will be able to successfully monitor our compliance.

REIT distribution requirements could adversely affect our liquidity and our ability to execute our business plan.

In order to maintain our tax status as a REIT, we are generally required to distribute at least 90% of our REIT taxable
income (determined without regard to the dividends paid deduction and not including net capital gains) each year to our
stockholders. We intend to make distributions to our stockholders to comply with the requirements of the Code. However,
differences in timing between the recognition of taxable income and the actual receipt of cash could require us to sell assets
or borrow funds on a short-term or long-term basis to meet the 90% distribution requirement of the Code. Certain of our
assets may generate substantial mismatches between taxable income and available cash. As a result, the requirement to
distribute a substantial portion of our net taxable income could cause us to: (i) sell assets in adverse market conditions, (ii)
borrow on unfavorable terms, (iii) distribute amounts that would otherwise be invested in future acquisitions, capital
expenditures or repayment of debt, or (iv) make taxable distributions of our capital stock in order to comply with REIT
requirements. Further, amounts distributed will not be available to fund investment activities. If we fail to obtain debt or
equity capital in the future, it could limit our ability to satisfy our liquidity needs, which could adversely affect the value of
our common stock.

In January 2013, we experienced an “ownership change” for purposes of Section 382 of the Code, which limits our
ability to utilize our net operating loss and net capital loss carryforwards to reduce our future taxable income,
potentially increasing our related REIT distribution requirement.

In order to maintain our tax status as a REIT, we are generally required to distribute at least 90% of our REIT taxable
income (determined without regard to the dividends paid deduction and not including net capital gains) each year to our
stockholders. To qualify for the tax benefits accorded to REITs, we intend to make distributions to our stockholders such
that we distribute all or substantially all our net taxable income (if any) each year, subject to certain adjustments. In the
past, we have used net operating loss and net capital loss carryforwards to facilitate the satisfaction of our distribution
requirements. As a result of our January 2013 “ownership change”, our future ability to utilize our net operating loss and
net capital loss carryforwards to reduce our taxable income may be limited by certain provisions of the Code.

Specifically, the Code limits the ability of a company that undergoes an “ownership change” to utilize its net operating loss
carryforwards and certain built-in losses to offset taxable income earned in years after the ownership change. An ownership
change occurs if, during a three-year testing period, more than 50% of the stock of a company is acquired by one or more
persons (or certain groups of persons) who own, directly or constructively, 5% or more of the stock of such company. An
ownership change can occur as a result of a public offering of stock, as well as through secondary market purchases of our
stock and certain types of reorganization transactions. Generally, when an ownership change occurs, the annual limitation
on the use of net operating loss carryforwards and certain built-in losses is equal to the product of the applicable long-term
tax exempt rate and the value of the company’s stock immediately before the ownership change. We have substantial net
operating and net capital loss carry forwards which we have used, and will continue to use, to offset our tax and distribution
requirements. In January 2013, an “ownership change” for purposes of Section 382 of the Code occurred. Therefore, the
provisions of Section 382 of the Code impose an annual limit on the amount of net operating loss carryforwards and built in
losses that we can use to offset future taxable income. Such limitation may increase our dividend distribution requirement
in the future, which could adversely affect our liquidity. We do not believe that the limitation as a result of the January
2013 ownership change will prevent us from satisfying our REIT distribution requirement for the current year and future
years. No assurance, however, can be given that we will be able to satisfy our distribution requirement following a current
or future ownership change or otherwise. If we were to fail to satisfy our distribution requirement, it would cause us to lose
our REIT status and thereby materially negatively impact our business, financial condition and potentially impair our
ability to continue operating in the future.
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Certain properties are leased to our taxable REIT subsidiaries pursuant to special provisions of the Code.

We currently lease certain “qualified healthcare properties” to our taxable REIT subsidiaries (“TRSs”) (or a limited liability
company of which the TRS is a member). These TRSs in turn contract with an affiliate of our manager to manage the
healthcare operations at these properties. The rents paid by the TRSs in this structure will be treated as qualifying rents
from real property for purposes of the REIT requirements if (i) they are paid pursuant to an arm’s-length lease of a qualified
healthcare property and (ii) the operator qualifies as an “eligible independent contractor” with respect to the property. An
operator will qualify as an eligible independent contractor if it meets certain ownership tests with respect to us, and if, at the
time the operator enters into the management agreement, the operator is actively engaged in the trade or business of
operating qualified healthcare properties for any person who is not a related person to us or the lessee. If any of the above
conditions were not satisfied, then the rents would not be considered income from a qualifying source for purposes of the
REIT rules, which could cause us to incur penalty taxes or to fail to qualify as a REIT.

We may be required to report taxable income for certain investments in excess of the economic income we
ultimately realize from them.

We may acquire debt instruments in the secondary market for less than their face amount. The amount of such discount will
generally be treated as “market discount” for federal income tax purposes. Accrued market discount is generally recognized
as taxable income over our holding period in the instrument in advance of the receipt of cash. If we collect less on the debt
instrument than our purchase price plus the market discount we had previously reported as income, we may not be able to
benefit from any offsetting loss deductions.

In addition, we may acquire debt investments that are subsequently modified by agreement with the borrower. If the
amendments to the outstanding debt are "significant modifications" under the applicable Treasury regulations, the modified
debt may be considered to have been reissued to us in a debt-for-debt exchange with the borrower. In that event, we may be
required to recognize taxable gain to the extent the principal amount of the modified debt exceeds our adjusted tax basis in
the unmodified debt, even if the value of the debt or the payment expectations have not changed. Following such a taxable
modification, we would hold the modified loan with a cost basis equal to its principal amount for federal tax purposes.

Moreover, in the event that any debt instruments acquired by us are delinquent as to mandatory principal and interest
payments, or in the event payments with respect to a particular debt instrument are not made when due, we may nonetheless
be required to continue to recognize the unpaid interest as taxable income. Similarly, we may be required to accrue interest
income with respect to subordinate mortgage-backed securities at the stated rate regardless of whether corresponding cash
payments are received.

The IRS tax rules regarding recognizing capital losses and ordinary income for our non-recourse financings,
coupled with current REIT distribution requirements, could result in our recognizing significant taxable net income
without receiving an equivalent amount of cash proceeds from which to make required distributions. This
disconnect could have a serious, negative effect on us.

We may experience issues regarding the characterization of income for tax purposes. For example, we may recognize
significant ordinary income, which we would not be able to offset with capital losses, which would, in turn, increase the
amount of income we would be required to distribute to stockholders in order to maintain our REIT status. We expect that
this disconnect will occur in the case of one or more of our non-recourse financing structures, including off balance sheet
structures such as our subprime securitizations and non-consolidated CDOs, where we incur capital losses on the related
assets, and ordinary income from the cancellation of the related non-recourse financing if the ultimate proceeds from the
assets are insufficient to repay such debt. Through December 31, 2012, no such cancellation of CDO debt had been effected
as a result of losses incurred. However, we expect that such cancellation of indebtedness within our CDOs, consolidated or
non-consolidated, may occur in the future. In the case of our subprime securitizations, $61.7 million of such cancellations
had been effected through December 31, 2012, and we expect such cancellations will continue as losses are realized. This
disconnect could also occur, and has occurred, as a result of the repurchase of our outstanding debt at a discount as the gain
recorded upon the cancellation of indebtedness is characterized as ordinary income for tax purposes. We have repurchased
our debt at a discount in the past, and we intend to attempt to do so in the future. During 2009 and 2010, we repurchased
$787.8 million face amount of our outstanding CDO debt and junior subordinated notes at a discount, and recorded $521.1
million of gain. In compliance with tax laws, we had the ability to defer the ordinary income recorded as a result of this
cancellation of indebtedness to future years and have deferred or intend to defer all or a portion of such gain for 2009 and
2010. While such deferral may postpone the effect of the disconnect on the ability to offset taxable income and losses, it
does not eliminate it. Furthermore, cancellation of indebtedness income recognized on or after January 1, 2011 cannot be
deferred and must generally be recognized as ordinary income in the year of such cancellation. During the years ended
December 31, 2011 and December 31, 2012, we repurchased $188.9 million and $34.1 million face amount of our
outstanding CDO debt and notes payable at a discount and recorded $81.1 million and $23.2 million of gain for tax
purposes, respectively, (of which only $66.1 million and $24.1 million gain relating to $171.8 million and $39.3 million face
amount of debt repurchased, respectively, was recognized for GAAP purposes). The elimination of the ability to defer the
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recognition of cancellation of indebtedness income introduces additional tax implications that may significantly reduce the
economic benefit of repurchasing our outstanding CDO debt.

When we experience any of these disconnects, and to the extent that a distribution through stock dividends is not viable, we
may not have sufficient cashflow to make the distributions necessary to satisfy our REIT distribution requirements, which
would cause us to lose our REIT status and thereby materially negatively impact our business, financial condition and
potentially impair our ability to continue operating in the future. Under current market conditions, this type of disconnect
between taxable income and cash proceeds would be likely to occur at some point in the future if the current regulations
that create the disconnect are not revised, but we cannot predict at this time when such a disconnect might occur.

We may be unable to generate sufficient revenue from operations to pay our operating expenses and to pay
distributions to our stockholders.

As a REIT, we are generally required to distribute at least 90% of our REIT taxable income (determined without regard to
the dividends paid deduction and not including net capital losses) each year to our stockholders. To qualify for the tax
benefits accorded to REITSs, we intend to make distributions to our stockholders in amounts such that we distribute all or
substantially all of our net taxable income each year, subject to certain adjustments. However, our ability to make
distributions may be adversely affected by the risk factors described herein, particularly in light of current market
conditions. In the event of a sustained downturn in our operating results and financial performance relative to previous
periods or sustained declines in the value of our asset portfolio, we may be unable to declare or pay quarterly distributions
or make distributions to our stockholders, and we may elect to comply with our REIT distribution requirements by, after
completing various procedural steps, distributing, under certain circumstances, a portion of the required amount in the form
of common shares in lieu of cash. The timing and amount of distributions are in the sole discretion of our board of
directors, which considers, among other factors, our earnings, financial condition, debt service obligations and applicable
debt covenants, REIT qualification requirements and other tax considerations and capital expenditure requirements as our
board may deem relevant from time to time.

The stock ownership limit imposed by the Internal Revenue Code for REITs and our charter may inhibit market
activity in our stock and restrict our business combination opportunities.

In order for us to maintain our qualification as a REIT under the Code, not more than 50% in value of our outstanding stock
may be owned, directly or indirectly, by five or fewer individuals (as defined in the Code to include certain entities) at any
time during the last half of each taxable year after our first year. Our charter, with certain exceptions, authorizes our board
of directors to take the actions that are necessary and desirable to preserve our qualification as a REIT. Unless exempted by
our board of directors, no person may own more than 8% of the aggregate value of our outstanding capital stock, treating
classes and series of our stock in the aggregate, or more than 25% of the outstanding shares of our Series B Preferred Stock,
Series C Preferred Stock or Series D Preferred Stock. Our board may grant an exemption in its sole discretion, subject to
such conditions, representations and undertakings as it may determine in its sole discretion. These ownership limits could
delay or prevent a transaction or a change in our control that might involve a premium price for our common stock or
otherwise be in the best interest of our stockholders.

Even if we remain qualified as a REIT, we may face other tax liabilities that reduce our cash flow.

Even if we remain qualified for taxation as a REIT, we may be subject to certain federal, state and local taxes on our
income and assets, including taxes on any undistributed income, tax on income from some activities conducted as a result
of a foreclosure, and state or local income, property and transfer taxes, such as mortgage recording taxes. Moreover, if a
REIT distributes less than 85% of its taxable income to its stockholders during any calendar year (including any
distributions declared by the last day of the calendar year but paid in the subsequent year), then it is required to pay an
excise tax of 4% on any shortfall between the required 85% and the amount that was actually distributed. Any of these
taxes would decrease cash available for distribution to our stockholders. In addition, in order to meet the REIT qualification
requirements, or to avert the imposition of a 100% tax that applies to certain gains derived by a REIT from dealer property
or inventory, we may hold some of our assets through taxable REIT subsidiaries. Such subsidiaries will be subject to
corporate level income tax at regular rates.

Complying with REIT requirements may cause us to forego, liquidate or contribute to a TRS otherwise attractive
opportunities.

To qualify as a REIT for federal income tax purposes, we must continually satisfy tests concerning, among other things, the
sources of our income, the nature and diversification of our assets, the amounts we distribute to our stockholders and the
ownership of our stock. As a result of these tests, we may be required to make distributions to stockholders at
disadvantageous times or when we do not have funds readily available for distribution, forego otherwise attractive
investment opportunities, liquidate assets in adverse market conditions or contribute assets to a TRS that is subject to
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regular corporate federal income tax. Thus, compliance with the REIT requirements may hinder our ability to make and
retain certain attractive investments.

Complying with REIT requirements may limit our ability to hedge effectively.

The existing REIT provisions of the Code may substantially limit our ability to hedge our operations because a significant
amount of the income from those hedging transactions is likely to be treated as non-qualifying income for purposes of both
REIT gross income tests. In addition, we must limit our aggregate income from non-qualified hedging transactions, from
our provision of services and from other non-qualifying sources, to less than 5% of our annual gross income (determined
without regard to gross income from qualified hedging transactions). As a result, we may have to limit our use of certain
hedging techniques or implement those hedges through total return swaps. This could result in greater risks associated with
changes in interest rates than we would otherwise want to incur or could increase the cost of our hedging activities. If we
fail to comply with these limitations, we could lose our REIT qualification for federal income tax purposes, unless our
failure was due to reasonable cause, and not due to willful neglect, and we meet certain other technical requirements. Even
if our failure were due to reasonable cause, we might incur a penalty tax.

The “taxable mortgage pool” rules may increase the taxes that we or our stockholders may incur, and may limit the
manner in which we effect future securitizations.

Certain of our securitizations have resulted in the creation of taxable mortgage pools for federal income tax purposes. As a
REIT, so long as we own 100% of the equity interests in a taxable mortgage pool, we would generally not be adversely
affected by the characterization of the securitization as a taxable mortgage pool. Certain categories of stockholders,
however, such as foreign stockholders eligible for treaty or other benefits, stockholders with net operating losses, and
certain tax-exempt stockholders that are subject to unrelated business income tax, could be subject to increased taxes on a
portion of their dividend income from us that is attributable to the taxable mortgage pool. In addition, to the extent that our
stock is owned by tax-exempt “disqualified organizations,” such as certain government-related entities and charitable
remainder trusts that are not subject to tax on unrelated business income, we could incur a corporate level tax on a portion
of our income from the taxable mortgage pool. In that case, we might reduce the amount of our distributions to any
disqualified organization whose stock ownership gave rise to the tax.

Moreover, we may be precluded from selling equity interests in these securities to outside investors, or selling any debt
securities issued in connection with these securitizations that might be considered to be equity interests for tax purposes.
These limitations may prevent us from using certain techniques to maximize our returns from securitization transactions.

Maintenance of our 1940 Act exemption imposes limits on our operations.

We conduct our operations in reliance on an exemption from the 1940 Act, which we refer to as Section 3(c)(5)(C). The
assets that we may acquire, therefore, are limited by the provisions of Section 3(c)(5)(C) and the rules, regulations and SEC
guidance promulgated under Section 3(c)(5)(C). The SEC recently solicited public comment on a wide range of issues
relating to Section 3(c)(5)(C), including the nature of the assets that qualify for purposes of the exemption and whether
mortgage REITSs should be regulated in a manner similar to investment companies. There can be no assurance that the laws
and regulations governing the 1940 Act status of REITs, or SEC guidance regarding these exemptions, will not change in a
manner that adversely affects our operations. If the SEC takes action that could result in our or our subsidiaries’ failure to
maintain an exception or exemption from the 1940 Act, we could, among other things, be required either to (a) change the
manner in which we conduct our operations to maintain our exemption from registration as an investment company, (b)
effect sales of our assets in a manner that, or at a time when, we would not otherwise choose to do so, or (c) register as an
investment company (which, among other things, would require us to comply with the leverage constraints applicable to
investment companies), any of which could negatively affect the value of our common stock, the sustainability of our
business model, and our ability to make distributions to our stockholders, which could, in turn, materially and adversely
affect us and the market price of our stock. Maintenance of our exemption under the 1940 Act generally limits the amount
of our investments in non-real estate assets, including consumer loans, to no more than 20% of our total assets. To the
extent that we acquire significant non-real estate assets in the future, in order to maintain our exemption under the 1940
Act, we may need to offset those acquisitions with additional qualifying real estate and real estate related assets which may
not generate risk-adjusted returns as attractive as those generated by non-real estate related assets.

Our staggered board and other provisions of our charter and bylaws may prevent a change in our control.

Our board of directors is divided into three classes of directors. Directors of each class are chosen for three-year terms upon
the expiration of their current terms, and each year one class of directors is elected by the stockholders. The staggered terms
of our directors may reduce the possibility of a tender offer or an attempt at a change in control, even though a tender offer
or change in control might be in the best interest of our stockholders. In addition, our charter and bylaws also contain other
provisions that may delay or prevent a transaction or a change in control that might involve a premium price for our
common stock or otherwise be in the best interest of our stockholders.
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Risks Related to Our Common Stock

Our stock price has fluctuated meaningfully, particularly on a percentage basis, and may fluctuate meaningfully in
the future. Accordingly, you may not be able to resell your shares at or above the price at which you purchased
them.

The trading price of our common stock has fluctuated significantly over the last three years. Moreover, future share price
fluctuations could likely be subject to similarly wide price fluctuations in the future in response to various factors,
including:

market conditions in the broader stock market in general, or in the REIT or real estate industry in particular;
our ability to make investments with attractive risk-adjusted returns;

market perception of our current and projected financial condition, potential growth, future earnings and
future cash dividends;

announcements we make regarding dividends;

actual or anticipated fluctuations in our quarterly financial and operating results;

market perception or media coverage of our manager or its affiliates;

actions by rating agencies;

short sales of our common stock;

issuance of new or changed securities analysts’ reports or recommendations;

media coverage of us, other REITs or the outlook of the real estate industry;

major reductions in trading volumes on the exchanges on which we operate;

credit deterioration within our portfolio;

legislative or regulatory developments, including changes in the status of our regulatory approvals or licenses;
litigation and governmental investigations; and

any decision to pursue a spin out of a portion of our assets.

These and other factors may cause the market price and demand for our common stock to fluctuate substantially, which
may negatively affect the price or liquidity of our common stock. Moreover, the recent market conditions negatively
impacted our stock price and may do so in the future. When the market price of a stock has been volatile or has decreased
significantly in the past, holders of that stock have, at times, instituted securities class action litigation against the company
that issued the stock. If any of our stockholders brought a lawsuit against us, we could incur substantial costs defending,
settling or paying any resulting judgments related to the lawsuit. Such a lawsuit could also divert the time and attention of
our management from our business and hurt our share price.

We may be unable — or elect not — to pay dividends on our common or preferred stock in the future, which would
negatively impact our business in a number of ways and decrease the price of our common and preferred stock.

While we are required to make distributions in order to maintain our REIT status (as described above under “~We may be
unable to generate sufficient revenue from operations to pay our operating expenses and to pay distributions to our
stockholders”), we may elect not to maintain our REIT status, in which case we would no longer be required to make such
distributions. Moreover, even if we do elect to maintain our REIT status, we may elect to comply with the applicable
requirements by, after completing various procedural steps, distributing, under certain circumstances, a portion of the
required amount in the form of shares of our common stock in lieu of cash. If we elect not to maintain our REIT status or
to satisfy any required distributions in common stock in lieu of cash, such action could negatively affect our business and
financial condition as well as the price of both our common and preferred stock. No assurance can be given that we will
pay any dividends on our common stock in the future.

We do not currently have unpaid accrued dividends on our preferred stock. However, to the extent we do, we cannot pay
any dividends on our common stock, pay any consideration to repurchase or otherwise acquire shares of our common stock
or redeem any shares of any series of our preferred stock without redeeming all of our outstanding preferred stock in
accordance with the governing documentation. Consequently, the failure to pay dividends on our preferred stock restricts
the actions that we may take with respect to our common stock and preferred stock. Moreover, if we do not pay dividends
on any series of preferred stock for six or more periods, then holders of each affected series obtain the right to call a special
meeting and elect two members to our board of directors. We cannot predict whether the holders of our preferred stock
would take such action or, if taken, how long the process would take or what impact the two new directors on our board of
directors would have on our company (other than increasing our director compensation costs). However, the election of
additional directors would affect the composition of our board of directors and, thus, could affect the management of our
business.

We may in the future choose to pay dividends in our own stock, in which case you could be required to pay income
taxes in excess of the cash dividends you receive.
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We may in the future distribute taxable dividends that are payable in cash and shares of our common stock at the election of
each stockholder. We may also determine to distribute a taxable dividend in the stock of a subsidiary in connection with a
spin-out or other transaction. Taxable stockholders receiving such dividends will be required to include the full amount of
the dividend as ordinary income to the extent of our current and accumulated earnings and profits for federal income tax
purposes. As a result, stockholders may be required to pay income taxes with respect to such dividends in excess of the
cash dividends received. If a U.S. stockholder sells the stock that it receives as a dividend in order to pay this tax, the sale
proceeds may be less than the amount included in income with respect to the dividend, depending on the market price of
our stock at the time of the sale. Furthermore, with respect to certain non-U.S. stockholders, we may be required to
withhold U.S. tax with respect to such dividends, including in respect of all or a portion of such dividend that is payable in
stock. In addition, if a significant number of our stockholders determine to sell shares of our common stock in order to pay
taxes owed on dividends, it may put downward pressure on the trading price of our common stock.

It is unclear whether and to what extent we will be able to pay taxable dividends in cash and stock. Moreover, various
aspects of such a taxable cash/stock dividend are uncertain and have not yet been addressed by the IRS. No assurance can
be given that the IRS will not impose additional requirements in the future with respect to taxable cash/stock dividends,
including on a retroactive basis, or assert that the requirements for such taxable cash/stock dividends have not been met.

Shares eligible for future sale may adversely affect our common stock price.

Sales of our common stock or other securities in the public or private market, or the perception that these sales may occur,
could cause the market price of our common stock to decline. This could also impair our ability to raise additional capital
through the sale of our equity securities. Under our certificate of incorporation, we are authorized to issue up to 500,000,000
shares of common stock, of which 172,525,645 shares of common stock were outstanding as of December 31, 2012. We
cannot predict the size of future issuances of our common stock or other securities or the effect, if any, that future sales and
issuances would have on the market price of our common stock.

An increase in market interest rates may have an adverse effect on the market price of our common stock.

One of the factors that investors may consider in deciding whether to buy or sell shares of our common stock is our
distribution rate as a percentage of our share price relative to market interest rates. If the market price of our common stock
is based primarily on the earnings and return that we derive from our investments and income with respect to our
investments and our related distributions to stockholders, and not from the market value of the investments themselves,
then interest rate fluctuations and capital market conditions will likely affect the market price of our common stock. For
instance, if market interest rates rise without an increase in our distribution rate, the market price of our common stock
could decrease as potential investors may require a higher distribution yield on our common stock or seek other securities
paying higher distributions or interest. In addition, rising interest rates would result in increased interest expense on our
variable rate debt, thereby adversely affecting cash flow and our ability to service our indebtedness and pay distributions.

ERISA may restrict investments by plans in our common stock.

A plan fiduciary considering an investment in our common stock should consider, among other things, whether such an
investment is consistent with the fiduciary obligations under the Employee Retirement Income Security Act of 1974, as
amended, or ERISA, including whether such investment might constitute or give rise to a prohibited transaction under
ERISA, the Code or any substantially similar federal, state or local law and, if so, whether an exemption from such
prohibited transaction rules is available.

Maryland takeover statutes may prevent a change of our control, which could depress our stock price.

Under Maryland law, “business combinations” between a Maryland corporation and an interested stockholder or an affiliate
of an interested stockholder are prohibited for five years after the most recent date on which the interested stockholder
becomes an interested stockholder. These business combinations include certain mergers, consolidations, share exchanges,
or, in circumstances specified in the statute, an asset transfer or issuance or reclassification of equity securities or a
liquidation or dissolution. An interested stockholder is defined as:

e any person who beneficially owns 10% or more of the voting power of the corporation's outstanding shares; or

e an affiliate or associate of a corporation who, at any time within the two-year period prior to the date in
question, was the beneficial owner of 10% or more of the voting power of the then outstanding stock of the
corporation.

A person is not an interested stockholder under the statute if the board of directors approved in advance the transaction by
which he or she otherwise would have become an interested stockholder.

After the five-year prohibition, any business combination between the Maryland corporation and an interested stockholder
generally must be recommended by the board of directors of the corporation and approved by the affirmative vote of at
least:
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e 80% of the votes entitled to be cast by holders of outstanding shares of voting stock of the corporation voting
together as a single group; and

e two-thirds of the votes entitled to be cast by holders of voting stock of the corporation other than shares held
by the interested stockholder with whom or with whose affiliate the business combination is to be effected or
held by an affiliate or associate of the interested stockholder voting together as a single voting group.

The business combination statute may discourage others from trying to acquire control of us and increase the difficulty of
consummating any offer, including potential acquisitions that might involve a premium price for our common stock or
otherwise be in the best interest of our stockholders.

Our authorized, but unissued common and preferred stock may prevent a change in our control.

Our charter authorizes us to issue additional authorized but unissued shares of our common stock or preferred stock. In
addition, our board of directors may classify or reclassify any unissued shares of our common stock or preferred stock and
may set the preferences, rights and other terms of the classified or reclassified shares. As a result, our board may establish a
series of preferred stock that could delay or prevent a transaction or a change in control that might involve a premium price
for our common stock or otherwise be in the best interest of our stockholders.

Risks Related to the Spin-Off of New Residential
‘We may not be able to complete the spin-off on the terms anticipated or at all.

Our board of directors has determined upon careful review and consideration in accordance with the applicable standard of
review under Maryland law that a spin-off of certain of our assets, including, but not limited to, certain residential real
estate assets, is in our best interests. The spin-off will be effected as a distribution to the holders of our common stock of
shares of New Residential, which is currently a wholly-owned subsidiary of us. New Residential intends to elect and
qualify to be taxed as a REIT and to be listed on the NYSE. New Residential will be externally managed by our manager
pursuant to a new management agreement. Following the spin-off, we currently expect Newcastle business strategy will be
primarily focused on commercial real estate related investments, senior housing and other strategic opportunities, including,
but not limited to, opportunities to liquidate, or “collapse”, its CDOs.

We currently expect that New Residential will primarily target investments in residential real estate related investments,
including, but not limited to, Excess MSRs, RMBS, and non-performing loans. New Residential’s investment guidelines
will be purposefully broad to enable it to make investments in a wide array of assets, including mortgage servicing
advances and non-real estate related assets such as consumer loans. New Residential’s initial portfolio will include all of
our investments in Excess MSRs to date and any investments in Excess MSRs that we make prior to the spin-off. New
Residential’s initial portfolio will also include the non-Agency RMBS we have acquired since the second quarter of 2012,
certain Agency RMBS and potentially other assets.

We expect the spin-off of New Residential to be completed in the first half of 2013. However, there can be no assurance
that the spin-off will be completed as anticipated or at all. Our ability to complete the spin-off is subject to, among other
things, the SEC declaring the registration statement filed with regard to the spin-off effective, the filing and approval of an
application to list New Residential’s common stock on the NYSE and the formal declaration of the distribution by our
board of directors. There can be no assurance that the spin-off will be completed, and a failure to complete the spin-off
could negatively affect the price of the shares of our common stock. Stockholder approval will not be required or sought in
connection with the spin-off.

The spin-off may not have the benefits we anticipate.

The spin-off may not have the full or any strategic and financial benefits that we expect, or such benefits may be delayed or
may not materialize at all.

The anticipated benefits of the spin-off are based on a number of assumptions, which may prove incorrect. For example, we
believe that analysts and investors will regard New Residential’s investment strategy and asset portfolio more favorably as
a separate company than as part of our existing portfolio and strategy and thus place a greater value on New Residential as
a stand-alone REIT than as a business that is a part of us. In the event that the spin-off does not have these and other
expected benefits, because of the diversification of New Residential’s portfolio or for any other reason, the costs associated
with the transaction, including an expected increase in management compensation and general and administrative expenses,
could have a negative effect on our financial condition and our and New Residential’s ability to make distributions to the
stockholders of each company. Stockholder approval will not be required or sought in connection with the spin-off.

New Residential may not be able to successfully implement its business strategy.
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Assuming the spin-off is completed, there can be no assurance that New Residential will be able to generate sufficient
returns to pay its operating expenses and make satisfactory distributions to its stockholders, or any distributions at all, once
it commences operations as an independent company. New Residential’s financial condition, results of operations and cash
flows will be affected by the expenses it will incur as a stand-alone public company, including fees paid to its manager,
legal, accounting, compliance and other costs associated with being a public company with equity securities traded on the
NYSE. In addition, its results of operations and its ability to make or sustain distributions to its stockholders depend on the
availability of opportunities to acquire attractive assets, the level and volatility of interest rates, the availability of adequate
short- and long-term financing, conditions in the real estate market, the financial markets and economic conditions, among
other factors described in the registration statement for the transaction. After the separation, we will not be required, and do
not intend, to provide New Residential with funds to finance its working capital or other cash requirements, so New
Residential would need to obtain additional financing from banks, through public offerings or private placements of debt or
equity securities, strategic relationships or other arrangements.

Our agreements with New Residential may not reflect terms that would have resulted from arm’s-length
negotiations among unaffiliated third parties.

The terms of the agreements related to New Residential’s separation from us, including a separation and distribution
agreement and a management agreement between our manager and New Residential, were not negotiated among
unaffiliated third parties. Such terms were proposed by our officers and other employees of our manager and approved by
our board of directors. As a result, these terms may be less favorable to us than the terms that would have resulted from
arm’s-length negotiations among unaffiliated third parties.

For example, the terms of New Residential’s management agreement with our manager will be substantially similar to the
terms of our existing management agreement. As a result, our manager will be entitled to earn a management fee from New
Residential and will be eligible to receive incentive compensation based in part upon New Residential’s achievement of
targeted levels of funds from operations tested from the date of the spin-off and without regard to our prior performance.

The distribution of New Residential common stock will not qualify for tax-free treatment and may be taxable to you
as a dividend.

The distribution of New Residential common stock will not qualify for tax-free treatment. An amount equal to the fair
market value of the shares received by you (assuming you are a stockholder of us as of the applicable record date),
including any fractional shares deemed to be received, on the distribution date will be treated as a taxable dividend to the
extent of your ratable share of any of our current or accumulated earnings and our profits, with the excess treated first as a
non-taxable return of capital to the extent of your tax basis in our common stock and then as capital gain. In addition, we or
other applicable withholding agents may be required or permitted to withhold at the applicable rate on all or a portion of the
distribution payable to non-U.S. stockholders, and any such withholding would be satisfied by us or such agent withholding
and selling a portion of the New Residential stock otherwise distributable to non-U.S. stockholders. Such non-U.S.
stockholders may bear brokerage fees or other costs from this withholding procedure. Your tax basis in our shares held at
the time of the distribution will be reduced (but not below zero) to the extent the fair market value of the New Residential
shares distributed by us to you in the distribution exceeds your ratable share of our current and accumulated earnings and
profits. Your holding period for such our shares will not be affected by the distribution. We will not be able to advise you
of the amount of its earnings and profits until after the end of the 2013 calendar year.

Although we will be ascribing a value to New Residential’s shares in the distribution for tax purposes, this valuation is not
binding on the IRS or any other tax authority. These taxing authorities could ascribe a higher valuation to your shares,
particularly if New Residential’s stock trades at prices significantly above the value ascribed to the shares by us in the
period following the distribution. Such a higher valuation may cause a larger reduction in the tax basis of your shares of us
or may cause you to recognize additional dividend or capital gain income. You should consult your own tax advisor as to
the particular tax consequences of the distribution to you.

Item 1B. Unresolved Staff Comments

We have no unresolved staff comments received more than 180 days prior to December 31, 2012.
Item 2. Properties.

Our direct investments in properties are described under “Business — Our Investment Strategy.”

Our manager leases principal executive and administrative offices located at 1345 Avenue of the Americas, New York,
New York 10105. Its telephone number is (212) 798-6100.
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Item 3. Legal Proceedings.

We are not a party to any material legal proceedings. No material proceedings were terminated during the fourth quarter of
the fiscal year covered by this report.

Item 4. Mine Safety Disclosures

None.
PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity
Securities.

We have one class of common stock, which has been listed and is traded on the New York Stock Exchange (NYSE) under
the symbol “NCT” since our initial public offering in October 2002. The following table sets forth, for the periods
indicated, the high, low and last sale prices in dollars on the NYSE for our common stock and the distributions we declared
with respect to the periods indicated.

Distributions

2012 High Low Last Sale Declared
First Quarter $6.75 $4.65 $6.28 $ 0.20
Second Quarter  $7.31 $5.96 $6.70 $ 0.20
Third Quarter $8.13 $6.67 $7.53 $ 0.22
Fourth Quarter $8.91 $6.95 $8.68 $ 0.22
Distributions

2011 High Low Last Sale Declared

First Quarter $8.85 $5.82 $6.04 $ -
Second Quarter  $6.48 $4.18 $5.78 $ 0.10
Third Quarter $6.65 $4.05 $4.07 $ 0.15
Fourth Quarter $5.12 $3.56 $4.65 $ 0.15

We may declare quarterly distributions on our common stock. No assurance, however, can be given that any future
distributions will be made or, if made, as to the amounts or timing of any future distributions as such distributions are
subject to our earnings, financial condition, liquidity, capital requirements, REIT requirements and such other factors as our
board of directors deems relevant.

On February 25, 2013, the closing sale price for our common stock, as reported on the NYSE, was $10.65. As of February
25, 2013, there were approximately 64 record holders of our common stock. This figure does not reflect the beneficial
ownership of shares held in nominee name.

Equity Compensation Plan Information

In May 2012, with the approval of the shareholders, Newcastle’s board of directors adopted the 2012 Newcastle
Nongqualified Stock Option and Incentive Plan, or the 2012 Plan. The 2012 Plan is the successor to the Newcastle Option
Plan for officers, directors, consultants and advisors, including the Manager and its employees, and is intended to facilitate
the continued use of long-term equity-based awards and incentives for the benefit of the service providers to Newcastle and
its Manager. All outstanding options granted under the Newcastle Option Plan will continue to be subject to the terms and
conditions set forth in the agreements evidencing such options and the terms of the Newcastle Option Plan. The maximum
number of shares available for issuance in the aggregate over the ten-year term of the 2012 Plan is 20,000,000 shares.
Newecastle’s Board may also determine to issue options to the Manager that are not subject to the Newcastle Option Plan,
provided that the number of shares underlying any options granted to the Manager in connection with capital raising efforts
would not exceed 10% of the shares sold in such offering and would be subject to New York Stock Exchange rules.
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The following table summarizes the total number of outstanding securities in the incentive plan and the number of
securities remaining for future issuance, as well as the weighted average exercise price of all outstanding securities as of

December 31, 2012.

Plan Category

Number of Securities to be
Issued Upon Exercise of
Outstanding Options

Number of Securities Remaining

Weighted Average Exercise Auvailable for Future Issuance
Price of Outstanding

Under the 2012 Equity
Compensation Plans

Equity Compensation Plans Approved
by Security Holders:

Newecastle Investment Corp. Nonqualified
Stock Option and Incentive Award Plan
2012 Newcastle Investment Corp.
Nonqualified Stock Option and
Incentive Award Plan
Total

Equity Compensation Plans Not Approved
by Security Holders:
None

8,579,275 $11.60 -
4,830,000 $6.70 15,154,132
13,409,275 $9.84 15,154,132

N/A

N/A

(1) Includes options for (i) 9,685,338 shares held by an affiliate of our manager; (ii) 3,711,937 shares granted to our manager and
assigned to certain of Fortress’s employees; and (iii) an aggregate of 12,000 shares granted to our directors, other than Mr. Edens.

2) The maximum available for issuance is 20,000,000 shares in the aggregate over the term of the plan and no award shall be granted
on or after May 7, 2022 (but awards granted may extend beyond this date). The number of securities remaining available for
future issuance is net of an aggregate of 15,868 shares of our common stock awards to our directors, other than Mr. Edens and
Mr. Riis, representing the aggregate annual automatic stock awards to each such director for the period subsequent to the adoption

of the 2012 Plan.
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Item 6. Selected Financial Data.

The selected historical consolidated financial information set forth below as of and for each of the five years ended
December 31, 2012 has been derived from our audited historical consolidated financial statements.

The information below should be read in conjunction with Part II, Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and our consolidated financial statements and notes thereto included in Part

II, Ttem 8, “Financial Statements and Supplementary Data.”

Selected Consolidated Financial Information
(in thousands, except per share data)

Operating Data
Interest income
Interest expense
Net interest income

Impairment (Reversal)

Net interest income (loss) after impairment/reveral

Other Revenues
Other Income (Loss)
Expenses

Income (loss) from continuing operations

Income (loss) from discontinued operations

Net income (loss)

Preferred dividends

Excess of carrying amount of exchanged preferred stock
over fair value of consideration paid

Income (loss) applicable to common stockholders

Income (loss) per share of common stock, diluted

Income (loss) from continuing operations per share of
common stock, after preferred dividends and excess of carrying
amount of exchanged preferred stock over fair value of
consideration paid, diluted

Weighted average number of shares of common stock
outstanding, diluted

Dividends declared per share of common stock

Year Ended December 31,

2012 2011 2010 2009 2008
310,459 § 292,296 $§ 300,272 $ 361,866 $ 468,867
109,924 138,035 172,219 218,410 307,303
200,535 154,261 128,053 143,456 161,564

(5,664) 1,110 (240,858) 548,540 2,991,830
206,199 153,151 368,911 (405,084) (2,830,266)
20,075 1,899 1,708 1,547 1,673
279,717 180,862 282,287 227,399 (112,809)
71,813 31,382 30,901 33,099 33,596
434,178 304,530 622,005 (209,237) (2,974,998)

(68) (11) (343) (667) (10,354)
434,110 304,519 621,662 (209,904) (2,985,352)
(5,580) (5,580) (7,453) (13,501) (13,501)

- - 43,043 - -
428,530 $ 298,939 § 657,252 § (223,405) $ (2,998,853)
294 $ 3.65 3 10.96 $ (4.23) $ (56.81)
294 $ 3.65 $ 1097 $ 4.21) $ (56.61)

145,766 81,990 59,949 52,864 52,785

084 § 040 $ - $ - $ 0.75

49



As Of December 31,

2012 2011 2010 2009 2008
Balance Sheet Data
Real estate securities, available-for-sale $ 1,691,575 $ 1,731,744 $ 1,860,584 $ 1,830,795 $ 1,668,748
Real estate related loans, held-for-sale, net 843,132 813,580 782,605 573,862 843,212
Residential mortgage loans, held-for-investment, net 292,461 331,236 124,974 - -
Residential mortgage loans, held-for-sale, net 2,471 2,687 253,213 383,647 409,632
Investments in excess mortgage servicing rights at fair value 245,036 43,971 - - -
Investments in real estate, held-for-investment, net 169,473 - - -
Intangibles, net 19,086 - - - -
Other investments 24,907 24,907 24,907 - -
Cash and cash equivalents 231,898 157,356 33,524 68,300 49,746
Restricted cash 2,064 105,040 157,005 200,251 44,282
Total assets 3,945,312 3,651,799 3,687,111 3,514,628 3,473,623
Total debt 2,781,761 3,299,693 3,745,811 4,940,204 5,515,199
Total liabilities 2,872,252 3,459,710 3,934,696 5,155,280 5,867,155
Common stockholders' equity (deficit) 1,012,477 130,506 (309,168)  (1,793,152)  (2,546,032)
Preferred stock 61,583 61,583 61,583 152,500 152,500
Supplemental Balance Sheet Data
Common shares outstanding 172,526 105,181 62,027 52,913 52,789
Book value (deficit) per share of common stock $ 586 § 124§ 4.98) § (33.89) $ (48.23)
Other Data
Core earnings (1) $ 150,192 $§ 119210 $ 91,486 $ 98,403 $ 116,225

1)  Newcastle has five primary variables that impact its operating performance: (i) the current yield earned on its investments that are not included
in non-recourse financing structures (i.e., unlevered investments and investments subject to recourse debt), (ii) the net yield it earns from its
non-recourse financing structures, (iii) the interest expense and dividends incurred under its recourse debt and preferred stock, (iv) its operating
expenses and (v) its realized and unrealized gains or losses, including any impairment, on its investments, derivatives and debt obligations.
“Core earnings” is a non-GAAP measure of the operating performance of Newcastle excluding the fifth variable listed above, and excluding
depreciation and amortization charges. It is used by management to gauge the current performance of Newcastle without taking into account
gains and losses, which, although they represent a part of our recurring operations, are subject to significant variability and are only a potential
indicator of future economic performance. It also excludes the effect of depreciation and amortization charges, which, in the judgment of
management, are not indicative of operating performance. Management believes that the exclusion from “Core earnings” of the items specified
above allows investors and analysts to readily identify the operating performance of the assets that form the core of our activity, assists in
comparing the core operating results between periods, and enables investors to evaluate Newcastle’s current performance using the same
measure that management uses to operate the business.

Core earnings does not represent cash generated from operating activities in accordance with GAAP and therefore should not be considered an
alternative to net income as an indicator of our operating performance or as an alternative to cash flow as a measure of our liquidity and is not
necessarily indicative of cash available to fund cash needs. For a further description of the differences between cash flow provided by
operations and net income, see “ — Liquidity and Capital Resource” below. Our calculation of core earnings may be different from the
calculation used by other companies and, therefore, comparability may be limited. Set forth below is a reconciliation of core earnings to the
most directly comparable GAAP financial measure.

Calculation of core earnings:

Year Ended December 31,
2012 2011 2010 2009 2008

Income (loss) applicable to common stockholders $ 428,530 $ 298939 $§ 657,252 § (223,405) $ (2,998,853)

Add (deduct):
Impairment (reversal) (5,664) 1,110 (240,858) 548,540 2,991,830
Other (income) loss (279,717) (180,862) (282,287) (227,399) 112,809
(Income) loss from discontinued operations 68 11 343 667 10,354
Depreciation and amortization 6,975 12 79 - 85
Excess of carrying amount of exchanged preferred

stock over fair value of consideration paid - - (43,043) - -
Core earnings $§ 150,192 $§ 119,210 $ 91,486 $ 98,403 § 116,225
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

The following should be read in conjunction with our consolidated financial statements and notes thereto included in Part
II, Item 8, “Financial Statements and Supplementary Data,” and Part I, Item 1A, “Risk Factors.”

General

Newcastle Investment Corp. is a real estate investment and finance company. We invest in, and actively manage, a
portfolio of real estate securities, loans, excess mortgage servicing rights (“Excess MSRs”), real estate related assets, such
as senior living facilities, and other assets. Our objective is to maximize the difference between the yield on our investments
and the cost of financing these investments. We often seek to hedge our interest rate risk. We emphasize portfolio
management, asset quality, liquidity, diversification, match funded financing and credit risk management.

As described below, our operating results and book value improved meaningfully during 2012 and 2011.

We currently own a diversified portfolio of credit sensitive real estate debt investments, including securities and loans,
other real estate debt investments, such as Excess MSRs, and other assets. Our portfolio of real estate securities includes
commercial mortgage backed securities (CMBS), senior unsecured debt issued by REITs, real estate related asset backed
securities (ABS) and FNMA/FHLMC securities. Mortgage backed securities are interests in or obligations secured by pools
of mortgage loans. We generally target investments rated A through BB, except for our FNMA/FHLMC securities which
have an implied AAA rating. We also own, directly and indirectly, interests in loans and pools of loans, including real
estate related loans, commercial mortgage loans, residential mortgage loans, manufactured housing loans and subprime
mortgage loans.

We employ leverage as part of our investment strategy though we do not currently use leverage to purchase Excess MSRs.
We do not have a predetermined target debt to equity ratio as we believe the appropriate leverage for the particular assets
we are financing depends on the credit quality of those assets. As of December 31, 2012, we had complied with the general
investment guidelines adopted by our board of directors that limit total leverage. We utilize leverage for the sole purpose of
financing our portfolio and not for the purpose of speculating on changes in interest rates.

We strive to maintain access to a broad array of capital resources in an effort to insulate our business from potential
fluctuations in the availability of capital. We seek to utilize multiple forms of financing, including sales of common or
preferred equity, collateralized debt obligations (CDOs), other securitizations, term loans, and trust preferred securities, as
well as short term financing in the form of loans and repurchase agreements. As we discuss in more detail under “— Market
Considerations” below, while market conditions have improved meaningfully since 2008, the current conditions continue to
reduce the array of capital resources available to us and have made the terms of capital resources we are able to obtain
generally less favorable to us relative to the terms we were able to obtain prior to the onset of challenging conditions. That
said, we have recently been able to access more types of capital — and on better terms — than we had been able to access
during 2008 and 2009.

We seek to match fund our investments with respect to interest rates and maturities in order to reduce the impact of interest
rate fluctuations on earnings and reduce the risk of refinancing our liabilities prior to the maturity of the investments. We
seek to finance a substantial portion of our real estate securities and loans through the issuance of term debt, which
generally represents obligations issued in multiple classes secured by an underlying portfolio of assets. Specifically, our
CDO financings offer us the structural flexibility to buy and sell certain investments to manage risk and, subject to certain
limitations, to optimize returns.

We conduct our business through the following segments: (i) investments financed with non-recourse collateralized debt
obligations (“non-recourse CDOs”), (ii) unlevered investments in deconsolidated Newcastle CDO debt (“unlevered
CDOs”), (iii) unlevered Excess MSRs, (iv) investments in senior living assets financed with non-recourse debt (“non-
recourse senior living”), (v) investments financed with other non-recourse debt (“non-recourse other”), (vi) investments and
debt repurchases financed with recourse debt (“recourse™), (vii) other unlevered investments (“unlevered other”) and (viii)
corporate. With respect to the non-recourse CDOs and non-recourse other segments, Newcastle is generally entitled to
receive net cash flows from these structures on a periodic basis. Revenues attributable to each segment, as restated for
previously reported periods, are disclosed below (in thousands).

Non-Recourse  Unlevered Unlevered Non-Recourse ~ Non-Recourse Unlevered Inter-segment
For the Year Ended CDOs CDOs Excess MSRs Senior Living Other Recourse Other Corporate Elimination Total
December 31,2012 § 196,517  § 490 § 27,508 $ 18,026 § 74392 $ 8984 $ 10,491 $ 170§ (6,044) $ 330,534
December 31, 2011 $ 218,131  § 344§ 1,260 $ - N 75263 $ 2234 $ 2,636 $ 167 $ (5,840) $ 294,195
December 31,2010  $ 226,717 § - $ - $ - $ 74481 $ 976 $ 1,653 S 68 S (1,915) $ 301,980
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Taxation

We have elected to be taxed as a real estate investment trust, or REIT, under the Internal Revenue Code of 1986, as
amended (the "Code"), and we intend to continue to operate in such a manner. Our current and continuing qualification as
a REIT depends on our ability to meet various tax law requirements, including, among others, requirements relating to the
sources of our income, the nature of our assets, the composition of our stockholders, and the timing and amount of
distributions that we make. A portion of the REIT distribution requirements may be able to be satisfied through stock
dividends rather than cash, subject to limitations based on the value of the stock.

As a REIT, we will generally not be subject to U.S. federal corporate income tax on that portion of our income that is
distributed to stockholders if we distribute at least 90% of our REIT taxable income to our stockholders by prescribed dates
and comply with various other requirements. We may, however, nevertheless be subject to certain state, local and foreign
income and other taxes, and to U.S. federal income and excise taxes and penalties in certain situations, including taxes on
our undistributed income. In addition, our stockholders may be subject to state, local or foreign taxation in various
jurisdictions, including those in which they transact business or reside. The state, local and foreign tax treatment of us and
our stockholders may not conform to the U.S. federal income tax treatment.

If, in any taxable year, we fail to satisfy one or more of the various tax law requirements, we could fail to qualify as a REIT.
If we fail to qualify as a REIT for a particular tax year, our income in that year would be subject to U.S. federal corporate
income tax (including any applicable alternative minimum tax), and we may need to borrow funds or liquidate certain
investments in order to pay the applicable tax, or we may not be able to pay it. Unless entitled to relief under certain
statutory provisions, we would also be disqualified from treatment as a REIT for the four taxable years following the year
during which qualification is lost. Moreover, if we fail to qualify as a REIT, we would be delisted from the NYSE.

Although we currently intend to operate in a manner designed to qualify as a REIT, it is possible that economic, market,
legal, tax or other developments may cause us to fail to qualify as a REIT, or may cause our board of directors to revoke the
REIT election, including certain potential developments discussed in Part I, Item 1A, “Risk Factors.”

Market Considerations
Markets in which We Operate

Overall Credit Markets

Our ability to generate income is dependent on our ability to invest our capital on a timely basis at attractive returns.

Two primary market factors that affect our ability to do this in the real estate debt business are (1) credit spreads and (2) the
availability of financing on favorable terms.

Generally speaking, widening credit spreads reduce any unrealized gains on our current debt investments (or cause or
increase unrealized losses) and increase our costs for new financings, but increase the yields available on potential new debt
investments, while tightening credit spreads increase the unrealized gains (or reduce unrealized losses) on our current debt
investments and reduce our costs for new financings, but reduce the yields available on potential new debt investments. By
reducing unrealized gains (or causing unrealized losses), widening credit spreads also impact our ability to realize gains on
existing debt investments if we were to sell such assets.

From mid-2007 through early 2009, credit spreads widened substantially. One of the key drivers of the widening of credit
spreads over these years was the continued disruption and liquidity concerns throughout the credit markets. The severity
and scope of the disruption intensified meaningfully during the fourth quarter of 2008 and the first quarter of 2009. In the
latter part of 2009, credit spreads tightened substantially and continued to tighten in 2010 and the first half of 2011.
However, credit spreads widened in the third quarter of 2011, reflecting the challenging economic environment. These
changes in credit spreads caused the net unrealized gains on our securities to increase during the first half of 2011, but these
increases were reversed and resulted in net unrealized losses in the second half of 2011. Market conditions have improved
moderately in 2012 but remain challenging and could change rapidly. We cannot predict how recent or future changes in
market conditions will affect our business.

We utilize multiple forms of financing, depending on their appropriateness and availability, to finance our investments,
including sales of common and preferred equity, collateralized debt obligations (CDOs) or other securitizations, term loans,
trust preferred securities, and short-term financing in the form of loans and repurchase agreements. One component of our
investment strategy is to use match funded financing structures, such as CDOs, at rates that provide a positive net spread
relative to our investment returns.
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Recent conditions in the credit markets have impaired our ability to match fund investments. During the past several years,
financing in the form of securitizations or other long-term non-recourse structures not subject to margin requirements was
generally not available or economical, and it remains difficult to obtain under current market conditions. Lenders have
generally tightened their underwriting standards and increased their margin requirements, resulting in a decline in the
overall amount of leverage available to us and an increase in our borrowing costs. These conditions make it highly likely
that we will have to use less efficient forms of financing for any new investments, which will likely require a larger portion
of our cash flows to be put toward making the initial investment and thereby reduce the amount of cash available for
distribution to our stockholders and funds available for operations and investments, and which will also likely require us to
assume higher levels of risk when financing our investments. Moreover, financial market conditions remain volatile and
have been adversely affected by the unrest in the Middle East, the earthquake in Japan, the European financial crisis,
continuing weakness in the U.S. job market and concern about the United States’ level of indebtedness. Volatility in equity
markets could impair our ability to raise debt or equity capital or otherwise finance our business.

Excess MSRs

We believe that the current environment has created an attractive opportunity to invest in MSRs. Specifically:

e changes in the regulatory treatment of MSRs for financial institutions subject to Basel III, a revision to the global
regulatory capital and liquidity framework for banks, which will impose increased regulatory capital costs on
banks for owning MSRs;

e clevated borrower delinquencies and defaults experienced over the last few years, and increased regulatory
oversight, has led to substantially higher costs for mortgage servicers and negatively impacted their profitability;
and

e mortgage servicing has become less attractive to many financial institutions due to increasingly negative publicity
and heightened government and regulatory scrutiny.

These dynamics resulted in a pipeline of MSRs for sale by banks and non-bank servicers, as these institutions are under
pressure to exit or reduce their exposure to the mortgage servicing business. As a result, we believe that this relative
oversupply of MSRs, combined with a historically low interest rate environment and a challenging credit market, have
contributed to an availability of MSRs that are attractively priced. We closed on our first investment in Excess MSRs in
December 2011, continued investing in this sector in 2012 and early 2013, and are exploring opportunities to acquire
additional MSRs that provide attractive risk-adjusted returns.

Non-Agency RMBS

We are also pursuing investments in residential mortgage backed securities (“RMBS”) that have been securitized by either
public or private trusts (“non-Agency RMBS”). Since the onset of the financial crisis in 2007, there has been significant
volatility in the prices for non-Agency RMBS. This has resulted from a widespread contraction in capital available for this
asset class, deteriorating housing fundamentals, and an increase in forced selling by institutional investors (often in
response to rating agency downgrades). While the prices of these assets have started to recover from their lows, we believe
a meaningful gap still exists between current prices and the recovery value of many non-Agency RMBS. Accordingly, we
believe there are opportunities to acquire non-Agency RMBS at attractive risk-adjusted yields, with the potential for
meaningful upside if the U.S. economy and housing market continue to strengthen. We believe the value of existing non-
Agency RMBS may also rise if the number of buyers returns to pre-2007 levels. As of December 31, 2012, we had acquired
non-Agency RMBS with a face amount of approximately $456.0 million for a total purchase price of $288.4 million, or
63.2% of face amount.

Senior Living

In addition, we believe that the senior living sector currently presents an attractive investment opportunity. Specifically,

e projected changes in demographics will drive increased demand for senior housing, yet new supply is limited,
creating favorable supply-demand fundamentals;

e targeting smaller portfolios enables us to avoid pricing competition with other active REIT buyers of large
portfolios, thereby focusing our acquisitions on quality senior housing assets that provide more competitive pricing
fundamentals; and

e capitalizing on the experience of our manager in the senior living industry, we expect to generate growth in
property-level net operating income when operational and structural efficiencies are achieved.

We made three acquisitions of senior living assets comprised of 12 properties in 2012. We are exploring opportunities to
invest in additional senior living facilities.

Our investment strategy is purposefully broad in order to enable us to make investments in a wide array of assets, including,
but not limited to, any type of assets that can be held by a REIT. We do not have specific policies as to the allocation
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among types of real estate related, or other, assets or investment categories, since our investment decisions depend on
changing market conditions.

Liquidity

Credit and liquidity conditions have improved relative to the conditions experienced during the 2008-2009 financial crisis.
That said, the challenging credit and liquidity conditions that we experienced during the financial crisis continue to
adversely affect us and the markets in which we operate in a number of ways. For example, these conditions have reduced
the market trading activity for many real estate securities and loans, resulting in less liquid markets for those securities and
loans. As the securities held by us and many other companies in our industry are marked to market at the end of each
quarter, the decreased liquidity and concern over market conditions have resulted in significant reductions in mark to
market valuations of many real estate securities and loans and the collateral underlying them, as well as volatility and
uncertainty with respect to such valuations. These lower valuations, and decreased expectations of future cash flows, have
affected us by, among other things, reducing the amount, which we refer to as “cushion,” by which we satisfy the over
collateralization and interest coverage tests of our CDOs (sometimes referred to as CDO “triggers”) or contributing to
several of our CDOs failing their over collateralization tests (see “— Liquidity and Capital Resources” and “— Debt
Obligations” below).

Failed CDO triggers, impairments resulting from incurred losses, and asset sales made at prices significantly below face
amount while the related debt is being repaid at its full face amount, as well as the retention of cash, could contribute to
reductions in future earnings, cash flow and liquidity.

With respect to dividends, we have paid all dividends on our preferred stock through January 31, 2013. In order to maintain
liquidity, we elected not to declare any dividends on our common stock from late 2008 through early 2011. However, based
on the above described improvements in the markets over the last two years, and the corresponding improvement in our
financial condition and liquidity, we declared quarterly dividends totaling $0.40 per common share in 2011, and quarterly
dividends totaling $0.84 per common share in 2012. Dividends on our common shares are paid at the beginning of the
quarter succeeding the quarter to which they relate. We may elect to adjust or not to pay any future dividend payments to
reflect our current and expected cash from operations or to satisfy future liquidity needs.

Extent of Market Disruption

Market conditions have meaningfully improved over the last few years, but it is not clear whether a sustained recovery will
occur or, if so, for how long it will last. We do not currently know the full extent to which the continuing challenging
market conditions will affect us or the markets in which we operate. If such conditions persist, particularly with respect to
commercial real estate, we may experience additional impairment charges, potential reductions in cash flows from our
investments and additional challenges in raising capital and obtaining investment or other financing on attractive terms.
Moreover, we will likely need to continue to place a high priority on managing our liquidity. Certain aspects of these
effects are more fully described in Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Interest Rate, Credit and Spread Risk” and “— Liquidity and Capital Resources” as well as in Part
II, Item 7A, “Quantitative and Qualitative Disclosures About Market Risk.”

Potential Separation Transaction

Our board of directors has determined upon careful review and consideration in accordance with the applicable standard of
review under Maryland law that a spin-off of certain of our assets, is in our best interests. The spin-off will be affected as a
distribution to the holders of our common stock of shares of New Residential Investment Corp. (“New Residential”’), which
is currently a wholly-owned subsidiary of Newcastle. New Residential intends to elect and qualify to be taxed as a REIT
and to be listed on the New York Stock Exchange (“NYSE”).

New Residential will be externally managed by our manager pursuant to a new management agreement. Following the
spin-off, we currently expect Newcastle business strategy will be primarily focused on commercial real estate related
investments, senior housing and other strategic opportunities, including, but not limited to, opportunities to liquidate, or
“collapse”, its CDOs. New Residential will primarily target investments in residential real estate related investments,
including, but not limited to, Excess MSRs, RMBS, and non-performing loans. New Residential’s investment guidelines
will be purposefully broad to enable it to make investments in a wide array of assets, including mortgage servicing
advances and non-real estate related assets such as consumer loans. New Residential’s initial portfolio will include all of
our investments in Excess MSRs to date and any investments in Excess MSRs that we make with the proceeds of our recent
offering or otherwise prior to the spin-off. New Residential’s initial portfolio will also include the non-Agency RMBS we
have acquired since the second quarter of 2012 and certain Agency RMBS.
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We expect the spin-off of New Residential to be completed in the first half of 2013. However, there can be no assurance
that the spin-off will be completed as anticipated or at all. Our ability to complete the spin-off is subject to, among other
things, the SEC declaring the registration statement filed with regard to the spin-off effective, the filing and approval of an
application to list New Residential’s common stock on the NYSE and the formal declaration of the distribution by our
board of directors. Failure to complete the spin-off could negatively affect the price of the shares of our common stock.
Stockholder approval will not be required or sought in connection with the spin-off.

In addition, the spin-off may not have the full or any strategic and financial benefits that we expect, or such benefits may be
delayed or may not materialize at all. The anticipated benefits of the spin-off are based on a number of assumptions, which
may prove incorrect. For example, we believe that analysts and investors will regard New Residential’s investment strategy
and asset portfolio more favorably as a separate company than as part of Newcastle’s existing portfolio and strategy and
thus place a greater value on New Residential as a stand-alone REIT than as a business that is a part of Newcastle. In the
event that the spin-off does not have these and other expected benefits, because of the diversification of New Residential’s
portfolio or for any other reason; the costs associated with the transaction, including an expected increase in management
compensation and general and administrative expenses, could have a negative effect on our financial condition and our and
New Residential’s ability to make distributions to the stockholders of each company. For more information about the risks
associated with the spin-off, see “Risk Factors—Risks Related to the Spin-Off of New Residential.”

Formation and Organization
We were formed and completed our initial public offering in 2002.

The following table presents information on shares of our common stock issued since our formation:

Range of Issue ~ Net Proceeds

Year Shares Issued Prices (1) (millions)

Formation - 2006 45,713,817

2007 7,065,362  $27.75-$31.30 $201.3
2008 9,871 N/A $0.1
2009 123,463 N/A $0.1
2010 9,114,671 $3.13 $28.5
2011 43,153,825  $4.55 - $6.00 $210.9
2012 67,344,636 $6.22 - $6.71 $434.9
December 31, 2012 172,525,645

January 2013 57,500,000 $9.35 $526.2
February 2013 23,000,000 $10.48 $237.4

(1)  Excludes prices of shares issued pursuant to the exercise of options and of shares issued to our independent directors. Includes prices of shares
issued in exchange for preferred stock.

As of December 31, 2012, approximately 4.9 million of our shares of common stock were held by Fortress, through its
affiliates, and principals of Fortress. In addition, Fortress, through its affiliates, held options to purchase approximately 9.7
million shares of our common stock at December 31, 2012.

Application of Critical Accounting Policies

Management’s discussion and analysis of financial condition and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance with U.S. generally accepted accounting principles
(“GAAP”). The preparation of financial statements in conformity with GAAP requires the use of estimates and
assumptions that could affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities
and the reported amounts of revenue and expenses. Actual results could differ from these estimates. Management believes
that the estimates and assumptions utilized in the preparation of the consolidated financial statements are prudent and
reasonable. Actual results historically have been in line with management’s estimates and judgments used in applying each
of the accounting policies described below, as modified periodically to reflect current market conditions. A summary of our
significant accounting policies is presented in Note 2 to our consolidated financial statements, which appear in Part II, Item
8, “Financial Statements and Supplementary Data.” The following is a summary of our accounting policies that are most
effected by judgments, estimates and assumptions.

Variable Interest Entities

Variable interest entities (“VIEs”) are defined as entities in which equity investors do not have the characteristics of a
controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support from other parties. A VIE is required to be consolidated by its primary beneficiary, and only
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by its primary beneficiary, which is defined as the party who has the power to direct the activities of a VIE that most
significantly impact its economic performance and who has the obligation to absorb losses or the right to receive benefits
from the VIE that could potentially be significant to the VIE.

The VIEs in which we have a significant interest include (i) our CDOs, and (ii) our manufactured housing loan financing
structures. We do not have the power to direct the relevant activities of CDO V, as a result of an event of default which
allows us to be removed as collateral manager of this CDO and prevents us from purchasing or selling certain collateral
within this CDO, and therefore we deconsolidated this CDO as of June 17, 2011. Similar events of default in the future, if
they occur, could cause us to deconsolidate additional financing structures. We completed two securitization transactions to
refinance our Manufactured Housing Loans Portfolios I and II. We analyzed the securitizations under the applicable
accounting guidance and concluded that the securitization transactions should be accounted for as secured borrowings. As a
result, we continue to recognize the portfolios of manufactured housing loans as pledged assets, which have been classified
as loans held-for-investment at securitization, and recorded the notes issued to third parties as secured borrowings.

Our subprime securitizations are also considered VIEs, but we do not control their activities and no longer receive a
significant portion of their returns. These subprime securitizations were not consolidated under the current or prior
guidance.

In addition, our investments in RMBS, CMBS, CDO securities and loans may be deemed to be variable interests in VIEs,
depending on their structure. We monitor these investments and analyze the potential need to consolidate the related
securitization entities pursuant to the VIE consolidation requirements. These analyses require considerable judgment in
determining whether an entity is a VIE and determining the primary beneficiary of a VIE since they involve subjective
determinations of significance, with respect to both power and economics. The result could be the consolidation of an entity
that otherwise would not have been consolidated or the de-consolidation of an entity that otherwise would have been
consolidated.

Valuation of Securities

We have classified all our real estate securities as available for sale. As such, they are carried at fair value with net
unrealized gains or losses reported as a component of accumulated other comprehensive income, to the extent impairment
losses are considered temporary as described below. Fair value may be based upon broker quotations, counterparty
quotations or pricing services quotations, which provide valuation estimates based upon reasonable market order
indications or a good faith estimate thereof and are subject to significant variability based on market conditions, such as
interest rates, credit spreads and market liquidity. A significant portion of our securities are currently not traded in active
markets and therefore have little or no price transparency. For a further discussion of this trend, see “— Market
Considerations” above. As a result, we have estimated the fair value of these illiquid securities based on internal pricing
models rather than the sources described above. The determination of estimated cash flows used in pricing models is
inherently subjective and imprecise. Changes in market conditions, as well as changes in the assumptions or methodology
used to determine fair value, could result in a significant and immediate increase or decrease in our book equity. For
securities valued with pricing models, these inputs include the discount rate, assumptions relating to prepayments, default
rates and loss severities, as well as other variables.

See Note 9 to our consolidated financial statements in Part II, Item 8, “Financial Statements and Supplementary Data” for
information regarding the fair value of our investments, and its estimation methodology, as of December 31, 2012.

Our securities must be categorized by the “level” of inputs used in estimating their fair values. Level 1 would be assets
valued based on quoted prices for identical instruments in active markets. We have no level 1 assets. Level 2 would be
assets valued based on quoted prices in active markets for similar instruments, on quoted prices in less active or inactive
markets, or on other “observable” market inputs. Level 3 would be assets valued based significantly on “unobservable”
market inputs. We have further broken level 3 into level 3A, third party indications, and level 3B, internal models. Fair
value under GAAP represents an exit price in the normal course of business, not a forced liquidation price. If we were
forced to sell assets in a short period to meet liquidity needs, the prices we receive could be substantially less than the
recorded fair values.

We generally classify the broker and pricing service quotations we receive as level 3A inputs, except for certain liquid
securities. They are quoted prices in generally inactive and illiquid markets for identical or similar securities. These
quotations are generally received via email and contain disclaimers which state that they are “indicative” and not
“actionable” — meaning that the party giving the quotation is not bound to actually purchase the security at the quoted price.
These quotations are generally based on models prepared by the brokers, and we have little visibility into the inputs they
use. Based on quarterly procedures we have performed with respect to quotations received from these brokers, including
comparison to the outputs generated from our internal pricing models and transactions we have completed with respect to
these securities, as well as on our knowledge and experience of these markets, we have generally determined that these
quotes represent a reasonable estimate of fair value. For the $1.6 billion carrying value of securities valued using quotations
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as of December 31, 2012, a 100 basis point change in credit spreads would impact estimated fair value by approximately
$34.0 million.

Our estimation of the fair value of level 3B assets (as described below) involves significant judgment. We validated the
inputs and outputs of our models by comparing them to available independent third party market parameters and models for
reasonableness. We believe the assumptions we used are within the range that a market participant would use and factor in
the liquidity conditions currently in the markets. In 2012, the inputs to our models, including discount rates, prepayment
speeds, default rates and severity assumptions, have generally remained consistent with the assumptions used at December
31, 2011, other than certain modifications we have made to the assumptions to reflect conditions relevant to specific assets.
In 2011 and 2010, in comparison to the respective prior year end, we generally used lower discount rates as inputs to our
models for ABS and CMBS-large loan/single borrower securities in order to reflect current market conditions. The other
inputs to our models, including prepayment speeds, default rates and severity assumptions, generally remained consistent
with the assumptions used at the prior year end, other than certain modifications we made to reflect conditions relevant to
specific assets.

For CMBS and ABS valued with internal models, which have an aggregate fair value of $73.0 million as of December 31,
2012, a 10% unfavorable change in our assumptions would result in the following decreases in such aggregate fair value (in
thousands):

CMBS ABS

Outstanding face amount $ 121,020 $ 89,925
Fair value $ 46,365 $ 26,631
Effect on fair value with 10% unfavorable change in:

Discount rate $ 987) $ (2,149)

Prepayment rate NA § (396)

Default rate $ (2,148) $ (3,161)

Loss severity $ (1,119) $ (4,223)

The sensitivity analysis is hypothetical and should be used with caution. In particular, the results are calculated by stressing
a particular economic assumption independent of changes in any other assumption; in practice, changes in one factor may
result in changes in another, which might counteract or amplify the sensitivities. Also, changes in the fair value based on a
10% variation in an assumption generally may not be extrapolated because the relationship of the change in the assumption
to the change in fair value may not be linear.

Impairment of Securities

We must also assess whether unrealized losses on securities, if any, reflect a decline in value which is other-than-temporary
and, if so, write the impaired security down to its fair value through earnings. A decline in value is deemed to be other-
than-temporary if (i) it is probable that we will be unable to collect all amounts due according to the contractual terms of a
security which was not impaired at acquisition (there is an expected credit loss), or (ii) if we have the intent to sell a
security in an unrealized loss position or it is more likely than not we will be required to sell a security in an unrealized loss
position prior to its anticipated recovery (if any). For the purposes of performing this analysis, we assume the anticipated
recovery period is until the respective security’s expected maturity. Also, for certain securities which represent “beneficial
interests in securitized financial assets,” whenever there is a probable adverse change in the timing or amounts of estimated
cash flows of a security from the cash flows previously projected, an other-than-temporary impairment is considered to
have occurred. These securities are also analyzed for other-than-temporary impairment under the guidelines applicable to
all securities as described herein. We note that primarily all of our securities, except our FNMA/FHLMC securities, fall
within the definition of beneficial interests in securitized financial assets.

Temporary declines in value generally result from changes in market factors, such as market interest rates and credit
spreads, or from certain macroeconomic events, including market disruptions and supply changes, which do not directly
impact our ability to collect amounts contractually due. We continually evaluate the credit status of each of our securities
and the collateral supporting our securities. This evaluation includes a review of the credit of the issuer of the security (if
applicable), the credit rating of the security, the key terms of the security (including credit support), debt service coverage
and loan to value ratios, the performance of the pool of underlying loans and the estimated value of the collateral supporting
such loans, including the effect of local, industry and broader economic trends and factors. These factors include loan
default expectations and loss severities, which are analyzed in connection with a particular security’s credit support, as well
as prepayment rates. These factors are also analyzed in relation to the amount of the unrealized loss and the period elapsed
since it was incurred. The result of this evaluation is considered when determining management’s estimate of cash flows,
particularly with respect to developing the necessary inputs and assumptions. Each security is impacted by different factors
and in different ways; generally the more negative factors which are identified with respect to a given security, the more
likely we are to determine that we do not expect to receive all contractual payments when due with respect to that security.
Significant judgment is required in this analysis.
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As of December 31, 2012, we had 30 securities with a carrying amount of $116.3 million that had been downgraded during
2012 and recorded a net other-than-temporary impairment charge of $4.4 million on these securities in 2012. However, we
do not depend on credit ratings in underwriting our securities, either at acquisition or on an ongoing basis. As mentioned
above, a credit rating downgrade is one factor that we monitor and consider in our analysis regarding other-than-temporary
impairment, but it is not determinative. Our securities generally benefit from the support of one or more subordinate classes
of securities or equity or other forms of credit support. Therefore, credit rating downgrades, even to the extent they relate to
an expectation that a securitization we have invested in, on an overall basis, has credit issues, may not ultimately impact
cash flow estimates for the class of securities in which we are invested.

Furthermore, the analysis of whether it is more likely than not that we will be required to sell securities in an unrealized
loss position prior to an expected recovery in value (if any), the amount of such expected required sales, and the projected
identification of which securities would be sold is also subject to significant judgment, particularly in times of market
illiquidity such as we are currently experiencing.

Revenue Recognition on Securities

Income on these securities is recognized using a level yield methodology based upon a number of cash flow assumptions
that are subject to uncertainties and contingencies. Such assumptions include the rate and timing of principal and interest
receipts (which may be subject to prepayments and defaults). These assumptions are updated on at least a quarterly basis to
reflect changes related to a particular security, actual historical data, and market changes. These uncertainties and
contingencies are difficult to predict and are subject to future events, and economic and market conditions, which may alter
the assumptions. For securities acquired at a discount for credit losses, we recognize the excess of all cash flows expected
over our investment in the securities as Interest Income on a “loss-adjusted” yield basis. The loss-adjusted yield is
determined based on an evaluation of the credit status of securities, as described in connection with the analysis of
impairment above.

Valuation of Derivatives

Similarly, our derivative instruments are carried at fair value. Fair value is based on counterparty quotations. Newcastle
reports the fair value of derivative instruments gross of cash paid or received pursuant to credit support agreements and fair
value is reflected on a net counterparty basis when Newcastle believes a legal right of offset exists under an enforceable
netting agreement. To the extent they qualify as cash flow hedges, net unrealized gains or losses are reported as a
component of accumulated other comprehensive income; otherwise, the net unrealized gains and losses are reported
currently in income. To the extent they qualify as fair value hedges, net unrealized gains or losses on both the derivative
and the related portion of the hedged item are reported currently in income. Fair values of such derivatives are subject to
significant variability based on many of the same factors as the securities discussed above, including counterparty credit
risk. The results of such variability, the effectiveness of our hedging strategies and the extent to which a forecasted hedged
transaction remains probable of occurring, could result in a significant increase or decrease in our GAAP equity and/or
earnings.

Loans

We invest in loans, including, but not limited to, real estate related loans, commercial mortgage loans, residential mortgage
loans, manufactured housing loans and subprime mortgage loans. Loans for which we have the intent and ability to hold for
the foreseeable future, or until maturity or payoff, are classified as held-for-investment. Loans for which we do not have
the intent or the ability to hold for the foreseeable future, or until maturity or payoff, are classified as held-for-sale. Loans
are presented in the consolidated balance sheet net of any unamortized discount (or gross of any unamortized premium) and
an allowance for loan losses. We determine at acquisition whether loans will be aggregated into pools based on common
risk characteristics (credit quality, loan type, and date of origination or acquisition); loans aggregated into pools are
accounted for as if each pool were a single loan.

Impairment of Loans

To the extent that they are classified as held for investment, we must periodically evaluate each of these loans or loan pools
for possible impairment. Impairment is indicated when it is deemed probable that we will be unable to collect all amounts
due according to the contractual terms of the loan, or, for loans acquired at a discount for credit losses, when it is deemed
probable that we will be unable to collect as anticipated. Upon determination of impairment, we would establish a specific
valuation allowance with a corresponding charge to earnings. We continually evaluate our loans receivable for impairment.
Our residential mortgage loans, including manufactured housing loans, are aggregated into pools for evaluation based on
like characteristics, such as loan type and acquisition date. Individual loans are evaluated based on an analysis of the
borrower’s performance, the credit rating of the borrower, debt service coverage and loan to value ratios, the estimated
value of the underlying collateral, the key terms of the loan, and the effect of local, industry and broader economic trends
and factors. Pools of loans are also evaluated based on similar criteria, including historical and anticipated trends in defaults
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and loss severities for the type and seasoning of loans being evaluated. This information is used to estimate specific
impairment charges on individual loans as well as provisions for estimated unidentified incurred losses on pools of loans.
Significant judgment is required both in determining impairment and in estimating the resulting loss allowance.
Furthermore, we must assess our intent and ability to hold our loan investments on a periodic basis. If we do not have the
intent to hold a loan for the foreseeable future or until its expected payoff, the loan must be classified as “held for sale” and
recorded at the lower of cost or estimated value.

Revenue Recognition on Loans Held for Investment

Income on these loans is recognized similarly to that on our securities and is subject to similar uncertainties and
contingencies, which are also analyzed on at least a quarterly basis. For loans acquired at a discount for credit losses, the
net income recognized is based on a “loss adjusted yield” whereby a gross interest yield is recorded to Interest Income,
offset by a provision for probable, incurred credit losses which is accrued on a periodic basis to Valuation Allowance. The
provision is determined based on an evaluation of the loans as described under “— Impairment of Loans” above. A
rollforward of the allowance is included in Note 5 to our consolidated financial statements in Part II, Item 8, “Financial
Statements and Supplementary Data.”

Revenue Recognition on Loans Held for Sale

Real estate related, commercial mortgage and residential mortgage loans that are considered held for sale are carried at the
lower of amortized cost or market value determined on either an individual method basis, or in the aggregate for pools of
similar loans. Interest income is recognized based on the loan’s coupon rate to the extent management believes it is
collectable. Purchase discounts are not amortized as interest income during the period the loan is held for sale. A change in
the market value of the loan, to the extent that the value is not above the average cost basis, is recorded in Valuation
Allowance. A rollforward of the allowance is included in Note 5 to our consolidated financial statements in Part II, Item 8,
“Financial Statements and Supplementary Data.”

Investments in Excess Mortgage Servicing Rights (Excess MSRs)

Upon acquisition, we have elected to record each of such investments at fair value. We elected to record our investments in
Excess MSRs at fair value in order to provide users of the financial statements with better information regarding the effects
of prepayment risk and other market factors on the Excess MSRs. Under this election, we record a valuation adjustment on
our Excess MSRs investments on a quarterly basis to recognize the changes in fair value in net income as described in
Revenue Recognition on Investments in Excess Mortgage Servicing Rights below. As of December 31, 2012, all Excess
MSRs investments are classified as held-for-investment as we have the intent and ability to hold the investments for the
foreseeable future.

Revenue Recognition on Investments in Excess Mortgage Servicing Rights

Investments in Excess MSRs are aggregated into pools as applicable; each pool of Excess MSRs is accounted for in the
aggregate. Interest income for Excess MSRs is accreted into interest income on an effective yield or “interest” method,
based upon the expected excess servicing amount through the expected life of the underlying mortgages. Changes to
expected cash flows result in a cumulative retrospective adjustment, which will be recorded in the period in which the
change in expected cash flows occurs. Under the retrospective method, the interest income recognized for a reporting
period is measured as the difference between the amortized cost basis at the end of the period and the amortized cost basis
at the beginning of the period, plus any cash received during the period. The amortized cost basis is calculated as the
present value of estimated future cash flows using an effective yield, which is the yield that equates all past actual and
current estimated future cash flows to the initial investment. In addition, our policy is to recognize interest income only on
Excess MSRs in existing eligible underlying mortgages. The difference between the fair value of Excess MSRs and their
amortized cost basis is recorded as “Change in Fair Value of Investments in Excess Mortgage Servicing Rights.” Fair value
is generally determined by discounting the expected future cash flows using discount rates that incorporate the market risks
and liquidity premium specific to the Excess MSRs, and therefore may differ from their effective yields.
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The following tables summarize the estimated change in fair value of the Excess MSRs as of December 31, 2012 given
several parallel shifts in the discount rate, prepayment rate, delinquency rate and recapture rate (dollars in thousands):

Fair value at December 31, 2012 $ 245,036
Discount rate shift in % -20% -10% +10% +20%
Estimated fair value $ 270,219 $ 256,841 $ 234,363 $ 224,733
Change in estimated fair value:

Amount $ 25,183 $ 11,805 $ (10,673) $ (20,303)

% 10.3% 4.8% -4.4% -8.3%
Prepayment rate shift in % -20% -10% +10% +20%
Estimated fair value $ 267,927 $ 255,999 $ 234,910 $ 225,538
Change in estimated fair value:

Amount $ 22,891 $ 10,963 $ (10,126) $ (19,498)

% 9.3% 4.5% -4.1% -8.0%
Delinquency rate shift in % -20% -10% +10% +20%
Estimated fair value $ 249,957 $ 247,557 $ 242,757 $ 240,357
Change in estimated fair value:

Amount $ 4,921 $ 2,521 $ (2,279) $ (4,679)

% 2.0% 1.0% -0.9% -1.9%
Recapture rate shift in % -20% -10% +10% +20%
Estimated fair value $ 240,270 $ 242,637 $ 247,364 $ 249,612
Change in estimated fair value:

Amount $ (4,766) $ (2,399) $ 2,328 $ 4,576

% -1.9% -1.0% 1.0% 1.9%

The sensitivity analysis is hypothetical and should be used with caution. In particular, the results are calculated by stressing
a particular economic assumption independent of changes in any other assumption; in practice, changes in one factor may
result in changes in another, which might counteract or amplify the sensitivities. Also, changes in the fair value based on a
10% variation in an assumption generally may not be extrapolated because the relationship of the change in the assumption
to the change in fair value may not be linear.

Purchase Accounting

The acquisition of the senior living assets and the liabilities assumed were recorded at fair value. In determining the
allocation of the purchase price between net tangible and identified intangible assets acquired and liabilities assumed,
management made estimates of the fair value of the tangible and intangible assets and liabilities using information obtained
as a result of preacquisition due diligence, marketing, leasing activities, and independent appraisals. Management allocated
the purchase price to net tangible and identified intangible assets acquired and liabilities assumed based on their fair values
as of the acquisition date. The determination of fair value involved the use of significant judgment and estimation.

Impairment of Investments in Real Estate and Residential Lease Intangibles

We own senior living assets held for investment. Intangibles and long-lived assets are tested for potential impairment
annually or when changes in circumstances indicate the carrying value may not be recoverable. Indicators of impairment
include material adverse changes in the projected revenues and expenses, significant underperformance relative to historical
or projected future operating results, and significant negative industry or economic trends. An impairment is determined to
have occurred if the future net undiscounted cash flows expected to be generated is less than the carrying value of an asset.
The impairment is measured as the difference between the carrying value and the fair value. Significant judgment is
required both in determining impairment and in estimating the fair value. We may use assumptions and estimates derived
from a review of our operating results, business projections, expected growth rates, discount rates, and tax rates. We also
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make certain assumptions about future economic conditions, interest rates, and other market data. Many of the factors used
in these assumptions and estimates are outside the control of management, and can change in future periods.

Rental Income, Care and Ancillary Income
We record rental revenue, care and ancillary income as they become due as provided for in the leases.
Recent Accounting Pronouncements

In May 2011, the FASB issued new guidance regarding the measurement and disclosure of fair value, which became
effective for us on January 1, 2012. The adoption of this guidance did not have a material effect on our financial position,
liquidity, or results of operations.

In February 2013, the FASB issued new guidance regarding the reporting of reclassifications out of accumulated other
comprehensive income. The new guidance does not change current requirements for reporting net income or other
comprehensive income in financial statements. However, it requires companies to present the effects on the line items of
net income of significant amounts reclassified out of accumulated OCI if the item reclassified is required to be reclassified
to net income in its entirety during the same reporting period. Presentation should occur either on the face of the income
statement where net income is presented, or in the notes to the financial statement. Newcastle has early adopted this
accounting standard and opted to present this information in a note to the financial statements.

The FASB has recently issued or discussed a number of proposed standards on such topics as consolidation, the definition
of an investment company, financial statement presentation, revenue recognition, leases, financial instruments, hedging,
and contingencies. Some of the proposed changes are significant and could have a material impact on Newcastle’s
reporting. Newcastle has not yet fully evaluated the potential impact of these proposals, but will make such an evaluation as
the standards are finalized.
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Results of Operations

The following tables summarize the changes in our results of operations from year-to-year (dollars in thousands):

Comparison of Results of Operations for the years ended December 31, 2012 and 2011

Year Ended December 31, Increase (Decrease)
2012 2011 Amount %
Interest income $ 310,459 $ 292,296 $ 18,163 6.2%
Interest expense 109,924 138,035 (28,111) (20.4%)
Net interest income 200,535 154,261 46,274 30.0%
Impairment (Reversal)
Valuation allowance (reversal) on loans (24,587) (15,163) (9,424) (62.2%)
Impairment of long-lived assets - 433 (433) (100.0%)
Other-than-temporary impairment on securities, net 18,923 15,840 3,083 19.5%
(5,664) 1,110 (6,774) (610.3%)
Net interest income (loss) after impairment/reversal 206,199 153,151 53,048 34.6%
Other Revenues 20,075 1,899 18,176 N.M.
Other Income (Loss)
Gain (loss) on settlement of investments, net 232,897 78,181 154,716 197.9%
Gain on extinguishment of debt 24,085 66,110 (42,025) (63.6%)
Change in fair value of investments in excess
mortgage servicing rights 9,023 367 8,656 N.M.
Other income (loss), net 13,712 36,204 (22,492) (62.1%)
279,717 180,862 98,855 54.7%
Expenses
Loan and security servicing expense 4,260 4,649 (389) (8.4%)
Property operating expenses 12,943 1,110 11,833 N.M.
General and administrative expense 22,942 7,322 15,620 213.3%
Management fee to affiliate 24,693 18,289 6,404 35.0%
Depreciation and amortization 6,975 12 6,963 N.M.
71,813 31,382 40,431 128.8%
Income (loss) from continuing operations $ 434,178 $ 304,530 $ 129,648 42.6%

N.M. — Not meaningful

Interest Income

Interest income increased by $18.2 million during the year ended December 31, 2012 compared to the year ended
December 31, 2011 primarily due to a (i) a $23.3 million net increase in interest income as a result of new investments in
securities and loans, offset by paydowns and changes in interest rates and (ii) a $26.2 million increase in interest income as
a result of investments in Excess MSRs. The increases described in (i) and (ii) above were partially offset by a $31.3
million decrease in interest income as a result of the deconsolidation of CDO V in June 2011 and CDO X in September
2012.

Interest Expense

Interest expense decreased by $28.1 million primarily due to (i) a $5.2 million decrease in interest expense on debt as a
result of the paydowns and repurchases of our CDO debt obligations and the deconsolidation of CDO V and CDO X and
(i) a $26.8 million decrease in interest expense on derivatives as a result of the termination of interest rate swaps, decreases
in swap notional amounts, changes in interest rates and the deconsolidation of CDO V and CDO X. The decreases
described in (i) to (ii) above were partially offset by a $1.7 million increase in mortgage interest expense as a result of the
acquisitions of senior living assets in July and November of 2012 and a $2.2 million increase in interest expense on other
bonds payable and repurchase agreements primarily due to a higher outstanding balance of repurchase agreement financing
on our FNMA/FHLMC securities and non-agency RMBS.
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Valuation Allowance (Reversal) on Loans

The valuation allowance (reversal) on loans changed by $9.4 million primarily due to (i) a $6.6 million larger net increase
in fair values of our real estate related loans during the year ended December 31, 2012 compared to the year ended
December 31, 2011, as a result of market conditions improving more in the 2012 period than in the 2011 period and (ii) a
$2.8 million lower net valuation allowance on our manufactured housing loans and residential mortgage loans in the 2012
period than in the 2011 period as a result of market conditions improving more in the 2012 period than in the 2011 period.

The reversal of previously established valuation allowances will likely decline over time as the reversal is subject to (i) a
continued improvement in loan valuations and (ii) the remaining amount of previously established allowances that have not
yet been reversed.

Impairment of Long-lived Assets

The impairment of long-lived assets decreased $0.4 million in the year ended 2012 compared to the year ended 2011
primarily due to a decline in fair value of the Ohio portfolio during the year ended December 31, 2011.

Other-than-temporary Impairment on Securities, Net

The other-than-temporary impairment on securities increased by $3.1 million primarily due to an additional decline in the
value of certain commercial mortgage backed securities. We recorded an impairment charge of $18.9 million on 13
securities during the year ended December 31, 2012, compared to an impairment charge of $15.8 million on 30 securities
during the year ended December 31, 2011.

Other Revenues

The other revenues increased $18.2 million due to rental revenues resulting from the acquisitions of the senior living assets
in July and November of 2012.

Gain (Loss) on Settlement of Investments, Net

The net gain on settlement of investments increased by $154.7 million primarily due to a $224.3 million gain on the sale of
CDO X interests recorded in September 2012, partially offset by a $69.6 million decrease in the net gain on sales and
repayments of investments in the 2012 period compared to the 2011 period. We recorded a net gain of $10.2 million on 26
securities and loans that were sold or paid off during the year ended December 31, 2012, compared to a net gain of $78.2
million on 95 securities and loans that were sold or paid off during the year ended December 31, 2011.

Gain (Loss) on Extinguishment of Debt

The gain on extinguishment of debt decreased by $42.0 million due to a lower face amount, somewhat offset by a lower
average price of debt, repurchased in the year ended December 31, 2012 compared to the year ended December 31, 2011.
We repurchased $39.3 million face amount of our own CDO debt and other bonds payable at an average price of 38.4% of
par during the year ended December 31, 2012 compared to $171.8 million face amount of CDO bonds and other bonds
payable repurchased at an average price of 61.2% of par during the year ended December 31, 2011.

Change in Fair Value of Investments in Excess Mortgage Servicing Rights

The change in fair value of investments in excess mortgage servicing rights increased $8.7 million due to the acquisition of
these investments since December 2011 and the subsequent increases in value.

Other Income (Loss), Net

Other income decreased by $22.5 million primarily due to (i) a $5.8 million greater increase in the fair value of certain
nonhedge interest rate swap agreements as a result of changes in interest rates in the year ended December 31, 2012
compared to the year ended December 31, 2011, (ii) a $6.9 million decrease in unrealized losses recognized on certain
interest rate swap agreements in the year ended December 31, 2012 compared to the year ended December 31, 2011,
primarily caused by the fact that the interest rate swap agreements that were de-designated as accounting hedges (since the
hedged items were considered not probable of occurring) had higher notional amounts during the year ended December 31,
2011 (iii) a $1.5 million increase in other income related to hedge ineffectiveness and collateral management fee income
and (iv) an $8.4 million breakup fee received in the year ended December 31, 2012 related to the transaction to acquire
Excess MSRs from Residential Capital, LLC. The increases in (i) to (iv) above were offset by a $45.1 million decrease in
gain on deconsolidation of CDO V recorded in the year ended December 31, 2011.

Loan and Security Servicing Expense

Loan and security servicing expense remained relatively stable during the year ended December 31, 2012 compared to the
year ended December 31, 2011.
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Property Operating Expense

The property operating expenses increased $11.8 million due to the acquisitions of the senior living assets in July and
November of 2012.

General and Administrative Expense

General and administrative expense increased by $15.6 million primarily due to an increase in professional fees related to
the potential separation transaction, the acquisitions of Excess MSRs and senior living assets and other investments.

Management Fee to Affiliate

Management fees increased by $6.4 million primarily due to (i) an increase in gross equity as a result of our public
offerings of common stock in March 2011, September 2011, April 2012, May 2012 and July 2012, and (ii) an increase in
property management fees in connection with the acquisitions of senior living assets in July and November of 2012.

Depreciation and Amortization

The depreciation and amortization expense increased $7.0 million due to the acquisitions of the senior living assets in July
and November 2012, and the additional depreciation expense recorded as a result of the classification of the Ohio portfolio
as held for use in December 2012.

Comparison of Results of Operations for the years ended December 31, 2011 and 2010

Year Ended December 31, Increase (Decrease)
2011 2010 Amount %
Interest income $ 292,296 $ 300,272 $ (7,976) (2.7%)
Interest expense 138,035 172,219 (34,184) (19.8%)
Net interest income 154,261 128,053 26,208 20.5%
Impairment
Valuation allowance (reversal) on loans (15,163) (339,887) 324,724 95.5%
Impairment of long-lived assets 433 - 433 N.M
Other-than-temporary impairment on securities, net 15,840 99,029 (83,189) (84.0%)
1,110 (240,858) 241,968 100.5%
Net interest income (loss) after impairment 153,151 368,911 (215,760) (58.5%)
Other Revenues 1,899 1,708 191 11.2%
Other Income (Loss)
Gain (loss) on settlement of investments, net 78,181 52,307 25,874 49.5%
Gain on extinguishment of debt 66,110 265,656 (199,546) (75.1%)
Change in fair value of investment in excess mortgage
servicing rights 367 - 367 N.M.
Other income (loss), net 36,204 (35,676) 71,880 201.5%
180,862 282,287 (101,425) (35.9%)
Expenses
Loan and security servicing expense 4,649 4,580 69 1.5%
Property operating expenses 1,110 1,283 (173) (13.5%)
General and administrative expense 7,322 7,707 (385) (5.0%)
Management fee to affiliate 18,289 17,252 1,037 6.0%
Depreciation and amortization 12 79 (67) (84.8%)
31,382 30,901 481 1.6%
Income (loss) from continuing operations $ 304,530 $ 622,005 $ (317,475) (51.0%)

N.M. - Not meaningful
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Interest Income

Interest income decreased by $8.0 million during the year ended December 31, 2011 compared to the year ended December
31, 2010 primarily due to (i) a $12.6 million decrease in interest income as a result of the deconsolidation of CDO V in
June 2011, (ii) a $6.6 million decrease in prepayment penalties we received as a result of the lower volume of the
prepayment of securities and loans in the year ended December 31, 2011, offset by (iii) an $11.2 million increase in interest
income as a result of new investments made, partially offset by paydowns and changes in interest rates.

Interest Expense

Interest expense decreased by $34.2 million primarily due to (i) a $7.6 million decrease in interest expense attributable to
the deconsolidation of CDO V, (ii) a $5.8 million decrease in interest expense on debt as a result of the paydowns and
repurchases of our CDO debt obligations, (iii) a $16.6 million decrease in interest expense on derivatives as a result of the
termination of interest rate swaps, decreases in swap notional amounts and changes in interest rates and (iv) a $6.5 million
decrease in the amortization of deferred hedge losses. The decreases described in (i) to (iv) above were partially offset by a
$2.3 million increase in interest expense on other bonds payable and repurchase agreements due to the refinancing of our
manufactured housing loan portfolios and a higher outstanding balance of repurchase agreement financing on our
FNMA/FHLMC securities.

Valuation Allowance on Loans

The valuation allowance (reversal) on loans changed by $324.7 million primarily due to (i) a significantly larger net
increase in fair values, by $278.0 million, on our real estate related loans during the year ended December 31, 2010
compared to the year ended December 31, 2011 as a result of market conditions improving more in the 2010 period than in
the 2011 period and (ii) a larger net reversal of valuation allowance on our manufactured housing loans and residential
mortgage loans, by $46.7 million, in the 2010 period compared to 2011 period due to the reclassification of our
manufactured housing loan portfolio I, manufactured housing loan portfolio IT and residential mortgage loans from held-
for-sale to held-for-investment in April 2010, May 2011 and September 2011, respectively. This change in fair values and
the reclassification impacted the amount of valuation allowance we were able to reverse during those periods.

In addition, the reversal of previously established valuation allowances will likely decline over time as the reversal is
subject to (i) a continued improvement in loan valuations and (ii) the amount of previously established allowances that have
not yet been reversed.

Impairment of Long-lived Assets

The impairment of long-lived assets increased $0.4 million in the year ended December 31, 2011 compared to the year
ended December 31, 2010 due to a decline in fair value of the Ohio portfolio during the year ended December 31, 2011.

Other-than-temporary Impairment on Securities, Net

The other-than-temporary impairment on securities decreased by $83.2 million primarily due to improved market
conditions. We recorded an impairment charge of $15.8 million on 30 securities during the year ended December 31, 2011,
compared to an impairment charge of $99.0 million on 115 securities during the year ended December 31, 2010.

Other Revenues

The other revenues remained relatively stable during the year ended December 31, 2011 compared to the year ended
December 31, 2010.

Gain (Loss) on Settlement of Investments, Net

The net gain on settlement of investments increased by $25.9 million as a result of the increased volume of sales and
repayments of investments. We recorded a net gain of $78.2 million on 95 securities, loans and derivatives that were sold,
paid off or terminated during the year ended December 31, 2011, compared to a net gain of $52.3 million on 65 securities,
loans and derivatives that were sold, paid off or terminated during the year ended December 31, 2010.

Gain (Loss) on Extinguishment of Debt

The gain on extinguishment of debt decreased by $199.5 million due to a lower face amount and a higher average price of
debt repurchased in the year ended December 31, 2011 compared to the year ended December 31, 2010.

We repurchased $171.8 million face amount of our own CDO debt and other bond payable at an average price of 61.2% of

par during the year ended December 31, 2011 compared to $483.7 million face amount of CDO bonds repurchased at an
average price of 44.6% of par during the year ended December 31, 2010.
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Change in Fair Value of Investments in Excess Mortgage Servicing Rights

The change in fair value of investments in excess mortgage servicing rights increased $0.4 million in the year ended
December 31, 201 compared to the year ended December 31, 2010 due to the acquisition of these investments since
December 2011 and the subsequent increase in value.

Other Income (Loss), Net

Other income increased by $71.9 million primarily due to (i) a $22.0 million decrease in unrealized losses recognized on
certain interest rate swap agreements, which were de-designated as accounting hedges as the hedged items were no longer
probable of occurring, (ii) a $4.5 million increase in fair value of certain non-hedge derivative instruments (iii) a $2.0
million increase in management fees, included in Other Income, in 2011 related to our acquisition of the collateral
management rights with respect to certain C-BASS CBOs in February 2011 and (iv) a $45.1 million gain on
deconsolidation of CDO V recorded in the year ended December 31, 2011. The decreases in other loss were partially offset
by a $1.4 million increase in hedge ineffectiveness recognized on certain interest rate swap agreements and a $0.3 million
decrease in other income.

Loan and Security Servicing Expense

Loan and security servicing expense remained relatively stable during the year ended December 31, 2011 compared to the
year ended December 31, 2010.

Property Operating Expense

The property operating expenses remained relatively stable during the year ended December 31, 2011 compared to the year
ended December 31, 2010.

General and Administrative Expense

General and administrative expense decreased by $0.4 million primarily due to a $0.9 million decrease in directors and
officers liability insurance expense, offset by a net $0.5 million increase in legal and professional fees due to the acquisition
of Excess MSRs investments and public offerings in the year ended December 31, 2011.

Management Fee to Affiliate

Management fees increased by $1.0 million during the year ended December 31, 2011 compared to the year ended
December 31, 2010 due to a net increase in gross equity as a result of our public offerings of common stock in March 2011
and September 2011, partially offset by the return of capital distributions made on our preferred stock in 2010.

Depreciation and Amortization

The depreciation and amortization expense remained relatively stable during the year ended December 31, 2011 compared
to the year ended December 31, 2010.

Liquidity and Capital Resources
Overview

Liquidity is a measurement of our ability to meet potential cash requirements, including ongoing commitments to repay
borrowings, fund and maintain investments, and other general business needs. Additionally, to maintain our status as a
REIT under the Code, we must distribute annually at least 90% of our REIT taxable income. As of December 31, 2011, we
had a loss carryforward, inclusive of net operating loss and capital loss, of approximately $896.8 million. The net operating
loss carryforward and capital loss carryforward can generally be used to offset future ordinary taxable income and capital
gain, for up to twenty years and five years, respectively. As a result, we do not expect that there will be any REIT
distribution requirements for the year ended December 31, 2012. In January 2013, we experienced an “ownership change”
for purposes of Section 382 of the Code, which limits our ability to utilize our net operating loss and net capital loss
carryforwards to reduce our future taxable income and potentially increases our related REIT distribution requirement. We
do not believe that the limitation as a result of the January 2013 ownership change will prevent us from satisfying our REIT
distribution requirement for the current year and future years. No assurance, however, can be given that we will be able to
satisfy our distribution requirement following a current or future ownership change or otherwise. We note that a portion of
this requirement may be able to be met in future years through stock dividends, rather than cash, subject to limitations
based on the value of our stock.

66



Our primary sources of funds for liquidity consist of net cash provided by operating activities, sales or repayments of
investments, potential refinancing of existing debt, and the issuance of equity securities, when feasible. We have an
effective shelf registration statement with the SEC, which allows us to issue common stock, preferred stock, depository
shares, debt securities and warrants. Our debt obligations are generally secured directly by our investment assets, except for
the junior subordinated notes payable.

Sources of Liquidity and Uses of Capital

As of the date of this filing, we have sufficient liquid assets, which include unrestricted cash and FNMA/FHLMC
securities, to satisfy all of our short-term recourse liabilities. Our junior subordinated notes payable are long-term
obligations. With respect to the next twelve months, we expect that our cash on hand combined with our cash flow provided
by operations will be sufficient to satisfy our anticipated liquidity needs with respect to our current investment portfolio,
including related financings, hedging activity, potential margin calls and operating expenses. While it is inherently more
difficult to forecast beyond the next twelve months, we currently expect to meet our long-term liquidity requirements,
specifically the repayment of our recourse debt obligations, through our cash on hand and, if needed, additional borrowings,
proceeds received from repurchase agreements and similar financings, proceeds from equity offerings and the liquidation or
refinancing of our assets.

These short-term and long-term expectations are forward-looking and subject to a number of uncertainties and assumptions,
which are described below under “—Factors That Could Impact Our Liquidity, Capital Resources and Capital Obligations”
as well as Part I, Item 1A, “Risk Factors.” If our assumptions about our liquidity prove to be incorrect, we could be subject
to a shortfall in liquidity in the future, and this short-fall may occur rapidly and with little or no notice, which would limit
our ability to address the shortfall on a timely basis.

Cash flow provided by operations constitutes a critical component of our liquidity. Essentially, our cash flow provided by
operations is equal to (i) the net cash flow from our CDOs that have not failed their over collateralization or interest
coverage tests, plus (ii) the net cash flow from our non-CDO investments that are not subject to mandatory debt repayment,
including excess mortgage servicing income, principal and sales proceeds, (iii) revenues received from our senior living
portfolios, less (iv) operating expenses (primarily management fees, property operating expenses, professional fees and
insurance), less (v) interest on the junior subordinated notes payable and less (vi) preferred dividends.

Our cash flow provided by operations differs from our net income (loss) due to these primary factors: (i) accretion of
discount or premium on our real estate securities and loans (including the accrual of interest and fees payable at maturity),
discount on our debt obligations, deferred financing costs, and deferred hedge gains and losses, (ii) gains and losses from
sales of assets financed with CDOs, (iii) the valuation allowance recorded in connection with our loan assets, as well as
other-than-temporary impairment on our securities, (iv) unrealized gains or losses on our non-hedge derivatives, (v) the
non-cash gains or losses associated with our early extinguishment of debt, (vi) depreciation and amortization, and (vii) net
income (loss) generated within CDOs that have failed their over collateralization or interest coverage tests. Proceeds from
the sale of assets which serve as collateral for our CDO financings, including gains thereon, are required to be retained in
the CDO structure until the related bonds are retired and are, therefore, not available to fund current cash needs outside of
these structures.

Update on Liquidity, Capital Resources and Capital Obligations
Certain details regarding our liquidity, current financings and capital obligations as of February 27, 2013 are set forth
below:

e Cash—We had a total of $283.4 million of unrestricted cash available to invest after commitments;

e Margin Exposure and Recourse Financings — We have margin exposure on a $156.6 million repurchase agreement
related to the financing of non-Agency RMBS and a $923.7 million repurchase agreement related to the financing
of FNMA/FHLMC securities.

The following table compares our recourse financings excluding the junior subordinated notes (in thousands):

Recourse Financings February 27,2013  December 31,2012  December 31, 2011

CDO Securities $ - $ 1,415  § 2,182
Non-Agency RMBS 156,633 150,922 -

Non-FNMA/FHLMC recourse financings 156,633 152,337 2,182

FNMA/FHLMC securities 923,720 772,855 231,012

Total recourse financings $ 1,080,353  § 925,192 § 233,194

The non-agency RMBS recourse financing will mature in April 2013. The FNMA/FHLMC recourse financing will mature between February
2013 and March 2013.
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Mortgage Notes Payable — We have $120.5 million mortgage notes payable related to the financing of the senior
living assets. These financings are secured by first lien security interests in the senior living properties, have no
recourse to the general credit of Newcastle and will mature between October 2017 and August 2019.

We have not incurred any financing on our investments in Excess MSRs. Our liquidity will be impacted by our decision
and ability to borrow and access capital to finance any existing and future Excess MSR investments.

It is important for readers to understand that our liquidity, available capital resources and capital obligations could change
rapidly due to a variety of factors, many of which are beyond our control. Set forth below is a discussion of some of the
factors that could impact our liquidity, available capital resources and capital obligations.

Factors That Could Impact Our Liquidity, Capital Resources and Capital Obligations

We refer readers to our discussions in other sections of this report for the following information:

For a further discussion of recent trends and events affecting our liquidity, see “— Market Considerations” above;
As described above, under “— Update on Liquidity, Capital Resources and Capital Obligations,” we are subject to
margin calls in connection with our repurchase agreements;

Our match funded investments are financed long term, and their credit status is continuously monitored, which is
described under "Quantitative and Qualitative Disclosures About Market Risk — Interest Rate Exposure" below.
Our remaining investments, generally financed with short term debt or short term repurchase agreements, are also
subject to refinancing risk upon the maturity of the related debt. See “— Debt Obligations” below; and

For a further discussion of a number of risks that could affect our liquidity, access to capital resources and our
capital obligations, see Part I, Item 1A, “Risk Factors” above.

In addition to the information referenced above, the following factors could affect our liquidity, access to capital resources
and our capital obligations. As such, if their outcomes do not fall within our expectations, changes in these factors could
negatively affect our liquidity.

Access to Financing from Counterparties — Decisions by investors, counterparties and lenders to enter into
transactions with us will depend upon a number of factors, such as our historical and projected financial
performance, compliance with the terms of our current credit and derivative arrangements, industry and market
trends, the availability of capital and our investors’, counterparties’ and lenders’ policies and rates applicable
thereto, and the relative attractiveness of alternative investment or lending opportunities. Recent conditions and
events have limited the array of capital resources available to us and made the terms of capital resources we are
able to obtain generally less favorable to us relative to the terms we were able to obtain prior to the onset of
challenging conditions. Our business strategy is dependent upon our ability to finance our real estate securities,
loans and other real estate related assets at rates that provide a positive net spread. Currently, spreads for such
liabilities have widened relative to historical levels and demand for such liabilities remains lower than the demand
prior to the onset of challenging market conditions.

Impact of Rating Downgrades on CDO Cash Flows — Ratings downgrades of assets in our CDOs can negatively
impact compliance with the CDOs’ over collateralization tests. Generally, the over collateralization test measures
the principal balance of the specified pool of assets in a CDO against the corresponding liabilities issued by the
CDO. However, based on ratings downgrades, the principal balance of an asset or of a specified percentage of
assets in a CDO may be deemed to be reduced below their current balance to levels set forth in the related CDO
documents for purposes of calculating the over collateralization test. As a result, ratings downgrades can reduce
the assumed principal balance of the assets used in the over collateralization test relative to the corresponding
liabilities in the test, thereby reducing the over collateralization percentage. In addition, actual defaults of assets
would also negatively impact compliance with the over collateralization tests. Failure to satisfy an over
collateralization test could result in the redirection of cashflows, or, in certain cases, in the potential removal of
Newcastle as collateral manager of the affected CDO. See “— Debt Obligations” below for a summary of assets on
negative watch for possible downgrade in our CDOs.

Impact of Expected Repayment or Forecasted Sale on Cash Flows — The timing of and proceeds from the
repayment or sale of certain investments may be different than expected or may not occur as expected. Proceeds
from sales of assets in the current illiquid market environment are unpredictable and may vary materially from
their estimated fair value and their carrying value.

Investment Portfolio

Our investment portfolio as of December 31, 2012 is detailed in Part I, Item 1, “Business — Our Investment Strategy.”
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Debt Obligations

Our debt obligations, as summarized in Note 10 to Part II, Item 8, “Financial Statements and Supplementary Data,” existing
at December 31, 2012 (gross of $4.3 million of discounts) had contractual maturities as follows (in thousands):

Nonrecourse Recourse Total
2013 $ 4,786 $ 925,192 § 929,978
2014 1,713 - 1,713
2015 2,274 - 2,274
2016 2,305 - 2,305
2017 32,763 - 32,763
Thereafter 1,817,026 - 1,817,026
Total $ 1,860,867 $ 925,192 § 2,786,059

Certain of the debt obligations included above are obligations of our consolidated subsidiaries which own the related
collateral. In some cases, including the CDO and Other Bonds Payable, such collateral is not available to other creditors of
ours.

Our non-CDO obligations and mortgage notes payable contain various customary loan covenants. We were in compliance
with all of the covenants in our non-CDO financings and mortgage notes payable as of December 31, 2012.

Repurchase Agreements

The following table provides additional information regarding short-term borrowings. In 2012, these short-term borrowings
were used to finance our investments in FNMA/FHLMC securities and certain notes issued by Newcastle CDO VI, and the
purchase of certain non-Agency RMBS. In prior years, these short-term borrowings were used to finance certain of our
investments in real estate securities and loans, including FNMA/FHLMC securities and our investments in manufactured
housing loans. The FNMA/FHLMC and non-Agency RMBS repurchase agreements have full recourse to Newcastle and
the CDO VI repurchase agreement has recourse to Newcastle for up to twenty-five percent of the outstanding balance of the
repurchase facility, which was approximately $1.4 million as of December 31, 2012. The weighted average difference
between the fair value of assets and the face amount of available financing for the FNMA/FHLMC repurchase agreements
non-Agency RMBS repurchase agreements and the CDO VI repurchase agreement were 5%, 34% and 50%, respectively,
during the year ended December 31, 2012. Margin calls are based on the fair value of the collaterals (dollars in thousands).

Three Months Ended December 31, 2012 Year Ended December 31, 2012
Outstanding Average Average
Balance at Daily Maximum Weighted Daily Maximum Weighted
December 31, Amount Amount Average Amount Amount Average
2012 Outstanding Outstanding Interest Rate  Outstanding Outstanding Interest Rate
Repurchase agreements ~ $ 929,435 * § 715870 $ 935,517 0.65% $ 435,686 $ 935,517 0.58%

*Of which $925.2 million has recourse to us.

During 2012, we purchased $626.3 million principal balance of FNMA/FHLMC securities (primarily one-year ARMs) for
approximately $663.3 million, using $34.4 million of unrestricted cash and financed with $628.9 million of repurchase
agreements. These repurchase agreements have an aggregate outstanding balance of $574.6 million at December 31, 2012,
bear interest at 0.53%, mature in January 2013, and are subject to customary margin call provisions. During 2011, we
purchased $251.5 million principal balance of FNMA/FHLMC securities (primarily one-year ARMs) for approximately
$263.8 million, using $13.5 million of unrestricted cash and financed with $250.3 million of repurchase agreements.

During 2012, we purchased $456.0 million principal balance of non-agency residential mortgage backed securities serviced
by Nationstar for approximately $288.4 million using $139.0 million of unrestricted cash and financed with approximately
$149.4 million of repurchase agreements. These repurchase agreements have an aggregate outstanding balance of $150.9
million at December 31, 2012, bear interest at LIBOR plus 200 basis points, mature in January 2013, have a weighted
average advance rate of 66% and are subject to customary margin call provisions.

Subprime Securitization

In March 2006, we acquired a portfolio of subprime mortgage loans (“Subprime Portfolio I”’) for $1.50 billion. In April
2006, Newcastle Mortgage Securities Trust 2006-1 (“Securitization Trust 2006) closed on a securitization of Subprime
Portfolio I. We do not consolidate Securitization Trust 2006. We sold Subprime Portfolio I to Securitization Trust 2006,
which issued $1.45 billion of notes with a stated maturity of March 2036. We, as holder of the equity of Securitization
Trust 2006, have the option to redeem the notes once the aggregate principal balance of Subprime Portfolio I is equal to or
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less than 20% of such balance at the date of the transfer. The transaction between us and Securitization Trust 2006 qualified
as a sale for accounting purposes. However, 20% of the loans which are subject to a call option by us were not treated as
being sold. Following the securitization, we held the following interests in Subprime Portfolio I: (i) the equity of
Securitization Trust 2006, (ii) the retained notes, and (iii) subprime mortgage loans subject to call option and related
financing in the amount of 100% of such loans (we note that this interest is non-economic if we do not exercise the option,
meaning that it has no impact on us). As of December 31, 2012, the equity was valued at zero and the retained notes had a
carrying value of $1.3 million.

In March 2007, we entered into an agreement to acquire a portfolio of subprime mortgage loans (“Subprime Portfolio II”")
with up to $1.7 billion of unpaid principal balance. In July 2007, Newcastle Mortgage Securities Trust 2007-1
(“Securitization Trust 2007”) closed on a securitization of Subprime Portfolio II. As a result of the repurchase of delinquent
loans by the seller, as well as borrower repayments, the unpaid principal balance of the portfolio upon securitization was
$1.1 billion. We do not consolidate Securitization Trust 2007. We sold Subprime Portfolio II to Securitization Trust 2007,
which issued $1.0 billion of notes with a stated maturity of April 2037. We, as holder of the equity of Securitization Trust
2007, have the option to redeem the notes once the aggregate principal balance of Subprime Portfolio II is equal to or less
than 10% of such balance at the date of the transfer. The transaction between us and Securitization Trust 2007 qualified as a
sale for accounting purposes. However, 10% of the loans which are subject to a call option by us were not treated as being
sold. Following the securitization, we held the following interests in Subprime Portfolio II: (i) the equity of Securitization
Trust 2007, (ii) the retained notes, and (iii) subprime mortgage loans subject to call option and related financing in the
amount of 100% of such loans (we note that this interest is non-economic, meaning that if we do not exercise the option it
has no impact on us). As of December 31, 2012, the equity and retained notes had a zero carrying value.

We have no obligation to repurchase any loans from either of our subprime securitizations. Therefore, it is expected that our
exposure to loss is limited to the carrying amount of our retained interests in the securitization entities, as described above.
A subsidiary of Newcastle gave limited representations and warranties with respect to Subprime Portfolio II; however, it
has no assets and does not have recourse to the assets of Newcastle.

Subordinated Notes Payable

On January 29, 2010, Newcastle entered into an Exchange Agreement, dated as of January 29, 2010 (the “Exchange
Agreement”), with Taberna Capital Management, LLC and certain of its affiliates (collectively, “Taberna”), pursuant to
which Newcastle and Taberna agreed to exchange (the “Exchange”) approximately $52.1 million aggregate principal
amount of junior subordinated notes due 2035 for approximately $37.6 million face amount of previously issued CDO
securities and approximately $9.7 million of cash held by Newcastle. In other words, $52.1 million face amount of
Newcastle’s debt, in the form of junior subordinated notes payable, was repurchased and extinguished for GAAP purposes
in exchange for (i) the payment of $9.7 million of cash, and (ii) the reissuance of $37.6 million face amount of CDO bonds
payable (which had previously been repurchased by Newecastle). In connection with the Exchange, Newcastle paid or
reimbursed $0.6 million of expenses incurred by Taberna, various indenture trustees and their respective advisors in
accordance with the terms of the Exchange Agreement. Newcastle accounted for this exchange as a troubled debt
restructuring involving partial repayment of debt. As a result, Newcastle recorded no gain or loss. The following table
presents certain information regarding the Exchange as of the date of the Exchange (dollars in thousands).

Consideration
Repurchased junior Reissued CDO
subordinated notes Cash bonds Total
Outstanding face amount $ 52,094 $ 9,715  $ 37,625 § 47,340
Weighted average coupon 7.574% (A) N/A  LIBOR + 0.66% (B)
Maturity April 2035 June 2052
Assets within the
Collateral General credit of Newcastle respective CDOs

(A) LIBOR +2.25% after April 2016
(B) Weighted average effective interest rate of approximately LIBOR+0.35% after the Exchange.

The fair value of the consideration paid approximated the fair value of the repurchased junior subordinated notes of $16.7
million.

Non-recourse Manufactured Housing Loan Financing

On April 15, 2010, Newcastle completed a securitization transaction to refinance its Manufactured Housing Loans Portfolio
I (the “Portfolio”). Newcastle sold approximately $164.1 million outstanding principal balance of manufactured housing
loans to Newcastle MH I LLC (the “2010 Issuer”). The 2010 Issuer issued approximately $134.5 million aggregate
principal amount of asset-backed notes, of which $97.6 million was sold to third parties and $36.9 million was sold to
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certain CDOs managed and consolidated by Newcastle. At the closing of the securitization transaction, Newcastle used the
gross proceeds received from the issuance of the notes to repay the previously existing financing on this portfolio in full,
terminate the related interest rate swap contracts, pay the related transaction costs and increase its unrestricted cash by
approximately $14 million. Under the applicable accounting guidance, the securitization transaction is accounted for as a
secured borrowing. As a result, no gain or loss is recorded for the transaction. Newcastle continues to recognize the
portfolio of manufactured housing loans as pledged assets, which have been classified as loans held for investment at
securitization, and records the notes issued to third parties as a secured borrowing. The associated assets, liabilities,
revenues and expenses are presented in the non-recourse financing structure sections of the consolidated financial
statements.

On May 4, 2011, we completed a securitization transaction to refinance Manufactured Housing Loans Portfolio II. We sold
approximately $197.0 million outstanding principal balance of manufactured housing loans to Newcastle Investment Trust
2011-MH 1 (the “2011 Issuer”), an indirect wholly-owned subsidiary of Newcastle. The 2011 Issuer issued approximately
$159.8 million aggregate principal amount of investment grade notes, of which $142.8 million was sold to third parties and
$17.0 million was sold to one of the CDOs managed and consolidated by us. In addition, we retained the below investment
grade notes and residual interest. As a result, we invested approximately $20.0 million of unrestricted cash in the new
securitization structure. The notes issued to third parties had an average expected maturity of 3.8 years and bore interest at
an average rate of 3.23% per annum at issuance. At the closing of the securitization transaction, we used the gross proceeds
received from the issuance of the notes to repay the previously existing debt in full, terminate the related interest rate swap
contracts and pay the related transaction costs. Under the applicable accounting guidance, the securitization transaction is
accounted for as a secured borrowing. As a result, no gain or loss is recorded for the transaction. We continue to recognize
the portfolio of manufactured housing loans as pledged assets, which have been classified as loans held-for-investment at
securitization, and record the notes issued to third parties as a secured borrowing. The associated assets, liabilities, revenues
and expenses are presented in the non-recourse financing structure sections of the consolidated financial statements.

Non-recourse Senior Living Financing

In July 2012, we acquired our first portfolio of senior living assets for an aggregate purchase price of approximately $143.3
million plus related expenses. These assets comprise more than 800 beds in senior living facilities located in California,
Oregon, Utah, Arizona and Idaho. We funded the purchase price with an equity investment of approximately $54.9 million
and non-recourse financing of approximately $88.4 million. The financing currently has a weighted average interest rate of
3.45% and is secured by, among other things, a first lien security interest in each of the properties.

In November 2012, we acquired our second portfolio of senior living assets for an aggregate purchase price of
approximately $22.6 million plus related expenses. These assets comprise more than 350 beds in senior living facilities
located in Utah. We funded the purchase price with an equity investment of approximately $6.6 million and non-recourse
financing of approximately $16.0 million. The financing currently has an interest rate of 4.75% and is secured by, among
other things, a first lien security interest in each of the properties.

In December 2012, we acquired our third portfolio of senior living assets for an aggregate purchase price of approximately
$21.5 million plus related expenses. These assets comprise more than 200 beds in a senior living facility located in Texas.
We funded the purchase price with an equity investment of approximately $5.4 million and non-recourse financing of
approximately $16.1 million. The financing currently has an interest rate of 4.75% and is secured by, among other things, a
first lien security interest in the property.

Non-recourse CDO Financing

Each of our CDO financings contains tests that measure the amount of over collateralization and excess interest in the
transaction. At issuance, each of our CDOs passed all of these tests. Failure to satisfy these tests would generally cause (or
has caused) the cash flow that would otherwise be distributed to the more junior classes of securities (including those held
by Newcastle) to be redirected to pay down the most senior class of securities outstanding until the tests are satisfied. As a
result, our cash flow and liquidity are negatively impacted upon such a failure, and the impact could be (and has been)
material. The table set forth below presents data, including the most recent quarterly cash flows received by Newcastle, for
each of our CDOs, and sets forth which of the CDOs have satisfied these tests in the most recent quarter. The amounts set
forth are as of December 31, 2012 unless otherwise noted (dollars in thousands). For those CDOs that have failed their
applicable over collateralization tests, the impact of failing is already reflected in the cash flow set forth in the table. For
those CDOs that have satisfied their applicable over collateralization tests, we could potentially lose substantially all of the
cash flows from those CDOs in future quarters if we fail to satisfy the tests in the future. The amounts in the table reflect
data at the CDO level and thus are different from the GAAP balance sheet due to intercompany amounts eliminated in
Newcastle’s consolidated balance sheet (in thousands).
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Includes only CDO bonds issued to third parties and held by Newcastle’s consolidated CDOs.

Represents net cash received from each CDO based on all of our interests in such CDO (including senior management fees but
excluding principal received from senior CDO bonds owned by Newcastle) for the three months ended December 31, 2012. Cash
receipts for this period included $0.8 million of senior collateral management fees, and may not be indicative of cas