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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x     QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended June 30, 2013

or

o     TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from _______________ to _______________

Commission File Number: 001-35777

New Residential Investment Corp.
(Exact name of registrant as specified in its charter)

Delaware 45-3449660
(State or other jurisdiction of incorporation or

organization)
(I.R.S. Employer Identification No.)

1345 Avenue of the Americas, New York, NY 10105
(Address of principal executive offices) (Zip Code)

(212) 798-3150
(Registrant’s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes o  No x

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulations S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).
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Yes x  No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  o   Accelerated filer  o   Non-accelerated filer  x     (Do not check if a smaller reporting
company)   Smaller reporting company  o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o  No x

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the last practicable
date.

Common stock, $0.01 par value per share: 253,025,645 shares outstanding as of August 8, 2013.

Edgar Filing: New Residential Investment Corp. - Form 10-Q

2



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:

● reductions in cash flows received from our investments;

● our ability to take advantage of investment opportunities at attractive risk-adjusted
prices;

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

● our ability to deploy capital accretively;

● our counterparty concentration and default risks in Nationstar Mortgage LLC
(“Nationstar”), Springleaf Finance, Inc. (“Springleaf”) and other third-parties;

● a lack of liquidity surrounding our investments which could impede our ability to
vary our portfolio in an appropriate manner;

● the impact that risks associated with subprime mortgage loans and consumer loans,
as well as deficiencies in servicing and foreclosure practices, may have on the value
of our residential mortgage-backed securities (“RMBS”) and consumer loan portfolios;

● the risks that default and recovery rates on our real estate securities, residential
mortgage loans and consumer loans deteriorate compared to our underwriting
estimates;

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

● the risk that projected recapture rates on the portfolios underlying our Excess MSRs
are not achieved;

● the relationship between yields on assets which are paid off and yields on assets in
which such monies can be reinvested;
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● the relative spreads between the yield on the assets we invest in and the cost of
financing;

● changes in economic conditions generally and the real estate and bond markets
specifically;

● adverse changes in the financing markets we access affecting our ability to finance
our investments;

● the quality and size of the investment pipeline and the rate at which we can invest
our cash;
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● 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;

● 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;

● 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 or loans are temporary or not and whether circumstances bearing on
the value of such assets warrant changes in carrying values;

● the availability and cost of capital for future investments;

● competition within the finance and real estate industries;

● the legislative/regulatory environment, including, but not limited to, the impact of the
Dodd-Frank Wall Street Reform and Consumer Protection Act, U.S. government
programs intended to stabilize the economy, the federal conservatorship of the
Federal National Mortgage Association (“Fannie Mae”) and the Federal Home Loan
Mortgage Corporation (“Freddie Mac”) and legislation that permits modification of the
terms of loans;

● our ability to maintain our qualification as a real estate investment trust (“REIT”) for
U.S. federal income tax purposes and the potentially onerous consequences that any
failure to maintain such qualification would have on our business;

● our ability to maintain our exemption from registration under the Investment
Company Act of 1940 (the “1940 Act”) and the fact that maintaining such exemption
imposes limits on our operations; and

● other risks detailed from time to time below, particularly under the heading “Risk
Factors,” and in our other reports filed with or furnished to the Securities and
Exchange Commission (the “SEC”).

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.
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SPECIAL NOTE REGARDING EXHIBITS

In reviewing the agreements included as exhibits to this Quarterly Report on Form 10-Q, 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:

● 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 prove to be
inaccurate;

● 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;

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

● 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 Quarterly
Report on Form 10-Q and the Company’s other public filings, which are available without charge through the SEC’s
website at http://www.sec.gov.

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 I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

June 30, 2013
(Unaudited) December 31, 2012

Assets
Real estate securities, available-for-sale $ 1,759,239 $ 289,756
Investments in excess mortgage servicing rights, at fair
value 271,420 245,036
Investments in excess mortgage servicing rights, equity
method investees, at fair value 183,153 —
Investments in consumer loans, equity method
investees 280,816 —
Residential mortgage loans, held-for-investment 33,636 —
Cash and cash equivalents 209,699 —
Other assets 4,479 84

$ 2,742,442 $ 534,876

Liabilities and Equity

Liabilities
Repurchase agreements $ 1,474,338 $ 150,922
Due to affiliate 3,631 5,136
Dividends payable 17,712 —
Accrued expenses and other liabilities 1,036 462

1,496,717 156,520

Commitments and contingencies

Stockholders’ Equity
Common Stock, $0.01 par value, 2,000,000,000 shares
authorized, 253,025,645 issued and outstanding at June
30, 2013 2,530 —
Additional paid-in capital 1,157,042 362,830
Retained earnings 66,939 —
Accumulated other comprehensive income 19,214 15,526

1,245,725 378,356
$ 2,742,442 $ 534,876

See notes to consolidated financial statements.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
(dollars in thousands, except per share data)

Three Months Ended
June 30,

Six Months Ended
June 30,

2013 2012 2013 2012

    Interest income $ 22,999 $ 4,479 $ 39,190 $ 6,516
    Interest expense 2,651 —- 3,550 —
Net Interest Income 20,348 4,479 35,640 6,516

Impairment
Other-than-temporary impairment (“OTTI”) on securities 3,756 — 3,756 —
Net interest income after impairment 16,592 4,479 31,884 6,516

Other Income
Change in fair value of investments in excess mortgage
servicing rights 41,833 3,523 43,691 4,739
Change in fair value of investments in excess mortgage
servicing rights, equity method investees 20,127 — 21,096 —
Earnings from investments in consumer loans, equity method
investees 36,164 — 36,164 —
Gain on settlement of securities 58 — 58 —

98,182 3,523 101,009 4,739

Operating Expenses
   General and administrative expenses 602 1,266 3,321 1,677
   Management fee allocated by Newcastle 1,809 262 4,134 416
   Management fee to affiliate 2,263 — 2,263 —
   Incentive compensation to affiliate 878 — 878 —

5,552 1,528 10,596 2,093

Net Income $109,222 $6,474 $122,297 $9,162

Income Per Share of Common Stock
  Basic $0.43 $0.03 $0.48 $0.04
  Diluted $0.43 $0.03 $0.48 $0.04

Weighted Average Number of Shares of Common
 Stock Outstanding
  Basic 253,025,645 253,025,645 253,025,645 253,025,645
  Diluted 256,659,488 253,025,645 254,852,605 253,025,645

Dividends Declared per Share of Common Stock $0.07 $— $0.07 $—
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)
(dollars in thousands)

Three Months Ended
June 30,

Six Months Ended
June 30,

2013 2012 2013 2012
Net income $109,222 $6,474 $122,297 $9,162
Other comprehensive income:
Net unrealized gain (loss) on securities (16,193 ) — (10 ) —
Reclassification of net realized (gain) loss
on securities into earnings 3,698 — 3,698 —
Other comprehensive income (loss) (12,495 ) — 3,688 —
Comprehensive income $96,727 $6,474 $125,985 $9,162

See notes to consolidated financial statements.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 2013
(dollars in thousands)

Common Stock

Shares Amount

Additional
Paid-in
Capital

Retained
Earnings

Accumulated
Other

Comprehensive
Income

Total
Stockholders'

Equity
Equity - December 31,
2012 — $— $362,830 $— $ 15,526 $ 378,356
Dividends declared — — — (17,712 ) — (17,712 )
Capital contributions — — 893,466 — — 893,466
Contributions in-kind — — 1,093,684 — — 1,093,684
Capital distributions — — (1,228,054) — — (1,228,054 )
Issuance of common
stock 253,025,645 2,530 (2,530 ) — — —
Net income — — 37,646 84,651 — 122,297
Other comprehensive
income — — — — 3,688 3,688
Equity - June 30, 2013 253,025,645 $2,530 $1,157,042 $66,939 $ 19,214 $ 1,245,725

See notes to consolidated financial statements.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(dollars in thousands)

Six Months Ended June 30,

2013 2012
Cash Flows From Operating Activities
   Net income $ 122,297 $ 9,162
   Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Change in fair value of investments in excess mortgage
servicing rights (43,691 ) (4,739 )
Change in fair value of investments in excess mortgage
servicing rights, equity method investees (21,096 ) —
Distributions of earnings from excess mortgage servicing
rights, equity method investees 4,822 —
Earnings from consumer loan equity method investees (36,164 ) —
Distributions of earnings from consumer loan equity
method investees 769 —
Accretion of discount and other amortization (6,596 ) —
(Gain) / loss on settlement of investments (net) (58 ) —
Other-than-temporary impairment ("OTTI") 3,756 —
   Changes in:
Other assets (3,907 ) —
Due to affiliate (2,715 ) 353
Accrued expenses and other liabilities  574 883
Reduction of liability deemed as capital contribution by
Newcastle 11,515 —
   Other operating cash flows:
Cash proceeds from investments, in excess of interest
income 41,435 2,220
Net cash proceeds deemed as capital distributions to
Newcastle (52,888 ) (7,879 )
   Net cash provided by (used in) operating activities 18,053 —

Cash Flows From Investing Activities
Principal repayments from Non-Agency RMBS 23,592 —
Principal repayments from Agency RMBS 102,553 —
Return of investments in excess mortgage servicing rights 6,600 —
Return of investments in excess mortgage servicing
rights, equity method invstees 4,018 —
Purchase of real estate securities (265,100 ) —
Proceeds from sale of investments 4,421 —
Acquisition of investments in excess mortgage servicing
rights (2,391 ) —

(53,766 ) —
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Acquisition of investments in excess mortgage servicing
rights, equity method investees
Principal paydowns on residential mortgage loans,
held-for-investment 1,789 —
   Net cash provided by (used in) investing activities (178,284 ) —

Continued on next page
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(dollars in thousands)

Cash Flows From Financing Activities
Borrowings under repurchase agreements 415,982 —
Repayments of repurchase agreements (290,747 ) —
Margin deposits under repurchase agreements (87,579 ) —
Return of margin deposits under repurchase
agreements 87,216 —
Contributions in kind 245,058 —
   Net cash provided by (used in) financing
activities 369,930 —

Net Increase (Decrease) in Cash and Cash
Equivalents 209,699 —

Cash and Cash Equivalents, Beginning of
Period — —

Cash and Cash Equivalents, End of Period $ 209,699 $ —

Supplemental Disclosure of Cash Flow
Information
Cash paid during the period for interest
expense $ 3,029 $ —

Supplemental Schedule of Non-Cash Investing and Financing Activities Prior to Date of Cash Contribution by
Newcastle
Cash proceeds from investments, in excess of
interest income $ 41,435 $ 2,220
Acquisition of investments in excess mortgage
servicing rights — 190,510
Acquisition of real estate securities 242,750 —
Acquisition of investments in equity method
investees at fair value 125,099 —
Acquisition of residential mortgage loans,
held-for-investment 35,138 —
Acquisition of investments in consumer loan
equity method investees 245,421
Borrowings under repurchase agreements 1,179,068 —
Repayments of repurchase agreements 3,902 —
Deposit paid on investment in excess
mortgage servicing rights — 16,801
Purchase price payable on investments in
excess mortgage servicing rights — 31,382
Capital contributions by Newcastle 648,408 207,311
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Contributions in-kind by Newcastle 1,093,684 —
Capital distributions to Newcastle 1,228,054 7,879

Supplemental Schedule of Non-Cash Investing and Financing Activities Subsequent to Date of Cash Contribution by
Newcastle

Dividends declared but not paid $ 17,712 $ —

See notes to consolidated financial statements.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

1.      GENERAL

New Residential Investment Corp. (formerly known as NIC MSR LLC) (together with its subsidiaries, “New
Residential”) is a Delaware corporation that was formed as a limited liability company in September 2011 for the
purpose of making real estate related investments and commenced operations on December 8, 2011. On December 20,
2012, New Residential was converted to a corporation. Newcastle Investment Corp. (“Newcastle”) was the sole
stockholder of New Residential until the spin-off (Note 10), which was completed on May 15, 2013. Newcastle is
listed on the New York Stock Exchange under the symbol “NCT.” As sole stockholder, Newcastle generally did not
have any liability for the obligations of New Residential, except as described in Note 8.

Following the spin-off, New Residential is an independent publicly traded real estate investment trust (“REIT”)
primarily focused on investing in residential mortgage related assets. New Residential is listed on the New York Stock
Exchange under the symbol “NRZ”.

As of June 30, 2013, New Residential had acquired, or committed to acquire, directly and through equity method
investees, excess mortgage servicing rights (“Excess MSRs”) on eleven pools of residential mortgage loans from
Nationstar Mortgage LLC (“Nationstar”), a leading residential mortgage servicer. Furthermore, New Residential had
acquired real estate securities, residential mortgage loans, and consumer loans.

New Residential intends to elect and qualify to be taxed as a REIT for U.S. federal income tax purposes for the tax
year ending December 31, 2013. As such, New Residential will generally not be subject to U.S. federal corporate
income tax on that portion of its net income that is distributed to stockholders if it distributes at least 90% of its REIT
taxable income to its stockholders by prescribed dates and complies with various other requirements.

New Residential has entered into a management agreement (the “Management Agreement”) with FIG LLC (the
“Manager”), an affiliate of Fortress Investment Group LLC (“Fortress”), under which the Manager advises New
Residential on various aspects of its business and manages its day-to-day operations, subject to the supervision of
New Residential’s board of directors. For its services, the Manager is entitled to management fees and incentive
compensation, both defined in, and in accordance with the terms of, the Management Agreement. For a further
discussion of the Management Agreement, see Note 12. The Manager also manages Newcastle and investment funds
that own a majority of Nationstar.

As of June 30, 2013, New Residential operated in the following business segments: (i) investments in Excess MSRs,
(ii) investments in real estate securities and loans, (iii) investments in consumer loans and (iv) corporate.

The consolidated financial statements for periods prior to May 15, 2013 have been prepared on a spin-off basis from
the consolidated financial statements and accounting records of Newcastle and reflect New Residential’s historical
results of operations, financial position and cash flows, in accordance with U.S. GAAP. As presented in the
Consolidated Statements of Cash Flows, New Residential did not have any cash balance during periods prior to April
5, 2013, which is the first date Newcastle contributed cash to New Residential. All of its cash activity occurred in
Newcastle’s accounts during these periods. The consolidated financial statements for periods prior to May 15, 2013 do
not necessarily reflect what New Residential’s consolidated results of operations, financial position and cash flows
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would have been had New Residential operated as an independent company prior to the spin-off.

Certain expenses of Newcastle, comprised primarily of a portion of its management fee, have been allocated to New
Residential to the extent they were directly associated with New Residential for periods prior to the spin-off on May
15, 2013. The portion of the management fee allocated to New Residential prior to the spin-off represents the product
of the management fee rate payable by Newcastle (1.5%) and New Residential’s gross equity, which management
believes is a reasonable method for quantifying the expense of the services provided by the employees of the Manager
to New Residential. The incremental cost of certain legal, accounting and other expenses related to New Residential’s
operations prior to May 15, 2013 are reflected in the accompanying consolidated financial statements. New
Residential and Newcastle do not share any expenses following the spin-off.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

The accompanying consolidated financial statements and related notes of New Residential have been prepared in
accordance with accounting principles generally accepted in the United States for interim financial reporting and the
instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, certain information and footnote
disclosures normally included in financial statements prepared under U.S. generally accepted accounting principles
have been condensed or omitted. In the opinion of management, all adjustments considered necessary for a fair
presentation of New Residential’s financial position, results of operations and cash flows have been included and are of
a normal and recurring nature. The operating results presented for interim periods are not necessarily indicative of the
results that may be expected for any other interim period or for the entire year. These financial statements should be
read in conjunction with New Residential’s consolidated financial statements for the year ended December 31, 2012
and notes thereto included in New Residential’s Registration Statement on Form 10 filed with the Securities and
Exchange Commission. Capitalized terms used herein, and not otherwise defined, are defined in New Residential’s
consolidated financial statements for the year ended December 31, 2012.

Recent Accounting Pronouncements

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 the 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 statements. New
Residential has adopted this accounting standard and presents this information in Note 13.

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

2.      SEGMENT REPORTING

New Residential conducts its business through the following segments: (i) investments in Excess MSRs, (ii)
investments in real estate securities and loans, (iii) investments in consumer loans, and (iv) corporate. The corporate
segment consists primarily of general and administrative expenses, the allocation of management fees by Newcastle
until the spin-off on May 15, 2013, and the management fees and incentive compensation owed to the Manager by
New Residential following the spin-off.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

Summary financial data on New Residential’s segments is given below, together with a reconciliation to the same data
for New Residential as a whole:

Excess MSRs

Real Estate
Securities and

Loans
Consumer
Loans Corporate Total

Three Months Ended June 30,
2013
Interest income $ 10,745 $ 12,216 $ — $ 38 $ 22,999
Interest expense — 2,651 — — 2,651
Net interest income 10,745 9,565 — 38 20,348
Impairment — 3,756 — — 3,756
Other income 61,960 58 36,164 — 98,182
Operating expenses 34 152 — 5,366 5,552
Net income (loss) $ 72,671 $ 5,715 $ 36,164 $ (5,328 ) $ 109,222

Excess
MSRs

Real Estate
Securities
and Loans

Consumer
Loans Corporate Total

Six Months Ended June 30, 2013
Interest income $20,780 $18,372 $— $38 $39,190
Interest expense — 3,550 — — 3,550
Net interest income 20,780 14,822 — 38 35,640
Impairment — 3,756 — — 3,756
Other income 64,787 58 36,164 — 101,009
Operating expenses 96 152 1,951 8,397 10,596
Net income (loss) $85,471 $10,972 $34,213 $(8,359 ) $122,297

Excess
MSRs

Real Estate
Securities
and Loans

Consumer
Loans Corporate Total

June 30, 2013
Investments $454,573 $1,792,875 $280,816 $— $2,528,264
Cash and cash equivalents — — — 209,699 209,699
Other assets — 4,379 — 100 4,479
Total assets 454,573 1,797,254 280,816 209,799 2,742,442
Debt — (1,474,338) — — (1,474,338)
Other liabilities (67 ) (1,734 ) — (20,578 ) (22,379 )
Total liabilities (67 ) (1,476,072) — (20,578 ) (1,496,717)
GAAP book value $454,506 $321,182 $280,816 $189,221 $1,245,725

Investments in equity method investees $183,153 $— $280,816 $— $463,969
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

Excess
MSRs

Real Estate
Securities
and Loans

Consumer
Loans Corporate Total

Three Months Ended June 30, 2012
Interest income $4,479 $— $— $— $4,479
Interest expense — — — — —
Net interest income 4,479 — — — 4,479
Other income 3,523 — — — 3,523
Operating expenses 761 — — 767 1,528
Net income (loss) $7,241 $— $— $(767 ) $6,474

Excess
MSRs

Real Estate
Securities
and Loans

Consumer
Loans Corporate Total

Six Months Ended June 30, 2012
Interest income $6,516 $— $— $— $6,516
Interest expense — — — — —
Net interest income 6,516 — — — 6,516
Other income 4,739 — — — 4,739
Operating expenses 1,147 — — 946 2,093
Net income (loss) $10,108 $— $— $(946 ) $9,162
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

3.      INVESTMENTS IN EXCESS MORTGAGE SERVICING RIGHTS AT FAIR VALUE

Pool 1. On December 13, 2011, Newcastle announced the completion of the first co-investment between New
Residential and Nationstar in Excess MSRs related to mortgage servicing rights acquired by Nationstar. New
Residential invested approximately $44 million to acquire a 65% interest in the Excess MSRs on a portfolio of
government-sponsored enterprise (“GSE”) residential mortgage loans with an outstanding principal balance of
approximately $9.9 billion (“Pool 1”). Nationstar has co-invested on a pari passu basis with New Residential in 35% of
the Excess MSRs and is the servicer of the loans, performing all servicing and advancing functions, and retaining the
ancillary income, the servicing obligations and liabilities as the servicer. Under the terms of this investment, to the
extent that any loans in the portfolio are refinanced by Nationstar, the resulting Excess MSRs are shared on a pro rata
basis by New Residential and Nationstar, subject to certain limitations.

Pool 2. On June 5, 2012, Newcastle announced the completion of a co-investment between New Residential and
Nationstar in Excess MSRs related to mortgage servicing rights Nationstar acquired from Bank of America. New
Residential invested approximately $42 million to acquire a 65% interest in the Excess MSRs on a portfolio of
residential mortgage loans with an outstanding principal balance of approximately $10.4 billion (“Pool 2”), comprised of
loans in GSE pools. Nationstar has co-invested on a pari passu basis with New Residential in 35% of the Excess
MSRs and is the servicer of the loans, performing all servicing and advancing functions, and retaining the ancillary
income, servicing obligations and liabilities as the servicer. Under the terms of this investment, to the extent that any
loans in the portfolio are refinanced by Nationstar, the resulting Excess MSRs are shared on a pro rata basis by New
Residential and Nationstar, subject to certain limitations.

Pools 3, 4 and 5. On June 29, 2012, Newcastle announced the completion of a co-investment between New
Residential and Nationstar in Excess MSRs related to mortgage servicing rights Nationstar acquired from Aurora
Bank FSB, a subsidiary of Lehman Brothers Bancorp Inc. New Residential invested approximately $176.5 million to
acquire a 65% interest in the Excess MSRs on a portfolio of residential mortgage loans with an outstanding principal
balance of approximately $63.7 billion, comprised of approximately 75% non-conforming loans in private label
securitizations and approximately 25% conforming loans in GSE pools. The portfolio is comprised of three pools: two
GSE loan pools with outstanding principal balances of approximately $9.8 billion (“Pool 3”) and $6.3 billion (“Pool 4”),
respectively, and a pool of non-conforming loans in private label securitizations with an outstanding principal balance
of approximately $47.6 billion (“Pool 5”). Nationstar has co-invested on a pari passu basis with New Residential in 35%
of the Excess MSRs and is the servicer of the loans, performing all servicing and advancing functions, and retaining
the ancillary income, servicing obligations and liabilities as the servicer. Under the terms of this investment, to the
extent that any loans in the portfolio are refinanced by Nationstar, the resulting Excess MSRs are shared on a pro rata
basis by New Residential and Nationstar, subject to certain limitations.

Pool 11. On May 20, 2013, New Residential entered into an excess spread agreement with Nationstar to purchase for
$2.4 million a two-thirds interest in the Excess MSRs on a portion of the loans in the pool which are eligible to be
refinanced by a specific third party for a period of time, with Nationstar retaining the remaining one-third interest in
the Excess MSRs and all servicing rights. After this period expires, Nationstar will have the ability to refinance all of
the loans in the pool. See Note 6 for information on our other agreements with Nationstar with respect to Pool 11.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

New Residential elected to record its investments in Excess MSRs at fair value pursuant to the fair value option for
financial instruments 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.

The following is a summary of New Residential’s direct investments in Excess MSRs:

June 30, 2013

Six
Months

Ended June
30, 2013

Unpaid
Principal

Balance (“UPB”)
of

Underlying
Mortgages

Amortized
Cost Basis

 (A)
Carrying
Value (B)

Weighted
Average
Yield

Weighted
Average
Life

(Years)
(C)

Changes in
Fair Value
Recorded in

Other
 Income (D)

MSR Pool 1 $7,593,438 $28,120 $39,147 12.5 % 4.9 $ 5,290
MSR Pool 1 - Recapture
Agreement — 2,980 5,383 12.5 % 11.0 1,897
MSR Pool 2 8,570,405 31,629 37,339 12.5 % 5.1 4,666
MSR Pool 2 - Recapture
Agreement — 2,934 6,557 12.5 % 12.1 3,441
MSR Pool 3 8,380,524 25,351 33,183 12.5 % 4.8 4,976
MSR Pool 3 - Recapture
Agreement — 4,088 5,755 12.5 % 11.5 1,742
MSR Pool 4 5,381,133 10,205 13,176 12.5 % 4.6 1,952
MSR Pool 4 - Recapture
Agreement — 2,657 3,533 12.5 % 11.1 891
MSR Pool 5 39,989,031 99,530 121,102 12.5 % 5.5 19,594
MSR Pool 5 - Recapture
Agreement — 8,454 3,854 12.5 % 12.8 (758 )
MSR Pool 11 - Recapture
Agreement — 2,391 2,391 12.5 % — —

$69,914,531 $218,339 $271,420 12.5 % 5.8 $ 43,691

(A) The amortized cost basis of the Recapture Agreements is determined based on the relative fair values of the
Recapture Agreements and related Excess MSRs at the time they were acquired.

(B) Carrying Value represents the fair value of the pools or Recapture Agreements, as applicable.

(C) Weighted Average Life represents the weighted average expected timing of the receipt of expected cash flows
for this investment.
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(D) The portion of the change in fair value of the Recapture Agreements relating to loans recaptured to date is
reflected in the respective pool.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

The table below summarizes the geographic distribution of the underlying residential mortgage loans of the direct
investments in Excess MSRs at June 30, 2013:

State Concentration
Percentage of Total
Outstanding (A)

California 31.5 %
Florida 10.1 %
New York 4.5 %
Washington 4.3 %
Arizona 3.8 %
Texas 3.6 %
Maryland 3.5 %
Colorado 3.5 %
New Jersey 3.2 %
Virginia 3.1 %
Other U.S. 28.9 %

100.0 %

(A) Based on the information provided by the loan servicer as of June 30, 2013.

Geographic concentrations of investments expose New Residential to the risk of economic downturns within the
relevant states. Any such downturn in a state where New Residential holds significant investments could affect the
underlying borrower’s ability to make mortgage payments and therefore could have a meaningful, negative impact on
the Excess MSRs.

4.      INVESTMENTS IN REAL ESTATE SECURITIES

During 2013, New Residential acquired $547.5 million face amount of Non-Agency RMBS for approximately $362.4
million and $156.3 million face amount of Agency ARM RMBS for approximately $165.2 million net of sales.  In
addition, Newcastle contributed $1.0 billion face amount of Agency ARM RMBS to New Residential during this
period.

The following is a summary of New Residential’s real estate securities at June 30, 2013, all of which are classified as
available-for-sale and are, therefore, reported at fair value with changes in fair value recorded in other comprehensive
income.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

Gross Unrealized Weighted Average

Asset Type

Outstanding
Face

Amount
Amortized
Cost Basis Gains Losses

Carrying
Value (A)

Number
of

Securities
Rating
(B) Coupon Yield

Life
(Years)
(C)

Principal
Subordination

(D)

Agency ARM RMBS (E) (F) $1,059,950 $1,134,190 $1,430 $(5,834 ) $1,129,786 66  AAA 3.30% 1.47% 3.2 N/A
Non-Agency RMBS 927,903 605,835 33,286 (9,668 ) 629,453 98  CC 0.77% 4.87% 3.8 6.7 %
Total/Weighted Average (G) $1,987,853 $1,740,025 $34,716 $(15,502) $1,759,239 164  BBB 2.12% 2.65% 3.4

(A) Fair value, which is equal to carrying value for all securities. See Note 9 regarding the estimation of fair value.

(B) Represents the weighted average of the ratings of all securities in each asset type, expressed as an S&P
equivalent rating. For each security rated by multiple rating agencies, the lowest rating is used. Ratings provided
were determined by third party rating agencies, represent the most recent credit ratings available as of the
reporting date and may not be current.

(C) The weighted average life is based on the timing of expected principal reduction on the assets.

(D) Percentage of the outstanding face amount of securities and residual interests that is subordinate to New
Residential’s investments.

(E) Includes securities issued or guaranteed by U.S. Government agencies such as the Federal National Mortgage
Association (“Fannie Mae”) or the Federal Home Loan Mortgage Corporation (“Freddie Mac”).

(F) Amortized cost basis and carrying value include principal receivable of $13.8 million.

(G) The total outstanding face amount was $ 18.4 million for fixed rate securities and $ 1.97 billion for floating rate
securities.

Unrealized losses that are considered other than temporary are recognized currently in earnings.  During the six
months ended June 30, 2013, New Residential recorded other-than-temporary impairment charges (“OTTI”) of $3.8
million with respect to real estate securities held prior to the spin-off on May 15, 2013.  Based on Newcastle
management’s analysis of these securities, Newcastle determined it did not have the intent to hold the securities past
May 15, 2013.  Any remaining unrealized losses on New Residential’s securities were primarily the result of changes
in market factors, rather than issue-specific credit impairment.  New Residential performed analyses in relation to
such securities, using management’s best estimate of their cash flows, which support its belief that the carrying values
of such securities were fully recoverable over their expected holding period.  New Residential has no intent to sell,
and is not more likely than not to be required to sell, these securities.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

The following table summarizes New Residential’s securities in an unrealized loss position as of June 30, 2013.

Amortized Cost Basis
Gross

Unrealized Weighted Average

Securities in an
Unrealized Loss Position

Outstanding
Face

Amount
Before

Impairment

Other-Than-
Temporary
 Impairment

(A)
After

ImpairmentGains Losses
Carrying
Value

Number
of

SecuritiesRatingCoupon Yield
Life

(Years)

Less than Twelve Months $1,183,118 $1,104,946 $(3,429) $1,101,517 $—$(15,485) $1,086,032 79 BBB 2.51% 1.83% 3.5

Twelve or More Months 6,798 7,447 (40 ) 7,407 — (17 ) 7,390 1  AAA 2.76% 0.93% 4.2

Total/WA $1,189,916 $1,112,393 $(3,469) $1,108,924 $—$(15,502) $1,093,422 80 BBB 2.51% 1.82% 3.5

(A) Other than temporary impairment was recorded in connection with unrealized losses at the time of spin-off as
Newcastle did not have the intent and ability to hold the securities past May 15, 2013.  The losses were not
recorded as the result of New Residential’s intent to sell the securities and are not the result of credit impairment.

The table below summarizes the geographic distribution of the collateral securing New Residential’s Non-Agency
RMBS at June 30, 2013:

Geographic Location
Outstanding Face

Amount
Percentage of Total

Outstanding
Western U.S. $ 346,056 37.3 %
Northeastern U.S. 219,197 23.6 %
Southeastern U.S. 190,998 20.6 %
Midwestern U.S. 98,933 10.7 %
Southwestern U.S. 72,719 7.8 %

$ 927,903 100.0 %

New Residential evaluates the credit quality of its real estate securities, as of the acquisition date, for evidence of
credit quality deterioration. As a result, New Residential identified a population of real estate securities for which it
was determined that it was probable that New Residential would be unable to collect all contractually required
payments. For securities acquired during the six months ended June 30, 2013, the face amount of these real estate
securities was $472.7 million, with total expected cash flows of $375.2 million and a fair value of $298.9 million.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

The following is the outstanding face amount and carrying value for securities, for which, as of the acquisition date, it
was probable that New Residential would be unable to collect all contractually required payments, at December 31,
2012 and June 30, 2013:

Outstanding Face
Amount Carrying Value

December 31, 2012 $ 342,013 $ 212,129
June 30, 2013 $ 771,682 $ 495,872

The following is a summary of the changes in accretable yield for these securities:

For the Six Months
Ended June 30, 2013

Balance at December 31, 2012 $ 90,077

Additions 76,263

Accretion (9,706 )

Reclassifications from nonaccretable difference 23,679

Disposals 153

Balance at June 30, 2013 $ 180,466

5.      INVESTMENTS IN RESIDENTIAL MORTGAGE LOANS

On February 27, 2013, New Residential, through a subsidiary, entered into an agreement to co-invest in reverse
mortgage loans with a UPB of approximately $83 million as of December 31, 2012. New Residential has invested
approximately $35 million to acquire a 70% interest in the reverse mortgage loans. Nationstar has co-invested pari
passu with New Residential in 30% of the reverse mortgage loans and is the servicer of the loans performing all
servicing and advancing functions and retaining the ancillary income, servicing obligations and liabilities as the
servicer.

Loans for which New Residential has the intent and ability to hold for the foreseeable future, or until maturity or
payoff, are classified as held-for-investment. Loans are presented in the consolidated balance sheet at cost net of any
unamortized discount (or gross of any unamortized premium). New Residential determines 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. Income on
these loans is recognized similarly to that on securities using a level yield methodology.
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To the extent that residential mortgage loans are classified as held-for-investment, New Residential must periodically
evaluate each of these loans or loan pools for possible impairment. Impairment is indicated when it is deemed
probable that New Residential 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 New Residential will be unable to
collect as anticipated. Upon determination of impairment, New Residential would establish a specific valuation
allowance with a corresponding charge to earnings. New Residential continually evaluates its loans receivable for
impairment. New Residential’s residential mortgage loans are aggregated into pools for evaluation based on like
characteristics, such as loan type and acquisition date. Pools of loans are evaluated based on criteria such as an
analysis of borrower performance, credit ratings of borrowers, loan to value ratios, the estimated value of the
underlying collateral, the key terms of the loans and historical and anticipated trends in defaults and loss severities for
the type and seasoning of loans being evaluated. This information is used to estimate provisions for estimated
unidentified incurred losses on pools of loans. Significant judgment is required in determining impairment and in
estimating the resulting loss allowance. Furthermore, New Residential must assess its intent and ability to hold its loan
investments on a periodic basis. If New Residential does 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.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

.

The following is a summary of residential mortgage loans at June 30, 2013, all of which are classified as held for
investment:

Loan Type

Outstanding
Face

Amount
Carrying
Value

Loan
Count

Wtd.
Avg.
Yield

Wtd.
Avg.
Coupon
(A)

Wtd.
Avg.
Life

(Years)
(B)

Floating
Rate

Loans as
a % of
Face

Amount

Delinquent
Face

Amount
Reverse Mortgage
Loans $ 56,730 $33,636 328 10.6 % 5.1 % 4.1 20.7 % N/A

(A) Represents the stated interest rate on the loans.  Accrued interest on reverse mortgage loans is generally added to
the principal balance and paid when the loan is resolved.

(B) The weighted average life is based on the expected timing of the receipt of cash flows.

Activities related to the carrying value of residential mortgage loans are as follows:

For the six months ended
June 30, 2013

Balance at December 31, 2012 $ —
Purchases/additional fundings 35,138
Proceeds from repayments (2,686 )
Accretion of loan discount and other amortization 1,184
Balance at June 30, 2013 $ 33,636

6.      INVESTMENTS IN EXCESS MORTGAGE SERVICING RIGHTS EQUITY METHOD INVESTEES

During the six months ended June 30, 2013, New Residential entered into investments in joint ventures (“Excess MSR
joint ventures”) jointly controlled by New Residential and Fortress-managed funds investing in Excess MSRs. New
Residential elected to record these investments at fair value pursuant to the fair value option for financial instruments
to provide users of the financial statements with better information regarding the effects of prepayment risk and other
market factors.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
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The following tables summarize the investments in equity method investees held by New Residential at June 30,
2013:

June 30, 2013
Excess MSR Assets $351,863
Other Assets (A) 22,394
Debt —
Other Liabilities (7,951 )
Equity $366,306
New Residential’s Investment $183,153

New Residential’s Ownership 50.0 %

(A) Includes $20.8 million of deposits related to investments which have not closed at June 30, 2013.

Six Months Ended
 June 30, 2013

Interest Income $13,756
Other Income 31,374
Expenses (2,938 )
Net Income $42,192

The following is a summary of New Residential’s Excess MSR investments made through equity method investees:

June 30, 2013

Unpaid
Principal
Balance

Investee
 Interest

in
 Excess
MSR

New
Residential
Interest
in

Investees

Amortized
Cost Basis

(A)

Carrying
Value
(B)

Weighted
Average
Yield

Weighted
Average
Life

(Years)
(C)

MSR Pool 6 $11,149,355 66.7 % 50.0 % $ 40,027 $44,139 12.5 % 4.8
MSR Pool 6 - Recapture
Agreement — 66.7 % 50.0 % 10,683 13,284 12.5 % 10.7
MSR Pool 7 34,480,698 66.7 % 50.0 % 104,057 112,946 12.5 % 5.1
MSR Pool 7 - Recapture
Agreement — 66.7 % 50.0 % 22,962 25,965 12.5 % 12.0
MSR Pool 8 15,417,544 66.7 % 50.0 % 56,180 57,960 12.5 % 5.0
MSR Pool 8 - Recapture
Agreement — 66.7 % 50.0 % 12,928 14,103 12.5 % 11.7
MSR Pool 11 22,817,213 66.7 % 50.0 % 51,033 55,797 12.5 % 5.3
MSR Pool 11 - Recapture
Agreement — 66.7 % 50.0 % 23,459 27,669 12.5 % 9.9
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$83,864,810 $ 321,329 $351,863 12.5 % 6.4

(A) Represents the amortized cost basis of the equity method investees in which New Residential holds a 50%
interest. The amortized cost basis of the Recapture Agreements is determined based on the relative fair values of
the Recapture Agreements and related Excess MSRs at the time they were acquired.

(B) Represents the carrying value of the Excess MSRs held in equity method investees, in which New Residential
holds a 50% interest. Carrying value represents the fair value of the pools or Recapture Agreements, as
applicable.

(C) The weighted average life represents the weighted average expected timing of the receipt of cash flows of each
investment.
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Pool 6. On January 4, 2013, New Residential, through a joint venture, co-invested in Excess MSRs on a portfolio of
Government National Mortgage Association (“Ginnie Mae”) residential mortgage loans with a UPB of approximately
$13 billion (“Pool 6”) as of November 30, 2012. Nationstar acquired the related servicing rights from Bank of America
in November 2012. New Residential contributed approximately $28.9 million for a 50% interest in a joint venture
which acquired an approximately 67% interest in the Excess MSRs on this portfolio. The remaining interests in the
joint venture are owned by a Fortress-managed fund and the remaining interest of approximately 33% in the Excess
MSRs is owned by Nationstar. As the servicer, Nationstar performs all servicing and advancing functions, and it
retains the ancillary income, servicing obligations and liabilities associated with this portfolio. Under the terms of this
investment, to the extent that any loans in the portfolio are refinanced by Nationstar, the resulting Excess MSRs are
shared on a pro rata basis by the joint venture and Nationstar, subject to certain limitations.

Pools 7, 8, 9, 10.  On January 6, 2013 New Residential, through joint ventures, agreed to co-invest in Excess MSRs on
a portfolio of four pools of residential mortgage loans with a UPB of approximately $215 billion as of November 30,
2012. Approximately 53% of the loans in this portfolio are in private label securitizations (“Pool 10”), and the remainder
are owned, insured or guaranteed by Fannie Mae (“Pool 7”), Freddie Mac (“Pool 8”) or Ginnie Mae (“Pool 9”). Nationstar
has agreed to acquire the related servicing rights from Bank of America. New Residential committed to invest
approximately $340 million (based on the November 30, 2012 UPB) for a 50% interest in joint ventures which will
acquire an approximately 67% interest in the Excess MSRs on this portfolio. As of June 30, 2013, New Residential
had contributed approximately $80.7 million to the joint ventures. The remaining interests in the joint ventures are
owned by Fortress-managed funds and the remaining interest of approximately 33% in the Excess MSRs are owned
by Nationstar. As the servicer, Nationstar performs all servicing and advancing functions, and it retains the ancillary
income, servicing obligations and liabilities associated with this portfolio. Under the terms of this investment, to the
extent that any loans in the portfolio are refinanced by Nationstar, the resulting Excess MSRs are shared on a pro rata
basis by the joint ventures and Nationstar, subject to certain limitations. On January 31, 2013, New Residential
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.

Pool 11. On May 20, 2013, New Residential acquired, through a joint venture, an interest in Excess MSRs from
Nationstar on a portfolio of mortgage loans with a UPB of approximately $22.8 billion (“Pool 11”) as of March 31,
2013. New Residential has invested approximately $37.8 million to acquire a one-third interest in the Excess MSRs.
Nationstar is the servicer of the loans and has retained a one-third interest in the Excess MSRs; a Fortress managed
fund has acquired the remaining one-third interest. Under the terms of this investment, to the extent that any loans in
the portfolio are refinanced by Nationstar, the resulting Excess MSRs are included in the portfolio, subject to certain
limitations. New Residential, Nationstar and the Fortress fund share equally in these Excess MSRs.

See Recent Activities (Note 15) for information on Pools 9 and 10.
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The table below summarizes the geographic distribution of the underlying residential mortgage loans of the Excess
MSR investments made through equity method investees at June 30, 2013:

State Concentration
Percentage of Total Outstanding

(A)
California 13.6 %
Florida 8.3 %
Georgia 5.8 %
Texas 5.6 %
New York 5.5 %
Illinois 4.5 %
Massachusetts 3.5 %
New Jersey 3.3 %
Washington 3.0 %
Virginia 3.0 %
Other U.S. 43.9 %

100.0 %

(A)  Based on the information provided by the loan servicer as of June 30, 2013.

7.      INVESTMENTS IN CONSUMER LOAN EQUITY METHOD INVESTEES

On April 1, 2013, New Residential completed, through newly formed limited liability companies (together, the
“Consumer Loan Companies”) a co-investment in a portfolio of consumer loans with a UPB of approximately $4.2
billion as of December 31, 2012. The portfolio includes over 400,000 personal unsecured loans and personal
homeowner loans originated through subsidiaries of HSBC Finance Corporation. The Consumer Loan Companies
acquired the portfolio from HSBC Finance Corporation and its affiliates. New Residential invested approximately
$250 million for 30% membership interests in each of the Consumer Loan Companies. Of the remaining 70% of the
membership interests, Springleaf Finance, Inc. (“Springleaf”), which is majority-owned by Fortress funds managed by
our Manager, acquired 47%, and an affiliate of Blackstone Tactical Opportunities Advisors L.L.C. acquired 23%.
Springleaf acts as the managing member of the Consumer Loan Companies. The Consumer Loan Companies financed
$2.2 billion of the approximately $3.0 billion purchase price with asset-backed notes. The Consumer Loan Companies
were formed on March 19, 2013, for the purpose of making this investment, and commenced operations upon the
completion of the investment. After a servicing transition period, Springleaf will be the servicer of the loans and will
provide all servicing and advancing functions for the portfolio.

New Residential accounts for its investment in the Consumer Loan Companies pursuant to the equity method of
accounting because it can exercise significant influence over the Consumer Loan Companies, but the requirements for
consolidation are not met.  New Residential’s share of earnings and losses in these equity method investees is included
in “Earnings from investments in consumer loans, equity method investees” on the Consolidated Statements of Income.
Equity method investments are included in “Investments in consumer loans, equity method investees” on the
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Consolidated Balance Sheets.

New Residential periodically reviews equity method investments for impairment in value whenever events or changes
in circumstances indicate that the carrying amount of such investments may not be recoverable. New Residential will
record an impairment charge to the extent that the estimated fair value of an investment is less than its carrying value
and New Residential determines the impairment is other-than-temporary.
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The following tables summarize the investment the Consumer Loan Companies held by New Residential at June 30,
2013:

June 30, 2013
Consumer Loan Assets $ 2,835,996
Other Assets 119,163
Debt (A) (2,018,486 )
Other Liabilities (620 )
Equity $ 936,053
New Residential’s investment $ 280,816
New Residential’s ownership 30.0 %

(A) Represents asset-back notes with an interest rate of 3.75% and a maturity of April 2021.  Substantially all of the
net cash flow generated by the Consumer Loan Companies is required to be used to pay down the these
notes.  When the balance of the outstanding notes is reduced to 50% of the outstanding UPB of the performing
consumer loans, the equity holders of the Consumer Loan Companies will be entitled to receive, in the
aggregate, 30% of the net cash flow of the Consumer Loan Companies on a periodic basis.

Six Months Ended
 June 30, 2013

Interest income $ 168,130
Interest expense (24,590 )
Provision for finance receivable losses (554 )
Other expenses (22,441 )
Net income $ 120,545
New Residential’s equity in net income $ 36,164

The following is a summary of New Residential’s consumer loan investments made through equity method investees:

June 30, 2013

Unpaid
Principal
Balance

Interest in
 Consumer
Loan

Companies
Carrying
Value (A)

Weighted
Average
Coupon
(B)

Weighted
Average

Asset Yield

Weighted
Average
Expected
Life

(Years)
(C)

Consumer Loans $3,675,979 30.0 % $2,835,996 18.6 % 14.0 % 4.5

(A) Represents the carrying value of the consumer loans held by the Consumer Loan Companies.

(B) Substantially all of the cash flow received on the loans is required to be used to make payments on the notes
described above.
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(C) Weighted Average Life represents the weighted average expected timing of the receipt of expected cash flows
for this investment.
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New Residential’s investments in consumer loans, equity method investees changed during the six months ended June
30, 2013 as follows:

For the six months ended
June 30, 2013

Balance at December 31, 2012 $ —
Contributions to equity method investees 245,421
Distributions of earnings from equity method investees (769 )
Earnings from investments in consumer loan equity method investees 36,164

Balance at June 30, 2013 $ 280,816

8.      DEBT OBLIGATIONS

The following table presents certain information regarding New Residential’s debt obligations at June 30, 2013:

Collateral

Repurchase
Agreements

(A)
Month
Issued

Outstanding
Face

Carrying
Value

Final
Stated
Maturity
(D)

Weighted
Average
Funding
Cost WAL

Outstanding
Face

Amortized
Cost Basis

Carrying
Value

WAL
(Years)

Agency
ARM
RMBS (B) Various $1,061,250 $1,061,250 Jul-13 0.39% 0.1 $1,059,950 $1,134,190 $1,129,786 3.2
Non Agency
RMBS (C) Various 413,088 413,088 Jul-13 2.03% 0.1 907,247 590,131 613,078 3.8

$1,474,338 $1,474,338 0.85% 0.1 $1,967,197 $1,724,321 $1,742,864 3.5

(A) These repurchase agreements had approximately $0.5 million of associated accrued interest payable at June 30,
2013.

(B) The counterparties of these repurchase agreements are Goldman Sachs $357.8 million, Barclays $266.1 million,
Nomura $210.2 million, Citi $138.4 million, Morgan Stanley $65.8 million and Bank of America $23.0 million.

(C) The counterparties of these repurchase agreements are Credit Suisse $267.4 million, Barclays $97.9 million, and
Royal Bank of Canada $47.7 million.

(D) All of these repurchase agreements were renewed or refinanced subsequent to June 30, 2013.    
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All of the agreements described above are subject to customary margin call provisions.  See Note 15 regarding the
refinancing of repurchase agreements with Credit Suisse.

9.      FAIR VALUE OF FINANCIAL INSTRUMENTS

U.S. GAAP requires the categorization of the fair value of financial instruments into three broad levels which form a
hierarchy.

Level 1- Quoted prices in active markets for identical instruments.

Level 2- Valuations based principally on other observable market parameters, including

● Quoted prices in active markets for similar instruments,

● Quoted prices in less active or inactive markets for identical or similar instruments,

● Other observable inputs (such as interest rates, yield curves, volatilities, prepayment
speeds, loss severities, credit risks and default rates), and

22

Edgar Filing: New Residential Investment Corp. - Form 10-Q

43



NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

● Market corroborated inputs (derived principally from or corroborated by observable
market data).

Level 3- Valuations based significantly on unobservable inputs.

New Residential follows this hierarchy for its financial instruments. The classifications are based on the lowest level
of input that is significant to the fair value measurement.

The carrying value and fair value of New Residential’s financial assets recorded at fair value on a recurring basis at
June 30, 2013 were as follows:

Fair Value
Principal
Balance or
Notional
Amount

Carrying
Value Level 2 Level 3 Total

Assets:
Real estate securities,
available-for-sale $1,987,853 $1,759,239 $1,129,786 $629,453 $1,759,239
Investments in excess mortgage
servicing rights, at fair value (A) 69,914,531 271,420 — 271,420 271,420
Investments in excess mortgage
servicing rights, equity method
investees, at fair value (A) 83,864,810 183,153 — 183,153 183,153

$155,767,194 $2,213,812 $1,129,786 $1,084,026 $2,213,812

(A) The notional amount represents the total unpaid principal balance of the mortgage loans underlying the Excess
MSRs. Generally, New Residential does not receive an excess mortgage servicing amount on nonperforming
loans.

Investments in Excess MSRs Valuation

Fair value estimates of New Residential’s Excess MSRs were based on internal pricing models. The valuation
technique is based on discounted cash flows. Significant inputs used in the valuations included expectations of
prepayment rates, delinquency rates, recapture rates, the excess mortgage servicing amount of the underlying
mortgage loans and discount rates that market participants would use in determining the fair values of mortgage
servicing rights on similar pools of residential mortgage loans. New Residential’s management validates significant
inputs and outputs of the internal pricing models by comparing them to available independent third party market
parameters and models for reasonableness. New Residential believes its valuation methods and the assumptions used
are appropriate and consistent with other market participants.
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In order to evaluate the reasonableness of its fair value determinations, management engages an independent valuation
firm to separately measure the fair value of its Excess MSRs. The independent valuation firm determines an estimated
fair value range of each pool based on its own models and issues a “fairness opinion” with this range. Management
compares the range included in the opinion to the value generated by its internal models. For Excess MSRs acquired
prior to the current quarter, the fairness opinion relates to the valuation at the current quarter end date. For Excess
MSRs acquired during the current quarter, the fairness opinion relates to the valuation at the time of acquisition. To
date, New Residential has not made any significant valuation adjustments as a result of these fairness opinions.

For Excess MSRs acquired during the current quarter, New Residential revalues the Excess MSRs at the quarter end
date if a payment is received between the acquisition date and the end of the quarter. Otherwise, Excess MSRs
acquired during the current quarter are carried at their amortized cost basis if there has been no change in assumptions
since acquisition.
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In addition, in valuing the Excess MSRs, management considered the likelihood of Nationstar being removed as the
servicer, which likelihood is considered to be remote. Fair value measurements of the Excess MSRs are sensitive to
changes in the assumptions or methodology used to determine fair value, and such changes could result in a
significant increase or decrease in the fair value. Significant increases (decreases) in the discount rates, prepayment or
delinquency rates in isolation would result in a significantly lower (higher) fair value measurement, whereas
significant increases (decreases) in the recapture rates or excess mortgage servicing amount in isolation would result
in a significantly higher (lower) fair value measurement. Generally, a change in the delinquency rate assumption is
accompanied by a directionally similar change in the assumption used for the prepayment speed.

The following table summarizes certain information regarding the inputs used in valuing the Excess MSRs owned
directly and through equity method investees as of June 30, 2013:

Significant Inputs

Held Directly (Note 3)
Prepayment
Speed (A)

Delinquency
(B)

Recapture
Rate (C)

Excess
Mortgage
Servicing
Amount
(D)

Discount
Rate

MSR Pool 1 15.3 % 10.0 % 35.0 % 28 bps 12.5 %
MSR Pool 1 - Recapture
Agreement 8.0 % 10.0 % 35.0 % 21 bps 12.5 %
MSR Pool 2 15.4 % 10.9 % 35.0 % 23 bps 12.5 %
MSR Pool 2 - Recapture
Agreement 8.0 % 10.0 % 35.0 % 21 bps 12.5 %
MSR Pool 3 15.8 % 11.9 % 35.0 % 23 bps 12.5 %
MSR Pool 3 - Recapture
Agreement 8.0 % 10.0 % 35.0 % 21 bps 12.5 %
MSR Pool 4 18.0 % 15.9 % 35.0 % 17 bps 12.5 %
MSR Pool 4 - Recapture
Agreement 8.0 % 10.0 % 35.0 % 21 bps 12.5 %
MSR Pool 5 12.4 % N/A (E) 13.0 % 13 bps 12.5 %
MSR Pool 5 - Recapture
Agreement 8.0 % N/A (E) 15.0 % 21 bps 12.5 %
MSR Pool 11 - Recapture
Agreement 9.0 % 2.0 % 31.0 % 19 bps 12.5 %
Held through Equity Method Investees (Note 6)
MSR Pool 6 18.9 % 8.9 % 35.0 % 25 bps 12.5 %
MSR Pool 6 - Recapture
Agreement 10.0 % 6.0 % 35.0 % 23 bps 12.5 %
MSR Pool 7 13.6 % 8.0 % 35.0 % 16 bps 12.5 %
MSR Pool 7 - Recapture
Agreement 10.0 % 5.0 % 35.0 % 19 bps 12.5 %
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MSR Pool 8 14.9 % 7.0 % 35.0 % 19 bps 12.5 %
MSR Pool 8 - Recapture
Agreement 10.0 % 5.0 % 35.0 % 19 bps 12.5 %
MSR Pool 11 19.7 % 7.7 % 38.6 % 16 bps 12.5 %
MSR Pool 11 - Recapture
Agreement 10.0 % 2.5 % 35.0 % 19 bps 12.5 %

(A) Projected annualized weighted average lifetime voluntary and involuntary prepayment rate using a prepayment
vector.

(B) Projected percentage of mortgage loans in the pool that will miss their mortgage payments.

(C) Percentage of voluntarily prepaid loans that are expected to be refinanced by Nationstar.

(D) Weighted average total mortgage servicing amount in excess of the basic fee.

(E) The Excess MSR will be paid on the total UPB of the mortgage portfolio (including both performing and
delinquent loans until REO).

All of the assumptions listed have some degree of market observability, based on New Residential’s knowledge of the
market, relationships with market participants, and use of common market data sources. Prepayment speed and
delinquency rate projections are in the form of “curves” or “vectors” that vary over the expected life of the pool. New
Residential uses assumptions that generate its best estimate of future cash flows for each investment in Excess MSRs.
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When valuing Excess MSRs, New Residential uses the following criteria to determine the significant inputs:

● Prepayment Speed: Prepayment speed projections are in the form of a “vector” that varies over the expected
life of the pool. The prepayment vector specifies the percentage of the collateral balance that is expected
to prepay voluntarily (i.e., pay off) and involuntarily (i.e., default) at each point in the future. The
prepayment vector is based on assumptions that reflect factors such as the borrower’s FICO score,
loan-to-value ratio, debt-to-income ratio, vintage on a loan level basis, as well as the projected effect on
loans eligible for the Home Affordable Refinance Program 2.0 (“HARP 2.0”). Management considers
collateral-specific prepayment experience when determining this vector. For the Recapture Agreements
and recaptured loans, New Residential also considers industry research on the prepayment experience of
similar loan pools (i.e., loan pools composed of refinanced loans). This data is obtained from remittance
reports, market data services and other market sources.

● Delinquency Rates: For existing mortgage pools, delinquency rates are based on the recent pool-specific
experience of loans that missed their latest mortgage payments. For the Recapture Agreements and
recaptured loans, delinquency rates are based on the experience of similar loan pools originated by
Nationstar and delinquency experience over the past year. Management believes this time period provides
a reasonable sample for projecting future delinquency rates while taking into account current market
conditions. Additional consideration is given to loans that are expected to become 30 or more days
delinquent.

● Recapture Rates: Recapture rates are based on actual average recapture rates experienced by Nationstar on
similar mortgage loan pools. Generally, New Residential looks to one year worth of actual recapture rates,
which management believes provides a reasonable sample for projecting future recapture rates while
taking into account current market conditions.

● Excess Mortgage Servicing Amount: For existing mortgage pools, excess mortgage servicing amount
projections are based on the actual total mortgage servicing amount in excess of a basic fee. For loans
expected to be refinanced by Nationstar and subject to a Recapture Agreement, New Residential considers
the excess mortgage servicing amount on loans recently originated by Nationstar over the past year and
other general market considerations. Management believes this time period provides a reasonable sample
for projecting future excess mortgage servicing amounts while taking into account current market
conditions.

● Discount Rate: The discount rates used by New Residential are derived from market data on pricing of
mortgage servicing rights backed by similar collateral.

New Residential uses different prepayment and delinquency assumptions in valuing the Excess MSRs relating to the
original loan pools, the Recapture Agreements and the Excess MSRs relating to recaptured loans. The prepayment
speed and delinquency rate assumptions differ because of differences in the collateral characteristics, eligibility for the
Home Affordable Refinance Program 2.0 (“HARP 2.0”) and expected borrower behavior for original loans and loans
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which have been refinanced. New Residential uses the same assumptions for recapture and discount rates when
valuing Excess MSRs and Recapture Agreements. These assumptions are based on historical recapture experience and
market pricing.
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Excess MSRs, owned directly, measured at fair value on a recurring basis using Level 3 inputs changed during the six
months ended June 30, 2013 as follows:

Level 3 (A)
MSR
Pool 1

MSR
Pool 2

MSR
Pool 3

MSR
Pool 4

MSR
Pool 5

MSR
Pool 11 Total

Balance at December 31, 2012 $40,910 $39,322 $35,434 $15,036 $114,334 $— $245,036
Transfers (B)
Transfers from Level 3 (B) — — — — — — —
Transfers to Level 3 (B) — — — — — — —
Gains (losses) included in net
income (C) 7,185 8,107 6,719 2,844 18,836 — 43,691
Interest income 3,615 2,802 3,073 1,237 10,053 — 20,780
Purchases, sales and repayments
Purchases — — — — — 2,391 2,391
Purchase adjustments — — — — — — —
Proceeds from sales — — — — — — —
Proceeds from repayments (7,180 ) (6,335 ) (6,288 ) (2,408 ) (18,267 ) — (40,478 )

Balance at June 30, 2013 $44,530 $43,896 $38,938 $16,709 $124,956 $2,391 $271,420

(A)Includes the recapture agreement for each respective pool.

(B)Transfers are assumed to occur at the beginning of the respective period.

(C)The gains (losses) recorded in earnings during the period are attributable to the change in
unrealized gains (losses) relating to Level 3 assets still held at the reporting dates. These
gains (losses) represent the change in fair value of the Excess MSRs and are recorded in
“Change in fair value of investments in excess mortgage servicing rights” in the
consolidated statements of income.

Excess Mortgage Servicing Rights Equity Method Investees Valuation

Fair value estimates of New Residential’s investments were based on internal pricing models. New Residential
estimated the fair value of the assets and liabilities of the underlying entities in which it holds an equity interest. The
valuation technique is based on discounted cash flows. Significant inputs represent the inputs required to estimate the
fair value of the Excess MSRs held by the entities and include expectations of prepayment rates, delinquency rates,
recapture rates, the excess mortgage servicing amount of the underlying mortgage loans, and discount rates that
market participants would use in determining the fair values of mortgage servicing rights on similar pools of
residential mortgage loans. In addition, in valuing the Excess MSRs, management considered the likelihood of
Nationstar being removed as servicer, which likelihood is considered to be remote. Refer to the Investments in Excess
MSRs Valuation section above for further details.
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New Residential’s investments in equity method investees measured at fair value on a recurring basis using Level 3
inputs changed during the six months ended June 30, 2013 as follows:

Six Months Ended
 June 30, 2013

Balance at December 31, 2012 $ —

Contributions to equity method investees 178,866

Distributions of earnings from equity method investees (4,822 )

Distributions of capital from equity method investees (11,987 )

Change in fair value of investments in equity method investees 21,096

Balance at June 30, 2013 $ 183,153

Real Estate Securities Valuation

As of June 30, 2013 New Residential’s securities valuation methodology and results are further detailed as follows:

Fair Value

Asset Type
Outstanding
Face Amount

Amortized
Cost Basis

Multiple
Quotes (A) Total Level

Non-Agency RMBS $ 927,903 $ 605,835 $ 629,453 $ 629,453 3
Agency ARM RMBS 1,059,950 1,134,190 1,129,786 1,129,786 2

Total $ 1,987,853 $ 1,740,025 $ 1,759,239 $ 1,759,239

(A) Management generally obtained pricing service quotations or broker quotations from two sources, one of which
was generally the seller (the party that sold New Residential the security). Management selected one of the
quotes received as being most representative of the fair value and did not use an average of the quotes. Even if
New Residential receives two or more quotes on a particular security that come from non-selling brokers or
pricing services, it does not use an average because management believes using an actual quote more closely
represents a transactable price for the security than an average level. Furthermore, in some cases there is a wide
disparity between the quotes New Residential receives. Management believes using an average of the quotes in
these cases would not represent the fair value of the asset. Based on New Residential’s own fair value analysis,
management selects one of the quotes which is believed to more accurately reflect fair value. New Residential
never adjusts quotes received. 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.
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Fair value measurements categorized within Level 3 are sensitive to changes in the assumptions or methodology used
to determine fair value, and such changes could result in a significant increase or decrease in the fair value. For New
Residential’s investments in real estate securities categorized within Level 3 of the fair value hierarchy, the significant
unobservable inputs include the discount rates, assumptions related to prepayments, default rates and loss severities.
Significant increases (decreases) in any of the discount rates, default rates or loss severities in isolation would result in
a significantly lower (higher) fair value measurement. The impact of changes in prepayment speeds would have
differing impacts on fair value, depending on the seniority of the investment. Generally, a change in the
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default assumption is accompanied by directionally similar changes in the assumptions used for the loss severity and
the prepayment speed.

Fair value estimates of New Residential’s Non-Agency RMBS were based on third party indications as of June 30,
2013 and classified as Level 3. Securities measured at fair value on a recurring basis using Level 3 inputs changed
during the six months ended June 30, 2013 as follows:

Level 3
Non-Agency
RMBS

Balance at December 31, 2012 $ 289,756
     Transfer (A)
     Transfers from Level 3 —
     Transfers into Level 3 —

Total Gains (Losses)
     Included in net income as impairment (729 )
     Gain on Settlement of Securities 58
     Included in comprehensive income (B) 8,092

Amortization included in interest income 10,558
Purchases, sales and repayments
     Purchases 366,926
 Sales (4,421 )
     Proceeds from repayments (40,787 )

Balance at June 30, 2013 $ 629,453

(A) Transfers are assumed to occur at the beginning of the respective period.

(B) These gains (losses) were included in net unrealized gain (loss) on securities in the consolidated statements of
comprehensive income.

Loans for Which Fair Value is Only Disclosed

As of June 30, 2013, loans which New Residential has the intent and ability to hold into the foreseeable future are
classified as held-for-investment. Loans held-for-investment are carried at the aggregate unpaid principal balance
adjusted for any unamortized premium or discount, deferred fees or expenses, an allowance for loan losses,
charge-offs and write-downs for impaired loans.
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The fair value of New Residential’s reverse mortgage loans held-for-investment were estimated based on a discounted
cash flow analysis using internal pricing models. The significant inputs to these models include discount rates and the
timing and amount of expected cash flows that management believes market participants would use in determining the
fair values on similar pools of reverse mortgage loans. New Residential’s loans held-for-investment are categorized
within Level 3 of the fair value hierarchy.
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The following table summarizes the inputs used in valuing reverse mortgage loans as of June 30, 2013:

Reverse Mortgage Loans for Which Fair Value is Only Disclosed

Significant Inputs

Loan Type

Outstanding
Face

Amount
Carrying
Value Fair Value

Valuation
Allowance/
(Reversal)
In Current
Year

Discount
Rate

WAL
(Years)
(A)

Reverse Mortgage Loans $56,730 $33,636 $33,845 $— 10.6 % 4.1

(A) The weighted average life is based on the expected timing of the receipt of cash flows.

Liabilities for Which Fair Value is Only Disclosed

Repurchase agreements are not measured at fair value in the statement of position; however, management believes
that their carrying value approximates fair value. Repurchase agreements are considered to be level 2 in the valuation
hierarchy with significant valuation variables including the amount and timing of expected cash flows, interest rates
and collateral funding spreads.

10. EQUITY AND EARNINGS PER SHARE

Equity and Dividends

On April 26, 2013, Newcastle announced that its board of directors had formally declared the distribution of shares of
common stock of New Residential, a then wholly owned subsidiary of Newcastle. Following the spin-off, New
Residential is an independent, publicly-traded REIT primarily focused on investing in residential mortgage related
assets. The spin-off was completed on May 15, 2013 and New Residential began trading on the New York Stock
Exchange under the symbol “NRZ”. The spin-off transaction was effected as a taxable pro rata distribution by Newcastle
of all the outstanding shares of common stock of New Residential to the stockholders of record of Newcastle as of
May 6, 2013. The stockholders of Newcastle as of the record date received one share of New Residential common
stock for each share of Newcastle common stock held.

On April 29, 2013, New Residential’s certificate of incorporation was amended so that its authorized capital stock now
consists of 2,000,000,000 shares of common stock, par value $0.01 per share, and 100,000,000 shares of preferred
stock, par value $0.01 per share. After completion of the spin-off, there are 253,025,645 outstanding shares of
common stock which is based on the number of Newcastle’s shares of common stock outstanding on May 6, 2013 and
a distribution ratio of one share of New Residential common stock for each share of Newcastle common stock.
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On June 3, 2013, New Residential declared a quarterly dividend of $0.07 per common share for the quarter ended June
30, 2013, based on earnings for the period May 16, 2013 to June 30, 2013, which was paid in July 2013.
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Options

Effective upon the spin-off, New Residential has a Nonqualified Stock Option and Incentive Award Plan (the “Plan”)
which provides for the grant of equity-based awards, including restricted stock, stock options, stock appreciation
rights, performance awards, tandem awards and other equity-based and non-equity based awards, in each case to the
Manager, and to the directors, officers, employees, service providers, consultants and advisor of the Manager who
perform services for New Residential, and to New Residential’s directors, officers, service providers, consultants and
advisors. New Residential has initially reserved 30,000,000 shares of its common stock for issuance under the Plan;
on the first day of each fiscal year beginning during the ten-year term of the Plan in and after calendar year 2014, that
number will be increased by a number of shares of New Residential’s common stock equal to 10% of the number of
shares of common stock newly issued by New Residential during the immediately preceding fiscal year (and, in the
case of fiscal year 2013, after the effective date of the Plan). New Residential’s board of directors may also determine
to issue options to the Manager that are not subject to the 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 NYSE rules.

Prior to the spin-off, Newcastle had issued options to the Manager in connection with capital raising activities. In
connection with the spin-off, 21.5 million options that were held by FIG LLC, (the Manager), or by the directors,
officers or employees of the Manager, were converted into an adjusted Newcastle option and a new New Residential
option. The exercise price of each adjusted Newcastle option and New Residential option was set to collectively
maintain the intrinsic value of the Newcastle option immediately prior to the spin-off and to maintain the ratio of the
exercise price of the adjusted Newcastle option and the New Residential option, respectively, to the fair market value
of the underlying shares as of the spin-off date, in each case based on the five day average closing price subsequent to
the spin-off date.

New Residential’s outstanding options at June 30, 2013 consisted of the following:

Number of Options Strike Price Maturity Date
116,380 $ 10.91 07/16/13
304,604 12.28 12/01/13
328,350 14.17 01/09/14
343,275 13.86 05/25/14
162,500 16.95 11/22/14
330,000 15.97 01/12/15
2,000 16.68 08/01/15
170,000 15.87 11/01/16
242,000 16.90 01/23/17
456,000 14.96 04/11/17
1,676,833 3.29 03/29/21
2,539,833 2.49 09/27/21
2,000 2.74 12/20/21
1,897,500 3.41 04/03/21
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2,300,000 3.67 05/21/22
2,530,000 3.67 07/31/22
5,750,000 5.12 01/11/23
2,300,000 5.74 02/15/23
8,000 6.79 06/02/23

 Total/WA 21,459,275 $ 5.35

As of June 30, 2013, New Residential’s outstanding options were summarized as follows: 

Held by the manager 17,735,338
Issued to the Manager and subsequently transferred to certain of the Manager’s
employees 3,711,937
Issued to the independent directors 12,000
Total 21,459,275
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

Income and Earnings Per Share

Net income earned prior to the spin-off is included in additional paid-in capital instead of retained earnings since the
accumulation of retained earnings began as of the date of spin-off.

New Residential is required to present both basic and diluted earnings per share (“EPS”). Basic EPS is calculated by
dividing net income by the weighted average number of shares of common stock outstanding. Diluted EPS is
computed by dividing net income by the weighted average number of shares of common stock outstanding plus the
additional dilutive effect, if any, of common stock equivalents during each period. New Residential’s common stock
equivalents are its outstanding stock options. During the three and six months ended June 30, 2013, based on the
treasury stock method, New Residential had 3,633,843 and 1,826,960 dilutive common stock equivalents,
respectively. During the three and six months ended June 30, 2012, New Residential did not have any dilutive
common stock equivalents outstanding.

For the purposes of computing EPS for periods prior to the spin-off on May 15, 2013, New Residential treated the
common shares issued in connection with the spin-off as if they had been outstanding for all periods presented, similar
to a stock split. For the purposes of computing diluted EPS for periods prior to the spin-off on May 15, 2013, New
Residential treated the 21.5 million options issued on the spin-off date as a result of the conversion of Newcastle
options as if they were granted on May 15, 2013 since no New Residential awards were outstanding prior to that date.

11.      COMMITMENTS AND CONTINGENCIES

Litigation – New Residential may, from time to time, be a defendant in legal actions from transactions conducted in the
ordinary course of business. As of June 30, 2013, New Residential is not subject to any material litigation,
individually or in the aggregate, nor, to management’s knowledge, is any material litigation currently threatened
against New Residential.

Indemnifications – In the normal course of business, New Residential and its subsidiaries enter into contracts that
contain a variety of representations and warranties and that provide general indemnifications.

New Residential’s maximum exposure under these arrangements is unknown as this would involve future claims that
may be made against New Residential that have not yet occurred. However, based on Newcastle’s and its own
experience, New Residential expects the risk of material loss to be remote.
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NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
(dollars in tables in thousands, except share data)

Capital Commitments – As of June 30, 2013, New Residential had outstanding capital commitments related to
investments in joint ventures in connection with the acquisition of Excess MSRs. See Notes 6 and 15, respectively, for
a description of these commitments.

12.      TRANSACTIONS WITH AFFILIATES AND AFFILIATED ENTITIES

New Residential has entered into a management agreement with the Manager, an affiliate of Fortress. Pursuant to the
Management Agreement, the Manager, under the supervision of New Residential’s board of directors, formulates
investment strategies, arranges for the acquisition of assets and associated financing, monitors the performance of
New Residential’s assets and provides certain advisory, administrative and managerial services in connection with the
operations of New Residential.

Effective May 15, 2013, the Manager is entitled to receive a management fee in the amount equal to 1.5% per annum
of New Residential’s gross equity calculated and payable monthly in arrears in cash. Gross equity is generally the
equity transferred by Newcastle on the distribution date, plus total net proceeds from stock offerings, plus certain
capital contributions to subsidiaries, less capital distributions and repurchases of common stock.

In addition, effective May 15, 2013, the Manager is entitled to receive annual incentive compensation in an amount
equal to the product of (A) 25% of the dollar amount by which (1) (a) New Residential’s Funds from Operations before
the incentive compensation per share of common stock, excluding Funds from Operations from investments in equity
method investees that are invested in consumer loans as of the date hereof (the Consumer Loan Companies) and any
unrealized gains or losses from mark to market valuation changes on Excess MSRs and on equity method investees
invested in Excess MSRs, per REIT Share (as defined in the Management Agreement, based on the weighted average
number of REIT Shares outstanding), plus (b) earnings (or losses) from the Consumer Loan Companies computed on
a level-yield basis (such that the loans are treated as if they qualified as loans acquired with a discount for credit
quality as set forth in ASC 310-30, as such codification was in effect on June 30, 2013) as if the Consumer Loan
Companies had been acquired at their GAAP basis on May 15, 2013, earnings (or losses) from equity method
investees invested in Excess MSRs as if such equity method investees had not made a fair value election, and gains (or
losses) from debt restructuring and gains (or losses) from sales of property and other assets per share of common
stock, exceed (2) an amount equal to (a) the weighted average of the book value per share of the equity transferred by
Newcastle on the date of the spin-off and the prices per share of New Residential’s common stock in any offerings
(adjusted for prior capital dividends or capital distributions) multiplied by (b) a simple interest rate of 10% per annum,
multiplied by (B) the weighted average number of shares of common stock outstanding. “Funds from Operations” means
net income (computed in accordance with GAAP), excluding gains (or losses) from debt restructuring and gains (or
losses) from sales of property, plus depreciation on real estate assets, and after adjustments for unconsolidated
partnerships and joint ventures. Funds from operations will be computed on an unconsolidated basis. The computation
of funds from operations may be adjusted at the direction of New Residential’s independent directors based on changes
in, or certain applications of, GAAP. Funds from operations is determined from the date of the spin-off and without
regard to Newcastle’s prior performance.

In addition to the management fee and incentive compensation, New Residential is responsible for reimbursing the
Manager for certain expenses paid by the Manager on behalf of New Residential.
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Due to affiliate is comprised of the following amounts:

June 30, 2013 December 31, 2012
Management fees $ 1,499 $ 3,392
Incentive compensation 878 —
Purchase price payable 1,254 1,744

$ 3,631 $ 5,136

On June 27, 2013, New Residential purchased Agency ARM RMBS with an aggregate face amount of approximately
$22.7 million from Newcastle for approximately $1.2 million, net of related financing. New Residential purchased the
securities on the same terms as they were purchased by Newcastle.

See Notes 1, 3 and 6 for a discussion of transactions with Nationstar. As of June 30, 2013, New Residential held on its
balance sheet a total face amount of $719.5 million of Non-Agency RMBS serviced by Nationstar. The total UPB of
the loans underlying these Nationstar serviced Non-Agency RMBS was approximately $8.1 billion as of June 30,
2013.

See Note 7 for a discussion of a transaction with Springleaf.

13.      RECLASSIFICATION FROM ACCUMULATED OTHER COMPREHENSIVE INCOME INTO NET
INCOME

The following table summarizes the amounts reclassified out of accumulated other comprehensive income into net
income:

 Accumulated Other Comprehensive
 Income Components

 Statement of Income
Location

   Three
Months
Ended
June 30,
2013

Six Months
Ended

June 30, 2013
 Reclassification of net realized (gain)
    loss on securities into earnings

Gain on settlement of
securities $ (58 ) $ (58 )

 Reclassification of net realized (gain)
    loss on securities into earnings

Other-than-temporary
impairment
   on securities 3,756 3,756

 Total reclassifications $ 3,698 $ 3,698

14.      INCOME TAXES

New Residential intends to qualify as a REIT for the tax year ending December 31, 2013. A REIT is generally not
subject to U.S. federal corporate income tax on that portion of its income that is distributed to stockholders if it
distributes at least 90% of its REIT taxable income to its stockholders by prescribed dates and complies with various
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other requirements. New Residential was a wholly owned subsidiary of Newcastle until May 15, 2013 and, as a
qualified REIT subsidiary, was a disregarded entity until such date. As a result, no provision or liability for U.S.
federal or state income taxes has been included in the accompanying consolidated financial statements for the periods
ended June 30, 2013 or 2012.

33

Edgar Filing: New Residential Investment Corp. - Form 10-Q

64



NEW RESIDENTIAL INVESTMENT CORP. AND SUBSIDIARIES (formerly known as NIC MSR LLC)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
JUNE 30, 2013
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15.      RECENT ACTIVITIES

These financial statements include a discussion of material events that have occurred subsequent to June 30, 2013
(referred to as “subsequent events”) through the issuance of these consolidated financial statements. Events subsequent
to that date have not been considered in these financial statements.

On July 1, 2013, New Residential completed an additional closing of Excess MSRs that it agreed to acquire as part of
the previously announced transaction between Nationstar and Bank of America (See Note 6). This closing relates to
loans held in private label securitizations (“PLS”) with a UPB of $43 billion, which represents approximately 45% of the
total PLS UPB associated with the transaction (Pool 10).  New Residential invested approximately $53 million to
acquire the right to receive one-third of the monthly cash flow generated by the MSRs, net of a basic fee paid to
Nationstar.

On July 15, 2013 New Residential completed an additional closing of Excess MSRs that it agreed to acquire as part of
the previously announced transaction between Nationstar and Bank of America (See Note 6). This closing relates to
loans held in PLS with a UPB of $4.0 billion, which represents approximately 4.2% of the total PLS UPB associated
with the transaction (Pool 10). New Residential invested approximately $12 million to acquire the right to receive
one-third of the monthly cash flow generated by the MSRs, net of a basic fee paid to Nationstar.

On July 18, 2013 New Residential completed an additional closing of Excess MSRs that it agreed to acquire as part of
the previously announced transaction between Nationstar and Bank of America (See Note 6). This closing relates to
loans that are owned, insured or guaranteed by GNMA with a UPB of about $34.7 billion, which represents all of the
GNMA UPB associated with the transaction (Pool 9). New Residential invested approximately $65 million to acquire
the right to receive one-third of the monthly cash flow generated by the MSRs, net of a basic fee paid to Nationstar.

On August 1, 2013, a subsidiary of New Residential entered into a master repurchase agreement with Alpine
Securitization Corp., an asset-backed commercial paper facility sponsored by Credit Suisse AG, and established a
maximum borrowing capacity of $350 million collateralized by its Non-Agency RMBS.  This agreement is subject to
customary loan covenants and events of default provisions including a 50% market capitalization decline provision, as
well as a two to one indebtness to tangible net worth provision. The one year term facility is set to expire in August
2014 and is not subject to margin call provisions. The financing bears interest at LIBOR plus an applicable margin as
stated below:

Monthly Payment Date Applicable Margin
August 2013 through October 2013 2.25 %
November 2013 through January 2014 2.50 %
February 2014 through April 2014 3.00 %
May 2014 through August 2014 3.50 %
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Management’s discussion and analysis of financial condition and results of operations is intended to help the reader
understand the results of operations and financial condition of New Residential.  The following should be read in
conjunction with the unaudited consolidated financial statements and notes thereto included herein, and with Part II,
Item 1A, “Risk Factors.”

GENERAL

New Residential is a newly listed public REIT primarily focused on investing in residential mortgage related assets.
We are externally managed by an affiliate of Fortress. Our goal is to drive strong risk-adjusted returns primarily
through investments in residential real estate related investments including, but not limited to, Excess MSRs, RMBS
and residential mortgage loans. New Residential’s investment guidelines are purposefully broad to enable us to make
investments in a wide array of assets, including mortgage servicing advances and non-real estate related assets such as
consumer loans. We generally target assets that generate significant current cash flows and/or have the potential for
meaningful capital appreciation. We aim to generate attractive returns for our stockholders without the excessive use
of financial leverage.

Our portfolio is currently comprised of co-investments in Excess MSRs, Agency ARM RMBS, Non-Agency RMBS,
mortgage loans, consumer loans and cash. A majority of our assets consist of qualifying real estate assets for purposes
of Section 3(c)(5)(C) of the 1940 Act, including investments in Agency ARM RMBS. Our asset allocation and target
assets may change over time, depending on our Manager’s investment decisions in light of prevailing market
conditions. The assets in our portfolio are described in more detail below under “—Results of Operations—Our Portfolio.”

On May 15, 2013, Newcastle completed the distribution of shares of New Residential to Newcastle stockholders of
record as of May 6, 2013. Following the distribution, New Residential is an independent, publicly-traded REIT
(NYSE: NRZ).

MARKET CONSIDERATIONS

Various market factors, which are outside of our control, affect our results of operations and financial condition.  One
such factor is developments in the U.S. residential housing market, which we believe are generating significant
investment opportunities.  Since the 2008 financial crisis, the residential mortgage industry has been undergoing major
structural changes that are transforming the way mortgages are originated, owned and serviced. 

A mortgage servicing right, or 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 bps times the UPB of the mortgages.

Since 2010, banks have sold or committed to sell MSRs totaling more than $1 trillion of the approximately $10 trillion
mortgage market. As of June 30, 2013, approximately 83% of MSRs were still owned by banks. We expect this
number to decline as banks face pressure to reduce their MSR exposure as a result of heightened capital reserve
requirements under Basel III, regulatory scrutiny and a more challenging servicing environment. As a result, we
believe the volume of MSR sales is likely to be substantial for some period of time.

We estimate that MSRs on approximately $300 billion of mortgages are currently for sale, requiring a capital
investment of approximately $2 – 3 billion dollars based on current pricing dynamics.  We believe many non-bank
servicers, who are constrained by capital, will continue to sell a portion of the Excess MSR. We also estimate that
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approximately $1 – 2 trillion dollars of MSRs could be sold over the next several years. In addition, approximately $1 –
2 trillion dollars of new loans are expected to be created annually. We believe this creates an opportunity to enter into
“flow arrangements,” whereby loan originators agree to sell Excess MSRs on a recurring basis (often monthly or
quarterly) on newly originated loans. We believe that MSRs are being sold at a material discount to historical pricing
levels, although increased competition for these assets has driven prices higher.

Currently, approximately $6 trillion of the $10 trillion of residential mortgages outstanding has been securitized,
according to Inside Mortgage Finance. Approximately $5 trillion are Agency ARM RMBS, which are securities
issued or guaranteed by a U.S. Government agency, such as Ginnie Mae, or by a GSE, such as Fannie Mae or Freddie
Mac. The balance has been securitized by either public or private trusts (“private label securitizations”), and are referred
to as Non-Agency RMBS.

Since the financial crisis, there has been significant volatility in the prices for Non-Agency RMBS, which 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. The primary causes of mark to market changes in our real estate portfolio
are changes in interest rates and credit spreads.

Interest rates have risen significantly in recent months and may continue to increase, although the timing of further
increases is uncertain.  In the second quarter of 2013, the fair value of our investments in Excess MSRs (directly and
through equity method investees) increased by approximately $59 million and the weighted average discount rate of
the portfolio declined from 18% to 12.5%  in part due to the substantial increase in interest rates. Credit spreads
decreased, or "tightened," in the first half of 2013 relative to 2012, which has had a favorable impact on the value of
our portfolio. Credit spreads measure the yield relative to a specified benchmark that the market demands on securities
and loans based on such assets' credit risk. For a discussion of the way in which interest rates, credit spreads and other
market factors affect us, see “Item 3. Quantitative and Qualitative Disclosures About Market Risk.”
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The value of our consumer loan portfolio is influenced by, among other factors, the U.S. macroeconomic
environment, and unemployment rates in particular. We believe that losses are highly correlated to unemployment;
therefore, we expect that an improvement in unemployment rates would support the value of our investment, while
deterioration in unemployment rates would result in a decline in its value.

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 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 poli
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