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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
This report contains certain “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995, which statements involve substantial risks and uncertainties. Such forward-looking statements
relate to, among other things, the operating performance of our investments, the stability of our earnings, our
financing needs and the size and attractiveness of market opportunities. 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, cash flows or 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;

•the quality and size of the investment pipeline and our ability to take advantage of investment opportunities at
attractive risk-adjusted prices;

•servicer advances may not be recoverable or may take longer to recover than we expect, which could cause us to fail
to achieve our targeted return on our investment in servicer advances;
•our ability to deploy capital accretively and the timing of such deployment;
•our counterparty concentration and default risks in Nationstar, 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 Excess MSRs, servicer advances, RMBS and loan portfolios;

•the risks that default and recovery rates on our Excess MSRs, servicer advances, 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 loan pools 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;
•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 on attractive
terms, or at all;

•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 not 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 terms of capital for future investments;
•competition within the finance and real estate industries;

i
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•
the legislative/regulatory environment, including, but not limited to, the impact of the Dodd-Frank Act, U.S.
government programs intended to stabilize the economy, the federal conservatorship of Fannie Mae and 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;
and

•our ability to maintain our exclusion from registration under the 1940 Act and the fact that maintaining such exclusion
imposes limits on our operations.
We also direct readers to other risks and uncertainties referenced in this report, including those set forth under “Risk
Factors.” We caution that you should not place undue reliance on any of our forward-looking statements. Further, any
forward-looking statement speaks only as of the date on which it is made. New risks and uncertainties arise from time
to time, and it is impossible for us to predict those events or how they may affect us. Except as required by law, we are
under no obligation (and expressly disclaim any obligation) to update or alter any forward-looking statement, whether
written or oral, that we may make from time to time, whether as a result of new information, future events or
otherwise.

ii
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SPECIAL NOTE REGARDING EXHIBITS
In reviewing the agreements included as exhibits to this Annual Report on Form 10-K, please remember they are
included to provide you with information regarding their terms and are not intended to provide any other factual or
disclosure information about New Residential Investment Corp. (the “Company,” “New Residential” or “we,” “our” and “us”) 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 provide 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 Annual Report
on Form 10-K and the Company’s other public filings, which are available without charge through the SEC’s website at
http://www.sec.gov. See “Business – Corporate Governance and Internet Address; Where Readers Can Find Additional
Information.”
The Company acknowledges that, notwithstanding the inclusion of the foregoing cautionary statements, it is
responsible for considering whether additional specific disclosures of material information regarding material
contractual provisions are required to make the statements in this report not misleading.

iii
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PART I
Item 1. Business.
General
New Residential is a publicly traded real estate investment trust (“REIT”) primarily focused on opportunistically
investing in, and actively managing, investments related to residential real estate. We were formed as a wholly owned
subsidiary of Newcastle Investment Corp. (“Newcastle”) in September 2011 and were spun-off from Newcastle on
May 15, 2013, which we refer to as the “distribution date.” Our stock is traded on the New York Stock Exchange under
the symbol “NRZ.” We are externally managed and advised by an affiliate (our “Manager”) of Fortress Investment Group
LLC (“Fortress”) pursuant to a management agreement (the “Management Agreement”).
Our goal is to drive strong risk-adjusted returns primarily through investments in (i) excess mortgage servicing rights
("MSRs"), (ii) residential mortgage backed securities ("RMBS") and non-agency RMBS call rights, as well as (iii)
other related opportunistic investments. 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.
We intend to continue to invest opportunistically across the residential real estate market. Our investment guidelines
are purposefully broad to enable us to make investments in a wide array of assets in diverse markets. In the past, we
have taken advantage of this flexibility to invest in assets that are not strictly real estate related (e.g., consumer loans),
and we may do so again in the future. We expect our asset allocation and target assets to change over time depending
on the types of investments our Manager identifies and the investment decisions our Manager makes in light of
prevailing market conditions. For more information about our investment guidelines, see “—Investment Guidelines.”

The residential real estate market includes the approximately $10 trillion U.S. mortgage market. This market is
comprised of numerous components, including the following:

Mortgage Loans: Performing, Non-performing, Re-performing, and Reverse Loans and Real Estate Owned

Performing loans are mortgage loans where the borrower is generally current on required payments; by contrast,
non-performing loans are mortgage loans where the borrower is delinquent or in default. Re-performing loans were
formally non-performing but became performing again, often as a result of a loan modification where the lender
agrees to modified terms with the borrower rather than foreclosing on the underlying property. Reverse mortgage
loans are a special type of loan that pay the borrower a monthly amount, increasing the balance of the loan, and are
typically collected when the property is sold or the borrower no longer resides at the property. If a loan defaults and
the lender forecloses on the underlying property, that property is referred to as real estate owned (“REO”).

Residential Mortgage Backed Securities: Agency and Non-Agency and Call Rights

Mortgage loans are often packaged into pools held in securitization entities which issue bonds (RMBS) collateralized
by the loans. Agency RMBS are RMBS issued or guaranteed by a U.S. government agency, such as Ginnie Mae, or by
a government-sponsored enterprise (“GSE”), such as Fannie Mae or Freddie Mac. Non-Agency RMBS are issued by
either public trusts or private label securitization (“PLS”) entities.

Mortgage loans within a securitization may be subject to call rights. Call rights permit the holder of the rights to pay
off all of the outstanding RMBS at their face amount (or “par”) in exchange for ownership of the remaining mortgage
loans which served as collateral for the RMBS, subject to certain costs. Call rights may be subject to limitations on
when they may be exercised (such as specific dates or upon the reduction of the outstanding balances of the remaining
mortgage loans to a specified level).

Mortgage Servicing Rights and Excess Mortgage Servicing Rights
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An MSR provides a mortgage servicer with the right to service a pool of mortgage loans in exchange for a portion of
the interest payments made on the underlying mortgage loans. An MSR is made up of two components: a basic fee
and an excess MSR. The basic fee is the amount of compensation for the performance of servicing duties, and the
excess MSR is the amount that exceeds the basic fee. An owner of an excess MSR is not required to assume any
servicing duties, advance obligations or liabilities associated with the loan pool underlying the MSR.

1
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Servicer Advances

Servicer advances are a customary feature of residential mortgage securitization transactions and represent one of the
duties for which a servicer is compensated through the basic fee component of the related MSR, since the advances
are non-interest bearing. Servicer advances are generally reimbursable cash payments made by a servicer (i) when the
borrower fails to make scheduled payments due on a mortgage loan or (ii) to support the value of the collateral
property. The purpose of the advances is to provide liquidity, rather than credit enhancement, to the underlying
residential mortgage securitization transaction. Servicer advances are usually repaid from amounts received with
respect to the related mortgage loan.

For more information, see “Mortgage Industry Overview” below.
We currently conduct our business through the following segments:
Servicing Related Assets

•
Excess Mortgage Servicing Rights ("Excess MSRs"): We have acquired Excess MSRs on residential mortgage loans
with an aggregate UPB as of December 31, 2014 of $248.7 billion. As of December 31, 2014, the carrying value of
our Excess MSRs was approximately $748.6 million, representing 9.2% of our total assets or 46.9% of our equity.

•

Servicer Advances: We have made two investments in servicer advances, including the basic fee component of the
related MSRs. The first, and larger, investment was made through a joint venture entity of which we are the managing
member (the “Buyer”), and which we consolidate in our financial statements. As of December 31, 2014, the carrying
value of our servicer advances, including the basic fee component of the related MSRs, was approximately $3.3
billion, representing 40.4% of our total assets, or 6.3% of our equity, net of financing and interests held by third party
investors in the Buyer.

Residential Securities and Loans

•

Real Estate Securities: We acquire and manage a diversified portfolio of credit sensitive real estate securities,
including Non-Agency and Agency RMBS. As of December 31, 2014, the carrying value of our real estate
securities was approximately $2.5 billion ($1.7 billion for Agency RMBS and $0.7 billion for Non-Agency
RMBS), representing 30.4% of our total assets, or 12.5% of our equity, net of financing. In addition, we own
call rights with respect to approximately 780 securitization entities which are collateralized by mortgage loans
with an unpaid principal balance (“UPB”) of approximately $95.3 billion.

•

Real Estate Loans: We have acquired residential mortgage loans, including performing, non-performing,
re-performing and reverse mortgage loans. As of December 31, 2014, the carrying value of our residential mortgage
loans (including REO) was $1.2 billion, representing 15.3% of our total assets, or 18.0% of our equity, net of
financing.
Other Investments

•

Consumer Loans: In April 2013, we acquired an interest in a pool of consumer loans, including unsecured and
homeowner loans, held in an unconsolidated entity. In October 2014, we refinanced this entity and received a
distribution in excess of our basis such that, as of December 31, 2014, the carrying value of our investment in
consumer loans had been reduced to zero. We continue to own an interest in this entity, from which we expect to
receive significant future cash flows.
In addition, as of December 31, 2014, we had cash and cash equivalents, restricted cash, derivative assets, and other
assets of $0.4 billion, representing 4.6% of our total assets, or 16.3% of our equity, net of dividends and other
payables.

2
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The following table summarizes our segments as of December 31, 2014 (in thousands):
Servicing Related Assets Residential Securities and LoansConsumer

Loans Corporate TotalExcess MSRsServicer
Advances

Real Estate
Securities

Real Estate
Loans

December 31, 2014
Investments $748,609 $3,270,839 $ 2,463,163 $ 1,236,210 $— $— $7,718,821
Cash and cash
equivalents — 59,383 43,728 7,757 — 102,117 212,985

Restricted cash — 29,418 — — — — 29,418
Derivative assets — 194 32,091 312 — — 32,597
Other assets — 14,652 69,980 14,159 609 469 99,869
Total assets $748,609 $3,374,486 $ 2,608,962 $ 1,258,438 $609 $102,586 $8,093,690
Debt $— $2,890,230 $ 2,246,651 $ 925,418 $— $— $6,062,299
Other liabilities 215 25,467 17,511 24,141 195 113,937 181,466
 Total liabilities 215 2,915,697 2,264,162 949,559 195 113,937 6,243,765
Total Equity 748,394 458,789 344,800 308,879 414 (11,351 ) 1,849,925
 Noncontrolling
interests
    in equity of
consolidated
    subsidiaries

— 253,836 — — — — 253,836

Total New Residential
     stockholders' equity $748,394 $204,953 $ 344,800 $ 308,879 $414 $(11,351 ) $1,596,089

Recent Developments
On February 22, 2015, we entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Home Loan
Servicing Solutions, Ltd., a Cayman Islands exempted company (“HLSS”), and Hexagon Merger Sub, Ltd., a Cayman
Islands exempted company and our wholly owned subsidiary (“Merger Sub”). The Merger Agreement provides that,
upon the terms and subject to the conditions set forth therein, Merger Sub will merge with and into HLSS (the
“Merger”), with HLSS continuing as the surviving company and our wholly owned subsidiary.
Pursuant to the Merger Agreement, and upon the terms and conditions set forth therein, at the effective time of the
Merger (the “Effective Time”), each ordinary share of HLSS, par value $0.01 per share, issued and outstanding
immediately prior to the Effective Time, will be automatically converted into the right to receive $18.25 in cash,
without interest (the “Merger Consideration”), other than those shares of HLSS (i) with respect to which dissenting
rights under section 238 of the Companies Law (2013 Revision) of the Cayman Islands are properly exercised and not
withdrawn or (ii) owned by us, HLSS or their subsidiaries. Each option to purchase HLSS shares, whether vested or
unvested, that is outstanding and unexercised immediately prior to the Effective Time will be cancelled as of the
Effective Time.
The Merger Agreement contains certain customary representations and warranties made by each party, which in the
case of HLSS are qualified by the confidential disclosures provided to us in connection with the Merger Agreement,
as well as matters included in HLSS’s reports filed with the Securities and Exchange Commission (the “SEC”) prior to
the date of the Merger Agreement. We and HLSS have agreed to various customary covenants, including covenants
regarding the conduct of HLSS’s business prior to the closing of the Merger (“Closing”), covenants requiring HLSS to
recommend that its shareholders approve the Merger Agreement and covenants prohibiting HLSS from soliciting
alternative acquisition proposals or providing information to or engaging in discussions with third-parties, in each
case, except in limited circumstances as provided in the Merger Agreement.
The Merger does not require the approval of our stockholders and is not conditioned on the receipt of financing by us.
However, consummation of the Merger is subject to, among other things: (i) approval of the Merger by the requisite
vote of HLSS’s shareholders (the “HLSS Shareholder Approval”) and (ii) certain other customary closing conditions.
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Moreover, each party’s obligation to consummate the Merger is subject to certain other conditions, including without
limitation, (i) the accuracy of the other party’s representations and warranties and (ii) the other party’s compliance with
its covenants and agreements contained in the Merger Agreement (in each case subject to customary materiality
qualifiers). In addition, our obligation to consummate the Merger is subject to the absence of any Company Material
Adverse Effect (as defined, and subject to the exclusions set forth, in the Merger Agreement).
The Merger Agreement may be terminated by either party under certain circumstances, including, among others: (i) if
the Closing has not occurred by the six-month anniversary of the Merger Agreement; (ii) if a court or other
governmental entity has issued a final and non-appealable order prohibiting the Closing; (iii) if HLSS fails to obtain
the HLSS Shareholder Approval; (iv) upon a

3
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material uncured breach by the other party that would result in a failure of the conditions to the Closing to be satisfied;
or (v) if the Board of Directors of HLSS makes an Adverse Recommendation Change (as defined in the Merger
Agreement). In addition, prior to obtaining the HLSS Shareholder Approval and subject to the payment of a
termination fee, HLSS may terminate the Merger Agreement in order to enter into an agreement for a Superior
Proposal (as defined in the Merger Agreement). Upon termination of the Merger Agreement under specified
circumstances (including in connection with a Superior Proposal), HLSS will be required to pay us a termination fee
of $45,400,000. In the event that the Merger Agreement is terminated for failure to obtain the HLSS Shareholder
Approval, HLSS will be required to reimburse us for out-of-pocket expenses, up to a maximum amount of
$7,000,000.
The foregoing description of the Merger Agreement and the transactions contemplated thereby does not purport to be
complete and is subject to, and qualified in its entirety by, the full text of the Merger Agreement, which filed as
Exhibit 2.7 hereto and incorporated herein by reference.

The Market Opportunity

We believe that unfolding developments in the U.S. residential housing market are generating significant investment
opportunities. The U.S. residential real estate market is vast: the value of the housing market totaled approximately
$21 trillion as of January 2015, including about $11 trillion of home equity and $10 trillion of mortgage debt
outstanding, according to Inside Mortgage Finance and Federal Reserve Statistical Release. The residential mortgage
industry is undergoing major structural changes that are transforming the way mortgages are originated, owned and
serviced.
We also believe that we are one of only a select number of market participants that have the combination of capital,
industry expertise and key business relationships we think are necessary to take advantage of these opportunities.
Mortgage Industry Overview
Over the last few decades the complexity of the market for residential mortgage loans in the U.S. has dramatically
increased. A borrower seeking credit for a home purchase will typically obtain financing from a financial institution,
such as a bank, savings association or credit union. In the past, these institutions would generally have held a majority
of their originated mortgage loans as interest-earning assets on their balance sheets and would have performed all
activities associated with servicing the loans, including accepting principal and interest payments, making advances
for real estate taxes and property and casualty insurance premiums, initiating collection actions for delinquent
payments and conducting foreclosures.
Now, institutions that originate mortgage loans generally hold a smaller portion of such loans as assets on their
balance sheets and instead sell a significant portion of the loans they originate to third parties. The GSEs are currently
the largest purchasers of home mortgage loans. Under a process known as securitization, the GSEs and financial
institutions typically package residential mortgage loans into pools that are sold to securitization trusts. These
securitization trusts fund the acquisition of mortgage loans by issuing securities, known as RMBS, that entitle the
owner of such securities to receive a portion of the interest and principal collected on the mortgage loans in the pool.
The purchasers of the RMBS are typically large institutions, such as pension funds, mutual funds, insurance
companies and REITs. The agreement that governs the packaging of mortgage loans into a pool, the servicing of such
mortgage loans and the terms of the RMBS issued by the securitization trust is often referred to as a pooling and
servicing agreement.
In the ten years prior to the credit dislocation in 2007, the securitization market drove an increase in the number of
residential mortgage loans outstanding. Since 2007, the mortgage industry has been characterized by reduced
origination and securitization activities, particularly for subprime and Alt-A mortgage loans.
In connection with a securitization, a number of entities perform specific roles with respect to the mortgage loans in a
pool, including the trustee and the mortgage servicer. The trustee holds legal title to the mortgage loans on behalf of
the owner of the RMBS and either maintains the mortgage note and related documents itself or with a custodian. The
trustee or a separate securities administrator for the trust receives the payments collected by the servicer on the
mortgage loans and distributes them to the investors in the RMBS pursuant to the terms of the pooling and servicing
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agreement. One or more other entities are appointed pursuant to the pooling and servicing agreement to service the
mortgage loans. In some cases, the servicer is the same institution that originated the loan, and, in other cases, it may
be a different institution. The duties of servicers for mortgage loans that have been securitized are generally discussed
below, and are generally required to be performed in accordance with industry-accepted servicing practices and the
terms of the pooling and servicing agreement, mortgage note and applicable law. A servicer generally takes actions,
such as foreclosure, in the name and on behalf of the trustee.
Segments of the Residential Mortgage Loan Market

4
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The residential mortgage market is commonly divided into a number of categories based on certain mortgage loan
characteristics, including the credit quality of borrowers and the types of institutions that originate or finance such
loans. While there are no universally accepted definitions, the residential mortgage loan market is commonly divided
by market participants into the following categories.

•

GSE and Government Guaranteed Loans. This category of mortgage loans includes “conforming loans,” which are first
lien mortgage loans that are secured by single-family residences that meet or “conform” to the underwriting standards
established by Fannie Mae or Freddie Mac. The conforming loan limit is established by statute and currently is
$417,000 with certain exceptions for high-priced real estate markets. This category also includes mortgage loans
issued to borrowers that do not meet conforming loan standards, but who qualify for a loan that is insured or
guaranteed by the government through Ginnie Mae, primarily through federal programs operated by the Federal
Housing Administration and the Department of Veterans Affairs.

•

Non-GSE or Government Guaranteed Loans. Residential mortgage loans that are not guaranteed by the GSEs or the
government are generally referred to as “non-conforming loans” and fall into one of the following categories: jumbo,
subprime, Alt-A or second lien loans. The loans may be non-conforming due to various factors, including mortgage
balances in excess of Agency underwriting guidelines, borrower characteristics, loan characteristics and level of
documentation.

•
Jumbo. Jumbo mortgage loans have original principal amounts that exceed the statutory conforming limit for GSE
loans. Jumbo borrowers generally have strong credit histories and provide full loan documentation, including
verification of income and assets.

•
Subprime. Subprime mortgage loans are generally issued to borrowers with blemished credit histories, who make low
or no down payments on the properties they purchase or have limited documentation of their income or assets.
Subprime borrowers generally pay higher interest rates and fees than prime borrowers.

•

Alt-A. Alt-A mortgage loans are generally issued to borrowers with risk profiles that fall between prime and
subprime. These loans have one or more high-risk features, such as the borrower having a high debt-to-income ratio,
limited documentation verifying the borrower’s income or assets, or the option of making monthly payments that are
lower than required for a fully amortizing loan. Alt-A mortgage loans generally have interest rates that fall between
the interest rates on conforming loans and subprime loans.

•

Second Lien. Second mortgages and home equity lines are often referred to as second liens and fall into a separate
category of the residential mortgage market. These loans typically have higher interest rates than loans secured by
first liens because the lender generally will only receive proceeds from a foreclosure of a property after the first lien
holder is paid in full. In addition, these loans often feature higher loan-to -value ratios and are less secure than first
lien mortgages.
Servicing Related Assets
Excess MSRs
An MSR provides a mortgage servicer with the right to service a pool of mortgage loans in exchange for a portion of
the interest payments made on the underlying mortgage loans. This amount typically ranges from 25 to 50 bps times
the UPB of the mortgage loans. An MSR is made up of two components: a basic fee and an Excess MSR. The basic
fee is the amount of compensation for the performance of servicing duties, and the Excess MSR is the amount that
exceeds the basic fee. For example, if an MSR is 30 bps and the basic fee is 5 bps, then the Excess MSR is 25 bps. In
our capacity as the owner of an Excess MSR, we are not required to assume any servicing duties, advance obligations
or liabilities associated with the loan pools underlying our investment. However, we have purchased servicer
advances, including the basic fee component of the related MSRs, on certain loan pools underlying our Excess MSRs.
Approximately 74% of MSRs were owned by banks as of the third quarter of 2014, according to Inside Mortgage
Finance. 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, among other reasons. As banks sell MSRs, there may be an opportunity for us to invest in the
corresponding Excess MSRs.
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There are a number of reasons why we believe Excess MSRs may represent a compelling investment opportunity:

•

Supply-Demand Imbalance. Since 2010, banks have sold or committed to sell MSRs totaling more than $2 trillion of
the approximately $10 trillion mortgage market. As a result of the regulatory and other pressures facing bank
servicers, we believe the volume of MSR sales is likely to be substantial for some period of time. We estimate that
MSRs on approximately $150 billion of mortgages are currently for sale, which would require a capital investment of
approximately $1 to 1.5 billion based on current pricing dynamics. We believe that nonbank servicers, who acquire
MSRs and are constrained by capital limitations, such as Nationstar, will continue to sell a portion of the Excess
MSRs. In addition, approximately $1 trillion of new loans are expected to be created annually according to the
Mortgage Bankers Association. We believe this creates an opportunity to enter into “flow arrangements,” whereby loan
originators agree to sell Excess MSRs on newly originated loans on a recurring basis (often monthly or quarterly).
Given this combined dynamic, we believe $1 - 2 trillion of MSRs could be sold or available over the next few years.
We believe that MSRs are being sold at a discount to historical pricing levels, although increased competition for
these assets has driven prices higher recently. There can be no assurance that we will make additional investments in
Excess MSRs or that any future investment in Excess MSRs will generate returns similar to the returns on our original
investments in Excess MSRs.

•
Attractive Pricing. We believe MSRs are currently being sold at a discount to historical pricing levels. While prices
have rebounded from the lows, we believe that prices remain lower than their peak. At current prices, we believe
investments in Excess MSRs can generate attractive returns without leverage.

•

Significant Barrier to Entry. Non-servicers, like us, cannot directly own an MSR as a named servicer and would
therefore need to partner with a servicer in order to invest in MSRs. The number of strong, scalable non-bank
servicers is limited. Moreover, in the case of Excess MSRs on Agency pools, the servicer must be Agency-approved.
As a result, non-servicers seeking to invest in Excess MSRs generally face a significant barrier to entering the market,
particularly if they do not have a relationship with a quality servicer. We believe our track record of investing in
Excess MSRs and our established relationship with Nationstar give us a competitive advantage over other potential
investors.

We pioneered investments in Excess MSRs (while we were a wholly owned subsidiary of Newcastle). We believe we
remain the most active REIT in the sector. However, the timing, size and potential returns of future investments in
Excess MSRs may be less attractive than our prior investments in this sector due to a number of factors, most of
which are beyond our control.

Servicer Advances

Servicer advances are a customary feature of residential mortgage securitization transactions and represent one of the
duties for which a servicer is compensated through the basic fee component of the related MSR, since the advances
are non-interest bearing. Our investments in servicer advances include the rights to the basic fee component of the
related MSR.
Servicer advances are generally reimbursable cash payments made by a servicer when the borrower fails to make
scheduled payments due on a mortgage loan or when the servicer makes cash payments (i) on behalf of a borrower for
real estate taxes and insurance premiums on the property that have not been paid on a timely basis by the borrower
and (ii) to third parties for the costs and expenses incurred in connection with the foreclosure, preservation and sale of
the mortgaged property, including attorneys’ and other professional fees. The purpose of the advances is to provide
liquidity, rather than credit enhancement, to the underlying residential mortgage securitization transaction. Servicer
advances are usually repaid from amounts received with respect to the related mortgage loan, including payments
from the borrower or amounts received from the liquidation of the property securing the loan, which is referred to as
“loan-level recovery.”
Servicer advances typically fall into one of three categories:
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•Principal and Interest Advances: Cash payments made by the servicer to cover scheduled payments of principal of,
and interest on, a mortgage loan that have not been paid on a timely basis by the borrower.

•
Escrow Advances (Taxes and Insurance Advances): Cash payments made by the servicer to third parties on behalf of
the borrower for real estate taxes and insurance premiums on the property that have not been paid on a timely basis by
the borrower.

•
Foreclosure Advances: Cash payments made by the servicer to third parties for the costs and expenses incurred in
connection with the foreclosure, preservation and sale of the mortgaged property, including attorneys’ and other
professional fees.
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Residential mortgage servicing agreements generally require a servicer to make advances in respect of serviced
mortgage loans unless the servicer determines in good faith that the advance would not be ultimately recoverable from
the proceeds of the related mortgage loan or the mortgaged property. In many cases, if the servicer determines that an
advance previously made would not be recoverable from these sources, or if such advance is not recovered when the
loan is repaid or related property is liquidated, then, the servicer is, most often, entitled to withdraw funds from the
custodial account for payments on the serviced mortgage loans to reimburse the applicable advance. This is what is
often referred to as a “general collections backstop.” See “Risk Factors—Risks Related to Our Business—Servicer advances
may not be recoverable or may take longer to recover than we expect, which could cause us to fail to achieve our
targeted return on our investment in servicer advances.”
The status of investments in servicer advances for purposes of the REIT requirements is uncertain, and therefore our
ability to make these kinds of investments may be limited. We currently hold our investment in servicer advances in a
taxable REIT subsidiary.
Residential Securities and Loans
RMBS
We invest in both Agency RMBS and Non-Agency RMBS. RMBS are securities created through the securitization of
a pool of residential mortgage loans. As of the third quarter of 2014, approximately $7 trillion of the $10 trillion of
residential mortgage loans outstanding was securitized, according to Inside Mortgage Finance. Of the securitized
mortgage loans, approximately $6 trillion were Agency RMBS, according to Inside Mortgage Finance, which are
RMBS 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 was securitized by either public trusts or PLS, and these securities are referred to as
Non-Agency RMBS.
Agency RMBS generally offer more stable cash flows and historically have been subject to lower credit risk and
greater price stability than the other types of residential mortgage investments we intend to target. The Agency RMBS
that we may acquire could be secured by fixed-rate mortgages, adjustable-rate mortgages or hybrid adjustable-rate
mortgages. More information about certain types of Agency RMBS in which we have invested or may invest is set
forth below.
Mortgage pass-through certificates. Mortgage pass-through certificates are securities representing interests in “pools” of
mortgage loans secured by residential real property where payments of both interest and principal, plus pre-paid
principal, on the securities are made monthly to holders of the securities, in effect “passing through” monthly payments
made by the individual borrowers on the mortgage loans that underlie the securities, net of fees paid in connection
with the issuance of the securities and the servicing of the underlying mortgage loans.
Interest Only Agency RMBS. This type of stripped security only entitles the holder to interest payments. The yield to
maturity of interest only Agency RMBS is extremely sensitive to the rate of principal payments (particularly
prepayments) on the underlying pool of mortgage loans. If we decide to invest in these types of securities, we
anticipate doing so primarily to take advantage of particularly attractive prepayment-related or structural opportunities
in the Agency RMBS markets.
TBAs. We utilize TBAs in order to invest in Agency RMBS. Pursuant to these TBAs, we agree to purchase or sell, for
future delivery, Agency RMBS with certain principal and interest terms and certain types of underlying collateral, but
the particular Agency RMBS to be delivered would not be identified until shortly before the TBA settlement date. Our
ability to purchase Agency RMBS through TBAs may be limited by the 75% income and asset tests applicable to
REITs.
The onset of the financial crisis in 2007 led to significant volatility in the prices for Non-Agency RMBS. The crisis
resulted in 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 recovered 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.
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Furthermore, we believe that in many Non-Agency RMBS vehicles there is a meaningful discrepancy between the
value of the Non-Agency RMBS and the recovery value of the underlying collateral. We intend to pursue
opportunities to structure transactions that would enable us to realize this difference, particularly through the
acquisition and execution of call rights.
The Non-Agency RMBS we may acquire could be secured by fixed-rate mortgages, adjustable-rate mortgages or
hybrid adjustable-rate mortgages. The mortgage loan collateral may be classified as “conforming” or “non-conforming,”
depending on a variety of factors.
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Real Estate Loans
We believe there may be attractive opportunities to invest in portfolios of non-performing and other residential
mortgage loans. In certain of these investments, we would expect to acquire the loans at a deep discount to their face
amount, and we (either independently or with a servicing co-investor) would seek to resolve the loans at a
substantially higher valuation. We would seek to improve performance by transferring the servicing to Nationstar or
another reputable servicer, which we believe could increase unlevered yields. In addition, we may seek to employ
leverage to increase returns, either through traditional financing lines or, if available, securitization options.
While a number of portfolios of non-performing residential loans have been sold since the financial crisis, we believe
the volume of such sales may increase for a number of reasons. For example, with improved balance sheets, many
large banks have more financial flexibility to recognize losses on non-performing assets. HUD, which acquires the
non-performing loans from Ginnie Mae securitizations, has been increasing the number of portfolio sales. In addition,
we believe that residential loan servicers—which have traditionally resorted to loan foreclosure procedures and
subsequent property sales to maximize recoveries on non-performing loans—may increase sales of defaulted loans. To
the extent any of these dynamics results in a meaningful volume of non-performing loan sales, we believe they may
pose attractive investment opportunities for us.
Other Investments
We may pursue other types of investments as the market evolves, such as our opportunistic investment in consumer
loans in April 2013. Our Manager makes decisions about our investments in accordance with broad investment
guidelines adopted by our board of directors. Accordingly, we may, without a stockholder vote, change our target
asset classes and acquire a variety of assets that may differ from, and are possibly riskier than, our current portfolio of
target assets. For more information about our investment guidelines, see “—Investment Guidelines.”
Our Portfolio
Our portfolio is currently composed of servicing related assets, residential securities and loans and other investments,
as described in more detail in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Our Portfolio.” The following table summarizes our consolidated investment portfolio as of December 31,
2014 (dollars in thousands):

Outstanding
Face Amount

Amortized
Cost Basis(A)

Percentage of
Total
Amortized
Cost Basis

Carrying Value
Weighted
Average Life
(years)(B)

Investments in:
Excess MSRs(C) $248,739,579 $589,551 7.9 % $748,609 6.0
Servicer Advances(C) 3,102,492 3,186,622 42.8 3,270,839 4.0
Agency RMBS 1,646,361 1,724,329 23.2 1,740,163 5.0
Non-Agency RMBS 1,896,150 710,515 9.5 723,000 6.4
Residential Mortgage Loans 1,433,797 1,174,277 15.8 1,174,277 4.0
Real Estate Owned  N/A 61,933 0.8 61,933 N/A
Consumer Loans(C) 2,589,748 N/A N/A — 3.6
Total / Weighted Average $259,408,127 $7,447,227 100.0 % $7,718,821 4.6
Reconciliation to GAAP total assets:
Cash and restricted cash 242,403
Derivative assets 32,597
Other assets 99,869
GAAP total assets $8,093,690

(A)Net of impairment.
(B)Weighted average life is based on the timing of our expected principal reduction on the asset.
(C)The outstanding face amount of Excess MSRs, servicer advances, and consumer loans is based on 100% of the

face amount of the underlying residential mortgage loans, currently outstanding advances, and consumer loans
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Investment Guidelines
Our board of directors has adopted a broad set of investment guidelines to be used by our Manager to evaluate specific
investments. Our general investment guidelines prohibit any investment that would cause us to fail to qualify as a
REIT, and any investment that would cause us to be regulated as an investment company. These investment guidelines
may be changed by our board of directors without the approval of our stockholders. If our board changes any of our
investment guidelines, we will disclose such changes in our next required periodic report.
Financing Strategy
Our objective is to generate attractive risk-adjusted returns for our stockholders without the excessive use of leverage.
We have funded the acquisition of Excess MSRs primarily on an unlevered basis. We do not have a predetermined
target leverage level. The amount of leverage we deploy for a particular investment depends upon an assessment of a
variety of factors, which may include the anticipated liquidity and price volatility of our assets; the gap between the
duration of assets and liabilities, including hedges; the availability and cost of financing the assets; our opinion of the
creditworthiness of financing counterparties; the health of the U.S. economy and the residential mortgage and housing
markets; our outlook for the level, slope and volatility of interest rates; the credit quality of the loans underlying our
investments; and our outlook for asset spreads relative to financing costs. See “Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Liquidity and Capital Resources—Debt Obligations” for further details
about our debt obligations.
Hedging Strategy
Subject to maintaining our qualification as a REIT and exclusion from registration under the Investment Company Act
of 1940 (the “1940 Act”), we may, from time to time, utilize derivative financial instruments to hedge the interest rate
risk associated with our borrowings. Under the U.S. federal income tax laws applicable to REITs, we generally will be
able to enter into certain transactions to hedge indebtedness that we may incur, or plan to incur, to acquire or carry real
estate assets, although our total gross income from interest rate hedges that do not meet this requirement and other
non-qualifying sources generally must not exceed 5% of our gross income.
Subject to maintaining our qualification as a REIT and exclusion from registration under the 1940 Act, we may also
engage in a variety of interest rate management techniques that seek on the one hand to mitigate the influence of
interest rate changes on the values of some of our assets and on the other hand help us achieve our risk management
objectives. The U.S. federal income tax rules applicable to REITs may require us to implement certain of these
techniques through a domestic TRS that is fully subject to U.S. federal corporate income taxation. Our interest rate
management techniques may include:

•interest rate swap agreements, interest rate cap agreements, exchange-traded derivatives and swaptions;
•puts and calls on securities or indices of securities;
•U.S. Treasury securities and options on U.S. Treasury securities;
•TBAs; and
•other similar transactions.
Subject to maintaining our REIT qualification, we may utilize hedging instruments, including interest rate swap
agreements, interest rate cap agreements, interest rate floor or collar agreements or other financial instruments that we
deem appropriate. Specifically, we may attempt to reduce interest rate risks and to minimize exposure to interest rate
fluctuations through the use of match funded financing structures, when appropriate, whereby we may seek (1) to
match the maturities of our debt obligations with the maturities of our assets and (2) to match the interest rates on our
assets with like-kind debt (i.e., we may finance floating rate assets with floating rate debt and fixed-rate assets with
fixed-rate debt), directly or through the use of interest rate swap agreements, interest rate cap agreements, or other
financial instruments, or through a combination of these strategies. We expect these instruments will allow us to
minimize, but not eliminate, the risk that we have to refinance our liabilities before the maturities of our assets and to
reduce the impact of changing interest rates on our earnings and liquidity.
The Management Agreement
We entered into a Management Agreement with our Manager, an affiliate of Fortress, which was subsequently
amended and restated on August 1, 2013 and on August 5, 2014, pursuant to which our Manager provides for a
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supervision of our board of directors.  Our Manager is responsible for, among other things, (i) setting investment
criteria in accordance with broad investment guidelines
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adopted by our board of directors, (ii) sourcing, analyzing and executing acquisitions, (iii) providing financial and
accounting management services and (iv) performing other duties as specified in the Management Agreement.
We pay our Manager an annual management fee equal to 1.5% of our gross equity. Gross equity is generally the
equity that was transferred to us 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.
Our 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) the funds from operations before the incentive compensation, excluding funds from
operations from investments in the Consumer Loan Companies and any unrealized gains or losses from
mark-to-market valuation changes on investments and debt (and any deferred tax impact thereof), per share of
common stock, 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 the distribution date, 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, in each case per share of common stock, exceed (2) an
amount equal to (a) the weighted average of the book value per share of the equity that was transferred to us by
Newcastle on the distribution date and the prices per share of our common stock in any offerings by us (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 U.S. Generally Accepted Accounting
Principles (“GAAP”)), excluding gains (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 is computed on an unconsolidated basis. The computation of funds from operations may be adjusted at the
direction of our independent directors based on changes in, or certain applications of, GAAP. Funds from operations
is determined from the date of our separation from Newcastle and without regard to Newcastle’s prior performance.
Funds from operations does not represent cash generated from operating activities in accordance with GAAP and
should not be considered as an alternative to net income as an indication of our performance or to cash flows as a
measure of liquidity or ability to make distributions.
The initial term of our Management Agreement expired on May 15, 2014, and the Management Agreement was and
will be renewed automatically each year for an additional one-year period unless (i) a majority consisting of at least
two-thirds of our independent directors or a simple majority of the holders of outstanding shares of our common stock,
agree that there has been unsatisfactory performance that is materially detrimental to us or (ii) a simple majority of our
independent directors agree that the management fee payable to our Manager is unfair; provided, that we shall not
have the right to terminate our Management Agreement under clause (ii) foregoing if the Manager agrees to continue
to provide the services under the Management Agreement at a fee that our independent directors have determined to
be fair.
If we elect not to renew our Management Agreement at the expiration of any such one-year extension term as set forth
above, our Manager will be provided with 60 days’ prior notice of any such termination. In the event of such
termination, we would be required to pay the termination fee. The termination fee is a fee equal to the sum of (1) the
amount of the management fee during the 12 months immediately preceding the date of termination, and (2) the
“Incentive Compensation Fair Value Amount.” The Incentive Compensation Fair Value Amount is an amount equal to
the incentive compensation that would be paid to the Manager if our assets were sold for cash at their then current fair
market value (as determined by an appraisal, taking into account, among other things, the expected future value of the
underlying investments).
Fortress, through its affiliates, and principals of Fortress held 2.4 million shares of our common stock, and Fortress,
through its affiliates, held options to purchase an additional 8.9 million shares of our common stock, representing
approximately 7.4% of our common stock on a fully diluted basis, as of December 31, 2014.
Policies with Respect to Certain Other Activities
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Subject to the approval of our board of directors, we have the authority to offer our common stock or other equity or
debt securities in exchange for property and to repurchase or otherwise reacquire our shares or any other securities and
may engage in such activities in the future.
We also may make loans to, or provide guarantees of certain obligations of, our subsidiaries.
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Subject to the percentage ownership and gross income and asset tests necessary for REIT qualification, we may invest
in securities of other REITs, other entities engaged in real estate activities or securities of other issuers, including for
the purpose of exercising control over such entities.
We may engage in the purchase and sale of investments.
Our officers and directors may change any of these policies and our investment guidelines without a vote of our
stockholders.
In the event that we determine to raise additional equity capital, our board of directors has the authority, without
stockholder approval (subject to certain NYSE requirements), to issue additional common stock or preferred stock in
any manner and on such terms and for such consideration it deems appropriate, including in exchange for property.
Decisions regarding the form and other characteristics of the financing for our investments are made by our manager
subject to the general investment guidelines adopted by our board of directors.
Conflicts of Interest
Although we have established certain policies and procedures designed to mitigate conflicts of interest, there can be
no assurance that these policies and procedures will be effective in doing so. It is possible that actual, potential or
perceived conflicts of interest could give rise to investor dissatisfaction, litigation or regulatory enforcement actions.
One or more of our officers and directors have responsibilities and commitments to entities other than us, including,
but not limited to, Newcastle, Nationstar (the servicer for a significant portion of our loans, and the loans underlying
our Excess MSRs, servicer advances, and Non-Agency RMBS), and Springleaf (the servicer for the consumer loans in
which we have invested). For example, we have some of the same directors and officers as Newcastle, Nationstar and
Springleaf. In addition, we do not have a policy that expressly prohibits our directors, officers, securityholders or
affiliates from engaging for their own account in business activities of the types conducted by us. Moreover, our
certificate of incorporation provides that if Newcastle or Fortress or any of their officers, directors or employees
acquire knowledge of a potential transaction that could be a corporate opportunity, they have no duty, to the fullest
extent permitted by law, to offer such corporate opportunity to us, our stockholders or our affiliates. In the event that
any of our directors and officers who is also a director, officer or employee of Newcastle or Fortress acquires
knowledge of a corporate opportunity or is offered a corporate opportunity, provided that this knowledge was not
acquired solely in such person’s capacity as a director or officer of New Residential and such person acts in good faith,
then to the fullest extent permitted by law such person is deemed to have fully satisfied such person’s fiduciary duties
owed to us and is not liable to us if Newcastle or Fortress, or their affiliates, pursues or acquires the corporate
opportunity or if such person did not present the corporate opportunity to us. However, subject to the terms of our
certificate of incorporation, our code of business conduct and ethics prohibits the directors, officers and employees of
our Manager from engaging in any transaction that involves an actual conflict of interest with us. See “Risk
Factors—Risks Related to Our Manager—There are conflicts of interest in our relationship with our Manager.”
Our key agreements, including our Management Agreement, were negotiated among related parties, and their
respective terms, including fees and other amounts payable, may not be as favorable to us as terms negotiated on an
arm’s-length basis with unaffiliated parties. Our independent directors may not vigorously enforce the provisions of
our Management Agreement against our Manager. For example, our independent directors may refrain from
terminating our Manager because doing so could result in the loss of key personnel. The structure of the Manager’s
compensation arrangement may have unintended consequences for us. We have agreed to pay our Manager a
management fee that is not tied to our performance and incentive compensation that is based entirely on our
performance. The management fee may not sufficiently incentivize our Manager to generate attractive risk-adjusted
returns for us, while the performance-based incentive compensation component may cause our Manager to place
undue emphasis on the maximization of earnings, including through the use of leverage, at the expense of other
objectives, such as preservation of capital, to achieve higher incentive distributions. Investments with higher yield
potential are generally riskier or more speculative than investments with lower yield potential. This could result in
increased risk to the value of our portfolio of assets and a stockholder's investment in us.
We may compete with entities affiliated with our Manager or Fortress, including Newcastle, for certain target assets.
From time to time, affiliates of Fortress may focus on investments in assets with a similar profile as our target assets
that we may seek to acquire. These affiliates may have meaningful purchasing capacity, which may change over time
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depending upon a variety of factors, including, but not limited to, available equity capital and debt financing, market
conditions and cash on hand. As of December 31, 2014, Fortress had two funds primarily focused on investing in
Excess MSRs with approximately $1.6 billion in capital commitments in aggregate. We intend to co-invest with these
funds in Excess MSRs. Fortress funds generally have a fee structure similar to ours, but the fees actually paid will
vary depending on the size, terms and performance of each fund.

11

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

30



Table of Contents

Our Manager may determine, in its discretion, to make a particular investment through an investment vehicle other
than us. Investment allocation decisions will reflect a variety of factors, such as a particular vehicle’s availability of
capital (including financing), investment objectives and concentration limits, legal, regulatory, tax and other similar
considerations, the source of the investment opportunity and other factors that the Manager, in its discretion, deems
appropriate. Our Manager does not have an obligation to offer us the opportunity to participate in any particular
investment, even if it meets our investment objectives.
Operational and Regulatory Structure

REIT Qualification

We have elected and intend to qualify to be taxed as a REIT for U.S. federal income tax purposes. Our qualification as
a REIT will depend upon our ability to meet, on a continuing basis, various complex requirements under the Internal
Revenue Code of 1986, as amended, (the “Internal Revenue Code”), relating to, among other things, the sources of our
gross income, the composition and values of our assets, our distribution levels to our stockholders and the
concentration of ownership of our capital stock. We believe that, commencing with our initial taxable year ended
December 31, 2013, we are organized in conformity with the requirements for qualification and taxation as a REIT
under the Internal Revenue Code, and that our manner of operation will enable us to meet the requirements for
qualification and taxation as a REIT.
1940 Act Exclusion
We intend to continue to conduct our operations so that neither we nor any of our subsidiaries are required to register
as an investment company under the 1940 Act. Section 3(a)(1)(A) of the 1940 Act defines an investment company as
any issuer that is or holds itself out as being engaged primarily in the business of investing, reinvesting or trading in
securities. Section 3(a)(1)(C) of the 1940 Act defines an investment company as any issuer that is engaged or proposes
to engage in the business of investing, reinvesting, owning, holding or trading in securities and owns or proposes to
acquire investment securities having a value exceeding 40% of the value of the issuer’s total assets (exclusive of U.S.
Government securities and cash items) on an unconsolidated basis (the “40% test”). Excluded from the term “investment
securities,” among other things, are U.S. Government securities and securities issued by majority owned subsidiaries
that are not themselves investment companies and are not relying on the exclusion from the definition of investment
company for private funds set forth in Section 3(c)(1) or Section 3(c)(7) of the 1940 Act.
We are organized as a holding company that conducts its businesses primarily through wholly owned and majority
owned subsidiaries. We intend to continue to conduct our operations so that we do not come within the definition of
an investment company because less than 40% of the value of our adjusted total assets on an unconsolidated basis will
consist of “investment securities” in compliance with the 40% test under Section 3(a)(1)(C) of the 1940 Act. The value
of securities issued by any wholly owned or majority owned subsidiaries that we may form in the future that are
excluded from the definition of “investment company” based on Section 3(c)(1) or 3(c)(7) of the 1940 Act, together with
any other investment securities we may own, may not exceed the 40% test under Section 3(a)(1)(C) of the 1940 Act.
For purposes of the foregoing, we currently treat our interests in our taxable REIT subsidiaries (“TRSs”) that hold our
servicer advances and our subsidiaries that hold consumer loans as investment securities because these subsidiaries
presently rely on the exclusion provided by Section 3(c)(7) of the 1940 Act. We will monitor our holdings to ensure
continuing and ongoing compliance with the 40% test under Section 3(a)(1)(C) of the 1940 Act. In addition, we
believe we will not be considered an investment company under Section 3(a)(1)(A) of the 1940 Act because we will
not engage primarily or hold ourselves out as being engaged primarily in the business of investing, reinvesting or
trading in securities. Rather, through our wholly owned subsidiaries, we will be primarily engaged in the
non-investment company businesses of these subsidiaries.
If the value of securities issued by our subsidiaries that are excluded from the definition of “investment company” by
Section 3(c)(1) or 3(c)(7) of the 1940 Act, together with any other investment securities we own, exceeds the 40% test
under Section 3(a)(1)(C) of the 1940 Act (e.g., the value of our interests in the taxable REIT subsidiaries that hold
servicer advances increases significantly in proportion to the value of our other assets), or if one or more of such
subsidiaries fail to maintain an exclusion or exception from the 1940 Act, we could, among other things, be required
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either (a) to substantially change the manner in which we conduct our operations to avoid being required to register as
an investment company or (b) to register as an investment company under the 1940 Act, either of which could have an
adverse effect on us and the market price of our securities. As discussed above, for purposes of the foregoing, we
currently treat our interests in our TRSs that hold our servicer advances and our subsidiaries that hold consumer loans
as investment securities because these subsidiaries presently rely on the exclusion provided by Section 3(c)(7) of the
1940 Act. If we were required to register as an investment company under the 1940 Act, we could, among other
things, be required either to (a) change the manner in which we conduct our operations to avoid being required to
register as an investment company, (b) effect sales of our assets in a manner that, or at a time when, we would not
otherwise choose to do so, or (c) register as an investment company, any of which could negatively affect the value of
our common stock, the sustainability of our business model, and our ability to make distributions.
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For purposes of the foregoing, we treat our interests in certain of our wholly owned and majority owned subsidiaries,
which constitutes more than 60% of the value of our adjusted total assets on an unconsolidated basis, as
non-investment securities because such subsidiaries qualify for exclusion from the definition of an investment
company under the 1940 Act pursuant to Section 3(c)(5)(C) of the 1940 Act (the “Section 3(c)(5)(C) exclusion”). The
Section 3(c)(5)(C) exclusion is available for entities “primarily engaged” in the business of “purchasing or otherwise
acquiring mortgages and other liens on and interests in real estate.” The Section 3(c)(5)(C) exclusion generally requires
that at least 55% of these subsidiaries’ assets comprise qualifying real estate assets and at least 80% of each of their
portfolios must comprise qualifying real estate assets and real estate-related assets under the 1940 Act. Maintenance of
our exclusion under the 1940 Act generally limits the amount of our Section 3(c)(5)(C) subsidiaries’ investments in
non-real estate assets to no more than 20% of our total assets.
In satisfying the 55% requirement under the Section 3(c)(5)(C) exclusion, based on guidance from the SEC and its
staff, we treat Agency RMBS issued with respect to an underlying pool of mortgage loans in which we hold all of the
certificates issued by the pool as qualifying real estate assets. The SEC and its staff have not published guidance with
respect to the treatment of whole pool Non-Agency RMBS for purposes of the Section 3(c)(5)(C) exclusion.
Accordingly, based on our own judgment and analysis of the guidance from the SEC and its staff identifying Agency
whole pool certificates as qualifying real estate assets under Section 3(c)(5)(C), we treat whole pool Non-Agency
RMBS issued with respect to an underlying pool of mortgage loans in which our subsidiary relying on Section
3(c)(5)(C) holds all of the certificates issued by the pool as qualifying real estate assets. We also treat whole mortgage
loans that each of our subsidiaries relying on Section 3(c)(5)(C) may acquire directly as qualifying real estate assets
provided that 100% of the loan is secured by real estate when such subsidiary acquires the loan and the subsidiary has
the unilateral right to foreclose on the mortgage.
Based on our own judgment and analysis of the guidance from the SEC and its staff with respect to analogous assets,
we treat Excess MSRs as real estate-related assets for purposes of satisfying the 80% test under the Section 3(c)(5)(C)
exclusion. We treat investments in Agency partial pool RMBS and Non-Agency partial pool RMBS as real
estate-related assets for purposes of satisfying the 80% test under the Section 3(c)(5)(C) exclusion.
We expect each of our subsidiaries relying on Section 3(c)(5)(C) to rely on guidance published by the SEC staff or on
our analyses of guidance published with respect to other types of assets to determine which assets are qualifying real
estate assets and real estate-related assets. The SEC may in the future take a view different than or contrary to our
analysis with respect to the types of assets we have determined to be qualifying real estate assets or real estate-related
assets. To the extent that the SEC staff publishes new or different guidance with respect to these matters, or disagrees
with our analysis, we may be required to adjust our strategy accordingly. In addition, we may be limited in our ability
to make certain investments and these limitations could result in the subsidiary holding assets we might wish to sell or
selling assets we might wish to hold.
In August 2011, the SEC issued a concept release soliciting public comments on a wide range of issues relating to
companies, which are typically REITs, engaged in the business of acquiring mortgages and mortgage-related
instruments and that rely on Section 3(c)(5)(C) of the 1940 Act, including the nature of the assets that qualify for
purposes of the Section 3(c)(5)(C) exclusion and whether such REITs should be regulated in a manner similar to
investment companies. Therefore, there can be no assurance that the laws and regulations governing the 1940 Act
status of REITs, or guidance from the SEC or its staff regarding the Section 3(c)(5)(C) exclusion, will not change in a
manner that adversely affects our operations. If we or our subsidiaries fail to maintain an exclusion or exception from
the 1940 Act, we could, among other things, be required either to (a) change the manner in which we conduct our
operations to avoid being required to register as an investment company, (b) effect sales of our assets in a manner that,
or at a time when, we would not otherwise choose to do so, or (c) register as an investment company, any of which
could negatively affect the value of our common stock, the sustainability of our business model, and our ability to
make distributions.
Although we monitor our portfolio periodically and prior to each investment origination or acquisition, there can be
no assurance that we will be able to maintain the Section 3(c)(5)(C) exclusion from the definition of an investment
company under the 1940 Act for these subsidiaries.
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To the extent that the SEC staff provides more specific guidance regarding any of the matters bearing upon the
exclusions or exceptions we and our subsidiaries rely on from the 1940 Act, we may be required to adjust our strategy
accordingly. Any additional guidance from the SEC staff could provide additional flexibility to us, or it could further
inhibit our ability to pursue the strategies we have chosen.
Qualification for an exclusion from registration under the 1940 Act will limit our ability to make certain investments.
See “Risk Factors — Risks Related to Our Business — Maintenance of our 1940 Act exclusion imposes limits on our
operations.”
Competition
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Our success depends, in large part, on our ability to acquire target assets on terms consistent with our business and
economic model. In acquiring these assets, we expect to compete with banks, independent mortgage loan servicers,
private equity firms, hedge funds and other large financial services companies. Many of our anticipated competitors
are significantly larger than we are, have access to greater capital and other resources and may have other advantages
over us. In addition, some of our competitors may have higher risk tolerances or different risk assessments, which
could lead them to offer higher prices for assets that we might be interested in acquiring and cause us to lose bids for
those assets. In addition, other potential purchasers of our target assets may be more attractive to sellers of such assets
if the sellers believe that these potential purchasers could obtain any necessary third party approvals and consents
more easily than us.
In the face of this competition, we expect to take advantage of the experience of members of our management team
and their industry expertise which may provide us with a competitive advantage and help us assess potential risks and
determine appropriate pricing for certain potential acquisitions of our target assets. In addition, we expect that these
relationships will enable us to compete more effectively for attractive acquisition opportunities. However, we may not
be able to achieve our business goals or expectations due to the competitive risks that we face.
Employees
We are managed by our Manager pursuant to the Management Agreement between our Manager and us. All of our
officers are employees of our Manager or an affiliate of our Manager. We do not have any employees.
Legal Proceedings
From time to time, we are or may be involved in various disputes and litigation matters that arise in the ordinary
course of business. We are not party to any material legal proceedings as of the date on which this report is filed.
Corporate Governance and Internet Address; Where Readers Can Find Additional Information
We emphasize the importance of professional business conduct and ethics through our corporate governance
initiatives. Our board of directors consists of a majority of independent directors; the Audit, Nominating and
Corporate Governance, and Compensation committees of our board of directors are composed exclusively of
independent directors. We have adopted corporate governance guidelines, and our Manager has adopted a code of
business conduct and ethics, which delineate our standards for our officers and directors, and employees of our
Manager.
New Residential files annual, quarterly and current reports, proxy statements and other information required by the
Securities Exchange Act of 1934, as amended (the ‘‘Exchange Act’’), with the Securities and Exchange Commission
(“SEC”). Readers may read and copy any document that New Residential files at the SEC’s Public Reference Room
located at 100 F Street, N.E., Washington, D.C. 20549, U.S.A. Please call the SEC at 1-800-SEC-0330 for further
information on the Public Reference Room. Our SEC filings are also available to the public from the SEC’s internet
site at http://www.sec.gov. Copies of these reports, proxy statements and other information can also be inspected at
the offices of the New York Stock Exchange, Inc., 20 Broad Street, New York, New York 10005, U.S.A.
Our internet site is http://www.newresi.com. We make available free of charge through our internet site our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements and Forms 3, 4
and 5 filed on behalf of directors and executive officers and any amendments to those reports filed or furnished
pursuant to the Exchange Act as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the SEC. Also posted on our website in the ‘‘Investor Relations—Corporate Governance” section are charters
for the company’s Audit Committee, Compensation Committee and Nominating and Corporate Governance
Committee as well as our Corporate Governance Guidelines and our Code of Business Conduct and Ethics governing
our directors, officers and employees. Information on, or accessible through, our website is not a part of, and is not
incorporated into, this report.
Item 1A. Risk Factors
Investing in our common stock involves a high degree of risk. You should carefully read and consider the following
risk factors and all other information contained in this report. If any of the following risks, as well as additional risks
and uncertainties not currently known to us or that we currently deem immaterial, occur, our business, financial
condition or results of operations could be materially and adversely affected. The risk factors summarized below are
categorized as follows: (i) Risks Related to Our Business, (ii) Risks Related to Our Manager, (iii) Risks Related to the
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Financial Markets, (iv) Risks Related to Our Taxation as a REIT, and (v) Risks Related to Our Common Stock.
However, these categories do overlap and should not be considered exclusive.
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Risks Related to Our Business
We have limited operating history as an independent company and may not be able to successfully operate our
business strategy or generate sufficient revenue to make or sustain distributions to our stockholders. The financial
information included in this report for periods prior to our spin-off in May 2013 may not be indicative of the results
we would have achieved as a separate stand-alone company and are not a reliable indicator of our future performance
or results.
We have limited experience operating as an independent company and cannot assure you that we will be able to
successfully operate our business or implement our operating policies and strategies. We were formed in September
2011 as a subsidiary of Newcastle and spun-off from Newcastle on May 15, 2013. We completed our first investment
in Excess MSRs in December 2011, and our Manager has limited experience with transactions involving GSEs. The
timing, terms, price and form of consideration that we and servicers pay in future transactions may vary meaningfully
from prior transactions.
There can be no assurance that we will be able to generate sufficient returns to pay our operating expenses and make
satisfactory distributions to our stockholders, or any distributions at all. Our results of operations and our ability to
make or sustain distributions to our stockholders depend on several factors, including the availability of opportunities
to acquire attractive assets, the level and volatility of interest rates, the availability of adequate short- and long-term
financing, conditions in the real estate market, the financial markets and economic conditions.
We did not operate as a separate, stand-alone company for the entirety of the historical periods presented in the
financial information included in this report, which has been derived from Newcastle’s historical financial statements
for the periods prior to the spin-off. Therefore, the financial information in this report for the periods prior to the
spin-off does not necessarily reflect what our financial condition, results of operations or cash flows would have been
had we been a separate, stand-alone public company prior to our separation from Newcastle. This is primarily a result
of the following factors:

•The financial information in this report for the periods prior to the spin-off does not reflect all of the expenses we
incur as a public company;

•

The working capital requirements and capital for general corporate purposes for our assets were satisfied prior to the
spin-off as part of Newcastle’s corporate-wide cash management policies. Following the spin-off, Newcastle does not
provide us with funds to finance our working capital or other cash requirements, so we are required to satisfy our
liquidity needs by obtaining financing from banks, through public offerings or private placements of debt or equity
securities, strategic relationships or other arrangements; and

•

Our cost structure, management, financing and business operations following the spin-off are significantly different as
a result of operating as an independent public company. These changes result in increased costs, including, but not
limited to, fees paid to our Manager, legal, accounting, compliance and other costs associated with being a public
company with equity securities traded on the NYSE.
The value of our investments in Excess MSRs and servicer advances is based on various assumptions that could prove
to be incorrect and could have a negative impact on our financial results.
When we invest in Excess MSRs and servicer advances, we base the price we pay and the rate of amortization of those
assets on, among other things, our projection of the cash flows from the related pool of mortgage loans. We record
Excess MSRs and servicer advances on our balance sheet at fair value, and we measure their fair value on a recurring
basis. Our projections of the cash flow from Excess MSRs and servicer advances, and the determination of the fair
value of Excess MSRs and servicer advances, are based on assumptions about various factors, including, but not
limited to:

•rates of prepayment and repayment of the underlying mortgage loans;
•interest rates;
•rates of delinquencies and defaults; and

•recapture rates (in the case of Excess MSRs only) and the amount and timing of servicer advances (in the case of
servicer advances only).
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Our assumptions could differ materially from actual results. The use of different estimates or assumptions in
connection with the valuation of these assets could produce materially different fair values for such assets, which
could have a material adverse effect on our consolidated financial position, results of operations and cash flows. The
ultimate realization of the value of our Excess
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MSRs and servicer advances may be materially different than the fair values of such assets as reflected in our
consolidated statement of financial position as of any particular date.
When mortgage loans underlying our Excess MSRs are prepaid as a result of a refinancing or otherwise, the related
cash flows payable to us cease (unless the loans are recaptured upon a refinancing). Borrowers under residential
mortgage loans are generally permitted to prepay their loans at any time without penalty. Our expectation of
prepayment speeds is a significant assumption underlying our cash flow projections. Prepayment speed is the
measurement of how quickly borrowers pay down the UPB of their loans or how quickly loans are otherwise brought
current, modified, liquidated or charged off. If the fair value of our Excess MSRs decreases, we would be required to
record a non-cash charge, which would have a negative impact on our financial results. Furthermore, a significant
increase in prepayment speeds could materially reduce the ultimate cash flows we receive from Excess MSRs, and we
could ultimately receive substantially less than what we paid for such assets. Consequently, the price we pay to
acquire Excess MSRs may prove to be too high.
The values of Excess MSRs and our servicer advances are highly sensitive to changes in interest rates. Historically,
the value of MSRs, which underpin the value of our Excess MSRs and servicer advances, has increased when interest
rates rise and decreased when interest rates decline due to the effect of changes in interest rates on prepayment speeds.
However, prepayment speeds could increase in spite of the current interest rate environment, as a result of a general
economic recovery or other factors, which would reduce the value of our interests in MSRs.
Moreover, delinquency rates have a significant impact on the value of Excess MSRs. When delinquent loans are
resolved through foreclosure (or repurchased by the GSEs), the UPB of such loans cease to be a part of the aggregate
UPB of the serviced loan pool when the related properties are foreclosed on and liquidated and the related cash flows
payable to us, as the holder of the Excess MSR or basic fee, cease. An increase in delinquencies will generally result
in lower revenue because typically we will only collect on our Excess MSRs from GSEs or mortgage owners for
performing loans. An increase in delinquencies with respect to the loans underlying our servicer advances could also
result in a higher advance balance and the need to obtain additional financing, which we may not be able to do on
favorable terms or at all. In addition, delinquencies on the loans underlying our servicer advances give rise to accrued
but unpaid servicing fees, or “deferred servicing fees,” which we have agreed to purchase in connection with our
purchase of servicer advances, and deferred servicing fees generally cannot be financed on terms as favorable as the
terms available to other types of servicer advances. If delinquencies are significantly greater than expected, the
estimated fair value of the Excess MSRs and servicer advances could be diminished. As a result, we could suffer a
loss, which would have a negative impact on our financial results.
We are party to “recapture agreements” whereby we receive a new Excess MSR with respect to a loan that was
originated by the servicer and used to repay a loan underlying an Excess MSR that we previously acquired from that
same servicer. In lieu of receiving an Excess MSR with respect to the loan used to repay a prior loan, the servicer may
supply a similar Excess MSR. We believe that recapture agreements will mitigate the impact on our returns in the
event of a rise in voluntary prepayment rates. There are no assurances, however, that servicers will enter into recapture
agreements with us in connection with any future investment in Excess MSRs.
If the servicer does not meet anticipated recapture targets, the servicing cash flow on a given pool could be
significantly lower than projected, which could have a material adverse effect on the value of our Excess MSRs and
consequently on our business, financial condition, results of operations and cash flows. Our recapture target for each
of our current recapture agreements is stated in the table in Note 12 to our Consolidated Financial Statements included
herein. In our investment in servicer advances, we are not entitled to the cash flows from recaptured loans.
Servicer advances may not be recoverable or may take longer to recover than we expect, which could cause us to fail
to achieve our targeted return on our investment in servicer advances.
We have agreed, together with certain third-party investors, to purchase from Nationstar all servicer advances related
to certain loan pools, as a result of which we are entitled to amounts representing repayment for such advances.
During any period in which a borrower is not making payments, a servicer (including Nationstar) is generally required
under the applicable servicing agreement to advance its own funds to cover the principal and interest remittances due
to investors in the loans, pay property taxes and insurance premiums to third parties, and to make payments for legal
expenses and other protective advances. The servicer also advances funds to maintain, repair and market real estate
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Repayment for servicer advances and payment of deferred servicing fees are generally made from late payments and
other collections and recoveries on the related mortgage loan (including liquidation, insurance and condemnation
proceeds) or, if a “general collections backstop” is available, from collections on other mortgage loans to which the
applicable servicing agreement
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relates. The rate and timing of payments on the servicer advances and the deferred servicing fees, are unpredictable for
several reasons, including the following:

•

payments on the servicer advances and the deferred servicing fees depend on the source of repayment, and whether
and when the related servicer receives such payment (certain servicer advances are reimbursable only out of late
payments and other collections and recoveries on the related mortgage loan, while others are also reimbursable out of
principal and interest collections with respect to all mortgage loans serviced under the related servicing agreement,
and as a consequence, the timing of such reimbursement is highly uncertain);

•
the length of time necessary to obtain liquidation proceeds may be affected by conditions in the real estate market or
the financial markets generally, the availability of financing for the acquisition of the real estate and other factors,
including, but not limited to, government intervention;

•
the length of time necessary to effect a foreclosure may be affected by variations in the laws of the particular
jurisdiction in which the related mortgaged property is located, including whether or not foreclosure requires judicial
action;

•
the requirements for judicial actions for foreclosure (which can result in substantial delays in reimbursement of
servicer advances and payment of deferred servicing fees), which vary from time to time as a result of changes in
applicable state law; and

•the ability of the related servicer to sell delinquent mortgage loans to third parties prior to liquidation, resulting in the
early reimbursement of outstanding unreimbursed servicer advances in respect of such mortgage loans.
As home values change, the servicer may have to reconsider certain of the assumptions underlying its decisions to
make advances. In certain situations, its contractual obligations may require the servicer to make certain advances for
which it may not be reimbursed. In addition, when a mortgage loan defaults or becomes delinquent, the repayment of
the advance may be delayed until the mortgage loan is repaid or refinanced, or a liquidation occurs. To the extent that
Nationstar fails to recover the servicer advances in which we have invested, or takes longer than we expect to recover
such advances, the value of our investment could be adversely affected and we could fail to achieve our expected
return and suffer losses.
Servicing agreements related to residential mortgage securitization transactions generally require a residential
mortgage servicer to make servicer advances in respect of serviced mortgage loans unless the servicer determines in
good faith that the servicer advance would not be ultimately recoverable from the proceeds of the related mortgage
loan, the mortgaged property or the related mortgagor. In many cases, if the servicer determines that a servicer
advance previously made would not be recoverable from these sources, the servicer is entitled to withdraw funds from
the related custodial account in respect of payments on the related pool of serviced mortgages to reimburse the related
servicer advance. This is what is often referred to as a “general collections backstop.” The timing of when a servicer
may utilize a general collections backstop can vary (some contracts require actual liquidation of the related loan first,
while others do not), and contracts vary in terms of the types of servicer advances for which reimbursement from a
general collections backstop is available. Accordingly, a servicer may not ultimately be reimbursed if both (i) the
payments from related loan, property or mortgagor payments are insufficient for reimbursement, and (ii) a general
collections backstop is not available or is insufficient. Also, if a servicer improperly makes a servicer advance, it
would not be entitled to reimbursement. Historically, Nationstar has recovered more than 99% of the advances that it
has made. While we do not expect this recovery rate to vary materially during the term of our investment, there can be
no assurance regarding future recovery rates related to our portfolio.
We rely heavily on mortgage servicers to achieve our investment objective and have no direct ability to influence their
performance.
The value of our investments in Excess MSRs, servicer advances and Non-Agency RMBS is dependent on the
satisfactory performance of servicing obligations by the mortgage servicer. The duties and obligations of mortgage
servicers are defined through contractual agreements, generally referred to as Servicing Guides in the case of GSEs, or
Pooling and Servicing Agreements in the case of private-label securities (collectively, the “Servicing Guidelines”). Our
investment in Excess MSRs is subject to all of the terms and conditions of the applicable Servicing Guidelines.
Servicing Guidelines generally provide for the possibility of termination of the contractual rights of the servicer in the
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mortgage backed securitization). Under the GSE Servicing Guidelines, the servicer may be terminated by the
applicable GSE for any reason, “with” or “without” cause, for all or any portion of the loans being serviced for such GSE.
In the event mortgage owners (or bondholders) terminate the servicer, the related Excess MSRs and basic fees would
under most circumstances lose all value on a going forward basis. If the servicer is terminated as servicer for any
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Agency Pools, the related Excess MSRs will be extinguished and our investment in such Excess MSRs will likely lose
all of its value. Any recovery in such circumstances will be highly conditioned and will require, among other things, a
new servicer willing to pay for the right to service the applicable mortgage loans while assuming responsibility for the
origination and prior servicing of the mortgage loans. In addition, any payment received from a successor servicer will
be applied first to pay the GSE for all of its claims and costs, including claims and costs against the servicer that do
not relate to the mortgage loans for which we own the Excess MSRs. A termination could also result in an event of
default under our financings for servicer advances. It is expected that any termination of a servicer by mortgage
owners (or bondholders) would take effect across all mortgages of such mortgage owners (or bondholders) and would
not be limited to a particular vintage or other subset of mortgages. Therefore, it is expected that all investments with a
given servicer would lose all their value in the event mortgage owners (or bondholders) terminate such servicer.
Nationstar is the servicer of most of the loans underlying our investments in Excess MSRs and servicer advances, and
it is the servicer or master servicer of the vast majority of the loans underlying our Non-Agency RMBS to date. See
“—We have significant counterparty concentration risk in Nationstar and Springleaf and are subject to other counterparty
concentration and default risks.” As a result, we could be materially and adversely affected if Nationstar or any other
servicer of the loans underlying our investments is unable to adequately carry out it's duties as a result of:

•its failure to comply with applicable laws and regulation;
•a downgrade in its servicer rating;
•its failure to maintain sufficient liquidity or access to sources of liquidity;
•its failure to perform its loss mitigation obligations;
•its failure to perform adequately in its external audits;
•a failure in or poor performance of its operational systems or infrastructure;

•regulatory or legal scrutiny regarding any aspect of a servicer’s operations, including, but not limited to, servicing
practices and foreclosure processes lengthening foreclosure timelines;
•a GSE’s or a whole-loan owner’s transfer of servicing to another party; or
•any other reason.
Nationstar is subject to numerous legal proceedings, federal, state or local governmental examinations, investigations
or enforcement actions, which could adversely affect its reputation and its liquidity, financial position and results of
operations. For example, on March 5, 2014, Nationstar received a letter from Benjamin Lawsky, Superintendent of the
New York Department of Financial Services, in connection with Nationstar’s recent growth, certain operational issues,
and certain alleged recent complaints from certain New York consumers. Other servicers have experienced heightened
regulatory scrutiny, and Nationstar could be adversely affected by the market's perception that Nationstar could
experience similar regulatory issues.
Loss mitigation techniques are intended to reduce the probability that borrowers will default on their loans and to
minimize losses when defaults occur, and they may include the modification of mortgage loan rates, principal
balances and maturities. If Nationstar (or any other applicable servicer or subservicer) fail to adequately perform their
loss mitigation obligations, we could be required to purchase servicer advances in excess of those that we might
otherwise have had to purchase, and the time period for collecting servicer advances may extend. Any increase in
servicer advances or material increase in the time to resolution of a defaulted loan could result in increased capital
requirements and financing costs for us and our co-investors and could adversely affect our liquidity and net income.
In the event that Nationstar receives requests for advances in excess of amounts that we or the co-investors is willing
or able to fund, Nationstar may not be able to fund these advance requests, which could result in a termination event
under the applicable Servicing Guidelines, an event of default under our advance facilities and a breach of our
purchase agreement with Nationstar. As a result, we could experience a partial or total loss of the value of our
investment in servicer advances.
MSRs and servicer advances are subject to numerous federal, state and local laws and regulations and may be subject
to various judicial and administrative decisions. If the servicer actually or allegedly failed to comply with applicable
laws, rules or regulations, it could be terminated as the servicer, which could have a material adverse effect on our
business, financial condition, results of operations or cash flows. In addition, servicer advances that are improperly
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made may not be eligible for financing under our facilities and may not be reimbursable by the related securitization
trust or other owner of the mortgage loan, which could cause us to suffer losses.
Favorable ratings from third-party rating agencies such as Standard & Poor’s, Moody’s and Fitch are important to the
conduct of a mortgage servicer’s loan servicing business, and a downgrade in a mortgage servicer’s ratings could have
an adverse effect on the value of our Excess MSRs and servicer advances, and result in an event of default under our
financing for advances. Downgrades in a mortgage servicer’s servicer ratings could adversely affect their and our
ability to finance servicer advances and maintain
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their status as an approved servicer by Fannie Mae and Freddie Mac. Downgrades in servicer ratings could also lead to
the early termination of existing advance facilities and affect the terms and availability of match funded advance
facilities that a mortgage servicer or we may seek in the future. A mortgage servicer’s failure to maintain favorable or
specified ratings may cause their termination as a servicer and may impair their ability to consummate future servicing
transactions, which could result in an event of default under our financing for servicer advances and have an adverse
effect on the value of our investments since we will rely heavily on mortgage servicers to achieve our investment
objective and have no direct ability to influence their performance.
In addition, a bankruptcy by any mortgage servicer that services the mortgage loans underlying our Excess MSRs and
servicer advances could result in:

•the validity and priority of our ownership in the Excess MSRs or servicer advances being challenged in a bankruptcy
proceeding;

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

•a re-characterization of any sale of Excess MSRs, servicer advances or other assets to us as a pledge of such assets in
a bankruptcy proceeding;

•any agreement pursuant to which we acquired the Excess MSRs or servicer advances being rejected in a bankruptcy
proceeding; or

•a default under our financing for servicer advances and a partial or total loss of the value of our investment in servicer
advances.
For additional information about the ways in which we may be affected by mortgage servicers, see “—The value of our
Excess MSRs, servicer advances and RMBS may be adversely affected by deficiencies in servicing and foreclosure
practices, as well as related delays in the foreclosure process.”
We have significant counterparty concentration risk in Nationstar and Springleaf and are subject to other counterparty
concentration and default risks.
We are not restricted from dealing with any particular counterparty or from concentrating any or all of our transactions
with a few counterparties. Any loss suffered by us as a result of a counterparty defaulting, refusing to conduct
business with us or imposing more onerous terms on us would also negatively affect our business, results of
operations, cash flows and financial condition.
To date, all of our co-investments in Excess MSRs and servicer advances relate to loans serviced by Nationstar. If
Nationstar is terminated as the servicer of some or all of these portfolios, or in the event that it files for bankruptcy,
our expected returns on these investments would be severely impacted. In addition, the vast majority of the loans
underlying our Non-Agency RMBS are serviced by Nationstar. We closely monitor Nationstar’s mortgage servicing
performance and overall operating performance, financial condition and liquidity, as well as its compliance with
regulations and Servicing Guidelines. We have various information, access and inspection rights in our agreements
with Nationstar that enable us to monitor Nationstar’s financial and operating performance and credit quality, which
we periodically evaluate and discuss with Nationstar’s management. However, we have no direct ability to influence
Nationstar’s performance, and our diligence cannot prevent, and may not even help us anticipate, the termination of a
Nationstar servicing agreement.
Furthermore, Nationstar is subject to numerous legal proceedings, federal, state or local governmental examinations,
investigations or enforcement actions, which could adversely affect its reputation and its liquidity, financial position
and results of operations. For example, on March 5, 2014, Nationstar received a letter from Benjamin Lawsky,
Superintendent of the New York Department of Financial Services, in connection with Nationstar’s recent growth,
certain operational issues, and certain alleged recent complaints from certain New York consumers.
Nationstar has no obligation to offer us any future co-investment opportunity on the same terms as prior transactions,
or at all, and we may not be able to find suitable counterparties other than Nationstar from which to acquire Excess
MSRs and servicer advances, which could impact our business strategy. See “—We will rely heavily on mortgage
servicers to achieve our investment objective and have no direct ability to influence their performance.”
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subservicer) breaches any of its obligations under the related servicing agreements, including, without limitation, any
failure of Nationstar (or any other applicable servicer or subservicer) to perform its servicing and advancing functions
in accordance with the terms of such servicing
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agreements. If Nationstar (or any other applicable servicer) is terminated or resigns as servicer and the applicable
successor servicer does not purchase all outstanding servicer advances at the time of transfer, collection of the servicer
advances will be dependent on the performance of such successor servicer and, if applicable, reliance on such
successor servicer’s compliance with the “first-in, first-out” or “FIFO” provisions of the Servicing Guidelines. In addition,
such successor servicers may not agree to purchase the outstanding advances on the same terms as our current
purchase arrangements and may require, as a condition of their purchase, modification to such FIFO provisions, which
could further delay our repayment and have adversely affect the returns from our investment.
We are subject to substantial other operational risks associated to Nationstar or any other applicable servicer or
subservicer in connection with the financing of servicer advances. In our current financing facilities for servicer
advances, the failure of Nationstar to satisfy various covenants and tests can result in a target amortization event, a
facility early amortization event and/or an event of default. We have no direct ability to control Nationstar’s
compliance with those covenants and tests. Failure of Nationstar to satisfy any such covenants or tests could result in a
partial or total loss on our investment.
In addition, the consumer loans in which we have invested are serviced by Springleaf. If Springleaf is terminated as
the servicer of some or all of these portfolios, or in the event that it files for bankruptcy, our expected returns on these
investments could be severely impacted.
Moreover, we are party to repurchase agreements with a limited number of counterparties. If any of our counterparties
elected not to roll our repurchase agreements, we may not be able to find a replacement counterparty, which would
have a material adverse effect on our financial condition.
Our risk-management processes may not accurately anticipate the impact of market stress or counterparty financial
condition, and as a result, we may not take sufficient action to reduce our risks effectively. Although we will monitor
our credit exposures, default risk may arise from events or circumstances that are difficult to detect, foresee or
evaluate. In addition, concerns about, or a default by, one large participant could lead to significant liquidity problems
for other participants, which may in turn expose us to significant losses.
In the event of a counterparty default, particularly a default by a major investment bank, we could incur material
losses rapidly, and the resulting market impact of a major counterparty default could seriously harm our business,
results of operations, cash flows and financial condition. In the event that one of our counterparties becomes insolvent
or files for bankruptcy, our ability to eventually recover any losses suffered as a result of that counterparty’s default
may be limited by the liquidity of the counterparty or the applicable legal regime governing the bankruptcy
proceeding.
Counterparty risks have increased in complexity and magnitude as a result of the insolvency of a number of major
financial institutions (such as Lehman Brothers) in recent years and the consequent decrease in the number of
potential counterparties. In addition, counterparties have generally tightened their underwriting standards and
increased their margin requirements for financing, which could negatively impact us in several ways, including by
decreasing the number of counterparties willing to provide financing to us, decreasing the overall amount of leverage
available to us, and increasing the costs of borrowing.
GSE initiatives and other actions may adversely affect returns from investments in Excess MSRs.
On January 17, 2011, the Federal Housing Finance Agency (“FHFA”) announced that it had instructed Fannie Mae and
Freddie Mac to study possible alternatives to the current residential mortgage servicing and compensation system used
for single-family mortgage loans. It is unclear what the GSEs, including Fannie Mae or Freddie Mac, may propose as
alternatives to current servicing compensation practices, or when any such alternatives may become effective.
Although we do not expect MSRs that have already been created to be subject to any changes implemented by Fannie
Mae or Freddie Mac, it is possible that, because of the significant role of Fannie Mae or Freddie Mac in the secondary
mortgage market, any changes they implement could become prevalent in the mortgage servicing industry generally.
Other industry stakeholders or regulators may also implement or require changes in response to the perception that the
current mortgage servicing practices and compensation do not appropriately serve broader housing policy objectives.
These proposals are still evolving. To the extent the GSEs implement reforms that materially affect the market for
conforming loans, there may be secondary effects on the subprime and Alt-A markets. These reforms may have a
material adverse effect on the economics or performance of any Excess MSRs that we may acquire in the future.
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negative ways that we are unable to predict or protect against.
Currently, when a loan is sold into the secondary market for Fannie Mae or Freddie Mac loans, the servicer is
generally required to retain a minimum servicing amount (“MSA”) of 25 bps of the UPB for fixed rate mortgages. As
has been widely publicized,
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in September 2011, the FHFA announced that a Joint Initiative on Mortgage Servicing Compensation was seeking
public comment on two alternative mortgage servicing compensation structures detailed in a discussion paper.
Changes to the MSA structure could significantly impact our business in negative ways that we cannot predict or
protect against. For example, the elimination of a MSA could radically change the mortgage servicing industry and
could severely limit the supply of Excess MSRs available for sale. In addition, a removal of, or reduction in, the MSA
could significantly reduce the recapture rate on the affected loan portfolio, which would negatively affect the
investment return on our Excess MSRs. We cannot predict whether any changes to current MSA rules will occur or
what impact any changes will have on our business, results of operations, liquidity or financial condition.
Our investments in Excess MSRs and servicer advances may involve complex or novel structures.
Investments in Excess MSRs and servicer advances are new types of transactions and may involve complex or novel
structures. Accordingly, the risks associated with the transactions and structures are not fully known to buyers and
sellers. In the case of Excess MSRs on Agency pools, GSEs may require that we submit to costly or burdensome
conditions as a prerequisite to their consent to an investment in Excess MSRs on Agency pools. GSE conditions may
diminish or eliminate the investment potential of Excess MSRs on Agency pools by making such investments too
expensive for us or by severely limiting the potential returns available from Excess MSRs on Agency pools.
It is possible that a GSE’s views on whether any such acquisition structure is appropriate or acceptable may not be
known to us when we make an investment and may change from time to time for any reason or for no reason, even
with respect to a completed investment. A GSE’s evolving posture toward an acquisition or disposition structure
through which we invest in or dispose of Excess MSRs on Agency pools may cause such GSE to impose new
conditions on our existing investments in Excess MSRs on Agency pools, including the owner’s ability to hold such
Excess MSRs on Agency pools directly or indirectly through a grantor trust or other means. Such new conditions may
be costly or burdensome and may diminish or eliminate the investment potential of the Excess MSRs on Agency pools
that are already owned by us. Moreover, obtaining such consent may require us or our co-investment counterparties to
agree to material structural or economic changes, as well as agree to indemnification or other terms that expose us to
risks to which we have not previously been exposed and that could negatively affect our returns from our investments.
Many of our investments may be illiquid, and this lack of liquidity could significantly impede our ability to vary our
portfolio in response to changes in economic and other conditions or to realize the value at which such investments are
carried if we are required to dispose of them.
Many of our investments are illiquid. Illiquidity may result from the absence of an established market for the
investments, as well as legal or contractual restrictions on their resale, refinancing or other disposition. Dispositions of
investments may be subject to contractual and other limitations on transfer or other restrictions that would interfere
with subsequent sales of such investments or adversely affect the terms that could be obtained upon any disposition
thereof.
Excess MSRs and servicer advances are highly illiquid and may be subject to numerous restrictions on transfers,
including without limitation the receipt of third-party consents. For example, the Servicing Guidelines of a mortgage
owner generally require that holders of Excess MSRs obtain the mortgage owner’s prior approval of any change of
direct ownership of such Excess MSRs. Such approval may be withheld for any reason or no reason in the discretion
of the mortgage owner. Moreover, we have not received and do not expect to receive any assurances from any GSEs
that their conditions for the sale by us of any Excess MSRs will not change. Therefore, the potential costs, issues or
restrictions associated with receiving such GSEs’ consent for any such dispositions by us cannot be determined with
any certainty. Additionally, investments in Excess MSRs and servicer advances are new types of transaction, and the
risks associated with the transactions and structures are not fully known to buyers or sellers. As a result of the
foregoing, we may be unable to locate a buyer at the time we wish to sell Excess MSRs or servicer advances. There is
some risk that we will be required to dispose of Excess MSRs or servicer advances either through an in-kind
distribution or other liquidation vehicle, which will, in either case, provide little or no economic benefit to us, or a sale
to a co-investor in the Excess MSRs or servicer advances, which may be an affiliate. Accordingly, we cannot provide
any assurance that we will obtain any return or any benefit of any kind from any disposition of Excess MSRs or
servicer advances. We may not benefit from the full term of the assets and for the aforementioned reasons may not
receive any benefits from the disposition, if any, of such assets.
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In addition, some of our real estate related securities may not be registered under the relevant securities laws, resulting
in a prohibition against their transfer, sale, pledge or other disposition except in a transaction that is exempt from the
registration requirements of, or is otherwise in accordance with, those laws. There are also no established trading
markets for a majority of our intended investments. Moreover, certain of our investments, including our investments
in consumer loans, servicer advances and certain investments in Excess MSRs, are made indirectly through a vehicle
that owns the underlying assets. Our ability to sell our interest may be contractually limited or prohibited. As a result,
our ability to vary our portfolio in response to changes in economic and other conditions may be limited.
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Our real estate related securities have historically been valued based primarily on third-party quotations, which are
subject to significant variability based on the liquidity and price transparency created by market trading activity. A
disruption in these trading markets could reduce the trading for many real estate related securities, resulting in less
transparent prices for those securities, which would make selling such assets more difficult. Moreover, a decline in
market demand for the types of assets that we hold would make it more difficult to sell our assets. If we are required
to liquidate all or a portion of our illiquid investments quickly, we may realize significantly less than the amount at
which we have previously valued these investments.
Market conditions could negatively impact our business, results of operations, cash flows and financial condition.
The market in which we operate is affected by a number of factors that are largely beyond our control but can
nonetheless have a potentially significant, negative impact on us. These factors include, among other things:

•interest rates and credit spreads;
•the availability of credit, including the price, terms and conditions under which it can be obtained;
•the quality, pricing and availability of suitable investments and credit losses with respect to our investments;
•the ability to obtain accurate market-based valuations;
•loan values relative to the value of the underlying real estate assets;
•default rates on the loans underlying our investments and the amount of the related losses;

•prepayment speeds, delinquency rates and legislative/regulatory changes with respect to our investments in Excess
MSRs, servicer advances, RMBS, and loans, and the timing and amount of servicer advances;

•the actual and perceived state of the real estate markets, market for dividend-paying stocks and public capital markets
generally;
•unemployment rates; and
•the attractiveness of other types of investments relative to investments in real estate or REITs generally.
Changes in these factors are difficult to predict, and a change in one factor can affect other factors. For example,
during 2007, increased default rates in the subprime mortgage market played a role in causing credit spreads to widen,
reducing availability of credit on favorable terms, reducing liquidity and price transparency of real estate related
assets, resulting in difficulty in obtaining accurate mark-to-market valuations, and causing a negative perception of the
state of the real estate markets and of REITs generally. These conditions worsened during 2008, and intensified
meaningfully during the fourth quarter of 2008 as a result of the global credit and liquidity crisis, resulting in
extraordinarily challenging market conditions. Since then, market conditions have generally improved, but they could
deteriorate in the future as a result of a variety of factors beyond our control.
The geographic distribution of the loans underlying, and collateral securing, certain of our investments subjects us to
geographic real estate market risks, which could adversely affect the performance of our investments, our results of
operations and financial condition.
The geographic distribution of the loans underlying, and collateral securing, our investments, including our Excess
MSRs, servicer advances, Non-Agency RMBS and consumer loans, exposes us to risks associated with the real estate
and commercial lending industry in general within the states and regions in which we hold significant investments.
These risks include, without limitation: possible declines in the value of real estate; risks related to general and local
economic conditions; possible lack of availability of mortgage funds; overbuilding; extended vacancies of properties;
increases in competition, property taxes and operating expenses; changes in zoning laws; increased energy costs;
unemployment; costs resulting from the clean-up of, and liability to third parties for damages resulting from,
environmental problems; casualty or condemnation losses; uninsured damages from floods, earthquakes or other
natural disasters; and changes in interest rates.
As of December 31, 2014, 26.7% of the total UPB of the residential mortgage loans underlying our Excess MSRs was
secured by properties located in California and 8.4% was secured by properties located in Florida. As of December 31,
2014, 41.1% of the collateral securing our Non-Agency RMBS was located in the Western U.S., 21.6% was located in
the Southeastern U.S., 18.2% was located in the Northeastern U.S., 10.0% was located in the Midwestern U.S. and
9.0% was located in the Southwestern U.S. We were unable to obtain geographical information for 0.1% of the
collateral. To the extent any of the foregoing risks arise in

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

51



22

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

52



Table of Contents

states and regions where we hold significant investments, the performance of our investments, our results of
operations, cash flows and financial condition could suffer a material adverse effect.
Many of the RMBS in which we invest are collateralized by subprime mortgage loans, which are subject to increased
risks.
Many of the RMBS in which we invest are backed by collateral pools of subprime residential mortgage loans.
“Subprime” mortgage loans refer to mortgage loans that have been originated using underwriting standards that are less
restrictive than the underwriting requirements used as standards for other first and junior lien mortgage loan purchase
programs, such as the programs of Fannie Mae and Freddie Mac. These lower standards include mortgage loans made
to borrowers having imperfect or impaired credit histories (including outstanding judgments or prior bankruptcies),
mortgage loans where the amount of the loan at origination is 80% or more of the value of the mortgage property,
mortgage loans made to borrowers with low credit scores, mortgage loans made to borrowers who have other debt that
represents a large portion of their income and mortgage loans made to borrowers whose income is not required to be
disclosed or verified. Due to economic conditions, including increased interest rates and lower home prices, as well as
aggressive lending practices, subprime mortgage loans have in recent periods experienced increased rates of
delinquency, foreclosure, bankruptcy and loss, and they are likely to continue to experience delinquency, foreclosure,
bankruptcy and loss rates that are higher, and that may be substantially higher, than those experienced by mortgage
loans underwritten in a more traditional manner. Thus, because of the higher delinquency rates and losses associated
with subprime mortgage loans, the performance of RMBS backed by subprime mortgage loans could be
correspondingly adversely affected, which could adversely impact our results of operations, liquidity, financial
condition and business.
The value of our Excess MSRs, servicer advances and RMBS may be adversely affected by deficiencies in servicing
and foreclosure practices, as well as related delays in the foreclosure process.
Allegations of deficiencies in servicing and foreclosure practices among several large sellers and servicers of
residential mortgage loans that surfaced in 2010 raised various concerns relating to such practices, including the
improper execution of the documents used in foreclosure proceedings (so-called “robo signing”), inadequate
documentation of transfers and registrations of mortgages and assignments of loans, improper modifications of loans,
violations of representations and warranties at the date of securitization and failure to enforce put-backs.
As a result of alleged deficiencies in foreclosure practices, a number of servicers temporarily suspended foreclosure
proceedings beginning in the second half of 2010 while they evaluated their foreclosure practices. In late 2010, a
group of state attorneys general and state bank and mortgage regulators representing nearly all 50 states and the
District of Columbia, along with the U.S. Justice Department and the Department of Housing and Urban
Development, began an investigation into foreclosure practices of banks and servicers. The investigations and lawsuits
by several state attorneys general led to a settlement agreement in early February 2012 with five of the nation’s largest
banks, pursuant to which the banks agreed to pay more than $25 billion to settle claims relating to improper
foreclosure practices. The settlement does not prohibit the states, the federal government, individuals or investors
from pursuing additional actions against the banks and servicers in the future.
Under the terms of the agreement governing our investment in servicer advances, we (together with third-party
co-investors) are required to purchase from Nationstar advances on certain pools. While a mortgage loan is in
foreclosure, servicers, including Nationstar, are generally required to continue to advance delinquent principal and
interest and to also make advances for delinquent taxes and insurance and foreclosure costs and the upkeep of vacant
property in foreclosure to the extent it determines that such amounts are recoverable. Servicer advances are generally
recovered when the delinquency is resolved.
Foreclosure moratoria or other actions that lengthen the foreclosure process increase the amount of servicer advances
Nationstar is required to make and we are required to purchase, lengthen the time it takes for us to be repaid for such
advances and increase the costs incurred during the foreclosure process. In addition, our advance financing facilities
contain provisions that modify the advance rates for, and limit the eligibility of, servicer advances to be financed
based on the length of time that servicer advances are outstanding, and, as a result, an increase in foreclosure timelines
could further increase the amount of servicer advances that we need to fund with our own capital. Such increases in
foreclosure timelines could increase our need for capital to fund servicer advances (which do not bear interest), which
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available to pay our operating expenses or to pay dividends.
Even in states where servicers have not suspended foreclosure proceedings or have lifted (or will soon lift) any such
delayed foreclosures, servicers, including Nationstar, have faced, and may continue to face, increased delays and costs
in the foreclosure process. For example, the current legislative and regulatory climate could lead borrowers to contest
foreclosures that they would not otherwise have contested under ordinary circumstances, and servicers may incur
increased litigation costs if the validity of a foreclosure action is challenged by a borrower. In general, regulatory
developments with respect to foreclosure practices could result in increases in the amount of servicer advances and the
length of time to recover servicer advances, fines or increases in
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operating expenses, and decreases in the advance rate and availability of financing for servicer advances. This would
lead to increased borrowings, reduced cash and higher interest expense which could negatively impact our liquidity
and profitability. Although the terms of our investment in servicer advances contain adjustment mechanisms that
would reduce the amount of performance fees payable to Nationstar if servicer advances exceed pre-determined
amounts, those fee reductions may not be sufficient to cover the expenses resulting from longer foreclosure timelines.
A failure by any or all of the members to make capital contributions for amounts required to fund servicer advances
could result in an event of default under our advance facilities and a complete loss of our investment.
The integrity of the servicing and foreclosure processes are critical to the value of the mortgage loan portfolios
underlying our Excess MSRs, servicer advances and RMBS, and our financial results could be adversely affected by
deficiencies in the conduct of those processes. For example, delays in the foreclosure process that have resulted from
investigations into improper servicing practices may adversely affect the values of, and result in losses on, these
investments. Foreclosure delays may also increase the administrative expenses of the securitization trusts for the
RMBS, thereby reducing the amount of funds available for distribution to investors.
In addition, the subordinate classes of securities issued by the securitization trusts may continue to receive interest
payments while the defaulted loans remain in the trusts, rather than absorbing the default losses. This may reduce the
amount of credit support available for the senior classes of RMBS that we own, thus possibly adversely affecting these
securities. Additionally, a substantial portion of the $25 billion settlement is a “credit” to the banks and servicers for
principal write-downs or reductions they may make to certain mortgages underlying RMBS. There remains
uncertainty as to how these principal reductions will work and what effect they will have on the value of related
RMBS. As a result, there can be no assurance that any such principal reductions will not adversely affect the value of
our Excess MSRs, servicer advances and RMBS.
While we believe that the sellers and servicers would be in violation of their servicing contracts to the extent that they
have improperly serviced mortgage loans or improperly executed documents in foreclosure or bankruptcy
proceedings, or do not comply with the terms of servicing contracts when deciding whether to apply principal
reductions, it may be difficult, expensive, time consuming and, ultimately, uneconomic for us to enforce our
contractual rights. While we cannot predict exactly how the servicing and foreclosure matters or the resulting
litigation or settlement agreements will affect our business, there can be no assurance that these matters will not have
an adverse impact on our results of operations, cash flows and financial condition.
The loans underlying the securities we invest in and the loans we directly invest in are subject to delinquency,
foreclosure and loss, which could result in losses to us.
Mortgage backed securities are securities backed by mortgage loans. The ability of borrowers to repay these mortgage
loans is dependent upon the income or assets of these borrowers. If a borrower has insufficient income or assets to
repay these loans, it will default on its loan. Our investments in RMBS will be adversely affected by defaults under
the loans underlying such securities. To the extent losses are realized on the loans underlying the securities in which
we invest, we may not recover the amount invested in, or, in extreme cases, any of our investment in such securities.
Residential mortgage loans, manufactured housing loans and subprime mortgage loans are secured by single-family
residential property and are also subject to risks of delinquency and foreclosure, and risks of loss. The ability of a
borrower to repay a loan secured by a residential property is dependent upon the income or assets of the borrower. A
number of factors may impair borrowers’ abilities to repay their loans, including, among other things, changes in the
borrower’s employment status, changes in national, regional or local economic conditions, changes in interest rates or
the availability of credit on favorable terms, changes in regional or local real estate values, changes in regional or local
rental rates and changes in real estate taxes.
In the event of default under a loan held directly by us, we will bear a risk of loss of principal to the extent of any
deficiency between the value of the collateral and the outstanding principal and accrued but unpaid interest of the
loan, which could adversely affect our results of operations, cash flows and financial condition.
Our investments in real estate related securities are subject to changes in credit spreads, which could adversely affect
our ability to realize gains on the sale of such investments.
Real estate related securities are subject to changes in credit spreads. Credit spreads measure the yield demanded on
securities by the market based on their credit relative to a specific benchmark.
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spreads. As of December 31, 2014, 85.0% of our Non-Agency RMBS Portfolio consisted of floating rate securities
and 15.0% consisted of fixed rate securities, and 38.4% of our Agency RMBS portfolio consisted of floating rate
securities and 61.6% consisted of fixed rate securities, based on the amortized cost basis of all securities (including the
amortized cost basis of interest-only and residual classes). Excessive supply of these securities combined with reduced
demand will generally cause the market to require a higher yield on these securities, resulting in the use of a higher, or
“wider,” spread over the benchmark rate to value such securities. Under such conditions, the value of our real estate
related securities portfolios would tend to decline. Conversely, if the spread used to value such securities were to
decrease, or “tighten,” the value of our real estate related securities portfolio would tend to increase. Such changes in the
market value of our real estate securities portfolios may affect our net equity, net income or cash flow directly through
their impact on unrealized gains or losses on available-for-sale securities, and therefore our ability to realize gains on
such securities, or indirectly through their impact on our ability to borrow and access capital. During 2008 through the
first quarter of 2009, credit spreads widened substantially. Widening credit spreads could cause the net unrealized
gains on our securities and derivatives, recorded in accumulated other comprehensive income or retained earnings,
and therefore our book value per share, to decrease and result in net losses.
Prepayment rates on the mortgage loans underlying our real estate related securities may adversely affect our
profitability.
In general, the mortgage loans backing our real estate related securities may be prepaid at any time without penalty.
Prepayments on our real estate related securities result when homeowners/mortgagees satisfy (i.e., pay off) the
mortgage upon selling or refinancing their mortgaged property. When we acquire a particular security, we anticipate
that the underlying mortgage loans will prepay at a projected rate which, together with expected coupon income,
provides us with an expected yield on such securities. If we purchase assets at a premium to par value, and borrowers
prepay their mortgage loans faster than expected, the corresponding prepayments on the real estate related security
may reduce the expected yield on such securities because we will have to amortize the related premium on an
accelerated basis. Conversely, if we purchase assets at a discount to par value, when borrowers prepay their mortgage
loans slower than expected, the decrease in corresponding prepayments on the real estate related security may reduce
the expected yield on such securities because we will not be able to accrete the related discount as quickly as
originally anticipated.
Prepayment rates on loans are influenced by changes in mortgage and market interest rates and a variety of economic,
geographic and other factors, all of which are beyond our control. Consequently, such prepayment rates cannot be
predicted with certainty and no strategy can completely insulate us from prepayment or other such risks. In periods of
declining interest rates, prepayment rates on mortgage loans generally increase. If general interest rates decline at the
same time, the proceeds of such prepayments received during such periods are likely to be reinvested by us in assets
yielding less than the yields on the assets that were prepaid. In addition, the market value of our real estate related
securities may, because of the risk of prepayment, benefit less than other fixed-income securities from declining
interest rates.
With respect to Agency RMBS, we intend to purchase securities that have a higher coupon rate than the prevailing
market interest rates. In exchange for a higher coupon rate, we would then pay a premium over par value to acquire
these securities. In accordance with GAAP, we will amortize the premiums on our Agency RMBS over the life of the
related securities. If the mortgage loans securing these securities prepay at a more rapid rate than anticipated, we will
have to amortize our premiums on an accelerated basis which may adversely affect our profitability. Defaults on the
mortgage loans underlying Agency RMBS typically have the same effect as prepayments because of the underlying
Agency guarantee.
Prepayments, which are the primary feature of mortgage backed securities that distinguish them from other types of
bonds, are difficult to predict and can vary significantly over time. As the holder of the security, on a monthly basis,
we receive a payment equal to a portion of our investment principal in a particular security as the underlying
mortgages are prepaid. In general, on the date each month that principal prepayments are announced (i.e., factor day),
the value of our real estate related security pledged as collateral under our repurchase agreements is reduced by the
amount of the prepaid principal and, as a result, our lenders will typically initiate a margin call requiring the pledge of
additional collateral or cash, in an amount equal to such prepaid principal, in order to re-establish the required ratio of
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borrowing to collateral value under such repurchase agreements. Accordingly, with respect to our Agency RMBS, the
announcement on factor day of principal prepayments is in advance of our receipt of the related scheduled payment,
thereby creating a short-term receivable for us in the amount of any such principal prepayments. However, under our
repurchase agreements, we may receive a margin call relating to the related reduction in value of our Agency RMBS
and, prior to receipt of this short-term receivable, be required to post additional collateral or cash in the amount of the
principal prepayment on or about factor day, which would reduce our liquidity during the period in which the
short-term receivable is outstanding. As a result, in order to meet any such margin calls, we could be forced to sell
assets in order to maintain liquidity. Forced sales under adverse market conditions may result in lower sales prices
than ordinary market sales made in the normal course of business. If our real estate related securities were liquidated
at prices below our amortized cost (i.e., the cost basis) of such assets, we would incur losses, which could adversely
affect our earnings. In addition, in order to continue to earn a return on
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this prepaid principal, we must reinvest it in additional real estate related securities or other assets; however, if interest
rates decline, we may earn a lower return on our new investments as compared to the real estate related securities that
prepay.
Prepayments may have a negative impact on our financial results, the effects of which depend on, among other things,
the timing and amount of the prepayment delay on our Agency RMBS, the amount of unamortized premium on our
real estate related securities, the rate at which prepayments are made on our Non-Agency RMBS, the reinvestment lag
and the availability of suitable reinvestment opportunities.
Our investments in RMBS may be subject to significant impairment charges, which would adversely affect our results
of operations.
We will be required to periodically evaluate our investments for impairment indicators. The value of an investment is
impaired when our analysis indicates that, with respect to a security, it is probable that the value of the security is
other than temporarily impaired. The judgment regarding the existence of impairment indicators is based on a variety
of factors depending upon the nature of the investment and the manner in which the income related to such investment
was calculated for purposes of our financial statements. If we determine that an impairment has occurred, we are
required to make an adjustment to the net carrying value of the investment, which would adversely affect our results
of operations in the applicable period and thereby adversely affect our ability to pay dividends to our stockholders.
The lenders under our repurchase agreements may elect not to extend financing to us, which could quickly and
seriously impair our liquidity.
We finance a meaningful portion of our investments in RMBS with repurchase agreements, which are short-term
financing arrangements. Under the terms of these agreements, we will sell a security to a counterparty for a specified
price and concurrently agree to repurchase the same security from our counterparty at a later date for a higher
specified price. During the term of the repurchase agreement—which can be as short as 30 days—the counterparty will
make funds available to us and hold the security as collateral. Our counterparties can also require us to post additional
margin as collateral at any time during the term of the agreement. When the term of a repurchase agreement ends, we
will be required to repurchase the security for the specified repurchase price, with the difference between the sale and
repurchase prices serving as the equivalent of paying interest to the counterparty in return for extending financing to
us. If we want to continue to finance the security with a repurchase agreement, we ask the counterparty to extend-or
“roll”-the repurchase agreement for another term.
Our counterparties are not required to roll our repurchase agreements upon the expiration of their stated terms, which
subjects us to a number of risks. Counterparties electing to roll our repurchase agreements may charge higher spread
and impose more onerous terms upon us, including the requirement that we post additional margin as collateral. More
significantly, if a repurchase agreement counterparty elects not to extend our financing, we would be required to pay
the counterparty the full repurchase price on the maturity date and find an alternate source of financing. Alternate
sources of financing may be more expensive, contain more onerous terms or simply may not be available. If we were
unable to pay the repurchase price for any security financed with a repurchase agreement, the counterparty has the
right to sell the underlying security being held as collateral and require us to compensate it for any shortfall between
the value of our obligation to the counterparty and the amount for which the collateral was sold (which may be a
significantly discounted price). As of December 31, 2014, we had outstanding repurchase agreements with an
aggregate face amount of approximately $539.0 million to finance Non-Agency RMBS and approximately $1.7
billion to finance Agency RMBS. Moreover, our repurchase agreement obligations are currently with a limited
number of counterparties. If any of our counterparties elected not to roll our repurchase agreements, we may not be
able to find a replacement counterparty in a timely manner. Finally, some of our repurchase agreements contain
covenants and our failure to comply with such covenants could result in a loss of our investment.
The financing sources under our servicer advance financing facilities may elect not to extend financing to us, which
could quickly and seriously impair our liquidity.
We finance a meaningful portion of our investments in servicer advances with structured financing arrangements.
These arrangements are commonly of a short-term nature. These arrangements are generally accomplished by having
the Buyer transfer its right to repayment for certain servicer advances it has acquired from Nationstar to a wholly
owned bankruptcy remote subsidiary of the Buyer (a “Depositor”). The Buyer is generally required to continue to
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transfer to the related Depositor all of its rights to repayment for any particular pool of servicer advances as they arise
(and are transferred from Nationstar) until the related financing arrangement is paid in full and is terminated. The
related Depositor then transfers such rights to an Issuer. The Issuer then issues limited recourse notes to the financing
sources backed by such rights to repayment.
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The outstanding balance of servicer advances securing these arrangements is not likely to be repaid on or before the
maturity date of such financing arrangements. Accordingly, we rely heavily on our financing sources to extend or
refinance the terms of such financing arrangements. Our financing sources are not required to extend the arrangements
upon the expiration of their stated terms, which subjects us to a number of risks. Financing sources electing to extend
may charge higher interest rates and impose more onerous terms upon us, including without limitation, lowering the
amount of financing that can be extended against any particular pool of servicer advances.
If a financing source is unable or unwilling to extend financing, the related Issuer will be required to repay the
outstanding balance of the financing on the related maturity date. Additionally, there may be substantial increases in
the interest rates under a financing arrangement if the related notes are not repaid, extended or refinanced prior to the
expected repayment dated, which may be before the related maturity date. If an Issuer is unable to pay the outstanding
balance of the notes, the financing sources generally have the right to foreclose on the servicer advances pledged as
collateral.
As of December 31, 2014, certain of the notes issued under our structured servicer advance financing arrangements
accrued interest at a floating rate of interest. Servicer advances are non-interest bearing assets. Accordingly, if there is
an increase in prevailing interest rates and/or our financing sources increase the interest rate “margins” or “spreads.” the
amount of financing that we could obtain against any particular pool of servicer advances may decrease substantially
and/or we may be required to obtain interest rate hedging arrangements. There is no assurance that we will be able to
obtain any such interest rate hedging arrangements.
Alternate sources of financing may be more expensive, contain more onerous terms or simply may not be available.
Moreover, our structured servicer advance financing arrangements are currently with a limited number of sources. If
any of our sources are unable to or elected not to extend or refinance such arrangements, we may not be able to find a
replacement counterparty in a timely manner.
We may not be able to finance our investments on attractive terms or at all, and financing for Excess MSRs may be
particularly difficult to obtain.
The ability to finance investments with securitizations or other long-term non-recourse financing not subject to margin
requirements has been more challenging since 2007 as a result of market conditions. In addition, it may be particularly
challenging to securitize our investments in consumer loans, given that consumer loans are generally riskier than
mortgage financing. These conditions may result in having to use less efficient forms of financing for any new
investments, which will likely require a larger portion of our cash flows to be put toward making the initial investment
and thereby reduce the amount of cash available for distribution to our stockholders and funds available for operations
and investments, and which will also likely require us to assume higher levels of risk when financing our investments.
In addition, there is no established market for financing of investments in Excess MSRs, and it is possible that one
will not develop for a variety of reasons, such as the challenges with perfecting security interests in the underlying
collateral.
Certain of our advance facilities mature in March 2015, and there can be no assurance that we will be able to renew
these facilities on favorable terms or at all. Moreover, an increase in delinquencies with respect to the loans
underlying our servicer advances could result in the need for additional financing, which may not be available to us on
favorable terms or at all. If we are not able to obtain adequate financing to purchase servicer advances from Nationstar
in accordance with our agreement, Nationstar could default on its obligation to fund such advances, which could result
in their termination as servicer under the applicable pooling and servicing agreements and a partial or total loss of our
investment in servicer advances and Excess MSRs.
The non-recourse long-term financing structures we use expose us to risks, which could result in losses to us.
We use securitization and other non-recourse long-term financing for our investments to the extent available and
appropriate. In such structures, our lenders typically would have only a claim against the assets included in the
securitizations rather than a general claim against us as an entity. Prior to any such financing, we would seek to
finance our investments with relatively short-term facilities until a sufficient portfolio is accumulated. As a result, we
would be subject to the risk that we would not be able to acquire, during the period that any short-term facilities are
available, sufficient eligible assets or securities to maximize the efficiency of a securitization. We also bear the risk
that we would not be able to obtain new short-term facilities or would not be able to renew any short-term facilities
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after they expire should we need more time to seek and acquire sufficient eligible assets or securities for a
securitization. In addition, conditions in the capital markets may make the issuance of any such securitization less
attractive to us even when we do have sufficient eligible assets or securities. While we would intend to retain the
unrated equity component of securitizations and, therefore, still have exposure to any investments included in such
securitizations, our inability to enter into such securitizations may increase our overall exposure to risks associated
with direct ownership of such investments, including the risk of default. Our inability to refinance any short-term
facilities would also increase our risk because borrowings thereunder would likely be recourse to us as an entity. If we
are unable to obtain and renew short-term facilities or to consummate securitizations
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to finance our investments on a long-term basis, we may be required to seek other forms of potentially less attractive
financing or to liquidate assets at an inopportune time or price.
Risks associated with our investment in the consumer loan sector could have a material adverse effect on our business
and financial results.
Our portfolio includes an investment in the consumer loan sector. Although many of the risks applicable to consumer
loans are also applicable to residential real estate loans, and thus the type of risks that we have experience managing,
there are nevertheless substantial risks and uncertainties associated with engaging in a new category of investment.
There may be factors that affect the consumer loan sector with which we are not as familiar compared to the
residential mortgage loan sector. Moreover, our underwriting assumptions for these investments may prove to be
materially incorrect. It is also possible that the addition of consumer loans to our investment portfolio could divert our
Manager’s time away from our other investments. Furthermore, external factors, such as compliance with regulations,
may also impact our ability to succeed in the consumer loan investment sector. Failure to successfully manage these
risks could have a material adverse effect on our business and financial results.
The consumer loans underlying our investments are subject to delinquency and loss, which could have a negative
impact on our financial results.
The ability of borrowers to repay the consumer loans underlying our investments may be adversely affected by
numerous personal factors, including unemployment, divorce, major medical expenses or personal bankruptcy.
General factors, including an economic downturn, high energy costs or acts of God or terrorism, may also affect the
financial stability of borrowers and impair their ability or willingness to repay the consumer loans in our investment
portfolio. In the event of any default under a loan in the consumer loan portfolio in which we have invested, we will
bear a risk of loss of principal to the extent of any deficiency between the value of the collateral securing the loan, if
any, and the principal and accrued interest of the loan. In addition, our investments in consumer loans may entail
greater risk than our investments in residential real estate loans, particularly in the case of consumer loans that are
unsecured or secured by assets that depreciate rapidly. In such cases, repossessed collateral for a defaulted consumer
loan may not provide an adequate source of repayment for the outstanding loan and the remaining deficiency often
does not warrant further substantial collection efforts against the borrower. Further, repossessing personal property
securing a consumer loan can present additional challenges, including locating the collateral and taking possession of
it. In addition, borrowers under consumer loans may have lower credit scores. There can be no guarantee that we will
not suffer unexpected losses on our investments as a result of the factors set out above, which could have a negative
impact on our financial results.
The servicer of the loans underlying our consumer loan investment may not be able to accurately track the default
status of senior lien loans in instances where our consumer loan investments are secured by second or third liens on
real estate.
A portion of our investment in consumer loans is secured by second and third liens on real estate. When we hold the
second or third lien another creditor or creditors, as applicable, holds the first and/or second, as applicable, lien on the
real estate that is the subject of the security. In these situations our second or third lien is subordinate in right of
payment to the first and/or second, as applicable, holder’s right to receive payment. Moreover, as the servicer of the
loans underlying our consumer loan portfolio is not able to track the default status of a senior lien loan in instances
where we do not hold the related first mortgage, the value of the second or third lien loans in our portfolio may be
lower than our estimates indicate.
The consumer loan investment sector is subject to various initiatives on the part of advocacy groups and extensive
regulation and supervision under federal, state and local laws, ordinances and regulations, which could have a
negative impact on our financial results.
In recent years consumer advocacy groups and some media reports have advocated governmental action to prohibit or
place severe restrictions on the types of short-term consumer loans in which we have invested. Such consumer
advocacy groups and media reports generally focus on the Annual Percentage Rate to a consumer for this type of loan,
which is compared unfavorably to the interest typically charged by banks to consumers with top-tier credit histories.
The fees charged on the consumer loans in the portfolio in which we have invested may be perceived as controversial
by those who do not focus on the credit risk and high transaction costs typically associated with this type of
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investment. If the negative characterization of these types of loans becomes increasingly accepted by consumers,
demand for the consumer loan products in which we have invested could significantly decrease. Additionally, if the
negative characterization of these types of loans is accepted by legislators and regulators, we could become subject to
more restrictive laws and regulations in the area.
In addition, we are, or may become, subject to federal, state and local laws, regulations, or regulatory policies and
practices, including the Dodd-Frank Act (which, among other things, established the Consumer Financial Protection
Bureau with broad
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authority to regulate and examine financial institutions), which may, amongst other things, limit the amount of interest
or fees allowed to be charged on the consumer loans underlying our investments, or the number of consumer loans
that customers may receive or have outstanding. The operation of existing or future laws, ordinances and regulations
could interfere with the focus of our investments which could have a negative impact on our financial results.

A significant portion of the residential mortgage loans that we acquire are, or may become, sub-performing loans,
non-performing loans or REO assets, which increases our risk of loss.
We acquire distressed residential mortgage loans where the borrower has failed to make timely payments of principal
and/or interest. As part of the residential mortgage loan portfolios we purchase, we also may acquire performing loans
that are or subsequently become sub-performing or non-performing, meaning the borrowers fail to timely pay some or
all of the required payments of principal and/or interest. Under current market conditions, it is likely that some of
these loans will have current loan-to-value ratios in excess of 100%, meaning the amount owed on the loan exceeds
the value of the underlying real estate.
The borrowers on sub-performing or non-performing loans may be in economic distress and may have become
unemployed, bankrupt or otherwise unable or unwilling to make payments when due. Borrowers may also face
difficulties with refinancing such loans, including due to reduced availability of refinancing alternatives and
insufficient equity in their homes to permit them to refinance. Increases in mortgage interest rates would exacerbate
these difficulties. We may need to foreclose on collateral securing such loans, and the foreclosure process can be
lengthy and expensive. Furthermore, REO assets (i.e., real estate owned by the lender upon completion of the
foreclosure process) are relatively illiquid, and we may not be able to sell such REO assets on terms acceptable to us
or at all.
Even though we typically pay less than the amount owed on these loans to acquire them, if actual results differ from
our assumptions in determining the price we paid to acquire such loans, we may incur significant losses. Any loss we
incur may be significant and could materially and adversely affect us.
Certain jurisdictions require licenses to purchase, hold, enforce or sell residential mortgage loans, and we may not be
able to obtain and/or maintain such licenses.
Certain jurisdictions require a license to purchase, hold, enforce or sell residential mortgage loans. We currently do
not hold any such licenses. In the event that any licensing requirement is applicable to us, there can be no assurance
that we will obtain such licenses or, if obtained, that we will be able to maintain them. Our failure to obtain or
maintain such licenses could restrict our ability to invest in loans in these jurisdictions if such licensing requirements
are applicable. In lieu of obtaining such licenses, we may contribute our acquired residential mortgage loans to one or
more wholly owned trusts whose trustee is a national bank, which may be exempt from state licensing requirements.
We may form one or more subsidiaries to apply for certain state licenses. If these subsidiaries obtain the required
licenses, any trust holding loans in the applicable jurisdictions may transfer such loans to such subsidiaries, resulting
in these loans being held by a state-licensed entity. There can be no assurance that we will be able to obtain the
requisite licenses in a timely manner or at all or in all necessary jurisdictions, or that the use of the trusts will reduce
the requirement for licensing. In addition, even if we obtain necessary licenses, we may not be able to maintain them.
Any of these circumstances could limit our ability to invest in residential mortgage loans in the future and have a
material adverse effect on us.
Our determination of how much leverage to apply to our investments may adversely affect our return on our
investments and may reduce cash available for distribution.
We leverage certain of our assets through a variety of borrowings. Our investment guidelines do not limit the amount
of leverage we may incur with respect to any specific asset or pool of assets. The return we are able to earn on our
investments and cash available for distribution to our stockholders may be significantly reduced due to changes in
market conditions, which may cause the cost of our financing to increase relative to the income that can be derived
from our assets.
Certain of our investments are not match funded, which may increase the risks associated with these investments.
When available, a match funding strategy mitigates the risk of not being able to refinance an investment on favorable
terms or at all. However, our Manager may elect for us to bear a level of refinancing risk on a short-term or

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

65



longer-term basis, as in the case of investments financed with repurchase agreements, when, based on its analysis, our
Manager determines that bearing such risk is advisable or unavoidable (as is the case with our investments in servicer
advances and our Agency and Non-Agency RMBS portfolios). In addition, we may be unable, as a result of conditions
in the credit markets, to match fund our investments. For example since the 2008 recession, non-recourse term
financing not subject to margin requirements has been more difficult to obtain, which impairs our ability to match
fund our investments. Moreover, we may not be able to enter into interest rate swaps. A decision not to, or the
inability to, match fund certain investments exposes us to additional risks.
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Furthermore, we anticipate that, in most cases, for any period during which our floating rate assets are not match
funded with respect to maturity (as is the case with most of our RMBS portfolios), the income from such assets may
respond more slowly to interest rate fluctuations than the cost of our borrowings. Because of this dynamic, interest
income from such investments may rise more slowly than the related interest expense, with a consequent decrease in
our net income. Interest rate fluctuations resulting in our interest expense exceeding interest income would result in
operating losses for us from these investments.
Accordingly, to the extent our investments are not match funded with respect to maturities and interest rates, we are
exposed to the risk that we may not be able to finance or refinance our investments on economically favorable terms,
or at all, or may have to liquidate assets at a loss.
Interest rate fluctuations and shifts in the yield curve may cause losses.
Interest rates are highly sensitive to many factors, including governmental monetary and tax policies, domestic and
international economic and political considerations and other factors beyond our control. Our primary interest rate
exposures relate to our investments in Excess MSRs, servicer advances, RMBS, consumer loans and any floating rate
debt obligations that we may incur. Changes in interest rates, including changes in expected interest rates or “yield
curves,” affect our business in a number of ways. Changes in the general level of interest rates can affect our net
interest income, which is the difference between the interest income earned on our interest-earning assets and the
interest expense incurred in connection with our interest-bearing liabilities and hedges. Changes in the level of interest
rates also can affect, among other things, our ability to acquire real estate related securities at attractive prices, the
value of our real estate related securities and derivatives and our ability to realize gains from the sale of such assets.
We may wish to use hedging transactions to protect certain positions from interest rate fluctuations, but we may not be
able to do so as a result of market conditions, REIT rules or other reasons. In such event, interest rate fluctuations
could adversely affect our financial condition, cash flows and results of operations.
In the event of a significant rising interest rate environment and/or economic downturn, loan and collateral defaults
may increase and result in credit losses that would adversely affect our liquidity and operating results.
Our ability to execute our business strategy, particularly the growth of our investment portfolio, depends to a
significant degree on our ability to obtain additional capital. Our financing strategy for our real estate related securities
and loans is dependent on our ability to place the debt we use to finance our investments at rates that provide a
positive net spread. If spreads for such liabilities widen or if demand for such liabilities ceases to exist, then our ability
to execute future financings will be severely restricted.
Interest rate changes may also impact our net book value as our real estate related securities are marked to market each
quarter. Debt obligations are not marked to market. Generally, as interest rates increase, the value of our fixed rate
securities decreases, which will decrease the book value of our equity.
Furthermore, shifts in the U.S. Treasury yield curve reflecting an increase in interest rates would also affect the yield
required on our real estate related securities and therefore their value. For example, increasing interest rates would
reduce the value of the fixed rate assets we hold at the time because the higher yields required by increased interest
rates result in lower market prices on existing fixed rate assets in order to adjust the yield upward to meet the market,
and vice versa. This would have similar effects on our real estate related securities portfolio and our financial position
and operations to a change in interest rates generally.
Any hedging transactions that we enter into may limit our gains or result in losses.
We may use, when feasible and appropriate, derivatives to hedge a portion of our interest rate exposure, and this
approach has certain risks, including the risk that losses on a hedge position will reduce the cash available for
distribution to stockholders and that such losses may exceed the amount invested in such instruments. We have
adopted a general policy with respect to the use of derivatives, which generally allows us to use derivatives where
appropriate, but does not set forth specific policies and procedures or require that we hedge any specific amount of
risk. From time to time, we may use derivative instruments, including forwards, futures, swaps and options, in our risk
management strategy to limit the effects of changes in interest rates on our operations. A hedge may not be effective
in eliminating all of the risks inherent in any particular position. Our profitability may be adversely affected during
any period as a result of the use of derivatives.
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There are limits to the ability of any hedging strategy to protect us completely against interest rate risks. When rates
change, we expect the gain or loss on derivatives to be offset by a related but inverse change in the value of any items
that we hedge. We cannot assure you, however, that our use of derivatives will offset the risks related to changes in
interest rates. We cannot assure you that our hedging strategy and the derivatives that we use will adequately offset
the risk of interest rate volatility or that our hedging transactions will not result in losses. In addition, our hedging
strategy may limit our flexibility by causing us to refrain
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from taking certain actions that would be potentially profitable but would cause adverse consequences under the terms
of our hedging arrangements. The REIT provisions of the Internal Revenue Code limit our ability to hedge. In
managing our hedge instruments, we consider the effect of the expected hedging income on the REIT qualification
tests that limit the amount of gross income that a REIT may receive from hedging. We need to carefully monitor, and
may have to limit, our hedging strategy to assure that we do not realize hedging income, or hold hedges having a
value, in excess of the amounts that would cause us to fail the REIT gross income and asset tests. See "Risks Related
to Our Taxation as a REIT -Complying with the REIT requirements may limit our ability to hedge effectively."
Accounting for derivatives under GAAP is extremely complicated. Any failure by us to account for our derivatives
properly in accordance with GAAP in our financial statements could adversely affect our earnings. In addition, under
applicable accounting standards, we may be required to treat some of our investments as derivatives, which could
adversely affect our results of operations.
Maintenance of our 1940 Act exclusion imposes limits on our operations.
We intend to continue to conduct our operations so that neither we nor any of our subsidiaries are required to register
as an investment company under the 1940 Act. We believe we will not be considered an investment company under
Section 3(a)(1)(A) of the 1940 Act because we will not engage primarily, or hold ourselves out as being engaged
primarily, in the business of investing, reinvesting or trading in securities. However, under Section 3(a)(1)(C) of the
1940 Act, because we are a holding company that will conduct its businesses primarily through wholly owned and
majority owned subsidiaries, the securities issued by our subsidiaries that are excluded from the definition of
“investment company” under Section 3(c)(1) or Section 3(c)(7) of the 1940 Act, together with any other investment
securities we may own, may not have a combined value in excess of 40% of the value of our total assets (exclusive of
U.S. Government securities and cash items) on an unconsolidated basis (the “40% test”). For purposes of the foregoing,
we currently treat our interests in our TRSs that hold our servicer advances and our subsidiaries that hold consumer
loans as investment securities because these subsidiaries presently rely on the exclusion provided by Section 3(c)(7) of
the 1940 Act. The 40% test under Section 3(a)(1)(C) of the 1940 Act limits the types of businesses in which we may
engage through our subsidiaries. In addition, the assets we and our subsidiaries may originate or acquire are limited by
the provisions of the 1940 Act and the rules and regulations promulgated under the 1940 Act, which may adversely
affect our business.
If the value of securities issued by our subsidiaries that are excluded from the definition of “investment company” by
Section 3(c)(1) or 3(c)(7) of the 1940 Act, together with any other investment securities we own, exceeds the 40% test
under Section 3(a)(1)(C) of the 1940 Act (e.g., the value of our interests in the taxable REIT subsidiaries that hold
servicer advances increases significantly in proportion to the value of our other assets), or if one or more of such
subsidiaries fail to maintain an exclusion or exception from the 1940 Act, we could, among other things, be required
either (a) to substantially change the manner in which we conduct our operations to avoid being required to register as
an investment company or (b) to register as an investment company under the 1940 Act, either of which could have an
adverse effect on us and the market price of our securities. As discussed above, for purposes of the foregoing, we
currently treat our interests in our TRSs that hold our servicer advances and our subsidiaries that hold consumer loans
as investment securities because these subsidiaries presently rely on the exclusion provided by Section 3(c)(7) of the
1940 Act. If we or any of our subsidiaries were required to register as an investment company under the 1940 Act, the
registered entity would become subject to substantial regulation with respect to capital structure (including the ability
to use leverage), management, operations, transactions with affiliated persons (as defined in the 1940 Act), portfolio
composition, including restrictions with respect to diversification and industry concentration, compliance with
reporting, record keeping, voting, proxy disclosure and other rules and regulations that would significantly change our
operations.
Failure to maintain an exclusion would require us to significantly restructure our investment strategy. For example,
because affiliate transactions are generally prohibited under the 1940 Act, we would not be able to enter into
transactions with any of our affiliates if we are required to register as an investment company, and we might be
required to terminate our management agreement and any other agreements with affiliates, which could have a
material adverse effect on our ability to operate our business and pay distributions. If we were required to register us
as an investment company but failed to do so, we would be prohibited from engaging in our business, and criminal
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and civil actions could be brought against us. In addition, our contracts would be unenforceable unless a court
required enforcement, and a court could appoint a receiver to take control of us and liquidate our business.
For purposes of the foregoing, we treat our interests in certain of our wholly owned and majority owned subsidiaries,
which constitutes more than 60% of the value of our adjusted total assets on an unconsolidated basis, as
non-investment securities because such subsidiaries qualify for exclusion from the definition of an investment
company under the 1940 Act pursuant to Section 3(c)(5)(C) of the 1940 Act (the “Section 3(c)(5)(C) exclusion”). The
Section 3(c)(5)(C) exclusion is available for entities “primarily engaged” in the business of “purchasing or otherwise
acquiring mortgages and other liens on and interests in real estate.” The Section 3(c)(5)(C) exclusion generally requires
that at least 55% of these subsidiaries’ assets must comprise qualifying real estate assets and at least 80% of each of
their portfolios must comprise qualifying real estate assets and real estate-related assets under the 1940 Act. We
expect each of our subsidiaries relying on Section 3(c)(5)(C) to rely on guidance published by the SEC staff or
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on our analyses of such guidance to determine which assets are qualifying real estate assets and real estate-related
assets. However, the SEC’s guidance was issued in accordance with factual situations that may be substantially
different from the factual situations each of our subsidiaries may face, and much of the guidance was issued more than
20 years ago. No assurance can be given that the SEC staff will concur with the classification of each of our
subsidiaries’ assets. In addition, the SEC staff may, in the future, issue further guidance that may require us to
re-classify some of our subsidiaries’ assets for purposes of qualifying for an exclusion from regulation under the 1940
Act. For example, the SEC and its staff have not published guidance with respect to the treatment of whole pool
Non-Agency RMBS for purposes of the Section 3(c)(5)(C) exclusion. Accordingly, based on our own judgment and
analysis of the guidance from the SEC and its staff identifying Agency whole pool certificates as qualifying real estate
assets under Section 3(c)(5)(C), we treat whole pool Non-Agency RMBS issued with respect to an underlying pool of
mortgage loans in which our subsidiary relying on Section 3(c)(5)(C) holds all of the certificates issued by the pool as
qualifying real estate assets. Based on our own judgment and analysis of the guidance from the SEC and its staff with
respect to analogous assets, we treat Excess MSRs as real estate-related assets for purposes of satisfying the 80% test
under the Section 3(c)(5)(C) exclusion. If we are required to re-classify any of our subsidiaries’ assets, including those
subsidiaries holding whole pool Non-Agency RMBS and/or Excess MSRs, such subsidiaries may no longer be in
compliance with the exclusion from the definition of an “investment company” provided by Section 3(c)(5)(C) of the
1940 Act, and in turn, we may not satisfy the requirements to avoid falling within the definition of an “investment
company” provided by Section 3(a)(1)(C). To the extent that the SEC staff publishes new or different guidance or
disagrees with our analysis with respect to any assets of our subsidiaries we have determined to be qualifying real
estate assets or real estate-related assets, we may be required to adjust our strategy accordingly. In addition, we may
be limited in our ability to make certain investments and these limitations could result in a subsidiary holding assets
we might wish to sell or selling assets we might wish to hold.
In August 2011, the SEC issued a concept release soliciting public comments on a wide range of issues relating to
companies engaged in the business of acquiring mortgages and mortgage-related instruments and that rely on Section
3(c)(5)(C) of the 1940 Act. Therefore, there can be no assurance that the laws and regulations governing the 1940 Act
status of REITs, or guidance from the SEC or its staff regarding the Section 3(c)(5)(C) exclusion, will not change in a
manner that adversely affects our operations. If we or our subsidiaries fail to maintain an exclusion or exception from
the 1940 Act, we could, among other things, be required either to (a) change the manner in which we conduct our
operations to avoid being required to register as an investment company, (b) effect sales of our assets in a manner that,
or at a time when, we would not otherwise choose to do so, or (c) register as an investment company, any of which
could negatively affect the value of our common stock, the sustainability of our business model, and our ability to
make distributions. In addition, if we or any of our subsidiaries were required to register as an investment company
under the 1940 Act, the registered entity would become subject to substantial regulation with respect to capital
structure (including the ability to use leverage), management, operations, transactions with affiliated persons (as
defined in the 1940 Act), portfolio composition, including restrictions with respect to diversification and industry
concentration, compliance with reporting, record keeping, voting, proxy disclosure and other rules and regulations that
would significantly change our operations.
Rapid changes in the values of our assets may make it more difficult for us to maintain our qualification as a REIT or
our exclusion from the 1940 Act.
If the market value or income potential of qualifying assets for purposes of our qualification as a REIT or our
exclusion from registration as an investment company under the 1940 Act declines as a result of increased interest
rates, changes in prepayment rates or other factors, or the market value or income from non-qualifying assets
increases, we may need to increase our investments in qualifying assets and/or liquidate our non-qualifying assets to
maintain our REIT qualification or our exclusion from registration under the 1940 Act. If the change in market values
or income occurs quickly, this may be especially difficult to accomplish. This difficulty may be exacerbated by the
illiquid nature of any non-qualifying assets we may own. We may have to make investment decisions that we
otherwise would not make absent the intent to maintain our qualification as a REIT and exclusion from registration
under the 1940 Act.
We are subject to significant competition, and we may not compete successfully.
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We are subject to significant competition in seeking investments. We compete with other companies, including other
REITs, insurance companies and other investors, including funds and companies affiliated with our Manager. Some of
our competitors have greater resources than we possess or have greater access to capital or various types of financing
structures than are available to us, and we may not be able to compete successfully for investments or provide
attractive investment returns relative to our competitors. These competitors may be willing to accept lower returns on
their investments and, as a result, our profit margins could be adversely affected. Furthermore, competition for
investments that are suitable for us may lead to the returns available from such investments decreasing, which may
further limit our ability to generate our desired returns. We cannot assure you that other companies will not be formed
that compete with us for investments or otherwise pursue investment strategies similar to ours or that we will be able
to compete successfully against any such companies.
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Furthermore, we currently do not have a mortgage servicing platform. Therefore, we may not be an attractive buyer
for those sellers of MSRs that prefer to sell MSRs and their mortgage servicing platform in a single transaction. Since
our business model does not currently include acquiring and running servicing platforms, to engage in a bid for such a
business we would need to find a servicer to acquire and run the platform or we would need to incur additional costs
to shut down the acquired servicing platform. The need to work with a servicer in these situations increases the
complexity of such potential acquisitions, and Nationstar may be unwilling or unable to act as servicer or subservicer
on any acquisitions of Excess MSRs or servicer advances we want to execute. The complexity of these transactions
and the additional costs incurred by us if we were to execute future acquisitions of this type could adversely affect our
future operating results.
The valuations of our assets are subject to uncertainty since most of our assets are not traded in an active market.
There is not anticipated to be an active market for most of the assets in which we will invest. In the absence of market
comparisons, we will use other pricing methodologies, including, for example, models based on assumptions
regarding expected trends, historical trends following market conditions believed to be comparable to the then current
market conditions and other factors believed at the time to be likely to influence the potential resale price of, or the
potential cash flows derived from, an investment. Such methodologies may not prove to be accurate and any inability
to accurately price assets may result in adverse consequences for us. A valuation is only an estimate of value and is
not a precise measure of realizable value. Ultimate realization of the market value of a private asset depends to a great
extent on economic and other conditions beyond our control. Further, valuations do not necessarily represent the price
at which a private investment would sell since market prices of private investments can only be determined by
negotiation between a willing buyer and seller. If we were to liquidate a particular private investment, the realized
value may be more than or less than the valuation of such asset as carried on our books.
Changes in accounting rules could occur at any time and could impact us in significantly negative ways that we are
unable to predict or protect against.
As has been widely publicized, the SEC, the Financial Accounting Standards Board (the “FASB”) and other regulatory
bodies that establish the accounting rules applicable to us have recently proposed or enacted a wide array of changes
to accounting rules. Moreover, in the future these regulators may propose additional changes that we do not currently
anticipate. Changes to accounting rules that apply to us could significantly impact our business or our reported
financial performance in negative ways that we cannot predict or protect against. We cannot predict whether any
changes to current accounting rules will occur or what impact any codified changes will have on our business, results
of operations, liquidity or financial condition.
A prolonged economic slowdown, a lengthy or severe recession, or declining real estate values could harm our
operations.
We believe the risks associated with our business are more severe during periods in which an economic slowdown or
recession is accompanied by declining real estate values, as was the case in 2008. Declining real estate values
generally reduce the level of new mortgage loan originations, since borrowers often use increases in the value of their
existing properties to support the purchase of, or investment in, additional properties. Borrowers may also be less able
to pay principal and interest on the loans underlying our securities, Excess MSRs and servicer advances, if the real
estate economy weakens. Further, declining real estate values significantly increase the likelihood that we will incur
losses on our securities in the event of default because the value of our collateral may be insufficient to cover our
basis. Any sustained period of increased payment delinquencies, foreclosures or losses could adversely affect our net
interest income from the assets in our portfolio, which would significantly harm our revenues, results of operations,
financial condition, liquidity, business prospects and our ability to make distributions to our stockholders.
Compliance with changing regulation of corporate governance and public disclosure has and will continue to result in
increased compliance costs and pose challenges for our management team.
Many aspects of the Dodd-Frank Act are subject to rulemaking and will take effect over several years, making it
difficult to anticipate the overall financial impact on us and, more generally, the financial services and mortgage
industries. Additionally, we cannot predict whether there will be additional proposed laws or reforms that would affect
us, whether or when such changes may be adopted, how such changes may be interpreted and enforced or how such
changes may affect us. However, the costs of complying with any additional laws or regulations could have a material
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effect on our financial condition and results of operations.
Risks Related to Our Manager
We are dependent on our Manager and may not find a suitable replacement if our Manager terminates the
Management Agreement.
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We have no employees. Our officers and other individuals who perform services for us are employees of our Manager.
We are completely reliant on our Manager, which has significant discretion as to the implementation of our operating
policies and strategies, to conduct our business. We are subject to the risk that our Manager will terminate the
Management Agreement and that we will not be able to find a suitable replacement for our Manager in a timely
manner, at a reasonable cost or at all. Furthermore, we are dependent on the services of certain key employees of our
Manager whose compensation is partially or entirely dependent upon the amount of incentive or management
compensation earned by our Manager and whose continued service is not guaranteed, and the loss of such services
could adversely affect our operations.
There are conflicts of interest in our relationship with our Manager.
Our Management Agreement with our Manager was not negotiated at arm’s-length, and its terms, including fees
payable, may not be as favorable to us as if it had been negotiated with an unaffiliated third party.
There are conflicts of interest inherent in our relationship with our Manager insofar as our Manager and its
affiliates—including investment funds, private investment funds, or businesses managed by our Manager, including
Newcastle, Nationstar and Springleaf—invest in real estate related securities, consumer loans and Excess MSRs and
servicer advances and whose investment objectives overlap with our investment objectives. Certain investments
appropriate for us may also be appropriate for one or more of these other investment vehicles. Certain members of our
board of directors and employees of our Manager who are our officers also serve as officers and/or directors of these
other entities. For example, we have some of the same directors and officers as Newcastle. Although we have the
same Manager, we may compete with entities affiliated with our Manager or Fortress, including Newcastle, for certain
target assets. From time to time, affiliates of Fortress focus on investments in assets with a similar profile as our target
assets that we may seek to acquire. These affiliates may have meaningful purchasing capacity, which may change over
time depending upon a variety of factors, including, but not limited to, available equity capital and debt financing,
market conditions and cash on hand. As of December 31, 2014, Fortress has two funds primarily focused on investing
in Excess MSRs with approximately $1.6 billion in capital commitments in aggregate. We intend to co-invest with
these funds in Excess MSRs. We have broad investment guidelines, and we may co-invest with Fortress funds or
portfolio companies of private equity funds managed by our Manager (or an affiliate thereof) in a variety of
investments. We also may invest in securities that are senior or junior to securities owned by funds managed by our
Manager. Fortress funds generally have a fee structure similar to ours, but the fees actually paid will vary depending
on the size, terms and performance of each fund. Fortress had approximately $67.5 billion of assets under
management as of December 31, 2014.
Our Management Agreement with our Manager generally does not limit or restrict our Manager or its affiliates from
engaging in any business or managing other pooled investment vehicles that invest in investments that meet our
investment objectives. Our Manager intends to engage in additional real estate related management and real estate and
other investment opportunities in the future, which may compete with us for investments or result in a change in our
current investment strategy. In addition, our certificate of incorporation provides that if Fortress or an affiliate or any
of their officers, directors or employees acquire knowledge of a potential transaction that could be a corporate
opportunity, they have no duty, to the fullest extent permitted by law, to offer such corporate opportunity to us, our
stockholders or our affiliates. In the event that any of our directors and officers who is also a director, officer or
employee of Fortress or its affiliates acquires knowledge of a corporate opportunity or is offered a corporate
opportunity, provided that this knowledge was not acquired solely in such person’s capacity as a director or officer of
New Residential and such person acts in good faith, then to the fullest extent permitted by law such person is deemed
to have fully satisfied such person’s fiduciary duties owed to us and is not liable to us if Fortress or its affiliates
pursues or acquires the corporate opportunity or if such person did not present the corporate opportunity to us.
The ability of our Manager and its officers and employees to engage in other business activities, subject to the terms
of our Management Agreement with our Manager, may reduce the amount of time our Manager, its officers or other
employees spend managing us. In addition, we may engage (subject to our investment guidelines) in material
transactions with our Manager or another entity managed by our Manager or one of its affiliates, including Newcastle,
Nationstar, Springleaf and Holiday which may include, but are not limited to, certain financing arrangements,
purchases of debt, co-investments in Excess MSRs, consumer loans, servicer advances, senior housing and other
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assets that present an actual, potential or perceived conflict of interest. It is possible that actual, potential or perceived
conflicts could give rise to investor dissatisfaction, litigation or regulatory enforcement actions. Appropriately dealing
with conflicts of interest is complex and difficult, and our reputation could be damaged if we fail, or appear to fail, to
deal appropriately with one or more potential, actual or perceived conflicts of interest. Regulatory scrutiny of, or
litigation in connection with, conflicts of interest could have a material adverse effect on our reputation, which could
materially adversely affect our business in a number of ways, including causing an inability to raise additional funds, a
reluctance of counterparties to do business with us, a decrease in the prices of our equity securities and a resulting
increased risk of litigation and regulatory enforcement actions.
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The management compensation structure that we have agreed to with our Manager, as well as compensation
arrangements that we may enter into with our Manager in the future (in connection with new lines of business or other
activities), may incentivize our Manager to invest in high risk investments. In addition to its management fee, our
Manager is currently entitled to receive incentive compensation. In evaluating investments and other management
strategies, the opportunity to earn incentive compensation may lead our Manager to place undue emphasis on the
maximization of earnings, including through the use of leverage, at the expense of other criteria, such as preservation
of capital, in order to achieve higher incentive compensation. Investments with higher yield potential are generally
riskier or more speculative than lower-yielding investments. Moreover, because our Manager receives compensation
in the form of options in connection with the completion of our common equity offerings, our Manager may be
incentivized to cause us to issue additional common stock, which could be dilutive to existing stockholders. In
addition, our Manager’s management fee is not tied to our performance and may not sufficiently incentivize our
Manager to generate attractive risk-adjusted returns for us.
It would be difficult and costly to terminate our Management Agreement with our Manager.
It would be difficult and costly for us to terminate our Management Agreement with our Manager. The Management
Agreement may only be terminated annually upon (i) the affirmative vote of at least two-thirds of our independent
directors, or by a vote of the holders of a simple majority of the outstanding shares of our common stock, that there
has been unsatisfactory performance by our Manager that is materially detrimental to us or (ii) a determination by a
simple majority of our independent directors that the management fee payable to our Manager is not fair, subject to
our Manager’s right to prevent such a termination by accepting a mutually acceptable reduction of fees. Our Manager
will be provided 60 days’ prior notice of any termination and will be paid a termination fee equal to the amount of the
management fee earned by the Manager during the twelve-month period preceding such termination. In addition,
following any termination of the Management Agreement, our Manager may require us to purchase its right to receive
incentive compensation at a price determined as if our assets were sold for their fair market value (as determined by an
appraisal, taking into account, among other things, the expected future value of the underlying investments) or
otherwise we may continue to pay the incentive compensation to our Manager. These provisions may increase the
effective cost to us of terminating the Management Agreement, thereby adversely affecting our ability to terminate our
Manager without cause.
Our directors have approved broad investment guidelines for our Manager and do not approve each investment
decision made by our Manager. In addition, we may change our investment strategy without a stockholder vote, which
may result in our making investments that are different, riskier or less profitable than our current investments.
Our Manager is authorized to follow broad investment guidelines. Consequently, our Manager has great latitude in
determining the types and categories of assets it may decide are proper investments for us, including the latitude to
invest in types and categories of assets that may differ from those in which we currently invest. Our directors will
periodically review our investment guidelines and our investment portfolio. However, our board does not review or
pre-approve each proposed investment or our related financing arrangements. In addition, in conducting periodic
reviews, the directors rely primarily on information provided to them by our Manager. Furthermore, transactions
entered into by our Manager may be difficult or impossible to unwind by the time they are reviewed by the directors
even if the transactions contravene the terms of the Management Agreement. In addition, we may change our
investment strategy, including our target asset classes, without a stockholder vote.
Our investment strategy may evolve in light of existing market conditions and investment opportunities, and this
evolution may involve additional risks depending upon the nature of the assets in which we invest and our ability to
finance such assets on a short or long-term basis. Investment opportunities that present unattractive risk-return profiles
relative to other available investment opportunities under particular market conditions may become relatively
attractive under changed market conditions and changes in market conditions may therefore result in changes in the
investments we target. Decisions to make investments in new asset categories present risks that may be difficult for us
to adequately assess and could therefore reduce our ability to pay dividends on our common stock or have adverse
effects on our liquidity, results of operations or financial condition. A change in our investment strategy may also
increase our exposure to interest rate, foreign currency, real estate market or credit market fluctuations and expose us
to new legal and regulatory risks. In addition, a change in our investment strategy may increase our use of

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

77



non-match-funded financing, increase the guarantee obligations we agree to incur or increase the number of
transactions we enter into with affiliates. Our failure to accurately assess the risks inherent in new asset categories or
the financing risks associated with such assets could adversely affect our results of operations, liquidity and financial
condition.
Our Manager will not be liable to us for any acts or omissions performed in accordance with the Management
Agreement, including with respect to the performance of our investments.
Pursuant to our Management Agreement, our Manager will not assume any responsibility other than to render the
services called for thereunder in good faith and will not be responsible for any action of our board of directors in
following or declining to follow its advice or recommendations. Our Manager, its members, managers, officers and
employees will not be liable to us or any of

35

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

78



Table of Contents

our subsidiaries, to our board of directors, or our or any subsidiary’s stockholders or partners for any acts or omissions
by our Manager, its members, managers, officers or employees, except by reason of acts constituting bad faith, willful
misconduct, gross negligence or reckless disregard of our Manager’s duties under our Management Agreement. We
shall, to the full extent lawful, reimburse, indemnify and hold our Manager, its members, managers, officers and
employees and each other person, if any, controlling our Manager harmless of and from any and all expenses, losses,
damages, liabilities, demands, charges and claims of any nature whatsoever (including attorneys’ fees) in respect of or
arising from any acts or omissions of an indemnified party made in good faith in the performance of our Manager’s
duties under our Management Agreement and not constituting such indemnified party’s bad faith, willful misconduct,
gross negligence or reckless disregard of our Manager’s duties under our Management Agreement.
Our Manager’s due diligence of investment opportunities or other transactions may not identify all pertinent risks,
which could materially affect our business, financial condition, liquidity and results of operations.
Our Manager intends to conduct due diligence with respect to each investment opportunity or other transaction it
pursues. It is possible, however, that our Manager’s due diligence processes will not uncover all relevant facts,
particularly with respect to any assets we acquire from third parties. In these cases, our Manager may be given limited
access to information about the investment and will rely on information provided by the target of the investment. In
addition, if investment opportunities are scarce, the process for selecting bidders is competitive, or the timeframe in
which we are required to complete diligence is short, our ability to conduct a due diligence investigation may be
limited, and we would be required to make investment decisions based upon a less thorough diligence process than
would otherwise be the case. Accordingly, investments and other transactions that initially appear to be viable may
prove not to be over time, due to the limitations of the due diligence process or other factors.
The ownership by our executive officers and directors of shares of common stock, options, or other equity awards of
Springleaf, Nationstar, and other entities either owned by Fortress funds managed by affiliates of our Manager or
managed by our Manager may create, or may create the appearance of, conflicts of interest.
Some of our directors, officers and other employees of our Manager hold positions with Springleaf, Nationstar, and
other entities either owned by Fortress funds managed by affiliates of our Manager or managed by our Manager and
own such entities’ common stock, options to purchase such entities’ common stock or other equity awards. Such
ownership may create, or may create the appearance of, conflicts of interest when these directors, officers and other
employees are faced with decisions that could have different implications for such entities than they do for us.
Risks Related to the Financial Markets
We do not know what impact the Dodd-Frank Act will have on our business.
On July 21, 2010, the U.S. enacted the Dodd-Frank Act. The Dodd-Frank Act affects almost every aspect of the U.S.
financial services industry, including certain aspects of the markets in which we operate. The Dodd-Frank Act
imposes new regulations on us and how we conduct our business. For example, the Dodd-Frank Act will impose
additional disclosure requirements for public companies and generally require issuers or originators of asset-backed
securities to retain at least five percent of the credit risk associated with the securitized assets.
The Dodd-Frank Act imposes mandatory clearing and exchange-trading requirements on many derivatives
transactions (including formerly unregulated over-the-counter derivatives) in which we may engage. In addition, the
Dodd-Frank Act is expected to increase the margin requirements for derivatives transactions that are not subject to
mandatory clearing requirements, which may impact our activities. The Dodd-Frank Act also creates new categories
of regulated market participants, such as “swap-dealers,” “security-based swap dealers,” “major swap participants” and
“major security-based swap participants,” and subjects (or, once the applicable rules have been finalized, will subject)
these regulated entities to significant new capital, registration, recordkeeping, reporting, disclosure, business conduct
and other regulatory requirements that will give rise to new administrative costs.
Even if certain new requirements are not directly applicable to us, they may still increase our costs of entering into
transactions with the parties to whom the requirements are directly applicable. Moreover, new exchange-trading and
trade reporting requirements may lead to reductions in the liquidity of derivative transactions, causing higher pricing
or reduced availability of derivatives, or the reduction of arbitrage opportunities for us, which could adversely affect
the performance of certain of our trading strategies. Importantly, many key aspects of the changes imposed by the
Dodd-Frank Act will continue to be established by various regulatory bodies and other groups over the next several
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years. As a result, we do not know how significantly the Dodd-Frank Act will affect us. It is possible that the
Dodd-Frank Act could, among other things, increase our costs of operating as a public company, impose restrictions
on our ability to securitize assets and reduce our investment returns on securitized assets.
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We do not know what impact certain U.S. government programs intended to stabilize the economy and the financial
markets will have on our business.
In recent years, the U.S. government has taken a number of steps to attempt to strengthen the financial markets and
U.S. economy, including direct government investments in, and guarantees of, troubled financial institutions as well
as government-sponsored programs such as the Term Asset-Backed Securities Loan Facility program and the Public
Private Investment Partnership Program. The U.S. government continues to evaluate or implement an array of other
measures and programs intended to help improve U.S. financial and market conditions. While conditions appear to
have improved relative to the depths of the global financial crisis, it is not clear whether this improvement is real or
will last for a significant period of time. It is not clear what impact the government’s future actions to improve
financial and market conditions will have on our business. We may not derive any meaningful benefit from these
programs in the future. Moreover, if any of our competitors are able to benefit from one or more of these initiatives,
they may gain a significant competitive advantage over us.
The federal conservatorship of Fannie Mae and Freddie Mac and related efforts, along with any changes in laws and
regulations affecting the relationship between these agencies and the U.S. government, may adversely affect our
business.
The payments we receive on the Agency Securities in which we invest depend upon a steady stream of payments by
borrowers on the underlying mortgages and the fulfillment of guarantees by GSEs. Ginnie Mae is part of a U.S.
Government agency and its guarantees are backed by the full faith and credit of the U.S. Fannie Mae and Freddie Mac
are GSEs, but their guarantees are not backed by the full faith and credit of the U.S Government.
In response to the deteriorating financial condition of Fannie Mae and Freddie Mac and the credit market disruption
beginning in 2007, Congress and the U.S. Treasury undertook a series of actions to stabilize these GSEs and the
financial markets, generally. The Housing and Economic Recovery Act of 2008 was signed into law on July 30, 2008,
and established the FHFA, with enhanced regulatory authority over, among other things, the business activities of
Fannie Mae and Freddie Mac and the size of their portfolio holdings. On September 7, 2008, FHFA placed Fannie
Mae and Freddie Mac into federal conservatorship and, together with the U.S. Treasury, established a program
designed to boost investor confidence in Fannie Mae’s and Freddie Mac’s debt and Agency Securities.
As the conservator of Fannie Mae and Freddie Mac, the FHFA controls and directs the operations of Fannie Mae and
Freddie Mac and may (1) take over the assets of and operate Fannie Mae and Freddie Mac with all the powers of the
stockholders, the directors and the officers of Fannie Mae and Freddie Mac and conduct all business of Fannie Mae
and Freddie Mac; (2) collect all obligations and money due to Fannie Mae and Freddie Mac; (3) perform all functions
of Fannie Mae and Freddie Mac which are consistent with the conservator’s appointment; (4) preserve and conserve
the assets and property of Fannie Mae and Freddie Mac; and (5) contract for assistance in fulfilling any function,
activity, action or duty of the conservator.
Those efforts resulted in significant U.S. Government financial support and increased control of the GSEs.
The U.S. Federal Reserve (the “Fed”) announced in November 2008 a program of large-scale purchases of Agency
Securities in an attempt to lower longer-term interest rates and contribute to an overall easing of adverse financial
conditions. Subject to specified investment guidelines, the portfolios of Agency Securities purchased through the
programs established by the U.S. Treasury and the Fed may be held to maturity and, based on mortgage market
conditions, adjustments may be made to these portfolios. This flexibility may adversely affect the pricing and
availability of Agency Securities that we seek to acquire during the remaining term of these portfolios.
There can be no assurance that the U.S. Government’s intervention in Fannie Mae and Freddie Mac will be adequate
for the longer-term viability of these GSEs. These uncertainties lead to questions about the availability of and trading
market for, Agency Securities. Accordingly, if these government actions are inadequate and the GSEs defaulted on
their guaranteed obligations, suffered losses or ceased to exist, the value of our Agency Securities and our business,
operations and financial condition could be materially and adversely affected.
Additionally, because of the financial problems faced by Fannie Mae and Freddie Mac that led to their federal
conservatorships, many policymakers have been examining the value of a federal mortgage guarantee and the
appropriate role for the U.S. government in providing liquidity for mortgage loans. In June 2013, legislation titled
“Housing Finance Reform and Taxpayer Protection Act of 2013” was introduced in the U.S. Senate; in July 2013,
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Representatives. The bills differ in many respects, but both require the wind-down of the GSEs. Other bills have been
introduced that change the GSEs’ business charters and eliminate the entities. We cannot predict whether or when the
introduced legislation, the amended legislation or any future legislation may be enacted. Such legislation could
materially and adversely affect the availability of, and trading market for, Agency Securities and
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could, therefore, materially and adversely affect the value of our Agency Securities and our business, operations and
financial condition.
Legislation that permits modifications to the terms of outstanding loans may negatively affect our business, financial
condition, liquidity and results of operations.
The U.S. government has enacted legislation that enables government agencies to modify the terms of a significant
number of residential and other loans to provide relief to borrowers without the applicable investor’s consent. These
modifications allow for outstanding principal to be deferred, interest rates to be reduced, the term of the loan to be
extended or other terms to be changed in ways that can permanently eliminate the cash flow (principal and interest)
associated with a portion of the loan. These modifications are currently reducing, or in the future may reduce, the
value of a number of our current or future investments, including investments in mortgage backed securities and
Excess MSRs. As a result, such loan modifications are negatively affecting our business, results of operations,
liquidity and financial condition. In addition, certain market participants propose reducing the amount of paperwork
required by a borrower to modify a loan, which could increase the likelihood of fraudulent modifications and
materially harm the U.S. mortgage market and investors that have exposure to this market. Additional legislation
intended to provide relief to borrowers may be enacted and could further harm our business, results of operations and
financial condition.
Risks Related to Our Taxation as a REIT

Qualifying as a REIT involves highly technical and complex provisions of the Internal Revenue Code.

Qualification as a REIT involves the application of highly technical and complex Internal Revenue Code provisions
for which only limited judicial and administrative authorities exist. Even a technical or inadvertent violation could
jeopardize our REIT qualification. Our qualification as a REIT will depend on our satisfaction of certain asset,
income, organizational, distribution, stockholder ownership and other requirements on a continuing basis. Compliance
with these requirements must be carefully monitored on a continuing basis. Monitoring and managing our REIT
compliance has become challenging due to the increased size and complexity of the assets in our portfolio, a
meaningful portion of which are not qualifying REIT assets. There can be no assurance that our Manager’s personnel
responsible for doing so will be able to successfully monitor our compliance or maintain our REIT status.
Our failure to qualify as a REIT would result in higher taxes and reduced cash available for distribution to our
stockholders.
We intend to operate in a manner intended to qualify us as a REIT for U.S. federal income tax purposes. Our ability to
satisfy the asset tests depends upon our analysis of the fair market values of our assets, some of which are not
susceptible to a precise determination, and for which we do not obtain independent appraisals. See “Risks Related to
our Business–The valuations of our assets are subject to uncertainty since most of our assets are not traded in an active
market,” and “Risks Related to Our Business–Rapid changes in the values of our assets may make it more difficult for us
to maintain our qualification as a REIT or our exclusion from the 1940 Act.” Our compliance with the REIT income
and quarterly asset requirements also depends upon our ability to successfully manage the composition of our income
and assets on an ongoing basis. Moreover, the proper classification of one or more of our investments (such as TBAs)
may be uncertain in some circumstances, which could affect the application of the REIT qualification requirements.
Accordingly, there can be no assurance that the U.S. Internal Revenue Service (“IRS”) will not contend that our
investments violate the REIT requirements.
If we were to fail to qualify as a REIT in any taxable year, we would be subject to U.S. federal income tax, including
any applicable alternative minimum tax, on our taxable income at regular corporate rates, and distributions to
stockholders would not be deductible by us in computing our taxable income. Any such corporate tax liability could
be substantial and would reduce the amount of cash available for distribution to our stockholders, which in turn could
have an adverse impact on the value of, and trading prices for, our stock. See also “–Our failure to qualify as a REIT
would cause our stock to be delisted from the NYSE.”
Unless entitled to relief under certain provisions of the Internal Revenue Code, we also would be disqualified from
taxation as a REIT for the four taxable years following the year during which we initially ceased to qualify as a REIT.
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The rule against re-electing REIT status following a loss of such status would also apply to us if Newcastle fails to
qualify as a REIT for its taxable years ending on or before December 31, 2014, and we are treated as a successor to
Newcastle for U.S. federal income tax purposes. Although, as described under the heading “Certain Relationships and
Transactions with Related Persons, Affiliates and Affiliated Entities,” Newcastle has (i) represented in the separation
and distribution agreement that it entered into with us on April 26, 2013 (the “Separation and Distribution Agreement”)
that it has no knowledge of any fact or circumstance that would cause us to fail to qualify as a REIT and
(ii) covenanted in the Separation and Distribution Agreement to use its reasonable best efforts to maintain its REIT
status for each of Newcastle’s taxable years ending on or before December 31, 2014 (unless Newcastle obtains an
opinion from a nationally recognized tax counsel or a private letter ruling from the IRS to the effect that Newcastle’s
failure to maintain
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its REIT status will not cause us to fail to qualify as a REIT under the successor REIT rule referred to above), no
assurance can be given that such representation and covenant would prevent us from failing to qualify as a REIT.
Although, in the event of a breach, we may be able to seek damages from Newcastle, there can be no assurance that
such damages, if any, would appropriately compensate us. In addition, if Newcastle were to fail to qualify as a REIT
despite its reasonable best efforts, we would have no claim against Newcastle.
Our failure to qualify as a REIT would cause our stock to be delisted from the NYSE.
The NYSE requires, as a condition to the listing of our shares, that we maintain our REIT status. Consequently, if we
fail to maintain our REIT status, our shares would promptly be delisted from the NYSE, which would decrease the
trading activity of such shares. This could make it difficult to sell shares and would likely cause the market volume of
the shares trading to decline.
If we were delisted as a result of losing our REIT status and desired to relist our shares on the NYSE, we would have
to reapply to the NYSE to be listed as a domestic corporation. As the NYSE’s listing standards for REITs are less
onerous than its standards for domestic corporations, it would be more difficult for us to become a listed company
under these heightened standards. We might not be able to satisfy the NYSE’s listing standards for a domestic
corporation. As a result, if we were delisted from the NYSE, we might not be able to relist as a domestic corporation,
in which case our shares could not trade on the NYSE.
The failure of assets subject to repurchase agreements to qualify as real estate assets could adversely affect our ability
to qualify as a REIT.
We enter into financing arrangements that are structured as sale and repurchase agreements pursuant to which we
nominally sell certain of our assets to a counterparty and simultaneously enter into an agreement to repurchase these
assets at a later date in exchange for a purchase price. Economically, these agreements are financings that are secured
by the assets sold pursuant thereto. We believe that, for purposes of the REIT asset and income tests, we should be
treated as the owner of the assets that are the subject of any such sale and repurchase agreement, notwithstanding that
those agreements generally transfer record ownership of the assets to the counterparty during the term of the
agreement. It is possible, however, that the IRS could assert that we did not own the assets during the term of the sale
and repurchase agreement, in which case we might fail to qualify as a REIT.
The failure of our Excess MSRs to qualify as real estate assets or the income from our Excess MSRs to qualify as
mortgage interest could adversely affect our ability to qualify as a REIT.
We have received from the IRS a private letter ruling substantially to the effect that our Excess MSRs represent
interests in mortgages on real property and thus are qualifying “real estate assets” for purposes of the REIT asset test,
which generate income that qualifies as interest on obligations secured by mortgages on real property for purposes of
the REIT income test. The ruling is based on, among other things, certain assumptions as well as on the accuracy of
certain factual representations and statements that we and Newcastle have made to the IRS. If any of the
representations or statements that we have made in connection with the private letter ruling, are, or become, inaccurate
or incomplete in any material respect with respect to one or more Excess MSR investments, or if we acquire an Excess
MSR investment with terms that are not consistent with the terms of the Excess MSR investments described in the
private letter ruling, then we will not be able to rely on the private letter ruling. If we are unable to rely on the private
letter ruling with respect to an Excess MSR investment, the IRS could assert that such Excess MSR investments do
not qualify under the REIT asset and income tests, and if successful, we might fail to qualify as a REIT.
Dividends payable by REITs do not qualify for the reduced tax rates available for some dividends.
Dividends payable to domestic stockholders that are individuals, trusts, and estates are generally taxed at reduced tax
rates. Dividends payable by REITs, however, generally are not eligible for the reduced rates. The more favorable rates
applicable to regular corporate dividends could cause investors who are individuals, trusts and estates to perceive
investments in REITs to be relatively less attractive than investments in the stocks of non-REIT corporations that pay
dividends, which could adversely affect the value of the stock of REITs, including our common stock. In addition, the
relative attractiveness of real estate in general may be adversely affected by the favorable tax treatment given to
non-REIT corporate dividends, which could affect the value of our real estate assets negatively.
REIT distribution requirements could adversely affect our liquidity and our ability to execute our business plan.
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We generally must distribute annually at least 90% of our REIT taxable income, excluding any net capital gain, in
order for corporate income tax not to apply to earnings that we distribute. We intend to make distributions to our
stockholders to comply with the REIT requirements of the Internal Revenue Code. However, differences in timing
between the recognition of taxable income and the actual receipt of cash could require us to sell assets or borrow funds
on a short-term or long-term basis to meet
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the 90% distribution requirement of the Internal Revenue Code. Certain of our assets, such as our investment in
consumer loans, generate substantial mismatches between taxable income and available cash. As a result, the
requirement to distribute a substantial portion of our net taxable income could cause us to: (i) sell assets in adverse
market conditions; (ii) borrow on unfavorable terms; (iii) distribute amounts that would otherwise be invested in
future acquisitions, capital expenditures or repayment of debt; or (iv) make taxable distributions of our capital stock or
debt securities in order to comply with REIT requirements. Further, amounts distributed will not be available to fund
investment activities. If we fail to obtain debt or equity capital in the future, it could limit our ability to satisfy our
liquidity needs, which could adversely affect the value of our common stock.
We may be required to report taxable income for certain investments in excess of the economic income we ultimately
realize from them.
Based on IRS guidance concerning the classification of Excess MSRs, we intend to treat our Excess MSRs as
ownership interests in the interest payments made on the underlying mortgage loans, akin to an “interest only” strip.
Under this treatment, for purposes of determining the amount and timing of taxable income, each Excess MSR is
treated as a bond that was issued with original issue discount on the date we acquired such Excess MSR. In general,
we will be required to accrue original issue discount based on the constant yield to maturity of each Excess MSR, and
to treat such original issue discount as taxable income in accordance with the applicable U.S. federal income tax rules.
The constant yield of an Excess MSR will be determined, and we will be taxed, based on a prepayment assumption
regarding future payments due on the mortgage loans underlying the Excess MSR. If the mortgage loans underlying
an Excess MSR prepay at a rate different than that under the prepayment assumption, our recognition of original issue
discount will be either increased or decreased depending on the circumstances. Thus, in a particular taxable year, we
may be required to accrue an amount of income in respect of an Excess MSR that exceeds the amount of cash
collected in respect of that Excess MSR. Furthermore, it is possible that, over the life of the investment in an Excess
MSR, the total amount we pay for, and accrue with respect to, the Excess MSR may exceed the total amount we
collect on such Excess MSR. No assurance can be given that we will be entitled to a deduction for such excess,
meaning that we may be required to recognize “phantom income” over the life of an Excess MSR.
Other debt instruments that we may acquire, including consumer loans, may be issued with, or treated as issued with,
original issue discount. Those instruments would be subject to the original issue discount accrual and income
computations that are described above with regard to Excess MSRs.
We may acquire debt instruments in the secondary market for less than their face amount. The discount at which such
debt instruments are acquired may reflect doubts about their ultimate collectability rather than current market interest
rates. The amount of such discount will nevertheless generally be treated as “market discount” for U.S. federal income
tax purposes. Accrued market discount is reported as income when, and to the extent that, any payment of principal of
the debt instrument is made. If we collect less on the debt instrument than our purchase price plus the market discount
we had previously reported as income, we may not be able to benefit from any offsetting loss deductions.
In addition, we may acquire debt instruments that are subsequently modified by agreement with the borrower. If the
amendments to the outstanding instrument are “significant modifications” under the applicable Treasury regulations, the
modified instrument will be considered to have been reissued to us in a debt-for-debt exchange with the borrower. In
that event, we may be required to recognize taxable gain to the extent the principal amount of the modified instrument
exceeds our adjusted tax basis in the unmodified instrument, even if the value of the instrument or the payment
expectations have not changed. Following such a taxable modification, we would hold the modified loan with a cost
basis equal to its principal amount for U.S. federal tax purposes.
Finally, in the event that any debt instruments acquired by us are delinquent as to mandatory principal and interest
payments, or in the event payments with respect to a particular instrument are not made when due, we may
nonetheless be required to continue to recognize the unpaid interest as taxable income as it accrues, despite doubt as to
its ultimate collectability. Similarly, we may be required to accrue interest income with respect to debt instruments at
the stated rate regardless of whether corresponding cash payments are received or are ultimately collectible. In each
case, while we would in general ultimately have an offsetting loss deduction available to us when such interest was
determined to be uncollectible, the utility of that deduction could depend on our having taxable income of an
appropriate character in that later year or thereafter.
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In any event, if our investments generate more taxable income than cash in any given year, we may have difficulty
satisfying our annual REIT distribution requirement.
We may be unable to generate sufficient cash from operations to pay our operating expenses and to pay distributions
to our stockholders.
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As a REIT, we are generally required to distribute at least 90% of our REIT taxable income (determined without
regard to the dividends paid deduction and not including net capital losses) each year to our stockholders. To qualify
for the tax benefits accorded to REITs, we intend to make distributions to our stockholders in amounts such that we
distribute all or substantially all of our net taxable income, subject to certain adjustments, although there can be no
assurance that our operations will generate sufficient cash to make such distributions. Moreover, our ability to make
distributions may be adversely affected by the risk factors described herein. See also "Risks Related to our Common
Stock - We have not established a minimum distribution payment level, and we cannot assure you of our ability to pay
distributions in the future."
The stock ownership limit imposed by the Internal Revenue Code for REITs and our certificate of incorporation may
inhibit market activity in our stock and restrict our business combination opportunities.
In order for us to maintain our qualification as a REIT under the Internal Revenue Code, not more than 50% in value
of our outstanding stock may be owned, directly or indirectly, by five or fewer individuals (as defined in the Internal
Revenue Code to include certain entities) at any time during the last half of each taxable year after our first taxable
year. Our certificate of incorporation, with certain exceptions, authorizes our board of directors to take the actions that
are necessary and desirable to preserve our qualification as a REIT. Stockholders are generally restricted from owning
more than 9.8% by value or number of shares, whichever is more restrictive, of our outstanding shares of common
stock, or 9.8% by value or number of shares, whichever is more restrictive, of our outstanding shares of capital stock.
Our board may grant an exemption in its sole discretion, subject to such conditions, representations and undertakings
as it may determine in its sole discretion. These ownership limits could delay or prevent a transaction or a change in
our control that might involve a premium price for our common stock or otherwise be in the best interest of our
stockholders.
Even if we remain qualified as a REIT, we may face other tax liabilities that reduce our cash flow.
Even if we remain qualified for taxation as a REIT, we may be subject to certain federal, state and local taxes on our
income and assets, including taxes on any undistributed income, tax on income from some activities conducted as a
result of a foreclosure, and state or local income, property and transfer taxes. Moreover, if a REIT distributes less than
85% of its taxable income to its stockholders during any calendar year (including any distributions declared by the last
day of the calendar year but paid in the subsequent year), then it is required to pay an excise tax on 4% of any shortfall
between the required 85% and the amount that was actually distributed. Any of these taxes would decrease cash
available for distribution to our stockholders. In addition, in order to meet the REIT qualification requirements, or to
avert the imposition of a 100% tax that applies to certain gains derived by a REIT from dealer property or inventory,
we currently hold some of our assets through TRSs, such as our investment in servicer advances and we may
contribute other non-qualifying investments, such as our investment in consumer loans, to a TRS. Such subsidiaries
will be subject to corporate level income tax at regular rates and the payment of such taxes would reduce our return on
the applicable investment.
Complying with the REIT requirements may negatively impact our investment returns or cause us to forego otherwise
attractive opportunities, liquidate assets or contribute assets to a TRS.
To qualify as a REIT for U.S. federal income tax purposes, we must continually satisfy tests concerning, among other
things, the sources of our income, the nature and diversification of our assets, the amounts we distribute to our
stockholders and the ownership of our stock. As a result of these tests, we may be required to make distributions to
stockholders at disadvantageous times or when we do not have funds readily available for distribution, forego
otherwise attractive investment opportunities, liquidate assets in adverse market conditions or contribute assets to a
TRS that is subject to regular corporate federal income tax. Our ability to acquire and hold Excess MSRs, interests in
consumer loans, servicer advances and other investments is subject to the applicable REIT qualification tests, and we
may have to hold these interests through TRSs, which would negatively impact our returns from these assets. In
general, compliance with the REIT requirements may hinder our ability to make and retain certain attractive
investments.
Complying with the REIT requirements may limit our ability to hedge effectively.
The existing REIT provisions of the Internal Revenue Code may substantially limit our ability to hedge our operations
because a significant amount of the income from those hedging transactions is likely to be treated as non-qualifying
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income for purposes of both REIT gross income tests. In addition, we must limit our aggregate income from
non-qualified hedging transactions, from our provision of services and from other non-qualifying sources, to less than
5% of our annual gross income (determined without regard to gross income from qualified hedging transactions).
As a result, we may have to limit our use of certain hedging techniques or implement those hedges through TRSs.
This could result in greater risks associated with changes in interest rates than we would otherwise want to incur or
could increase the cost of our
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hedging activities. If we fail to comply with these limitations, we could lose our REIT qualification for U.S. federal
income tax purposes, unless our failure was due to reasonable cause, and not due to willful neglect, and we meet
certain other technical requirements. Even if our failure were due to reasonable cause, we might incur a penalty tax.
See also "-Risks Related to Our Business -Any hedging transactions that we enter into may limit our gains or result in
losses."
Distributions to tax-exempt investors may be classified as unrelated business taxable income.
Neither ordinary nor capital gain distributions with respect to our stock nor gain from the sale of stock should
generally constitute unrelated business taxable income to a tax-exempt investor. However, there are certain exceptions
to this rule. In particular:

•

part of the income and gain recognized by certain qualified employee pension trusts with respect to our stock may be
treated as unrelated business taxable income if shares of our stock are predominantly held by qualified employee
pension trusts, and we are required to rely on a special look-through rule for purposes of meeting one of the REIT
ownership tests, and we are not operated in a manner to avoid treatment of such income or gain as unrelated business
taxable income;

•part of the income and gain recognized by a tax-exempt investor with respect to our stock would constitute unrelated
business taxable income if the investor incurs debt in order to acquire the stock; and

•
to the extent that we are (or a part of us, or a disregarded subsidiary of ours, is) a “taxable mortgage pool,” or if we hold
residual interests in a real estate mortgage investment conduit (“REMIC”), a portion of the distributions paid to a tax
exempt stockholder that is allocable to excess inclusion income may be treated as unrelated business taxable income.
The “taxable mortgage pool” rules may increase the taxes that we or our stockholders may incur, and may limit the
manner in which we effect future securitizations.
We may enter into securitization or other financing transactions that result in the creation of taxable mortgage pools
for U.S. federal income tax purposes. As a REIT, so long as we own 100% of the equity interests in a taxable
mortgage pool, we would generally not be adversely affected by the characterization of a securitization as a taxable
mortgage pool. Certain categories of stockholders, however, such as foreign stockholders eligible for treaty or other
benefits, stockholders with net operating losses, and certain tax exempt stockholders that are subject to unrelated
business income tax, could be subject to increased taxes on a portion of their dividend income from us that is
attributable to the taxable mortgage pool. In addition, to the extent that our stock is owned by tax exempt “disqualified
organizations,” such as certain government-related entities and charitable remainder trusts that are not subject to tax on
unrelated business income, we could incur a corporate level tax on a portion of our income from the taxable mortgage
pool. In that case, we might reduce the amount of our distributions to any disqualified organization whose stock
ownership gave rise to the tax. Moreover, we may be precluded from selling equity interests in these securitizations to
outside investors, or selling any debt securities issued in connection with these securitizations that might be
considered to be equity interests for tax purposes. These limitations may prevent us from using certain techniques to
maximize our returns from securitization transactions.

Uncertainty exists with respect to the treatment of TBAs for purposes of the REIT asset and income tests, and the
failure of TBAs to be qualifying assets or of income/gains from TBAs to be qualifying income could adversely affect
our ability to qualify as a REIT.

We purchase and sell Agency RMBS through TBAs and recognize income or gains from the disposition of those
TBAs, through dollar roll transactions or otherwise. In a dollar roll transaction, we exchange an existing TBA for
another TBA with a different settlement date. There is no direct authority with respect to the qualification of TBAs as
real estate assets or U.S. Government securities for purposes of the 75% asset test or the qualification of income or
gains from dispositions of TBAs as gains from the sale of real property (including interests in real property and
interests in mortgages on real property) or other qualifying income for purposes of the 75% gross income test. For a
particular taxable year, we would treat such TBAs as qualifying assets for purposes of the REIT asset tests, and
income and gains from such TBAs as qualifying income for purposes of the 75% gross income test, to the extent set
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forth in an opinion from Skadden, Arps, Slate, Meagher & Flom LLP substantially to the effect that (i) for purposes of
the REIT asset tests, our ownership of a TBA should be treated as ownership of the underlying Agency RMBS, and
(ii) for purposes of the 75% REIT gross income test, any gain recognized by us in connection with the settlement of
such TBAs should be treated as gain from the sale or disposition of the underlying Agency RMBS. Opinions of
counsel are not binding on the IRS, and no assurance can be given that the IRS would not successfully challenge the
conclusions set forth in such opinions. In addition, it must be emphasized that any opinion of Skadden, Arps, Slate,
Meagher & Flom LLP would be based on various assumptions relating to any TBAs that we enter into and would be
conditioned upon fact-based representations and covenants made by our management regarding such TBAs. No
assurance can be given that the IRS would not assert that such assets or income are not
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qualifying assets or income. If the IRS were to successfully challenge any conclusions of Skadden, Arps, Slate,
Meagher & Flom LLP, we could be subject to a penalty tax or we could fail to qualify as a REIT if a sufficient portion
of our assets consists of TBAs or a sufficient portion of our income consists of income or gains from the disposition of
TBAs.
The tax on prohibited transactions will limit our ability to engage in transactions that would be treated as prohibited
transactions for U.S. federal income tax purposes.
Net income that we derive from a "prohibited transaction" is subject to a 100% tax. The term “prohibited transaction”
generally includes a sale or other disposition of property (including mortgage loans, but other than foreclosure
property, as discussed below) that is held primarily for sale to customers in the ordinary course of our trade or
business. We might be subject to this tax if we were to dispose of or securitize loans or Excess MSRs in a manner that
was treated as a prohibited transaction for U.S. federal income tax purposes.
We intend to conduct our operations so that no asset that we own (or are treated as owning) will be treated as, or as
having been, held-for-sale to customers, and that a sale of any such asset will not be treated as having been in the
ordinary course of our business. As a result, we may choose not to engage in certain sales of loans or Excess MSRs at
the REIT level, and may limit the structures we utilize for our securitization transactions, even though the sales or
structures might otherwise be beneficial to us. In addition, whether property is held “primarily for sale to customers in
the ordinary course of a trade or business” depends on the particular facts and circumstances. No assurance can be
given that any property that we sell will not be treated as property held-for-sale to customers, or that we can comply
with certain safe-harbor provisions of the Internal Revenue Code that would prevent such treatment. The 100%
prohibited transaction tax does not apply to gains from the sale of property that is held through a TRS or other taxable
corporation, although such income will be subject to tax in the hands of the corporation at regular corporate rates. We
intend to structure our activities to prevent prohibited transaction characterization.
New legislation or administrative or judicial action, in each instance potentially with retroactive effect, could make it
more difficult or impossible for us to qualify as a REIT.
The present U.S. federal income tax treatment of REITs may be modified, possibly with retroactive effect, by
legislative, judicial or administrative action at any time, which could affect the U.S. federal income tax treatment of an
investment in us. The U.S. federal income tax rules dealing with REITs constantly are under review by persons
involved in the legislative process, the IRS and the U.S. Treasury Department, which results in statutory changes as
well as frequent revisions to regulations and interpretations. Revisions in U.S. federal tax laws and interpretations
thereof could affect or cause us to change our investments and commitments and affect the tax considerations of an
investment in us.
Liquidation of assets may jeopardize our REIT qualification or create additional tax liability for us.
To qualify as a REIT, we must comply with requirements regarding the composition of our assets and our sources of
income. If we are compelled to liquidate our investments to repay obligations to our lenders, we may be unable to
comply with these requirements, ultimately jeopardizing our qualification as a REIT, or we may be subject to a 100%
tax on any resultant gain if we sell assets that are treated as dealer property or inventory.
Risks Related to our Common Stock
There can be no assurance that the market for our stock will provide you with adequate liquidity.
Our common stock began trading (on a when issued basis) on the NYSE on May 2, 2013. There can be no assurance
that an active trading market for our common stock will develop or be sustained in the future, and the market price of
our common stock may fluctuate widely, depending upon many factors, some of which may be beyond our control.
These factors include, without limitation:

•a shift in our investor base;
•our quarterly or annual earnings, or those of other comparable companies;
•actual or anticipated fluctuations in our operating results;
•changes in accounting standards, policies, guidance, interpretations or principles;
•announcements by us or our competitors of significant investments, acquisitions or dispositions;
•the failure of securities analysts to cover our common stock;
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•market performance of affiliates and other counterparties with whom we conduct business;
•the operating and stock price performance of other comparable companies;
•overall market fluctuations; and
•general economic conditions.
Stock markets in general have experienced volatility that has often been unrelated to the operating performance of a
particular company. These broad market fluctuations may adversely affect the trading price of our common stock. In
addition, we completed a reverse stock split in October 2014. There can be no assurance that the reverse stock split
will have the anticipated benefits. For instance, there can be no assurance that the market price per share of our
common stock after the reverse stock split will rise in proportion to the reduction in the number of shares of our
common stock outstanding before the reverse stock split, or that the reverse stock split will result in a market price per
share that will attract brokers and investors who do not trade in lower priced stocks. Additionally, the liquidity of our
common stock could be adversely affected by the reduced number of shares resulting from the reverse stock split,
which, in turn, could result in greater volatility in the price per share of our common stock. The potential volatility in
the price per share of our common stock may also make short-selling more attractive, which could put additional
downward pressure on the price of our common stock. Furthermore, the reverse stock split may result in some
shareholders owning "odd lots" of less than one hundred shares of our common stock on a post-split basis. Odd lots
may be more difficult to sell, or require greater transaction costs per share to sell, than shares in "round lots" of even
multiples of one hundred shares.
Sales or issuances of shares of our common stock could adversely affect the market price of our common stock.
Sales of substantial amounts of shares of our common stock in the public market, or the perception that such sales
might occur, could adversely affect the market price of our common stock. The issuance of our common stock in
connection with property, portfolio or business acquisitions or the exercise of outstanding options or otherwise could
also have an adverse effect on the market price of our common stock. We have filed a registration statement to sell
common stock in a public offering in the future, which registration statement is not yet effective.
Failure to maintain effective internal control over financial reporting in accordance with Section 404 of the
Sarbanes-Oxley Act could have a material adverse effect on our business and stock price.
As a public company, we are required to maintain effective internal control over financial reporting in accordance
with Section 404 of the Sarbanes-Oxley Act. Internal control over financial reporting is complex and may be revised
over time to adapt to changes in our business, or changes in applicable accounting rules. We have made investments
through joint ventures, such as our investment in consumer loans, and accounting for such investments can increase
the complexity of maintaining effective internal control over financial reporting. We cannot assure you that our
internal control over financial reporting will be effective in the future or that a material weakness will not be
discovered with respect to a prior period for which we had previously believed that internal controls were effective. If
we are not able to maintain or document effective internal control over financial reporting, our independent registered
public accounting firm will not be able to certify as to the effectiveness of our internal control over financial reporting.
Matters impacting our internal controls may cause us to be unable to report our financial information on a timely
basis, or may cause us to restate previously issued financial information, and thereby subject us to adverse regulatory
consequences, including sanctions or investigations by the SEC, or violations of applicable stock exchange listing
rules. There could also be a negative reaction in the financial markets due to a loss of investor confidence in us and the
reliability of our financial statements. Confidence in the reliability of our financial statements is also likely to suffer if
we or our independent registered public accounting firm reports a material weakness in our internal control over
financial reporting. This could materially adversely affect us by, for example, leading to a decline in our share price
and impairing our ability to raise capital.
Your percentage ownership in us may be diluted in the future.
Your percentage ownership in us may be diluted in the future because of equity awards that we expect will be granted
to our Manager, to the directors, officers and employees of our Manager who perform services for us, and to our
directors, officers and employees, as well as other equity instruments such as debt and equity financing. Our board of
directors has approved a Nonqualified Stock Option and Incentive Award Plan, as amended (the “Plan”), which provides
for the grant of equity-based awards, including restricted stock, options, stock appreciation rights (“SARs”),
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performance awards, tandem awards and other equity-based and non-equity based awards, in each case to our
Manager, to the directors, officers, employees, service providers, consultants and advisor of our Manager who perform
services for us, and to our directors, officers, employees, service providers, consultants and advisors. We reserved
15,000,000 shares of our common stock for issuance under the Plan. On the first day of each fiscal year beginning
during the ten-year term of the Plan and in and after calendar year 2014, that number will be increased by a number of
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shares of our common stock equal to 10% of the number of shares of our common stock newly issued by us during the
immediately preceding fiscal year (and, in the case of fiscal year 2013, after the effective date of the Plan). For a more
detailed description of the Plan, see “Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer
Purchases of Equity Securities.” In connection with any offering of our common stock, we will issue to our Manager
options to purchase shares of our common stock, representing 10% of the number of shares being offered. Our 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.
We may incur or issue debt or issue equity, which may negatively affect the market price of our common stock.
We may in the future incur or issue debt or issue equity or equity-related securities. In the event of our liquidation,
lenders and holders of our debt and holders of our preferred stock (if any) would receive a distribution of our available
assets before common stockholders. Any future incurrence or issuance of debt would increase our interest cost and
could adversely affect our results of operations and cash flows. We are not required to offer any additional equity
securities to existing common stockholders on a preemptive basis. Therefore, additional issuances of common stock,
directly or through convertible or exchangeable securities (including limited partnership interests in our operating
partnership), warrants or options, will dilute the holdings of our existing common stockholders and such issuances, or
the perception of such issuances, may reduce the market price of our common stock. Any preferred stock issued by us
would likely have a preference on distribution payments, periodically or upon liquidation, which could eliminate or
otherwise limit our ability to make distributions to common stockholders. Because our decision to incur or issue debt
or issue equity or equity-related securities in the future will depend on market conditions and other factors beyond our
control, we cannot predict or estimate the amount, timing, nature or success of our future capital raising efforts. Thus,
common stockholders bear the risk that our future incurrence or issuance of debt or issuance of equity or
equity-related securities will adversely affect the market price of our common stock.
We have not established a minimum distribution payment level, and we cannot assure you of our ability to pay
distributions in the future.
We intend to make quarterly distributions of our REIT taxable income to holders of our common stock out of assets
legally available therefor. We have not established a minimum distribution payment level and our ability to pay
distributions may be adversely affected by a number of factors, including the risk factors described in this report. Any
distributions will be authorized by our board of directors and declared by us based upon a number of factors, including
actual results of operations, liquidity and financial condition, restrictions under Delaware law or applicable financing
covenants, our taxable income, the annual distribution requirements under the REIT provisions of the Internal
Revenue Code, our operating expenses and other factors our directors deem relevant. We cannot assure you that we
will achieve investment results that will allow us to make a specified level of cash distributions or year-to-year
increases in cash distributions in the future.
Furthermore, while we are required to make distributions in order to maintain our REIT status (as described above
under “—Risks Related to our Taxation as a REIT—We may be unable to generate sufficient revenue from operations to
pay our operating expenses and to pay distributions to our stockholders”), we may elect not to maintain our REIT
status, in which case we would no longer be required to make such distributions. Moreover, even if we do elect to
maintain our REIT status, we may elect to comply with the applicable requirements by, after completing various
procedural steps, distributing, under certain circumstances, a portion of the required amount in the form of shares of
our common stock in lieu of cash. If we elect not to maintain our REIT status or to satisfy any required distributions in
shares of common stock in lieu of cash, such action could negatively affect our business, results of operations,
liquidity and financial condition as well as the price of our common stock. No assurance can be given that we will pay
any dividends on shares of our common stock in the future.
We may in the future choose to pay dividends in our own stock, in which case you could be required to pay income
taxes in excess of the cash dividends you receive.
We may in the future distribute taxable dividends that are payable in cash and shares of our common stock at the
election of each stockholder. Taxable stockholders receiving such dividends will be required to include the full
amount of the dividend as ordinary income to the extent of our current and accumulated earnings and profits for
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federal income tax purposes. As a result, stockholders may be required to pay income taxes with respect to such
dividends in excess of the cash dividends received. If a U.S. stockholder sells the stock that it receives as a dividend in
order to pay this tax, the sale proceeds may be less than the amount included in income with respect to the dividend,
depending on the market price of our stock at the time of the sale. Furthermore, with respect to certain non-U.S.
stockholders, we may be required to withhold U.S. tax with respect to such dividends, including in respect of all or a
portion of such dividend that is payable in stock. In addition, if a significant number of our stockholders determine to
sell
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shares of our common stock in order to pay taxes owed on dividends, it may put downward pressure on the trading
price of our common stock.
It is unclear whether and to what extent we will be able to pay taxable dividends in cash and stock in later years.
Moreover, various aspects of such a taxable cash/stock dividend are uncertain and have not yet been addressed by the
IRS. No assurance can be given that the IRS will not impose additional requirements in the future with respect to
taxable cash/stock dividends, including on a retroactive basis, or assert that the requirements for such taxable
cash/stock dividends have not been met.
An increase in market interest rates may have an adverse effect on the market price of our common stock.
One of the factors that investors may consider in deciding whether to buy or sell shares of our common stock is our
distribution rate as a percentage of our share price relative to market interest rates. If the market price of our common
stock is based primarily on the earnings and return that we derive from our investments and income with respect to
our investments and our related distributions to stockholders, and not from the market value of the investments
themselves, then interest rate fluctuations and capital market conditions will likely affect the market price of our
common stock. For instance, if market interest rates rise without an increase in our distribution rate, the market price
of our common stock could decrease as potential investors may require a higher distribution yield on our common
stock or seek other securities paying higher distributions or interest. In addition, rising interest rates would result in
increased interest expense on our variable rate debt, thereby adversely affecting cash flow and our ability to service
our indebtedness and pay distributions.
Provisions in our certificate of incorporation and bylaws and of Delaware law may prevent or delay an acquisition of
our company, which could decrease the trading price of our common stock.
Our certificate of incorporation, bylaws and Delaware law contain provisions that are intended to deter coercive
takeover practices and inadequate takeover bids by making such practices or bids unacceptably expensive to the raider
and to encourage prospective acquirers to negotiate with our board of directors rather than to attempt a hostile
takeover. These provisions include, among others:

•a classified board of directors with staggered three-year terms;

•
provisions regarding the election of directors, classes of directors, the term of office of directors, the filling of director
vacancies and the resignation and removal of directors for cause only upon the affirmative vote of at least 80% of the
then issued and outstanding shares of our capital stock entitled to vote thereon;

•provisions regarding corporate opportunity only upon the affirmative vote of at least 80% of the then issued and
outstanding shares of our capital stock entitled to vote thereon;

•removal of directors only for cause and only with the affirmative vote of at least 80% of the then issued and
outstanding shares of our capital stock entitled to vote in the election of directors;

•our board of directors to determine the powers, preferences and rights of our preferred stock and to issue such
preferred stock without stockholder approval;

•advance notice requirements applicable to stockholders for director nominations and actions to be taken at annual
meetings;

•
a prohibition, in our certificate of incorporation, stating that no holder of shares of our common stock will have
cumulative voting rights in the election of directors, which means that the holders of a majority of the issued and
outstanding shares of common stock can elect all the directors standing for election; and

•a requirement in our bylaws specifically denying the ability of our stockholders to consent in writing to take any
action in lieu of taking such action at a duly called annual or special meeting of our stockholders.
Public stockholders who might desire to participate in these types of transactions may not have an opportunity to do
so, even if the transaction is considered favorable to stockholders. These anti-takeover provisions could substantially
impede the ability of public stockholders to benefit from a change in control or a change in our management and
board of directors and, as a result, may adversely affect the market price of our common stock and your ability to
realize any potential change of control premium.
ERISA may restrict investments by plans in our common stock.
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A plan fiduciary considering an investment in our common stock should consider, among other things, whether such
an investment is consistent with the fiduciary obligations under the Employee Retirement Income Security Act of
1974, as amended (“ERISA”), including whether such investment might constitute or give rise to a prohibited
transaction under ERISA, the Internal Revenue Code or any substantially similar federal, state or local law and, if so,
whether an exemption from such prohibited transaction rules is available.
Risks Related to the Merger

Failure to complete the Merger could negatively affect our share price, future business and financial results.

Completion of the Merger is not assured and is subject to risks, including the risks that approval of the transaction by
the shareholders of HLSS will not be obtained or that certain other closing conditions will not be satisfied. In addition,
HLSS may terminate the Merger Agreement in order to enter into an agreement for a Superior Proposal (as defined in
the Merger Agreement), subject to payment of a termination fee. If the Merger is not completed, our ongoing business
and financial results may be adversely affected and we will be subject to several risks, including:

•having to pay certain significant transaction costs relating to the Merger without receiving the benefits of the Merger;

•our share price may decline to the extent that the current market prices reflect an assumption by the market that the
Merger will be completed; and

•we may be subject to litigation related to any failure to complete the Merger.

Delays in completing the Merger may substantially reduce the expected benefits of the Merger.

Satisfying the conditions to, and completion of, the Merger may take longer than, and could cost more than, we
expect. Any delay in completing or any additional conditions imposed in order to complete the Merger may materially
adversely affect the benefits that we expect to achieve from the Merger and the integration of our businesses. In
addition, we and HLSS each have the right to terminate the Merger Agreement if the Merger is not completed by
August 22, 2015.

We will incur substantial transaction fees and costs in connection with the Merger, and the assertion of appraisal rights
by HLSS shareholders could significantly increase the cost of the Merger to us.

We have incurred, and expect to continue to incur, a significant amount of non-recurring expenses in connection with
the Merger, including legal, accounting and other expenses. In general, these expenses are payable by us whether or
not the Merger is completed; however, upon termination of the Merger Agreement for failure to obtain the requisite
vote of HLSS’s stockholders, HLSS will be required to reimburse us for our out-of-pocket expenses, up to a maximum
amount of $7,000,000. Additional unanticipated costs may be incurred following consummation of the Merger in the
course of our integration of HLSS's business. We cannot be certain that the benefits of the Merger will offset the
transaction and integration costs in the near term, or at all.

In addition, HLSS shareholders are entitled to exercise appraisal rights in connection with the Merger, which means
that they have the right to dissent from the Merger and receive, in lieu of the Merger consideration, a payment in cash
equal to the fair value of the holder’s shares as determined in accordance with Cayman Islands law. If the fair value is
determined to be higher than the consideration we have agreed to pay HLSS shareholders, then the total cost of the
Merger will be higher than the consideration set forth in the Merger Agreement. The process of resolving any
appraisal actions could require significant amounts of time, money and effort. As of the date hereof, certain HLSS
shareholders with sizeable ownership stakes have expressed their intention to vote against the Merger.
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We are obligated to complete the Merger regardless of whether we have adequate financing for the purchase price.

We are obligated to complete the Merger regardless of whether we have adequate sources of liquidity to fund the
purchase price. In order to fund the purchase price, we may sell assets, incur additional debt or issue equity, in each
case on potentially non-optimal terms. See also “-Our determination of how much leverage to apply to our investments
may adversely affect our return on our investments and may reduce cash available for distribution.” If we issue
additional equity, the earnings attributable to the Merger would be diluted on a per share basis. See also “-Sales or
issuances of our common stock could adversely affect the market price of our common stock” and “-We may incur or
issue debt or issue equity, which may negatively affect the market price of our common stock.” Moreover, our ability
to issue equity is subject to market conditions, which are beyond our control, and potentially
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the cooperation of HLSS and Ocwen Financial Corporation and its subsidiaries (collectively, “Ocwen”) in order to
satisfy certain financial statement and other disclosure requirements.

Stockholder or other litigation against HLSS and/or us could result in an injunction preventing completion of the
Merger, the payment of damages in the event the Merger is completed and/or may adversely affect our business,
financial condition or results of operations following the Merger.

Transactions such as the Merger often give rise to lawsuits by stockholders or other third parties.  One of the
conditions to the closing of the Merger is that no temporary restraining order, preliminary or permanent injunction or
other judgment, order or decree issued by any court of competent jurisdiction or other law, legal restraint or
prohibition will be in effect preventing the consummation of the Merger. Consequently, if any lawsuit is successful in
obtaining an injunction prohibiting us or HLSS from consummating the Merger on the agreed upon terms, the
injunction may prevent the Merger from being completed within the expected timeframe, or at all. Furthermore, if the
Merger is prevented or delayed, the lawsuits could result in substantial costs, including any costs associated with the
indemnification of directors. The defense or settlement of any lawsuit or claim that remains unresolved at the time the
Merger is completed may adversely affect our business, financial condition or results of operations.

We will be subject to various uncertainties while the Merger is pending that could adversely affect our financial
results.

Uncertainty about the effect of the Merger on counterparties to contracts employees and other parties may have an
adverse effect on us. These uncertainties could cause contract counterparties and others who deal with us to seek to
change existing business relationships with us, and may impair our ability to attract, retain and motivate key personnel
until the Merger is completed and for a period of time thereafter. 

The pursuit of the Merger and the preparation for the integration of the two companies may place a significant burden
on management and internal resources. Any significant diversion of management attention away from ongoing
business and any difficulties encountered in the transition and integration process could affect our financial results
prior to and/or following the completion of the Merger and could limit us from pursuing attractive business
opportunities and making other changes to our business prior to completion of the Merger or termination of the
Merger Agreement.

Our assets, liabilities or results of operations could be adversely affected by events, conditions or actions that might
occur at HLSS or Ocwen.

HLSS's assets, liabilities, business, financial condition, cash flows, operating results and prospects could be adversely
affected before or after the Merger closing as a result of events or conditions occurring or existing before the closing.
One of the conditions of the closing is the absence of a Company Material Adverse Effect (as defined, and subject to
the exclusions set forth, in the Merger Agreement), and there can be no assurance that adverse changes in HLSS’s
business or operations would constitute a Company Material Adverse Effect.

Adverse changes in HLSS’s business or operations could occur or arise as a result of actions by HLSS or Ocwen, legal
or regulatory developments, including the emergence or unfavorable resolution of pre-acquisition loss contingencies,
deteriorating general business, market, industry or economic conditions, and other factors both within and beyond the
control of HLSS or Ocwen.

Just as we rely heavily on Nationstar to achieve certain of our investment objectives, HLSS relies heavily on Ocwen.
We and HLSS are subject to a variety of risks as a result of our dependence on mortgage servicers, including, without
limitation, the potential loss of all of the value of our Excess MSRs in the event that the servicer of the underlying
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loans is terminated by the mortgage loan owner or RMBS bondholders. See “-We rely heavily on mortgage services to
achieve our investment objectives and have no direct ability to influence their performance.” A significant decline in
the value of HLSS assets or a significant increase in HLSS liabilities could adversely affect our future business,
financial condition, cash flows, operating results and prospects following the completion of the Merger. HLSS is
subject to a number of other risks and uncertainties, as outlined in its period reports filed with the SEC, including,
regulatory investigations and legal proceedings against HLSS, and others with whom HLSS conducts business.
Moreover, any insurance proceeds received with respect to such matters may be inadequate to cover the associated
losses.

If completed, we may be unable to successfully integrate HLSS's operations.

We entered into the Merger Agreement with the expectation that the Merger will result in various benefits. Achieving
the anticipated benefits of the Merger is subject to a number of uncertainties, including whether we are able to
integrate HLSS’s business efficiently. HLSS depends on Ocwen for significant accounting and operational support,
which could exacerbate the difficulties associated
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with integrating two businesses and impair our ability to produce accurate financial information on a timely basis, as
required by the SEC, following the consummation of the Merger. It is possible that the integration process could take
longer than anticipated and could result in the loss of valuable employees, additional and unforeseen expenses, the
disruption of our ongoing business, processes and systems, or inconsistencies in standards, controls, procedures,
practices, policies and compensation arrangements, any of which could adversely affect our ability to achieve the
anticipated benefits of the Merger. There may be increased risk due to integrating financial reporting and internal
control systems. Difficulties in combining operations of the two companies could also result in the loss of contract
counterparties or other persons with whom we or HLSS conduct business and potential disputes or litigation with
contract counterparties or other persons with whom we or HLSS conduct business.  Our results of operations
following the Merger could also be adversely affected by any issues attributable to either company's operations that
arise or are based on events or actions that occur prior to the closing of the Merger. The integration process is subject
to a number of uncertainties, and no assurance can be given that the anticipated benefits will be realized or, if realized,
the timing of their realization. Failure to achieve these anticipated benefits could result in increased costs or decreases
in the amount of expected revenues and could adversely affect our future business, financial condition, operating
results and prospects.
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Item 1B. Unresolved Staff Comments
Not Applicable.
Item 2. Properties.
None.
Item 3. Legal Proceedings.
From time to time, we are or may be involved in various disputes and litigation matters that arise in the ordinary
course of business. We are not party to any material legal proceedings as of the date on which this report is filed.
Item 4. Mine Safety Disclosures.
None.
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PART II
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity
Securities.
The following graph compares the cumulative total return for our common stock (stock price change plus reinvested
dividends) with the comparable return of four indices: NAREIT All REIT, Russell 2000, NAREIT Mortgage REIT,
and S&P 500. The graph assumes an investment of $100 in our common stock and in each of the indices on May 16,
2013 and that all dividends were reinvested. The past performance of our common stock is not an indication of future
performance.

Period Ending
Index 5/16/20135/31/2013 6/30/2013 9/30/2013 12/31/2013 3/31/2014 6/30/2014 9/30/2014 12/31/2014
New Residential
Investment Corp. 100.00 97.71 97.34 98.17 102.76 102.25 103.53 98.62 111.19

NAREIT All REIT 100.00 97.72 95.39 95.68 103.89 111.12 108.20 121.66
Russell 2000 100.00 99.93 99.41 109.56 119.12 120.45 122.92 113.87 124.95
NAREIT Mortgage
REIT 100.00 96.13 94.28 94.42 104.96 111.17 106.40 111.31

S&P 500 100.00 98.87 97.55 102.66 113.45 115.50 121.55 122.92 128.98
We have one class of common stock, which has been listed on the New York Stock Exchange (NYSE) under the
symbol “NRZ” since May 2, 2013 on a “when issued” basis, and has been traded since our spin-off from Newcastle on
May 15, 2013. The following table sets forth, for the periods indicated, the high, low and last sale prices in U.S.
dollars on the NYSE for our common stock and the distributions we declared with respect to the periods indicated.
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2014 High Low Last Sale Distributions
Declared

First Quarter $13.72 $12.10 $12.94 $0.35
Second Quarter(A) $13.32 $12.06 $12.60 $0.50
Third Quarter $12.90 $11.66 $11.66 $0.35
Fourth Quarter $13.64 $11.44 $12.77 $0.38

2013 High Low Last Sale Distributions
Declared

Second Quarter(B) $14.28 $11.70 $13.48 $0.14
Third Quarter $13.98 $11.78 $13.24 $0.35
Fourth Quarter(A) $14.04 $11.58 $13.36 $0.50

(A)Includes a quarterly distribution of $0.35 per common share and a special cash distribution of $0.15 per common
share.

(B)The second quarter 2013 distribution reflects forty-five days of earnings generated following the completion of our
spin-off from Newcastle on May 15, 2013.

New Residential completed a one-for-two reverse stock split in October 2014. The impact of this reverse stock split
has been retroactively applied to all periods presented herein.
We may declare quarterly distributions on our common stock. No assurance, however, can be given that any future
distributions will be made or, if made, as to the amounts or timing of any future distributions as such distributions are
subject to our earnings, financial condition, liquidity, capital requirements, REIT requirements and such other factors
as our board of directors deems relevant.

On February 20, 2015, the closing sale price for our common stock, as reported on the NYSE, was $13.09. As of
February 20, 2015, there were approximately 39 record holders of our common stock. This figure does not reflect the
beneficial ownership of shares held in nominee name.

Nonqualified Stock Option and Incentive Award Plan

On May 15, 2013, New Residential’s board of directors adopted the Plan. The Plan is intended to facilitate the use of
long-term equity-based awards and incentives for the benefit of the service providers to New Residential and its
Manager. All outstanding options granted under the Plan will be subject to the terms and conditions set forth in the
agreements evidencing such options and the terms of the Plan. The maximum number of shares available for issuance
in the aggregate over the ten-year term of the Plan is 15,000,000 shares. 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 New York Stock Exchange rules.
In connection with our separation from Newcastle, each Newcastle option held by our Manager or by the directors,
officers, employees, service providers, consultants and advisors of our Manager at the date of the distribution of our
common stock to Newcastle’s stockholders was converted into an adjusted Newcastle option as well as a new New
Residential option (a “Converted Option”). On May 15, 2013, we issued a total of 10,728,637 Converted Options. The
exercise price of each adjusted Newcastle option and Converted Option was set to collectively maintain the intrinsic
value of the Newcastle option immediately prior to the distribution and to maintain the ratio of the exercise price of
the adjusted Newcastle option and the Converted Option, respectively, to the fair market value of the underlying
shares at the time the distribution was made. The terms and conditions applicable to each such Converted Option was
substantially similar to the terms and condition otherwise applicable to the Newcastle option as of the date of
distribution. The grant of such Converted Options did not reduce the number of shares of our common stock otherwise
available for issuance under the Plan. These options are contractually required to be settled in an amount of cash equal
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to the excess of the fair market value of a share on the date of exercise over the exercise price per share, unless a
majority of the independent members of the board of directors (or, with respect to a tandem award, one of our
authorized officers) determines to settle the option in shares. If the option is settled in shares, the independent
members of the board of directors or an authorized officer, as applicable, will determine whether the exercise price
will be payable in cash, by withholding from shares of our common stock otherwise issuable upon exercise of such
option or through another method permitted under the plan.
The following table summarizes the total number of outstanding securities in the incentive plan and the number of
securities remaining for future issuance, as well as the weighted average exercise price of all outstanding securities as
of December 31, 2014 (adjusted for options which expired unexercised on January 12, 2015).
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Plan Category

Number of
Securities to
be Issued
Upon
Exercise of
Outstanding
Options

Weighted
Average
Exercise
Price of
Outstanding
Options

Number of
Securities
Remaining
Available for
Future Issuance
Under the 2013
Equity
Compensation
Plan

Equity Compensation Plans Approved by Security
Holders:
Nonqualified Stock Option and Incentive
Award Plan 1,441,500 $12.20 14,955,337

Total 1,441,500 (A) $12.20 14,955,337 (B) 
Equity Compensation Plans Not Approved by
Security Holders:
None.

(A)

The number of securities to be issued upon exercise of outstanding options does not include 9,130,594 Converted
Options (with a weighted average exercise price of $9.60), of which 7,338,537 are held by an affiliate of our
Manager, 1,791,057 were granted to our Manager and assigned to certain Fortress employees, and 1,000 were
granted to our directors, other than Mr. Edens.

(B)

No award shall be granted on or after May 15, 2023 (but awards granted may extend beyond this date). The
number of securities remaining available for future issuance is net of an aggregate of 40,663 shares of our common
stock and 4,000 options awarded to our directors, other than Mr. Edens, the shares being awarded in lieu of
contractual cash compensation. The number of securities remaining available for future issuance is adjusted on the
first day of each fiscal year beginning during the ten-year term of the plan and in and after calendar year 2014, by
a number of shares of our common stock equal to 10% of the number of shares of our common stock newly issued
by us during the immediately preceding fiscal year (and, in the case of fiscal year 2013, after the effective date of
the Plan). No adjustment was made on January 1, 2014. On January 1, 2015, 1,437,500 shares were added to the
number of securities remaining available for future issuance; this number has been included in the table above.

Item 6. Selected Financial Data.
The selected historical consolidated financial information set forth below as of December 31, 2014, 2013, 2012 and
2011 and for the years ended December 31, 2014, 2013, and 2012 and the period from December 8, 2011
(commencement of operations) through December 31, 2011, has been derived from our audited historical consolidated
financial statements.
The information below should be read in conjunction with Part II, Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and our consolidated financial statements and notes thereto included in
Part II, Item 8, “Financial Statements and Supplementary Data.”
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Selected Consolidated Financial Information
(in thousands, except share and per share data)

Year Ended December 31,
December 8
through
December 31,

2014 2013 2012 2011
Statement of Income Data
Interest income $346,857 $87,567 $33,759 $ 1,260
Interest expense 140,708 15,024 704 —
Net Interest Income 206,149 72,543 33,055 1,260
Impairment 11,282 5,454 — —
Net interest income after impairment 194,867 67,089 33,055 1,260
Other Income 375,088 241,008 17,423 367
Operating Expenses 104,899 42,474 9,231 913
Income (Loss) Before Income Taxes 465,056 265,623 41,247 714
Income tax expense 22,957 — — —
Net Income (Loss) $442,099 $265,623 $41,247 $ 714
Noncontrolling Interests in Income of Consolidated
Subsidiaries $89,222 $(326 ) $— $ —

Net Income (Loss) Attributable to Common Stockholders $352,877 $265,949 $41,247 $ 714
Net Income per Share of Common Stock, Basic $2.59 $2.10 $0.33 $ 0.01
Net Income per Share of Common Stock, Diluted $2.53 $2.07 $0.33 $ 0.01
Weighted Average Number of Shares of Common Stock
Outstanding,
    Basic

136,472,865 126,539,024 126,512,823 126,512,823

Weighted Average Number of Shares of Common Stock
Outstanding,
    Diluted

139,565,709 128,684,128 126,512,823 126,512,823

Dividends Declared per Share of Common Stock $1.58 $0.99 $— $ —
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December 31,
2014 2013 2012 2011

Balance Sheet Data
Investments in:
 Excess mortgage servicing rights, at fair value $417,733 $324,151 $245,036 $43,971
Excess mortgage servicing rights, equity method
investees, at fair value 330,876 352,766 — —

Servicer advances, at fair value 3,270,839 2,665,551 — —
Real estate securities, available-for-sale 2,463,163 1,973,189 289,756 —
Residential mortgage loans, held-for-investment 47,838 33,539 — —
Residential mortgage loans, held-for-sale 1,126,439 — — —
Real estate owned 61,933 — — —
Consumer loans, equity method investees — 215,062 — —
Cash and cash equivalents 212,985 271,994 — —
Total assets 8,093,690 5,958,658 534,876 43,971
Total debt 6,062,299 4,109,329 150,922 —
Total liabilities 6,243,765 4,445,583 156,520 4,163
Total New Residential stockholders’ equity 1,596,089 1,265,850 378,356 39,808
Noncontrolling interests in equity of consolidated
subsidiaries 253,836 247,225 — —

Total equity 1,849,925 1,513,075 378,356 39,808
Supplemental Balance Sheet Data
Common shares outstanding 141,434,905 126,598,987
Book value per share of common stock $11.28 $10.00
Other Data
Core earnings(A) $219,261 $129,997 $29,054 $1,132

(A)

We have four primary variables that impact our operating performance: (i) the current yield earned on our
investments, (ii) the interest expense incurred under the debt incurred to finance our investments, (iii) our
operating expenses and (iv) our realized and unrealized gains or losses, including any impairment and deferred tax,
on our investments. “Core earnings” is a non-GAAP measure of our operating performance excluding the fourth
variable above and adjusting the earnings from the consumer loan investment to a level yield basis. It is used by
management to gauge our current performance without taking into account: (i) realized and unrealized gains and
losses, which although they represent a part of our recurring operations, are subject to significant variability and
are only a potential indicator of future economic performance; (ii) incentive compensation paid to our Manager;
and (iii) non-capitalized deal inception costs.

While incentive compensation paid to our Manager may be a material operating expense, we exclude it from core
earnings because (i) from time to time, a component of the computation of this expense will relate to items (such as
gains or losses) that are excluded from core earnings, and (ii) it is impractical to determine the portion of the expense
related to core earnings and non-core earnings, and the type of earnings (loss) that created an excess (deficit) above or
below, as applicable, the incentive compensation threshold. To illustrate why it is impractical to determine the portion
of incentive compensation expense that should be allocated to core earnings, we note that, as an example, in a given
period, we may have core earnings in excess of the incentive compensation threshold but incur losses (which are
excluded from core earnings) that reduce total earnings below the incentive compensation threshold. In such case, we
would either need to (a) allocate zero incentive compensation expense to core earnings, even though core earnings
exceeded the incentive compensation threshold, or (b) assign a “pro forma” amount of incentive compensation expense
to core earnings, even though no incentive compensation was actually incurred. We believe that neither of these
allocation methodologies achieves a logical result. Accordingly, the exclusion of incentive compensation facilitates
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comparability between periods and avoids the distortion to our non-GAAP operating measure that would result from
the inclusion of incentive compensation that relates to non-core earnings.

With regard to non-capitalized deal inception costs, management does not view these costs as part of our core
operations. Non-capitalized deal inception costs are generally legal and valuation service costs, as well as other
professional service fees, incurred when we acquire certain investments. These costs are recorded as "General and
administrative expenses" in our Consolidated Statements of Income.
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In the fourth quarter of 2014, we modified our definition of core earnings to include accretion on held-for-sale loans as
if they continued to be held-for-investment. Although we intend to sell such loans, there is no guarantee that such
loans will be sold or that they will be sold within any expected timeframe. During the period prior to sale, we continue
to receive cash flows from such loans and believes that it is appropriate to record a yield thereon. This modification
had no impact on core earnings in 2014 or any prior period, but is expected to impact core earnings in periods
subsequent to loans being classified as held-for-sale.

Management believes that the adjustments to compute “core earnings” specified above allow investors and analysts to
readily identify the operating performance of the assets that form the core of our activity, assist in comparing the core
operating results between periods, and enable investors to evaluate our current performance using the same measure
that management uses to operate the business.

The primary differences between core earnings and the measure we use to calculate incentive compensation relate to
(i) realized gains and losses (including impairments) and (ii) non-capitalized deal inception costs. Both are excluded
from core earnings and included in our incentive compensation measure. Unlike core earnings, our incentive
compensation measure is intended to reflect all realized results of operations.

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

Year Ended December 31,

December 8
through
December
31,

2014 2013 2012 2011
Net income (loss) attributable to common stockholders $352,877 $265,949 $41,247 $714
Impairment 11,282 5,454 — —
Other Income adjustments:
  Other Income (375,088 ) (241,008 ) (17,423 ) (367 )
  Other Income attributable to non-controlling interests 45,578 — — —
       Deferred taxes attributable to Other Income, net of
non-controlling
interests

15,804 — — —

              Total Other Income Adjustments (313,706 ) (241,008 ) (17,423 ) (367 )

Incentive compensation to affiliate 54,334 16,847 — —
Non-capitalized deal inception costs 10,281 5,698 5,230 785
Core earnings of equity method investees:
       Excess mortgage servicing rights 33,799 23,361 — —
       Consumer loans 70,394 53,696 — —
Core Earnings $219,261 $129,997 $29,054 $1,132
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
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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 consolidated financial statements and notes thereto included herein, and with Part I, Item 1A,
“Risk Factors.”
GENERAL
New Residential is a publicly traded REIT primarily focused on opportunistically investing in, and actively managing,
investments related to residential real estate. We are externally managed by an affiliate of Fortress. Our goal is to
drive strong risk-adjusted
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returns primarily through investments in (i) Excess MSRs, (ii) RMBS and non-agency RMBS call rights, as well as
(iii) other related opportunistic investments. New Residential’s investment guidelines are purposefully broad to enable
us to make investments in a wide array of assets in diverse markets, including 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 composed of servicing related assets, residential securities and loans and other investments.
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 “—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).

New Residential completed a one-for-two reverse stock split in October 2014. The impact of this reverse stock split
has been retroactively applied to all periods presented herein.
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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. The residential mortgage industry continues to
undergo major structural changes that are transforming the way mortgages are originated, owned and serviced.
Historically, the majority of the approximately $10 trillion mortgage market has been serviced by large banks, which
generally focus on conventional mortgages with low delinquency rates. This has allowed for low-cost routine payment
processing and required minimal borrower interaction. Following the credit crisis, the need for “high-touch” specialty
servicers, such as Nationstar, increased as loan performance declined, delinquencies rose and servicing complexities
broadened. Specialty servicers have proven more willing and better equipped to perform the operationally intensive
activities (e.g., collections, foreclosure avoidance and loan workouts) required to service credit-sensitive loans. 
Since 2010, banks have sold or committed to sell MSRs totaling more than $2 trillion. An 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 multiplied by the UPB of the mortgages.
Approximately 74% of MSRs were owned by banks as of the third quarter of 2014, according to Inside Mortgage
Finance. 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, among other reasons. As a result, we believe the volume of MSR sales is likely to be elevated for some
period of time.
We estimate that MSRs covering up to $150 billion of mortgages are currently for sale, which would require a capital
investment of approximately $1 to 1.5 billion based on current pricing dynamics. We believe that non-bank servicers
who are constrained by capital limitations will continue to sell a portion of the Excess MSRs or other servicing assets,
such as advances. In addition, approximately $1 trillion of new loans are expected to be created annually, according to
the Mortgage Bankers Association. We believe this creates an opportunity to enter into “flow arrangements,” whereby
loan originators agree to sell Excess MSRs on newly originated loans on a recurring basis (often monthly or
quarterly). Given this combined dynamic, we believe $1 -2 trillion of MSRs could be sold or available over the next
few years. We believe that MSRs are being sold at a discount to historical pricing levels, although increased
competition for these assets has driven prices higher recently. There can be no assurance that we will make additional
investments in Excess MSRs or that any future investment in Excess MSRs will generate returns similar to the returns
on our original investments in Excess MSRs.
Interest rates have been volatile. In periods of rising interest rates, the rates of prepayments and delinquencies with
respect to mortgage loans generally decline. Generally, the value of our Excess MSRs is expected to increase when
interest rates rise or delinquencies decline, and the value is expected to decrease when interest rates decline or
delinquencies increase, due to the effect of changes in interest rates on prepayment speeds and delinquencies.
Prepayment speeds and delinquencies could increase in the current interest rate environment as a result of, among
other things, a general economic recovery, government programs intended to foster refinancing activity or other
reasons, which could reduce the value of our investments. Moreover, the value of our Excess MSRs is subject to a
variety of factors, as described under “Risk Factors.” In the fourth quarter of 2014, the fair value of our investments in
Excess MSRs (directly and through equity method investees) increased by approximately $0.5 million and the
weighted average discount rate of the portfolio was reduced from 10.0% to 9.6%.
The timing, size and potential returns of future investments in Excess MSRs may be less attractive than our prior
investments in this sector due to a number of factors, most of which are beyond our control. In addition to changes in
interest rates, such factors include, but are not limited to, recent increased competition for Excess MSRs, which we
believe is causing a related increase in the price for these assets. In addition, regulatory and GSE approval processes
have been more extensive and taken longer than the process and timelines we experienced in prior periods, which has
increased the amount of time and effort required to complete transactions.
Beginning in April 2012, we began to invest in RMBS as a complement to our Excess MSR portfolio. As of the third
quarter of 2014, approximately $7 trillion of the $10 trillion of residential mortgages outstanding had been securitized,
according to Inside Mortgage Finance. Approximately $6 trillion were Agency RMBS according to Inside Mortgage
Finance, which are securities issued or guaranteed by a U.S. Government agency, such as Ginnie Mae, or by a GSE,
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such as Fannie Mae or Freddie Mac. The balance has been securitized by either public trusts or PLS, and are referred
to as Non-Agency RMBS.
The onset of the financial crisis in 2007 led to significant volatility in the prices for Non-Agency RMBS. The crisis
resulted in 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 recovered from their lows, from time to time there may be opportunities to acquire
Non-Agency RMBS at attractive risk-adjusted yields, with the potential for upside if the U.S. economy and housing
market continue to strengthen. We believe the value of existing Non-Agency
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RMBS may also rise if the number of buyers returns to pre-2007 levels. Furthermore, we believe that in many
Non-Agency RMBS vehicles there is a discrepancy between the value of the Non-Agency RMBS and the recovery
value of the underlying collateral. We intend to pursue opportunities to structure transactions that would enable us to
realize this difference, particularly through the exercise of call rights. We actively monitor the market for Non-Agency
RMBS and our portfolio to determine when to strategically purchase and sell Non-Agency RMBS from time to time.
We currently expect that the size of our Non-Agency portfolio will fluctuate depending primarily on our Manager’s
assessment of expected yields and alternative investment opportunities. The primary causes of mark-to-market
changes in our RMBS portfolio are changes in interest rates, collateral performance and credit spreads.
We do not expect changes in interest rates to have a meaningful impact on the net interest spread of our Agency and
Non-Agency portfolios. Our RMBS are primarily floating rate or hybrid (i.e., fixed to floating rate) securities, which
we generally finance with floating rate debt. Therefore, while rising interest rates will generally result in a higher cost
of financing, they will also result in a higher coupon payable on the securities. The net interest spread on our Agency
RMBS portfolio as of December 31, 2014 was 1.87%, compared to 1.56% as of September 30, 2014. The net interest
spread on our Non-Agency RMBS portfolio as of December 31, 2014 was 1.85%, compared to 3.84% as of
September 30, 2014.
We hold call rights on Non-Agency residential mortgage securitizations which become exercisable once the current
collateral balance reduces below a certain threshold of the original balance. We believe a call right is profitable when
aggregate loan value is greater than the sum of par on the loans minus any discount from acquired bonds, plus
expenses related to such exercise. Profit with respect to our call rights is generated by selectively retaining loans that
meet our return thresholds or re-securitizing or selling performing loans for a gain and, prior to exercise, purchasing
certain underlying tranches at a discount to par.  Upon exercise, we are able to realize any remaining accretion to
par. As interest rates increase, the value of our call rights could decrease.
In November 2013, we made our first investment in non-performing loans. During 2014, we continued to invest in the
non-performing loan sector, while also opportunistically selling assets. The scope of our involvement will fluctuate
depending on our Manager's assessment of relative value compared with alternative investment opportunities.
Credit performance also affects the value of our portfolio. Higher rates of delinquency and/or defaults can reduce the
value of our Excess MSRs, Non-Agency RMBS, Agency RMBS and loan portfolios. For our Excess MSRs on
Agency portfolios and our Agency RMBS, delinquency and default rates have an effect similar to prepayment rates.
Our Excess MSRs on Non-Agency portfolios are not affected by delinquency rates because the servicer continues to
advance principal and interest until a default occurs on the applicable loan; defaults have an effect similar to
prepayments. For our Non-Agency RMBS and loans, higher default rates could lead to greater loss of principal.
Credit spreads were relatively unchanged for the fourth quarter of 2014, having a minor impact on 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 “Quantitative and Qualitative Disclosures About Market Risk.”
The cash flow from 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 improve the value of our investment, while
deterioration in unemployment rates would result in a decline in its value.

59

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

119



Table of Contents

OUR PORTFOLIO

Our portfolio is currently composed of servicing related assets, residential securities and loans and other investments,
as described in more detail below. 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 (dollars in thousands).

Outstanding
Face Amount

Amortized
Cost Basis(A)

Percentage of
Total
Amortized
Cost Basis

Carrying Value
Weighted
Average Life
(years)(B)

Investments in:
Excess MSRs(C) $248,739,579 $589,551 7.9 % $748,609 6.0
Servicer Advances(C) 3,102,492 3,186,622 42.8 3,270,839 4.0
Agency RMBS 1,646,361 1,724,329 23.2 1,740,163 5.0
Non-Agency RMBS 1,896,150 710,515 9.5 723,000 6.4
Residential Mortgage Loans 1,433,797 1,174,277 15.8 1,174,277 4.0
Real Estate Owned  N/A 61,933 0.8 61,933 N/A
Consumer Loans(C) 2,589,748 N/A N/A — 3.6
Total / Weighted Average $259,408,127 $7,447,227 100.0 % $7,718,821 4.6
Reconciliation to GAAP total assets:
Cash and restricted cash 242,403
Derivative assets 32,597
Other assets 99,869
GAAP total assets $8,093,690

(A)Net of impairment.
(B)Weighted average life is based on the timing of expected principal reduction on the asset.

(C)
The outstanding face amount of Excess MSRs, servicer advances, and consumer loans is based on 100% of the
face amount of the underlying residential mortgage loans, currently outstanding advances, and consumer loans
respectively.

Servicing Related Assets

Excess MSRs

As of December 31, 2014, we had approximately $748.6 million estimated carrying value of Excess MSRs (held
directly and through joint ventures). As of December 31, 2014, our completed investments represent an effective
32.5% to 80.0% interest in the Excess MSRs (held either directly or through joint ventures) on pools of mortgage
loans with an aggregate UPB of approximately $248.7 billion. Nationstar is the servicer of $245.7 billion UPB of the
loans underlying our investments in Excess MSRs to date, and our servicers earn a basic fee in exchange for providing
all servicing functions. In addition, when Nationstar sells Excess MSRs to us, it generally retains a 20% to 35%
interest in the Excess MSRs and all ancillary income associated with the portfolios. In our capacity as owner of the
Excess MSRs, we do not have any servicing duties, liabilities or obligations associated with the servicing of the
portfolios underlying any of our Excess MSRs. However, we, through co-investments made by our subsidiaries, may
separately agree to do so and have separately purchased the servicer advances, including the right to receive the basic
fee component of related MSRs, on the Non-Agency portfolios underlying our Excess MSR investments. See “—Servicer
Advances” below.
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In December 2014, we agreed to acquire (the “SLS Transaction”) 50% of the Excess MSRs, all of the servicer advances
and related basic fee portion of the MSR (the “Advance Fee”), and a portion of the call rights related to an underlying
pool of residential mortgage loans with a UPB of approximately $3.0 billion which is serviced by Specialized Loan
Servicing LLC (“SLS”). Fortress-managed funds acquired the other 50% of the Excess MSRs. The aggregate purchase
price was approximately $229.7 million. The par amount of the total advance commitments for the SLS transaction
are $219.2 million (with related financing of $195.5 million). As of December 31, 2014, the closed portion of the
purchase of $93.8 million included $8.4 million for 50% of the Excess MSRs, $83.8 million for servicer advances and
Advance Fee (of which $74.3 million was financed as of December 31, 2014), and $1.6 million to fund a portion of
the call rights on 57 of the 99 underlying securitization trusts. The remaining portion of the purchase price of $135.9
million included servicer advances and Advance Fee unfunded commitments of approximately $133.8 million that
were funded in January 2015 (with approximately $121.2 million of related financing) and $2.1 million to fund the
remaining portion of the call rights on 57 of the 99 underlying securitization trusts. SLS will continue to service the
loans in
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exchange for a servicing fee of 10.75 bps and an incentive fee (the “Incentive Fee”) which is based on the ratio of the
outstanding servicer advances to the UPB of the underlying loans.

Each of our Excess MSR investments to date is subject to a recapture agreement with Nationstar. Under the recapture
agreements, we are generally entitled to a pro rata interest in the Excess MSRs on any initial or subsequent
refinancing by Nationstar of a loan in the original portfolio. In other words, we are generally entitled to a pro rata
interest in the Excess MSRs on both (i) a loan resulting from a refinancing by Nationstar of a loan in the original
portfolio, and (ii) a loan resulting from a refinancing by Nationstar of a previously recaptured loan.

The tables below summarize the terms of our investments in Excess MSRs completed as of December 31, 2014.

Summary of Direct Excess MSR Investments as of December 31, 2014

MSR Component(A) Excess MSR

Initial
UPB
(bn)

Current
UPB
(bn)(B)

Weighted
Average
MSR
(bps)

Weighted
Average
Excess
MSR
(bps)

Interest in
Excess MSR
(%)

Purchase
Price
(mm)

Carrying
Value
(mm)

Agency
Original and Recaptured
Pools $61.4 $48.2 29 bps 22 bps 32.5%-66.7% $206.2 $188.7

Recapture
Agreements — — 28 21 32.5%-66.7% — 28.8

61.4 48.2 29 22 206.2 217.5
Non-Agency(C)

Original and Recaptured
Pools $73.3 $54.3 35 bps 15 bps 33.3%-80.0% $213.4 $189.8

Recapture
Agreements — — 26 20 33.3%-80.0% — 10.4

73.3 54.3 34 15 213.4 200.2
Total/Weighted
Average $134.7 $102.5 32 bps 18 bps $419.6 $417.7

(A)
The MSR is a weighted average as of December 31, 2014, and the Excess MSR represents the difference between
the weighted average MSR and the basic fee (which fee remains constant). The average is weighted by the
amortized cost basis of the mortgage loan portfolio.

(B)As of December 31, 2014.

(C)
Excess MSR investments in which we also invested in related servicer advances, including the basic fee
component of the related MSR as of December 31, 2014 (Note 6 to our Consolidated Financial Statements
included herein).

Summary of Excess MSR Investments Through Equity Method Investees as of December 31, 2014
MSR
Component(A)

Initial
UPB
(bn)

Current
UPB
(bn)(B)

Weighted
Average
MSR
(bps)

Weighted
Average
Excess
MSR
(bps)

NRZ
Interest
in
Investee
(%)

Investee
Interest in
Excess MSR
(%)

NRZ
Effective
Ownership
(%)

Investee
Carrying
Value
(mm)
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Agency
Original and
Recaptured Pools $125.2 $87.6 32 bps19 bps 50.0 % 66.7 % 33.3 % $370.0

Recapture Agreements — — 32 23 50.0 % 66.7 % 33.3 % 86.8
125.2 87.6 32 19 456.8

Non-Agency(C)

Original and
Recaptured Pools $75.6 $58.7 35 bps12 bps 50.0 % 66.7%-77.0% 33.3-38.5% $181.4

Recapture Agreements — — 26 20 50.0 % 66.7%-77.0% 33.3-38.5% 15.1
75.6 58.7 35 12 196.5

Total/Weighted
Average $200.8 $146.3 33 bps17 bps $653.3

(A)The MSR is a weighted average as of December 31, 2014, and the Excess MSR represents the difference between
the weighted average MSR and the basic fee (which fee remains constant).
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(B)As of December 31, 2014.

(C)
Excess MSR investments in which we also invested in related servicer advances, including the basic fee
component of the related MSR as of December 31, 2014 (Note 6 to our consolidated financial statements included
herein).

The tables below summarize the terms of our investments in Excess MSRs that were not yet completed as of
December 31, 2014 .
Summary of Pending Excess MSR Investments (Committed but Not Closed)

MSR Component(A)

Commitment
Date

Initial
UPB
(bn)

Current
UPB (bn)(B)

MSR
(bps)

Excess
MSR
(bps)

Direct
Interest in
Excess
MSR (%)

NRZ Excess
MSR Initial
Investment
(mm)(C)

Agency May-14 $2.1 $2.1 33 bps 23 bps 33.3 % $4.6
    Total/Weighted Average $2.1 $2.1 33 bps 23 bps $4.6

(A)The MSR is a weighted average as of the commitment date, and the Excess MSR represents the difference
between the weighted average MSR and the basic fee (which fee remains constant).

(B)As of commitment date.
(C)The actual amount invested will be based on the UPB at the time of close.

In addition, in January 2015, we committed to purchase $30.0 billion UPB of legacy Agency Excess MSRs, subject to
the completion of definitive documentation between Nationstar and the applicable seller of the related MSR and
definitive documentation between us and with Nationstar.

The following table summarizes our Excess MSR investments closed subsequent to December 31, 2014:

Summary of Excess MSR Investments closed subsequent to December 31, 2014

MSR Component(A)

Commitment
Date

Initial UPB
(bn)

Current
UPB (bn)(B)

MSR
(bps)

Excess
MSR
(bps)

Direct
Interest in
Excess
MSR (%)

NRZ Excess
MSR Initial
Investment
(mm)(C)

Agency Nov-14 $8.4 $8.4 27 bps 19 bps 33.3 % $23.8
    Total/Weighted
Average $8.4 $8.4 $23.8

(A)The MSR is a weighted average as of the date the transaction closed and the Excess MSR represents the difference
between the weighted average MSR and the basic fee (which fee remains constant).

(B)As of the date the transaction closed.

(C)Amounts invested based on the UPB at the time of close. We have additional commitments to invest $2.6 million
in this pool.
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The following table summarizes the collateral characteristics of the loans underlying our direct Excess MSR
investments as of December 31, 2014  (dollars in thousands):

Collateral Characteristics

Current
Carrying
Amount

Original
Principal
Balance

Current
Principal
Balance

Number
of
Loans

WA
FICO
Score(A)

WA
Coupon

WA
Maturity
(months)

Average
Loan
Age
(months)

Adjustable
Rate
Mortgage
%(B)

One
Month
CPR(C)

One
Month
CRR(D)

One
Month
CDR(E)

One
Month
Recapture
Rate

Agency
Original
Pools $159,846 $61,378,618 $42,762,765 224,417 716 4.1 % 273 68 17.3 % 14.2% 12.3% 2.1 % 26.6 %

Recaptured
    Loans 28,887 — 5,455,136 30,984 669 4.5 %
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