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Item 2.02. Results of Operation and Financial Condition.
On October 25, 2012, Newcastle Investment Corp. (the “Company”) issued a press release announcing the Company’s results for its fiscal quarter ended September 30, 2012
and conducted a conference call to review such results. A copy of the Company’s press release and a copy of the transcript of the conference call are attached to this Current
Report on Form 8-K (the “Current Report”) as Exhibit 99.1 and Exhibit 99.2, respectively, and are incorporated herein solely for purposes of this Item 2.02 disclosure.

This Current Report, including the exhibits attached hereto, is being furnished and shall not be deemed to be filed for purposes of Section 18 of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), or otherwise subject to the liabilities of that section, nor shall it be incorporated by reference into any of the Company’s filings under
the Securities Act of 1933, as amended, or the Exchange Act, unless expressly set forth as being incorporated by reference into such filing.
 
Item 9.01. Financial Statements and Exhibits.
 

 (d) Exhibits.
 
Exhibit
Number   Description

99.1   Press release, dated October 25, 2012, issued by Newcastle Investment Corp.

99.2   Transcript of conference call on October 25, 2012
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned hereunto duly
authorized.
 

NEWCASTLE INVESTMENT CORP.
(Registrant)

/s/ Brian C. Sigman
Brian C. Sigman
Chief Financial Officer

Date: October 26, 2012
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Exhibit 99.1
 

 

NEWCASTLE INVESTMENT CORP.

 

Contact:

Investor Relations
212-479-3195

Newcastle Announces Third Quarter 2012 Results

THIRD QUARTER 2012 HIGHLIGHTS
 

 •  GAAP income of $1.63 per diluted share
 

 •  Core Earnings of $0.26 per diluted share
 

 •  Declared common dividend of $0.22 per share, the third increase in the past six quarters
 

 •  GAAP book value increased by $1.96 per share

THIRD QUARTER 2012 FINANCIAL RESULTS
New York, NY, October 25, 2012 – Newcastle Investment Corp. (NYSE: NCT) reported that in the third quarter of 2012, income available for common stockholders (“GAAP
income”) was $272 million, or $1.63 per diluted share, compared to $29 million, or $0.35 per diluted share, in the third quarter of 2011.

GAAP income of $272 million consisted of the following:

Core Earnings:
 

 •  $43 million, or $0.26 per diluted share, which is equal to net interest income and other revenues less expenses excluding depreciation and amortization, net of
preferred dividends

Other Income/Loss:
 

 •  $229 million of other income related to a $224 million net gain on the sale of Newcastle’s CDO X interests and a $5 million net gain on the sale of other securities

The Company generated $36 million of Cash Available for Distribution (“CAD”), compared to $21 million in the second quarter of 2012.

On September 13, 2012, the Board of Directors declared a quarterly dividend of $0.22 per common share, or $38 million, for the quarter, representing a 10% increase from the
second quarter’s dividend of $0.20 per common share, or $29 million. The Board of Directors also declared dividends of $0.609375, $0.503125 and $0.523438 per share on the
9.75% Series B, 8.05% Series C and 8.375% Series D preferred stock, respectively, for the period beginning August 1, 2012 and ending October 31, 2012.

As of September 30, 2012, GAAP book value was $5.64 per share, an increase of $1.96 per share from June 30, 2012.
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The following table summarizes the Company’s operating results ($ in millions, except per share data):
 

   Three Months Ended  

   
Sep 30,

2012    
June 30,

2012    
Sep 30,

2011  
Summary Operating Results:       

GAAP income   $ 272    $ 29    $ 29  
GAAP income, per diluted share   $1.63    $ 0.21    $0.35  

Non-GAAP Results:       
Core earnings   $ 43    $ 39    $ 31  
Core earnings, per diluted share   $0.26    $ 0.29    $0.39  
Cash Available for Distribution   $ 36    $ 21    $ 18  

For a reconciliation of income available for common stockholders to core earnings and net cash flow provided by operating activities to cash available for distribution, please
refer to the tables following the presentation of GAAP results.

ADDITIONAL INFORMATION
For additional information that management believes to be useful for investors, please refer to the “Quarterly Supplement – Third Quarter 2012” presentation posted to the
Investor Relations section of Newcastle’s website, www.newcastleinv.com.

For consolidated investment portfolio information, please refer to the Company’s Annual Report on Form 10-K or Quarterly Report on Form 10-Q, which are also available on
the Company’s website, www.newcastleinv.com.

THIRD QUARTER 2012 EVENTS & INVESTMENT ACTIVITY
$167 million of common equity raised:

In July 2012, the Company completed the sale of approximately 25 million shares of its common stock at a price of $6.63 per share for net proceeds of
approximately $167 million.

CDO X sale:
In September 2012, the Company completed the sale of 100% of its interests in CDO X to the sole owner of the senior notes and another third party, in connection
with the liquidation and termination of CDO X. The Company received $130 million for $90 million face amount of subordinated notes and all of its equity in CDO
X.
In addition, Newcastle deconsolidated the deal from its balance sheet, which reduced total assets by $1.1 billion and total liabilities by $1.2 billion. As a result, the
Company recorded a $224 million gain on sale, increased GAAP book value by $1.22 per share, and decreased its debt to equity ratio from 3.8 to 2.2.
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$205 million of unrestricted cash invested primarily in the following:
$50 million: Collateral formerly held in CDO X
In connection with the liquidation of CDO X, Newcastle negotiated the purchase of eight securities and loans. Prior to the sale of the Company’s CDO X interests to
the senior note holder, it invested $50 million to purchase $101 million face amount of assets at an average price of 49.4% of par. The Company expects to generate
$100 million of cash flow or $50 million of profit over an average of 2.4 years. This purchase includes five Non-Agency residential securities with a face amount of
$45 million, two bank loans with a face amount of $29 million, and one NCT CDO security with a face amount of $27 million.
$79 million: Non-Agency RMBS investments
Invested $79 million to purchase $140 million face amount of Non-Agency RMBS at an average price of 56.6% of par, with an expected unlevered yield of 7%, and
a levered return of 17% assuming 65% financing.
$65 million: Senior Living Property investments
Invested $65 million (including working capital and transaction costs) to purchase eight senior housing assets financed with $88 million of non-recourse debt at a
weighted average interest rate of 3.45% with a seven-year maturity.

CASH AND RECOURSE FINANCING
As of October 23, 2012, the Company’s cash and recourse financings, excluding junior subordinated notes, were as set forth below:
 

 •  Unrestricted Cash Available to Invest – The Company had $184 million of unrestricted cash available to invest.
 

 •  Recourse Financing – The Company had $660 million of financing related to FNMA and FHLMC securities with a value of $695 million and $61 million of
financing related to two Non-Agency RMBS bonds with a value of $93 million.
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I. RESIDENTIAL SERVICING & SECURITIES
As of September 30, 2012, Newcastle’s residential servicing and securities portfolio consisted of five Excess MSRs investments with a total carrying value of $258 million and
21 Non-Agency RMBS purchased outside of the Company’s CDOs since April 2012 with a total carrying value of $200 million.

This portfolio generated total cash flow of $27 million and increased in value by $10 million.

Excess MSRs
As of September 30, 2012, the total carrying value of the Company’s Excess MSR investment was $258 million, representing a 65% interest in the net MSR cash flows on five
loan portfolios with a total unpaid principal balance of $80 billion.

During the quarter, these investments generated $18 million of total cash flow and increased in value by $2 million.
 

 •  The average updated IRR with actual performance was 19%, compared to an initial expected IRR of 18%
 

 •  Received $29 million of life-to-date total cash flow through the end of September, or 11% of the initial investment of $262 million over an average of 4 months
 

 •  Weighted Average Constant Prepayment Rate (“CPR”) for September was 9.5% compared to the Company’s initial CPR projection of 20%

Non-Agency RMBS
As of September 30, 2012, the Company’s Non-Agency RMBS portfolio consisted of $309 million face amount of assets (value of 64.7% of par). During the quarter, these
investments generated $9 million of total cash flow and increased in value by $8 million.

II. COMMERCIAL REAL ESTATE DEBT & OTHER ASSETS
As of September 30, 2012, the Company’s commercial real estate debt and other assets portfolio consisted of $2.8 billion of diversified assets financed with $1.9 billion of
primarily match funded, non-recourse debt In addition, the portfolio consisted of $144 million of senior living properties financed with $88 million of non-recourse mortgage
notes. Assets included 219 commercial, residential and corporate real estate securities and loan investments with an average investment size of $11 million, 9,137 mortgage
loans backed by residential real estate, and eight senior living properties.

This portfolio generated total cash flow of $172 million and increased in value by $39 million. During the quarter, the weighted average carrying value of the real estate debt
portfolio changed from a price of 82.0% to 83.3% of par.
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Newcastle CDO financings
As of September 30, 2012, Newcastle’s four CDOs consisted of $1.8 billion face amount of collateral (value of 79.9% of par) financed with $1.2 billion of non-recourse debt.
During the quarter, the CDOs generated $159 million of total cash flow, which included:
 

 •  $25 million of CDO cash receipts consisting of $21 million of excess interest, $3 million of interest on retained and repurchased CDO debt, and $1 million of
senior collateral management fees

 

 •  $134 million of proceeds from the sale of the CDO X interests and principal repayments on repurchased CDO debt

In addition, CDO IV passed its quarterly over-collateralization tests in September 2012. As a result of deferred interest payments on debt that is senior to the Company’s Class
V and equity holdings, the Company did not receive any additional cash flow during the quarter. If CDO IV continues to pass the over-collateralization tests, the Company
should begin to receive additional cash flow to these holdings.

The following table summarizes the cash receipts in the quarter from the Company’s consolidated CDO financings and the results of their related coverage tests ($ in
thousands):
 

   Primary       

Interest
Coverage
% Excess

(Deficiency)  Over-Collateralization Excess (Deficiency)  
   Collateral   Cash    Sep 30,   September 30, 2012   June 30, 2012  
   Type   Receipts    2012   %   $   %   $  
CDO IV   Securities  $ 378     47.4%   0.1%   213    -3.6%   (6,433) 
CDO VI   Securities   134     -80.1%   -64.8%   (176,780)   -63.9%   (177,738) 
CDO VIII   Loans    6,492     418.7%   9.8%   70,553    12.9%   82,127  
CDO IX   Loans    8,709     537.2%   20.6%   127,199    19.5%   125,699  

      

     15,713        
CDO X      9,854        

      

Total     $ 25,567        
      

 
(1) Cash receipts exclude $10 million of principal repayments from repurchased bonds and $124 million of proceeds in connection with the sale of CDO X interests. Cash

receipts for the quarter ended September 30, 2012 may not be indicative of cash receipts for subsequent periods. See Forward-Looking Statements below for risks and
uncertainties that could cause cash receipts for subsequent periods to differ materially from these amounts.

(2) Represents the excess or deficiency under the applicable interest coverage or over-collateralization test to the first threshold at which cash flow would be redirected. The
Company generally does not receive material interest cash flow from a CDO until a deficiency is corrected. The information regarding coverage tests is based on data from
the most recent remittance date on or before September 30, 2012 or June 30, 2012, as applicable. The CDO IV test is conducted only on a quarterly basis (December,
March, June and September).

(3) As of the September 2012 remittance, the face amount of assets on negative watch for possible downgrade by at least one rating agency (Moody’s, S&P, or Fitch) for
CDOs IV, VIII and IX were $1.7 million, $53.8 million and zero, respectively.

Other Real Estate Related Investments
As of September 30, 2012, other real estate related investments consisted of $988 million face amount of assets (value of 89.6% of par) financed with $741 million of debt.
During the quarter, these investments generated $11 million of total cash flow which included:
 

 •  $8 million of excess interest and interest on retained debt
 

 •  $3 million of principal repayments
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Senior Living Property Investments
As of September 30, 2012, the Company owned eight senior living properties consisting of $144 million of assets financed with $88 million of debt.

During the quarter, the investments generated $1.6 million of total cash flow, $0.4 million more than projected.
 

 •  Average occupancy rate was 88%, equal to the Company’s underwriting projection
 

 •  Average monthly revenue per occupied unit was $4,213, compared to $4,132 in the underwriting projection

INVESTMENT PORTFOLIO
The following table describes the investment portfolio as of September 30, 2012 ($ in millions):
 

   
Face

Amount $   

Basis
Amount $ 

   
% of
Basis   

Carry Value
Amount $    

Number of
Investments   Credit   

Weighted
Average

Life (years)  
I. Residential Servicing & Securities             

Excess MSRs Investments    258     244     8.6%   258     5     —      5.5  
Non-Agency RMBS    309     193     6.7%   200     21     CC    4.8  

          

Total Residential Servicing & Securities Assets    567     437     15.3%   458        5.1  
II. Commercial Real Estate Debt & Other Assets             
Commercial Assets             

CMBS   $ 485    $ 347     12.1%  $ 378     78     BB-    3.4  
Mezzanine Loans    530     443     15.5%   443     17     77%   2.3  
B-Notes    207     189     6.6%   189     7     65%   2.4  
Whole Loans    30     30     1.1%   30     3     48%   1.3  
Third-Party CDO Securities    97     68     2.4%   70     5     BB    3.7  
Other Investments    25     25     0.8%   25     1     —      —    

          

Total Commercial Assets    1,374     1,102     38.5%   1,135        2.8  
Residential Assets             

MH and Residential Loans    342     299     10.5%   299     9,137     704    6.2  
Subprime Securities    129     49     1.7%   61     42     CCC+    4.9  
Real Estate ABS    10     2     0.1%   2     3     CCC-    4.9  

          

   481     350     12.3%   362        5.8  
FNMA/FHLMC Securities    535     563     19.7%   568     45     AAA    4.3  

          

Total Residential Assets    1,016     913     32.0%   930        5.0  
Corporate Assets             

REIT Debt    88     86     3.0%   93     11     BBB-    2.1  
Corporate Bank Loans    335     180     6.3%   180     7     CC    1.9  

          

Total Corporate Assets    423     266     9.3%   273        1.9  
Senior Living Property Investments    144     142     4.9%   142     8     —      —    

          

Total Commercial Real Estate Debt & Other Assets    2,957     2,423     84.7%   2,480        3.5  
          

Total/Weighted Average   $ 3,524    $ 2,860     100.0%  $ 2,938        3.8  
          

 
(1) Represents Non-Agency RMBS purchased outside of the Company’s CDOs since April 2012.
(2) Represents non-consolidated CDO securities, excluding eight securities with a zero value that had an aggregate face amount of $106 million.
(3) Relates to an equity investment in a REO property.
(4) Face amount of Senior Living Property Investments represents the gross carrying amount, which excludes accumulated depreciation and amortization.
(5) Excludes operating real estate held for sale of $8 million and loans subject to a call option with a face amount of $406 million.
(6) Net of impairment.
(7) Credit represents the weighted average of minimum ratings for rated assets, the Loan to Value ratio (based on the appraised value at the time of purchase or refinancing) for

non-rated commercial assets, or the FICO score for non-rated residential assets and an implied and assumed AAA rating for FNMA/FHLMC securities. Ratings provided
herein were determined by third-party rating agencies as of a particular date, may not be current and are subject to change at any time.

(8) Weighted average life is an estimate based on the timing of expected principal reduction on the asset.
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CONFERENCE CALL
Newcastle’s management will conduct a live conference call on Thursday, October 25, 2012 at 8:00 A.M. Eastern Time to review the financial results for the third quarter 2012.
A copy of the earnings press release is posted to the Investor Relations section of Newcastle’s website, www.newcastleinv.com.

All interested parties are welcome to participate on the live call. The conference call may be accessed by dialing 1-888-243-2046 (from within the U.S.) or 1-706-679-1533
(from outside of the U.S.) ten minutes prior to the scheduled start of the call; please reference “Newcastle Third Quarter 2012 Earnings Call.”

A simultaneous webcast of the conference call will be available to the public on a listen-only basis at http://www.newcastleinv.com. Please allow extra time prior to the call to
visit the site and download the necessary software required to listen to the internet broadcast.

A telephonic replay of the conference call will also be available until 11:59 P.M. Eastern Time on Thursday, November 1, 2012 by dialing 1-855-859-2056 (from within the
U.S.) or 1-404-537-3406 (from outside of the U.S.); please reference access code “53738363”.

ABOUT NEWCASTLE
Newcastle Investment Corp. focuses on opportunistically investing in, and actively managing, real estate related assets. The Company primarily invests in two distinct areas:
(1) Residential Servicing and Securities and (2) Commercial Real Estate Debt and Other Assets. The Company is organized and conducts its operations to qualify as a real estate
investment trust (REIT) for federal income tax purposes. The Company is managed by an affiliate of Fortress Investment Group LLC, a global investment management firm.

FORWARD-LOOKING STATEMENTS
Certain items in this press release may constitute forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, including, but not
limited to, the average life of an investment, the expected returns, or expected yield on an investment, statements relating to our liquidity, future losses and impairment charges,
our ability to acquire assets with attractive returns and the delinquent and loss rates on our subprime portfolios. These statements are based on management’s current
expectations and beliefs and are subject to a number of trends and uncertainties that could cause actual results to differ materially from those described in the forward-looking
statements, many of which are beyond our control. Newcastle can give no assurance that its expectations will be attained. Factors that could cause actual results to differ
materially from Newcastle’s expectations include, but are not limited to, the risk that market conditions cause downgrades of a significant number of our securities or the
recording of additional impairment charges or reductions in shareholders’ equity; the risk that we can find additional suitably priced investments; the risk that investments made
or committed to be made cannot be financed on the basis and for the term at which we expect; the relationship between yields on assets which are paid off and yields on assets
in which such monies can be reinvested; actual recapture rates with respect to any Excess MSR investment; and the relative spreads between the yield on the assets we invest in
and the cost and availability of debt and equity financing. Accordingly, you should not place undue reliance on any forward-looking statements contained in this press release.
For a discussion of some of the risks and important factors that could affect such forward-looking statements, see the sections entitled “Risk Factors” and “Management’s
Discussion and Analysis of Financial Condition and Results of Operation” in the Company’s Annual Report on Form 10-K or Quarterly Report on Form 10-Q, which is
available on the Company’s website (www.newcastleinv.com). In addition, new risks and uncertainties emerge from time to time, and it is not possible for the Company to
predict or assess the impact of every factor that may cause its actual results to differ from those contained in any forward-looking statements. Such forward-looking statements
speak only as of the date of this press release. Newcastle expressly disclaims any obligation to release publicly any updates or revisions to any
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forward-looking statements contained herein to reflect any change in the Company’s expectations with regard thereto or change in events, conditions or circumstances on which
any statement is based.

CAUTIONARY NOTE REGARDING EXPECTED RETURNS AND EXPECTED YIELDS PRESENTED IN THIS PRESS RELEASE
Expected returns and expected yields are estimates of the annualized effective rate of return that we presently expect to be earned over the expected average life of an
investment (i.e., IRR), after giving effect, in the case of returns, to existing leverage, and calculated on a weighted average basis. Expected returns and expected yields reflect
our estimates of an investment’s coupon, amortization of premium or discount, and costs and fees, and they contemplate our assumptions regarding prepayments, defaults and
loan losses, among other things. In the case of Excess MSRs, these assumptions include, but are not limited to, the recapture rate. Income recognized by the Company in future
periods may be significantly less than the income that would have been recognized if an expected return or expected yield were actually realized, and the estimates we use to
calculate expected returns and expected yields could differ materially from actual results.

Statements about expected returns and expected yields in this press release are forward-looking statements. You should carefully read the cautionary statement above under the
caption “Forward-looking Statements,” which directly applies to our discussion of expected returns and expected yields.
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Newcastle Investment Corp.
Consolidated Statements of Income (Unaudited)

(dollars in thousands, except share data)
 
   Three Months Ended September 30   Nine Months Ended September 30  
   2012   2011   2012   2011  
Interest income   $ 82,850   $ 72,393   $ 240,187   $ 218,739  
Interest expense    28,411    32,587    88,038    106,502  

  

Net interest income    54,439    39,806    152,149    112,237  
  

Impairment (Reversal)      
Valuation allowance (reversal) on loans    4,094    17,644    (8,160)   (38,218) 
Other-than-temporary impairment on securities    (236)   5,537    16,506    14,433  
Portion of other-than-temporary impairment on securities recognized in other

comprehensive income (loss), net of reversal of other comprehensive loss into
net income (loss)    1,156    (1,531)   (1,913)   (838) 

  

   5,014    21,650    6,433    (24,623) 
  

Net interest income after impairment    49,425    18,156    145,716    136,860  

Other Revenues      
Rental income    6,137    —      6,137    —    
Care and ancillary income    1,411    —      1,411    —    

  

Total other revenues    7,548    —      7,548    —    
  

Other Income (Loss)      
Gain (loss) on settlement of investments, net    229,239    5,636    232,885    75,334  
Gain on extinguishment of debt    2,345    15,917    23,127    60,402  
Change in fair value of investments in excess mortgage servicing rights    1,774    —      6,513    —    
Other income (loss), net    2,424    (2,751)   1,650    (12,576) 

  

   235,782    18,802    264,175    123,160  
  

Expenses      
Loan and security servicing expense    1,054    1,198    3,256    3,458  
Property operating expenses    4,742    —      4,742    —    
General and administrative expense    4,703    1,399    13,193    4,649  
Management fee to affiliate    6,852    4,569    17,459    13,313  
Depreciation and amortization    2,370    —      2,370    —    

  

   19,721    7,166    41,020    21,420  
  

Income from continuing operations    273,034    29,792    376,419    238,600  
Income (loss) from discontinued operations    187    151    712    151  

  

Net Income    273,221    29,943    377,131    238,751  
Preferred dividends    (1,395)   (1,395)   (4,185)   (4,185) 

  

Income Available for Common Stockholders   $ 271,826   $ 28,548   $ 372,946   $ 234,566  
  

Income Per Share of Common Stock      
Basic   $ 1.65   $ 0.35   $ 2.77   $ 3.16  

  

Diluted   $ 1.63   $ 0.35   $ 2.74   $ 3.16  
  

Income from continuing operations per share of common stock, after preferred
dividends      

Basic   $ 1.65   $ 0.35   $ 2.77   $ 3.16  
  

Diluted   $ 1.63   $ 0.35   $ 2.74   $ 3.16  
  

Income (loss) from discontinued operations per share of common stock      
Basic   $ —     $ —     $ —     $ —    

  

Diluted   $ —     $ —     $ —     $ —    
  

Weighted Average Number of Shares of Common Stock Outstanding      
Basic    164,237,757    80,425,197    134,619,858    74,168,573  

  

Diluted    166,429,120    80,441,593    135,869,332    74,177,027  
  

Dividends Declared per Share of Common Stock   $ 0.22   $ 0.15   $ 0.62   $ 0.25  
  

 
9



Newcastle Investment Corp.
Consolidated Balance Sheets

(dollars in thousands)
 

   
September 30, 2012

(Unaudited)   December 31, 2011 
Assets    
Non-Recourse VIE Financing Structures    

Real estate securities, available for sale   $ 591,929   $ 1,479,214  
Real estate related loans, held for sale, net    832,885    807,214  
Residential mortgage loans, held for investment, net    301,370    331,236  
Subprime mortgage loans subject to call option    405,525    404,723  
Operating real estate, held for sale    7,839    7,741  
Other investments    18,883    18,883  
Restricted cash    2,829    105,040  
Derivative assets    —      1,954  
Receivables and other assets    6,432    23,319  

  

   2,167,692    3,179,324  
  

Recourse Financing Structures, Mortgaged Real Estate and Unlevered Assets    
Real estate securities, available for sale    788,431    252,530  
Real estate related loans, held for sale, net    9,418    6,366  
Residential mortgage loans, held for sale, net    2,566    2,687  
Investments in excess mortgage servicing rights at fair value    258,347    43,971  
Investments in real estate, net of accumulated depreciation    126,798    —    
Resident lease intangibles, net of accumulated amortization    14,755    —    
Other investments    6,024    6,024  
Cash and cash equivalents    229,036    157,356  
Derivative assets    224    —    
Receivables and other assets    33,571    3,541  

  

   1,469,170    472,475  
  

  $ 3,636,862   $ 3,651,799  
  

Liabilities and Stockholders’ Equity    
Liabilities    
Non-Recourse VIE Financing Structures    

CDO bonds payable   $ 1,155,080   $ 2,403,605  

Other bonds and notes payable    197,583    200,377  
Repurchase agreements    5,368    6,546  
Financing of subprime mortgage loans subject to call option    405,525    404,723  
Derivative liabilities    36,519    119,320  
Accrued expenses and other liabilities    8,241    16,112  

  

   1,808,316    3,150,683  
  

Recourse Financing Structures, Mortgages and Other Liabilities    
Repurchase agreements    599,959    233,194  
Mortgage notes payable    88,400    —    
Junior subordinated notes payable    51,245    51,248  
Dividends payable    38,877    16,707  
Due to affiliates    3,351    1,659  
Purchase price payable on investments in excess mortgage servicing rights    3,250    3,250  
Accrued expenses and other liabilities    9,278    2,969  

  

   794,360    309,027  
  

   2,602,676    3,459,710  
  

Stockholders’ Equity    
Preferred stock, $0.01 par value, 100,000,000 shares authorized, 1,347,321 shares of 9.75% Series B Cumulative

Redeemable Preferred Stock 496,000 shares of 8.05% Series C Cumulative Redeemable Preferred Stock, and
620,000 shares of 8.375% Series D Cumulative Redeemable Preferred Stock, liquidation preference $25.00 per
share, issued and outstanding as of September 30, 2012 and December 31, 2011    61,583    61,583  

Common stock, $0.01 par value, 500,000,000 shares authorized, 172,487,757 and 105,181,009 shares issued and
outstanding at September 30, 2012 and December 31, 2011    1,725    1,052  

Additional paid-in capital    1,709,905    1,275,792  
Accumulated deficit    (788,725)   (1,073,252) 
Accumulated other comprehensive income (loss)    49,698    (73,086) 

  

   1,034,186    192,089  
  

  $ 3,636,862   $ 3,651,799  
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Newcastle Investment Corp.
Consolidated Statements of Cash Flows (Unaudited)

(dollars in thousands)
 
   Three Months Ended September 30,   Nine Months Ended September 30,  
   2012   2011   2012   2011  
Cash flows From Operating Activities      

Net income    273,221    29,943    377,131    238,751  
Adjustment to reconcile net income to net cash provided by (used in) operating activities (inclusive

of amounts related to discontinued operations):      
Depreciation and amortization    2,527    88    2,701    225  
Accretion of discount and other amortization    (13,063)   (11,407)   (38,923)   (33,214) 
Interest income in CDOs redirected for reinvestment or CDO bond paydown    (499)   (2,402)   (2,944)   (8,981) 
Interest income on investments accrued to principal balance    (5,845)   (5,005)   (16,759)   (14,303) 
Interest expense on debt accrued to principal balance    110    105    328    619  
Payment of Deferred Interest    (568)   —      (568)   —    
Deferred interest received    —      —      —      1,027  
Non-cash directors’ compensation    —      —      220    122  
Reversal of valuation allowance on loans    4,094    17,644    (8,160)   (38,218) 
Other-than-temporary impairment on securities    920    4,006    14,593    13,595  
Impairment on real estate held-for-sale    —      —      —      433  
Change in fair value on investments in excess mortgage servicing rights    (1,774)   —      (6,513)   —    
Gain on settlement of investments (net) and real estate held-for-sale    (229,239)   (5,697)   (232,885)   (74,463) 
Unrealized loss on non-hedge derivatives and hedge ineffectiveness    (1,975)   3,289    501    14,483  
Gain on extinguishment of debt    (2,345)   (15,917)   (23,127)   (60,402) 

Change in:      
Restricted cash    1,377    1,004    1,741    1,249  
Receivables and other assets    5,459    (548)   1,088    528  
Due to affiliates

   1,358    14    1,692    113  
Accrued expenses and other liabilities    (1,359)   130    1,618    57  

  

Net cash provided by (used in) operating activities    32,399    15,247    71,734    41,621  
  

Cash Flows From Investing Activities      
Principal repayments from repurchased CDO debt    8,780    8,227    21,347    57,108  
Principal repayments from CDO securities    919    969    1,446    9,834  
Principal repayments from non-Agency RMBS    8,267    37    12,440    107  
Return of investment in excess mortgage servicing rights    8,507     13,327    —    
Principal repayments from loans and non-CDO securities (excluding non-Agency RMBS)    32,283    13,786    70,398    65,649  
Purchase of real estate securities    (370,099)   (122,856)   (597,769)   (303,101) 
Purchase of real estate loans    (9,216)   —      (9,216)   —    
Proceeds from sale of investments    127,000    —      127,000    3,885  
Acquisition of investments in excess mortgage servicing rights    (28,132)   —      (218,642)   —    
Acquisition of investments in real estate    (141,576)   —      (141,576)   —    
Additions to investments in real estate    (26)   —      (26)   —    
Proceeds from sale of real estate held for sale    —      650    —      650  
Acquisition of servicing rights    —      —      —      (2,268) 
Deposit paid on investments    (9,056)   —      (25,857)   —    
Payments on settlement of derivative instruments    —      —      —      (14,322) 

  

Net cash provided by (used in) investing activities    (372,349)   (99,187)   (747,128)   (182,458) 
  

Cash flows From Financing Activities      
Repurchases of CDO bonds payable    (26,518)   (3,975)   (35,695)   (91,039) 
Issuance of other bonds payable    —      —      —      142,736  
Repayments of other bonds payable    (11,493)   (10,137)   (33,177)   (194,379) 
Borrowings under repurchase agreements    305,684    183,242    407,878    291,818  
Repayments of repurchase agreements    (23,867)   (80,359)   (42,291)   (89,622) 
Margin deposits under repurchase agreement    (26,503)   (5,219)   (43,960)   (8,597) 
Return of margin deposits under repurchase agreements    25,990    5,219    43,447    8,597  
Borrowings under mortgage loan payable    88,400    —      88,400    —    
Issuance of common stock    167,771    112,724    435,821    211,567  
Costs related to issuance of common stock    (219)   —      (840)   (468) 
Common Stock dividends paid    (29,436)   (7,930)   (66,249)   (7,930) 
Preferred Stock dividends paid    (1,395)   (1,395)   (4,185)   (6,976) 
Payment of deferred financing costs    (1,831)   (35)   (1,831)   (1,581) 
Purchase of derivative instruments    (244)   —      (244)   —    
Restricted cash returned from refinancing activities    —      (3,853)   —      58,367  

  

Net cash provided by (used in) financing activities    466,339    (188,282)   747,074    312,493  
  

Net Increase (Decrease) in Cash and Cash Equivalents    126,389    104,342    71,680    171,656  
Cash and Cash Equivalents, Beginning of Period    102,647    100,838    157,356    33,524  

  

Cash and Cash Equivalents, End of Period   $ 229,036   $ 205,180   $ 229,036   $ 205,180  
  

Supplemental Disclosure of Cash Flow Information      
Cash paid during the period for interest expense    18,994    23,561   $ 59,384   $ 76,730  

Supplemental Schedule of Non-Cash Investing and Financing Activities      

Preferred stock dividends declared but not paid   $ 930   $ 930   $ 930   $ 930  
Common stock dividends declared but not paid   $ 37,947   $ 15,776   $ 37,947   $ 15,776  
Purchase price payable on investments in excess mortgage servicing rights   $ 3,250   $ —     $ 3,250   $ —    
Re-issuance of other bonds and notes payable to third parties upon deconsolidation of CDO   $ 29,959   $ 5,751   $ 29,959   $ 5,751  
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Newcastle Investment Corp.
Reconciliation of Core Earnings

(dollars in thousands)
 

   Three Months Ended September 30,   Nine Months Ended September 30,  
   2012   2011   2012   2011  
Income (loss) applicable to common stockholders   $ 271,826   $ 28,548   $ 372,946   $ 234,566  

Add (Deduct):      
Impairment (Reversal)    5,014    21,650    6,433    (24,623) 
Other income    (235,782)   (18,802)   (264,175)   (123,160) 
(Income) loss from discontinued operations    (187)   (151)   (712)   (151) 
Depreciation and amortization    2,370    —      2,370    —    

  

Core earnings   $ 43,241   $ 31,245   $ 116,862   $ 86,632  
  

Core Earnings
Core earnings is used by management to gauge the current performance of Newcastle without taking into account of 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. Management views this measure
as Newcastle’s “core” current earnings, while gains and losses (including impairment) are simply a potential indicator of future earnings. It also excludes the effect of
depreciation and amortization charges, which, in the judgment of management, are not indicative of operating performance.
Management believes that this measure provides investors with useful information regarding Newcastle’s “core” current earnings, and it enables investors to evaluate
Newcastle’s current performance using the same measure that management uses to operate the business. Core earnings does not represent cash generated from operating
activities in accordance with GAAP and therefore should not be considered an alternative to net income as an indicator of the Company’s operating performance or as an
alternative to cash flow as a measure of its liquidity and is not necessarily indicative of cash available to fund cash needs. The Company’s calculation of core earnings
may be different from the calculation used by other companies and, therefore, comparability may be limited.
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Newcastle Investment Corp.
Reconciliation of Cash Available for Distribution

(dollars in thousands)
 
   Three Months Ended September 30,  
   2012   2011  
Reconciliation of Cash Available for Distribution:    

Net cash provided by operating activities    32,399    15,247  

Principal repayments bought at a discount    17,966    9,233  
Less: Return of capital included above    (13,399)   (5,298) 

  

Subtotal    4,567    3,935  

Preferred dividends    (1,395)   (1,395) 
  

Cash Available for Distribution   $ 35,571   $ 17,787  
  

Other data from the Consolidated Statements of Cash Flows:    
Net cash provided by (used in) investing activities   $ (372,349)  $ (99,187) 
Net cash provided by (used in) financing activities    466,339    188,282  
Net increase (decrease) in cash and cash equivalents    126,389    104,342  

 
(1) Excludes principal repayments on assets purchased at par or assets where the principal received is required to pay down Newcastle’s debt (assets held in its CDO’s, MH

loans and Agency securities).
(2) Represents the portion of principal repayments from repurchased CDO debt, CDO securities, and Non-Agency RMBS computed based on the ratio of Newcastle’s

purchase price of such debt or securities to the aggregate principal payments expected to be received from such debt or securities.
(3) Represents preferred dividends to be paid on an accrual basis (payments are made at the end of Jan, Apr, Jul and Oct).

Cash Available for Distribution (“CAD”)
 

 •  Management believes that CAD is useful for investors because it is a meaningful measure of the Company’s operating liquidity. It represents GAAP net cash
provided by operating activities adjusted for two factors:

 

 

1. Principal payments received in excess of the portion which represents a return of Newcastle’s invested capital in certain of Newcastle’s investments, which
were acquired at a significant discount to par. These investments include repurchased CDO debt, CDO securities and Non-Agency RMBS. Although these
net principal repayments are reported as investing activities for GAAP purposes, they actually represent a portion of Newcastle’s return on these
investments (or yield), rather than a return of Newcastle’s invested capital.

 

 2. Preferred dividends. Although these dividends are reported as financing activities for GAAP purposes, they represent a recurring use of Newcastle’s
operating cash flow similar to interest payments on debt.

 

 •  Management uses CAD as an important input in determining cash available to pay dividends to Newcastle’s common stockholders.
 

 

•  CAD excludes principal repayments on assets purchased at par or assets where the principal received is required to pay down Newcastle’s debt (assets held in the
its CDOs, MH loans and Agency securities). Furthermore, net cash provided by operating activities, a primary element of CAD, includes timing differences based
on changes in accruals. CAD does not represent cash generated from operating activities in accordance with GAAP and should not be considered an alternative
to net income as an indicator of the Company’s operating performance or as an alternative to cash flow as a measure of the Company’s liquidity and is not
necessarily indicative of cash available to fund cash needs. The Company’s calculation of CAD may be different from the calculation used by other companies
and therefore comparability may be limited.
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 MANAGEMENT DISCUSSION SECTION
Operator: Good morning. My name is Christie, and I will be your conference operator today. At this time, I would like to welcome, everyone, to
the Newcastle Investor Corporation Third Quarter 2012 Conference Call. [Operator Instructions]
And it’s now my pleasure to hand the program over to Ms. Sarah Watterson. Please go ahead.

Sarah Watterson, Investor Relations 
Thank you and good morning. I’d like to welcome you today, October 25, 2012 to Newcastle’s Third Quarter 2012 Earnings Call. Joining us today
are Wes Edens, Chairman of the Board of Directors, Ken Riis, our CEO and President, and Brian Sigman, our CFO.
Before I turn the call over to Wes, I would like to point out certain statements made today may be forward-looking statements. Forward-looking
statements are not statements of fact instead, these statements describe the company’s current beliefs regarding events that by their nature are
uncertain and outside of the company’s control.
The company’s actual results may differ materially from the estimates or expectations expressed in any forward-looking statements. So you should
not place undue reliance on any forward-looking statements. I encourage you to review the disclaimers in our earnings release regarding forward-
looking statements and expected returns and to review the risk factors contained in our Annual and Quarterly Reports filed with the SEC.
Now, I’d like to turn the call over to Wes.

Wesley Edens, Chairman of the Board of Directors 
Great, thanks, Sarah and welcome everybody. I will run through a few of the highlights both financially and then transactionally and then turn it
over to Ken to talk about some of the business. The quarter that we just finished was an exceptional one for us. Housing net income $1.63,
extraordinarily there was a collapse with one of our commercial loan securitizations that Ken will talk about that resulted in a very big P&L event
for us. It generated a lot of cash flow, lot of good investable assets.
Other core measures of the company also had a very good quarter. So, core earnings, $0.26, cash for distribution $0.21. We paid a common
dividend that we increased to $0.22 for the quarter. So all very good financial metrics. We still had a fair bit of dry powder on the balance sheet. So,
average uninvested cash, $157 million, also lot of unleveraged assets in the balance sheet. So, the net of it was with full investment of the capital on
balance sheet would have been another $0.04, $0.05 for the quarter.
So, even with a lot of dry powder, we had very good financial results for the quarter. So, the transactional highlights, again I talked about the CDO
that we collapse, Ken will give us some detail on that, but we generated $130 million in cash both from the sale. We purchased eight securities and
loans on to the balance sheet for $50 million that we expect a lot of profitability from and then we deconsolidated and simplified our balance sheet.
This is something that we are very focused on and we had five financing transactions in this sector on our balance sheet. This time last quarter we
now have four and it’s something that we are focused on continuing to chip away out.
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MSRs, the performance of the portfolio, and I’ll get to in a few minutes, but it had a very, very good quarter, very much in line with the expectations.
So a cash flow return of just to shade under 20%. So very good returns with the MSR book. We made one new MSR commitment for the quarter, a
$15 billion servicing pool of Ginnie Mae servicing that we expect to close on in November. That LOI was executed back in September, but it will
show up in our financials this quarter. Lots and lots going on in that sector and I’ll talk about that in a few minutes.

 

The Non-Agency RMBS book that Greg Finck wil speak to, we had an active quarter, bought a $140 million securities, again very focused on
securities that are serviced by Nationstar for a lot of good and obvious reasons, we’ll talk about that in a second. And then lastly as mentioned in this
last quarter we made our first investment in the commercial part of our balance sheet into the senior housing sector, invested $65 million in equity
that investment got off to a very good start. So again, I’ll – so with that, Ken, you want to talk about the commercial business?

 
Kenneth Riis, Chief Executive Officer and President
 

Sure, thanks, Wes. Today, the commercial real estate debt business is really made up of our old legacy portfolio. It’s currently $2.8 billion face
amount of assets financed with $1.9 billion face amount of primarily non-recourse debt. As Wes mentioned, one of the big transactions in the quarter
was collapsing CDO X and selling our interest to our senior note holders to generate lot of cash flow for us.

 

If you think about this portfolio, one of the big things we’ve been doing over the last couple of years is been buying back a lot of the debt at material
discounts and generating a lot of investment activity that way and profits for the company. This collapse of CDO X was a big deal for us. In the
quarter, we generated over a $170 million of total cash flow, $130 million coming from the collapse of CDO X and $40 million coming from core
interest and principal receipts.

 

And if you look at our portfolio today, $2.8 billion of assets with $1.9 billion face amount of debt, that $900 million difference represents the total
principal that Newcastle would recover over time if all the assets and liabilities paid up at par and we did nothing. The collapse of CDO X sort of
highlights incremental value that we can extract out of the portfolio by not being passive but being very active. Today, of the $925 million face
amount of difference in our assets and liabilities we expect to generate $700 to $750 million of principal over time, again if we did nothing. But our
plan isn’t to do nothing. We will continue to look at buying back debt, collapsing deals, and generating material incremental cash flows for the
company.

 

As Wes mentioned, this transaction de-risks the company, because the proceeds that we received from the collapse of CDO X will be reinvested on
an unlevered basis and potentially at higher returns, so really stabilizing our core operations. Finally, we made a new investment in senior living
properties. We invested $65 million in the quarter and the portfolio is starting out better than expected. It generated $1.6 million of cash flow.
$400,000 more than we underwrote and our levered return for the quarter was roughly 12% and as we move forward, we think we’ll get to our
projected levered return of over 20% in a year or so. So that portfolio started out very well. I’ll hand it back to Wes.

 
Wesley Edens, Chairman of the Board of Directors
 

Great, thanks. On the residential side of the – I’ll deal with first about the MSR business. Obviously lots of activity in this space. There was a notable
auction yesterday for the ResCap assets that had we decided to pay more and buy those assets we would have been a participant here at Newcastle.
That something that we did not end up doing, but away from that, there is a tremendous pipeline of MSR and MSR-related activities. So I think we
are going to see a lot of investable capital coming on this side of the balance sheet for us.
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In this supplement, we laid out each of the pool, but we have invested thus far, there are five, it will soon to be six, with this – the latest transaction
which I mentioned. All performing very well. If you look at the supplement, you can see that IRRs since inception if you just run down the list it’s
24%, 18%, 19%, 20%, 17%. So the, the weighted average falls is a shade under 20%. So, very consistent across the board. The recapture rates, and
speaking on the pools that have been on the books for some time where there has been enough time to get to our recapture mechanics in place have
been also quite good. So the older pools, 34%, 35% doing very well.

 

So the $252 million in capital invested in thus far, generating kind of 19 plus percent returns and we do aspire to put a lot of capital to work on this.
I’d say, it’s very much of a process of finding things that we want to invest in both on the balance sheet here as well as the good situations for
Nationstar. I am optimistic that there will be a lot of activity here as we go into the fourth quarter at year end. So, we do have a lot of dry powder, the
$157 million of capital on balance sheet. It is really understates it a bit because we do have a lot of the investments that could generate a little bit
more capital. So, it’s a very good situation. Non-Agency stuff, Greg?

 
Greg Finck, Managing Director
 

Thanks, Wes. As Wes mentioned earlier, we purchased $140 million current face in Non-Agency RMBS this quarter at an average price of 57% of
par investing approximately $80 million. We received $8.6 million of principal interest cash flow during the quarter. We closed the quarter with an
RMBS portfolio totaling $309 million current face and approximately $200 million in market value. We have approximately $60 million debt
against the portfolio for a net investment of about $140 million. The price appreciation and cash flows received, RMBS investments returned over
8% during the quarter.

 

We expect these RMBS investments to generate 6% to 8% annualized returns on an unlevered basis which translates into 15% to 20% returns on a
levered basis. We have primarily invested in current pay sub-prime and Alt-A RMBS serviced by Nationstar. We believe Nationstar has been very
effective at curing delinquent loans thus reducing defaults and losses. We also believe they are improving their effectiveness and accelerating
principal cash flows.

 

Additionally, just we collapsed the CDO during the quarter we also think some RMBS transactions may be collapsible as well. We intend to work
with Nationstar to explore this RMBS collapse option. Nationstar owns call rights on over $100 billion RMBS transactions and I think this could be a
very interesting opportunity going to – in the fourth quarter of next year.

 

RMBS prices rose significantly over the quarter. We remained positive on current valuations given funded all improvements in the housing and
mortgage markets. Home prices appeared to have bottomed during the first quarter and have increased each in the last six months and are up roughly
8% from the lows. Additionally the shadow inventory of delinquent loans has been shrinking as the rate of new delinquencies has been flowing
steadily for the past couple of years. At current valuations, we believe Non-Agency RMBS still offer attractive value and significant further upside.

 
Brian Sigman, Chief Financial Officer
 

Thanks, Greg. Now I’ll run through the financial results for the quarter. In the quarter, we had GAAP income of $1.63 per share. This includes core
earnings of $0.26 and the remainder was primarily our gain on sale from the CDO collapse. We generated $35 million of cash available for
distribution or CAD in the quarter, it was an increase of 65% over Q2.
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In September, we increased our dividend to $0.22 per share, which is also an increase of 10% from the second quarter. Our third quarter financial
results were affected by having $150 million of average uninvested capital in the quarter, including $80 million of proceeds from the CDO X
liquidation. As we continue to invest this capital our earnings and total cash flow will continue to grow. As Ken mentioned, we are pleased with the
execution of the CDO X collapse. CDO X was consolidated on our books and this transaction materially simplified our balance sheet by reducing
assets by $1.1 billion and reducing liabilities by $1.2 billion.

 

As we do with all of our consolidated CDOs, we mark our assets to fair value but carry the debt at face. In the previous quarter CDO X was
contributing a negative $80 million of GAAP book value even though the debt was fully non-recourse.

 

Combining this $80 million of negative book value with the $130 million of proceeds gets us to the $210 million increase to our GAAP book value.
Additionally this transaction resulted in our consolidated debt to equity ratio decreasing from 3.8 times to 2.2 times. As you can see from our
disclosures we have been breaking out our results by our two business lines. This quarter we continued to see growth in the residential servicing and
securities business and while it only generated 40% of our total cash flow, we expect it to grow to approximately 50% with a full quarter of our recent
investments and then even further as we deploy our cash on hand.

 

We currently have $184 million of unrestricted cash to invest, and as Wes mentioned, we are seeing a lot of opportunities to invest the capital. In
early July we entered into a financing of $59 million on some of our non-agency RMBS positions. This modest amount of leverage brought us to an
overall portfolio leverage on only 30% and increased our levered returns to low teens.

 

We continue to have the ability to finance the remaining unlevered securities if we need the capital, but would also increase our returns on this
portfolio even further.

 

That ends our prepared remarks. We’ll now take your questions.
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     QUESTION AND ANSWER SECTION
 

Operator: [Operator Instructions] Your first question comes from the line of Bose George with KBW.
 

<Q – Bose George>: Question was on, in your presentation, the slides you note that CDO IV passed the OC test in September. Any
commentary on what could get that to start cash flowing and in terms of what we could think of in terms of potential cash that could come out
of that?

 

<A>: Yes, we passed the over collateralization trigger in the third quarter. It didn’t generate any cash flow to us in the third quarter but going
forward, assuming we continue to pass the over collateralization triggers, we would expect to generate roughly $300,000 to $400,000 of cash
flow per quarter if we continue to pass. So look forward to that in the quarters to come.

 

<Q – Bose George>: Great, thanks. And then actually switching in the Ginnie Mae servicing that you guys are going to get, is the economics
of that similar to the GSE stuff? And in terms of the, sort of the repurchase obligations to – on the delinquent loans, is that done by Nationstar
or is that going to end up with you guys or how does that work?

 

<A>: No, as is always the case, the servicing obligations are going to stay with Nationstar including the repurchase obligations for that
servicing. This would be the first significant block of Ginnie Mae servicing that we have bought. We think that there is a tremendous amount of
value in the sector. It’s got some different characteristics as you know, especially on the VA portions of those loans. There is both – some
elements of credit exposure, modest amounts of credit exposure, but there is also some very significant reperforming and reorigination
opportunities from a servicing standpoint on balance. We think that that’s an exciting portion of it.

 

And then the refinancing activities, these new streamlined refinancing guidelines on the Ginnie Mae side, we think the recapture opportunities
in that space are very, very significant. So we’ve gone through the process. It’s taken us a bit of time with Ginnie Mae. We’ve gotten the same
structure, similar structure to what we have out of Fannie Mae and Freddie Mac, which is a big hurdle for us. And it’s the kind of thing I think
you could see a fair bit in the future, but the net of it is, the direct answer is, we think the returns are very consistent in the Ginnie Mae’s as they
are with all the Fannie, Freddie and the PLS stuff.

 

<Q – Bose George>: Great, thank you very much.
 

Operator: Your next question comes from the line of Douglas Harter with Credit Suisse.
 

<Q – Douglas Harter>: Or tell us how much capital will be put into work in that Ginnie Mae portfolio?
 

<A>: It will be about $30 million to $35 million I think.
 

<Q – Douglas Harter>: Okay. And then just – and then with the remainder of the cash, how are you thinking about putting it to work, sort of
more quickly on non-agency side versus sort of keeping some powder dry for some of the opportunities on the MSR side that you referenced?

 

<A>: Well, I think that the balance of the two in the two groups of investing activity in the residential side gives us a lot of opportunities on
both elements of it. The work that Greg and others have done on the RMBS portfolio, we’re very happy about that. We do think that in the long
term, technicals of that market are very positive and continue to improve. And by focusing on securities that we – our affiliate has of servicing
for, we feel great about their servicing abilities, as also as Greg said, we do think that there is going to be some opportunities to generate some
windfall profits if we can collapse from those deals. And I do think that – when you look at the RMBS market, broadly speaking, it’s about $1
trillion still outstanding in that sector. So we service roughly 10% of it today and we aspire to service more of that obviously, but that’s a big
chunk of it, so $100 billion.
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If you could take all the securities that existed as if it was one deal, the average price of it is about $0.70. If you could look at all the collateral that’s
behind it, that collateral, and these are very general numbers is worth about $0.90. So there is a very significant gap between the price of the
securities and the value of the assets. It’s not easy to get at that obviously, but in the aggregate 20 points on the $1 trillion it’s $200 billion; that’s a
big notional amount of opportunity to go after.

 

And so we’re going to continue to chip away on the RMBS side and be very thoughtful about what we are looking at there. On the MSR side, it’s a
little bit more episodic, right? Had we bought the ResCap deal you’d see a big chunk of capital would come out of it then. There are a handful of
other large transactions that could be very substantial or could be more along the lines of what we are reporting here on the Ginnie Mae portfolio.

 

But I think that having the two allows us to carry a balance of cash along and keep ourselves available for larger transactions, but still stay in the
investing business. So I like the mix of the two and I think – I think that the fourth quarter is going to be a busy quarter.

 

It feels that way; already there’s a lot going on and so I’m optimistic we’ll have some good investment activity.
 

<Q – Douglas Harter>: Great. Thank you much.
 

Operator: Your next question comes from the line of Jasper Burch with Macquarie.
 

<Q – Jasper Burch>: Just starting off with – I think obviously it’s a good thing that you are diversifying your income streams. I think a lot of
people were – are waiting for that to really start kicking in and ramping up. Drilling into the senior living portion of the book, looking at sort of what
your projections are and how you can really read through the words of that asset, it’s really coming, one, from sort of the operational side, increasing
of the revenue and the occupancy and then, two, on the leverage side. I was wondering if you can give us a little bit more color on both of those, I
guess first on sort of the timing and how you are going to increase the basic returns on the asset. And then also what type of leverage you are looking
at applying?

 

<A>: Yes, that portfolio, the way we are going to drive incremental returns is to increase occupancy and rents in the portfolio. So along with that
we’ll increase cash flows and increase returns. In the quarter we generated a levered return of about 12%. But as we drive revenues higher, we think
we’ll get it up to about 20% return on equity by the end of the year, and so are stabilized in the 25% to 30% return over the next couple of years. So a
quick ramp up due to good, active management in the portfolio, and we’re optimistic we’ll get to the 20-plus percent return over the – by the end of
the year over the next 12 months, sorry.

 

<Q – Jasper Burch>: Okay, and in terms of leverage, is the leverage that you’re going to apply, that – is that already in place or are you going to
take on additional financing?

 

<A>: There is current leverage in place, and the unique thing about that financing is, as the value increases we can actually increase the leverage
over time as cash flows increase.

 

<Q – Jasper Burch>: Okay, that’s certainly helpful. And then I guess sort of operationally on the MSR side, sort of broader market we’ve seen
obviously one large competitor take down a large portfolio yesterday that you are also bidding on. I was wondering if you could speak to sort of
what you see in terms of competition for bidding on these assets and sort of how – what the differences in terms of I guess the availability of capital
that you see that you and Nationstar have versus some of your competitors and whether there’s differences in value in different types of MSR assets?
So just to sort of get an idea of really what we could expect for any change in the investment pace or your propensity to compete?
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<A>: Well, there is no question, there is more competition in the sector today than it was last year, right? This is – very much is a still, kind of a
fledgling asset class a year ago, and what a difference a year makes, both in terms of our own activity as well as the activity of others. At the end of
the day yesterday, when you look at that transaction, it’s a big public transaction, and it was one that had a lot of people looking at it. In the end,
there was really only one firm that stepped forward to be a competitor. So I think that that’s kind of proof positive of A) There is a lot of interest in
the sector, but B) It’s reasonably hard to become a big and effective competitor in the space.

 

In fact, in order to compete in that transaction you have – the two firms actually joined forces, because they – I think that Ocwen focused on the non-
agency stuff in particular and Walter was on the Fannie Mae stuff. I’m not sure how the rest of it was split out. But I think that it’s a big space with a
lot of activity, and when you look at the returns off of our portfolio, which we make very transparent, 20% unleveraged cash flows in a market of
zero interest rates is obviously a very, very compelling investment story. The challenges the get from here to there you have to be a good servicer,
you have to have lots of capital, you have to be in good standing with the GSEs. There is a lot of things that have to come into play in order to be
effective about it.

 

And so I think bottom line is, there is – there certainly is a lot of activity that we see now, and I think it’s prospectively going to result in
investments. And while there is competition, I think that the barriers to entry are high and are going to stay fairly high. One other thing to note is,
when we look at the – so the transaction yesterday was about a $3 billion purchase price. The bulk of that purchase price were for the advances
obviously. The way that we looked at it from the combined bid – just to give some context to it, the MSR portion of the bid, our stalking horse bid
was $736 million. Apples-to-apples, the eventual price of that trade was more that $1.2 billion. So obviously a very substantial increase over the
stalking horse from last spring..

 

Without a lot of context, it’s hard to know – for people to know what that means in returns, other than, obviously returns of are somewhat
compressed by that. Also, I think in order to really be an effective bidder for these kinds of assets, you have to place a lot of enterprise value and the
ability to originate loans, which is a profitable part of it or generate ancillary income. So again, all which is to say, if you’re going to be competitive
today in where the business is going to, you have to have a full spectrum of capabilities in order to take advantage of all those things. And I think
that there are a handful of very capable and competent firms that are out there. And then it’s a pretty big gap down to the next level. So...

 

<Q – Jasper Burch>: That’s definitely very, very helpful. I guess, just one last thing. Do you guys provide underlying metrics on the Non-Agency
book, the delinquency rates the discount to par that you bought it at, is that into the slide presentation in the Q?

 

<A> – On the securities portfolio, or the MSR?
 

<Q – Jasper Burch>: The Non-Agency RMBS securities.
 

<A> – Limited detail is presented in the Q as well, yeah including prepayment rates, default rates, delinquency rates, loss severities et cetera.
 

<Q – Jasper Burch>: Excellent. Thank you guys a lot. Did a great job in the quarter.
 

Operator: Your next question comes from the line of Joshua Barber with Stifel Nicolaus.
 

<Q – Joshua Barber>: Or what you are targeting on the MSR side today, would that be more non-agency versus agency and are you seeing more
competition on one of those versus the other?
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<A> – We are not really focused on one and not the other, I think with this latest Ginnie Mae portfolio we’ll have kind of every major food group
represented in the portfolio. So, PLS and Ginnie Mae and Fannie Mae and Freddie Mac, I think we look at the universe of servicing if there is, just
over $10 trillion in mortgage servicing in total, about $6 trillion of that I think is Fannie Mae and Freddie Mac, about $1 trillion of it is Non-Agency
residential stuff and the other $3 trillion are loans on the balance sheets of different financial institutions. So, you’d think proportionately over time,
you have more to do in Fannie, Freddie, Ginnie that you would in the Non-Agency stuff. You’ve seen a lot of non-agency security or servicing
operations be sold on the financial institutions which is why I think it’s been a disproportionate representation of the overall sector in terms of this
activity to date. I would expect, next year and the year after for example and that kind of time frame and you’ll get back to something which is much
more representative of the overall kind of market statistics we see. A lot more Fannie Freddie, Ginnie stuff out there. But at the end of the day,
they’ve all got somewhat different characteristics. The Fannie Mae programs in particular, those portfolios that have a lot of HARP eligible
collateral are going to see a lot of refinancing activity, but those are also great portfolios to recapture loans. Some of the new MSRs that are out there
are very high quality borrowers that’s great from a credit standpoint is less great in terms of your ability to control that borrower if they have more
options. So there is, and there is lots of nuances to them. They have to really pay attention to what the underlying creditworthiness is and as they
have to predict how those things are going to perform and how you are going to be able to recapture loans. So, it’s a idiosyncratic analysis, but it’s
one that I think at the end of the day, all the sectors I think offer a lot of interesting value, so you just have to pay attention to what it does that really
drives the returns for them.

 

<Q – Joshua Barber>: Okay, thanks. Looking at the senior living business, would you guys expect that to be a bigger source of growth in the next
few months that you’re continuing to see deals there that makes sense or, seem to have some opportunity?

 

<A> – Wes Edens – Newcastle Investment Corp.>: Well, I think that, we talked about this last time. And you look at senior housing which is
something we’ve been invested as a firm the last dozen years or so, it’s been the space for a long time. It is very much of a market that’s dominated
by true mom and pop operators. I think, roughly 75% of the market is managed by people that manage 15 or fewer properties. So there are a lot of
small operators out there and it’s a business that clearly benefits from scale of operations and kind of professional operators. So, this first portfolio
we think is a good example of something exactly like that as Ken said we’re kind of north of 12% run rate on return on equity now and we aspire to
be north by 20% in the next year or so. There are other smaller portfolios that we think that we can find, they are very much under the radar of the
big REITs. The REITs in that sector have done exceptionally well but they are very large companies. So for them, the relevance of buying a $50
million, $25 million or even a $100 million portfolio it’s just not – it doesn’t make that big of a dent when they’ve got the gigantic market caps they
have. So, it’s a robust amount of activity in a fairly big market that is been executed in fairly small amounts. So I think you’ll see small incremental
investments likely to crop up as we find good opportunities there.

 

<Q – Joshua Barber>: Great, thanks very much.
 

Operator: Your next question comes from the line of Henry Coffey with Sterne Agee.
 

<Q – Henry Coffey>: As you look at your pipeline, and maybe this maybe asking for too much information, but, as you look at your pipeline, Ally
owns about a $1 billion in MSRs which we think is backed by about $160 billion in servicing assets. Did that opportunity go away with the sale of
ResCap or is that still an open opportunity for Newcastle?
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<A> – Wes Edens – Newcastle Investment Corp.>: Ally did not sell their MSR as part of the transaction, that those loans are, as you speak
correctly and they are sub-serviced by the ResCap, Estate and thus eventually sub-serviced by the Ocwen/Walter team. That MSR, many
months ago, they talked about sellling that in conjunction with the estate or contributing that there is a bunch of different conversations about
that, none of that came to pass and so today, as we sit here, that MSR is still owned by Ally and what their intentions with it, you have to ask
them. but they could sell it, they could keep it, they could grow it, they could do a lot of different things, but it really is independent from the
transaction that happened yesterday and there is nothing that about the transaction happened yesterday that would hinder their abilities to sell
that, freely if they chose to do so.

 

<Q – Henry Coffey>: And they keep saying that they’re getting out of mortgage, so this would be part of that, that door hasn’t closed for
anybody, is what you are saying?

 

<A> – Wes Edens – Newcastle Investment Corp.>: No, I think that, MSR owned just by financial institutions is on the decline. I think that
that’s an easy broad statement to make and you know what that will translate into for Ally Bank or any other bank for that matter something
you have to talk to the management of those places because that’s not my purview but I do think that as an asset class, I’d expect these guys to
own a lot less of by this time next year. So...

 

<Q – Henry Coffey>: Well, thank you very much.
 

Operator: Your next question comes from the line of Josh Biderman with Pyrrho Capital.
 

<Q – Josh Biderman>: Wondering if you could talk a little bit more about the senior living portion of the book, obviously a little bit of
activity there, it looks like the returns are pretty good, you talked a little bit about the dynamic in the state from an acquisition consolidation
side, can you talk a little bit about what you are seeing there on the fundamental side? Is there anything that’s changed in the sector as this
caused you get back involved or is it just you are starting to see more opportunities?

 

<A> So, what drives that business, I think, in the end is just the broad demographics of the aging population in the US. I think the cohort of
people over the age of 65 that would be kind of eligible for this property is north of 26 million people it’s the fastest growing cohort of
individuals that exist and I think broadly speaking, the pace of construction activity and particularly during the crisis the last five years has
underperformed relative to the number of people that need it. So we think that the broad metrics for the industry are very good and are going to
continue to get better. So there is a great fundamental underpinning to the sector.

 

One thing we have learned about this sector in the last dozen years is that it seems superficially like a terrific business. It actually builds
something looks a lot like an apartment house, you rented out the seniors provide some basic services and can charge kind of two x the rent you
could for them just be living that sounds really great. Then all the seniors show up and all the issues of dealing with the management and what
not events. So it’s a complicated operating business and again what we have found is that there are very significant benefits of scale in terms of
things like for – procurement of food and insurance and services and what not. And so, I do think that there is a very substantial opportunity to
roll up a number of these smaller operations. Also the prices of the assets in the large portfolios have been higher than what we have seen on
the one-by-one case.

 

So, as Ken mentioned we got a return in that portfolio of about 12% in the current basis. Probably the leveraged return of assets on the books of
housing REITs are substantially south of that. So there is a big gap between the two. If we are able to continue to add to the portfolio and add in
a prudent way where the performance is still there, I think you could get at some point a very significant revaluation between the portfolio that
we assembled versus where the market might value that. So, we are excited, it’s not something to jump out and go do a lot of that would be the
way to make a bunch of poor investments. But I think, one-by-one as I said, we’ve got a robust pipeline of activity there. You’ll see a lot of
smaller things crop up and we’ll report on them as they
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show up or kind of give great transparency on this portion of the portfolio as we do on the MSRs and non-agency stuffs. So I hope you’ll see it.
But it’s – again, it’s $65 million of equity out of the $1.4 billion market cap. So it’s still a relatively small part of our activity and but it is
something that we do think has some promise and so hopefully we’ll have a good next year on it.

 

<Q – Josh Biderman>: Thank you. Two quick calls on this, one the returns that you are seeing on the recent deal, should we expect that for
what you are going to be acquiring going forward and two are there any markets that you guys are seeing more opportunities or specifically
targeting or is it going to be a national type of thing?

 

<A> The returns are, we hope for the – we are aspiring to very much consistent with what we’ve gotten here. So kind of low double-digit
returns in the early phase of the investment and really shooting for kind of high teens 20% returns in the portfolio over time. So that profile is
very much what we are trying to do. One thing, it’s less picking markets specifically than it is looking for clustering of assets, because again it’s
very helpful to be in a market having half a dozen assets than where there is one asset in terms of your ability to manage it with people to
service it for you, et cetera. So I think that the things that we have looked at and we will do over time as the portfolio gets bigger is look for
clustering of assets in different markets, much like you’ll see in the apartment sectors frankly as opposed to picking a good sector versus a bad
sector it does.

 

<Q – Josh Biderman>: Okay, thanks.
 

Operator: [Operator instructions] Your next question comes from the line of John Evans with Edmunds.
 

<Q – John Evans>: Can you just help me understand, so we’ve been shareholders for three years, you guys have done a fabulous job. But
here is what I am curious is, how big do you have to get to before you split the company into two where you have the healthcare and then you
have the MSR? And then what do you think you need to do or need to show to the market, because you trade a significant discount on a yield
basis to on the MSR side like HLSS and obviously on the healthcare REITs, say trade at 6% yield. So, what do you think you need to do and
help us understand how big you have to get the two pieces before you split the company?

 

<A> Yeah, that’s a really good question and something I would talk about in a number of calls that we are asked – two months. I think, we do
think that there are two clearly delineated business plans here and we do think that the businesses would be valued better on separate on their
own standings. So I think that that’s right. When you look at our MSR portfolio and they are returning roughly 20% you look at HLSS yields
in the single-digits you think a two-time or two and a half time multiple in terms of value that portion of capital of the business could easily be
in the cards for us if and when we split that out. I am very mindful of not trying to do this prematurely and thus end up having taking a
company that has had as you said a very good run in the last number of years have gotten to a institutional size of a company with it’s float and
it’s market cap is splitting up and the two companies that no longer kind of fit that bill. So there is no hard and fast rule. So I do think that we
are kind of one significant investment or one material capital raise away from being able to do something like that.

 

So in my mind, given what we are trying to accomplish in the fourth quarter that could be something that happened to early next year if we do
what I expect to. But, I do think we want to get a little bit bigger and then I think that, in my view is exactly what you would mentioned, I think
that we’ll get the visibility and kind of purity of the vehicles. I think you’ll have, then have people be able to value them more readily and I am
hoping that sum of the parts is substantially greater than what it is right now. But I do agree, I think that an $0.80 dividend, we look at the
underlying businesses, that’s a very significant discount to where a number of the other competitors are and I think that, that we should do
better.
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I think that’s ironic our stock went down a few pennies after the ResCap thing. I mean, from a fundamental standpoint it should be the
opposite. I mean in the existing portfolio that we have is reflected, it’s probably being undervalued when you look at where market prices are
for this stuff. So, rather than go down it should go up I think it’s kind of humorous. I think I in the long term that we are very focused on the
long term, we’ll generate great returns and if we get great transparency that should result in better valuations to all shareholders and that’s
where the focus is.

 

<Q – John Evans>: Wes, one last follow-up to that, just the people that are negative just say that you are habitual equity raiser. Can you talk a
little bit about maybe the capital structure down the road, how you see that and how you don’t always dilute the equity to buy that next deal?

 

<A> Yeah, I think that the balance between having capital to kind of grow your business and doing so in an accretive fashion is of course the
right conversation that always be happening. We aspire to earn kind of 20 plus percent returns across the board and the businesses. So the non-
agency business as Greg said on the leveraged and modestly leveraged basis is a 15% to 20% business. The MSR business is unleveraged basis
20% the senior housing stuff is less than that to begin with, those are very long duration assets obviously.And so there is a lot of value those
could be higher. It would be great if our cost of capital was less and the price was higher and the gap was a bigger gap, but even where it is
right now, it is still very accretive and I think that the results that we have generated over the last couple of years, last year in particular reflect
that we are actually very careful about that and I’ve been called a lot of things directly, habitual capital raiser is not one of them but, I think it’s
– look, it’s legitimate conversation in a company that pays out a lot of cash flow and I think that I am trying to take the steps to get ourselves
the best valuation possible to make that gap as wide as possible and then you have kind of the opposite rather than be in a difficult conversation
about the gap between the return on your equity and the cost of your capital. We had a single-digit handle on our dividend yield, the gap would
be substantial and would have usually accretive capital formation. So, I think I am the biggest shareholder individually we are very focused on
the returns of the equity of the company obviously. And we are being I think as transparent as we could possibly be about what we are trying to
accomplish and the steps that we see that are necessary to get there.

 

<Q – John Evans>: Thanks, Wes. I appreciate it.
 

<A> You bet.
 

Operator: Your next question comes from the line of David Haas with Moore Capital.
 

<Q – David Haas>: The question, as you look at the $3 billion bid from Ocwen for the ResCap asset and you sort of can parse out the MSR,
what type of – as you walked away, what type of returns, what type of IRRs do you think came from that bid?

 

<A> Well, I think, it’s what I mentioned before. I think that in order for that to be a good bid, a good acquisition price, you had to place a lot of
value on to what we call the “E” the enterprise value of the operation because strictly from an MSR standpoint and strictly from the value those
advances, the returns would be very low. I think you end up with a low single digit return IRR on the MSR and that’s obviously not the
business that we are in or Ocwen is in or anybody else is in. And so you have to be generating marginal returns either from – some source of
activity or the other whether it’s origination business which is a very good business right now, a very lucrative one, the ancillary services
business that they have done a particularly good job and then I think, we could drive those returns, then when you look at the relative upside is
better performance, right, because the performing loans are a lot cheaper to service than the non-performing loans and slower prepayments
speeds.
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Of those two, the bulk of that portfolio, the big chunk of it was the private label stuff which already prepays at a very slow rate. There is not a
lot of upside from that perspective, in fact there is probably more downside than upside in our judgment. On the performance standpoint, I do
think there is a lot of upside. I think that, as Greg said, the rate of loans going bad, has dropped dramatically. I mean, it really is a third of what
it was a year ago and I think that when you look at the housing markets and what we see going on across the different markets, we think that
there is a lot of room for optimism about going from – delinquency rates continue to shrink down and that’s a big deal in the servicing
business.

 

So, it may well be you have to ask the folks at Ocwen, but it may well be that they have a very robust view about the prospects for that portion
of it because strictly on the basis of where things are today, the pricing is aggressive obviously. At the end of the day our judgment was that, the
price that was offered at the end was higher than what we wanted to pay and that’s the difference in an auction it doesn’t mean that we are right
and they are wrong or kind of vice versa, but from our standpoint we thought that that we are better, risk-adjusted returns that were available in
other parts of the business, but time will tell as to what the right judgment was there, so.

 

<Q – David Haas>: Okay, that’s great, thanks.
 

Operator: And this conclude our questions and answer session. I hand the program back over to Mr. Wes Edens for closing remarks.
 
Wesley Edens, Chairman of the Board
 

Thanks very much everyone. We look forward to talking to you next quarter.
 

Operator: This does conclude today’s conference call. You may now disconnect.
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