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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  ☐
Yes ☑ No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.  ☐ Yes ☑ No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  ☑ Yes ☐ No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the
registrant was required to submit such files).  Yes ☑ No ☐

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.  ☑

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company.  See the definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange
Act.

Large accelerated filer ☐Accelerated filer ☑
Non-accelerated filer ☐Smaller reporting company ☐

Emerging growth company ☐
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.  ☐

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

The aggregate market value of the voting common equity held by non-affiliates of the registrant, based on the closing
price of such stock on the last business day of the registrant's most recently completed second fiscal quarter (June 30,
2018) was approximately $306,188,522.

The number of outstanding shares of the registrant's common stock on March 5, 2019 was 31,852,998 shares.

DOCUMENTS INCORPORATED BY REFERENCE

The information required by Part III of this Form 10-K, to the extent not set forth herein or by amendment, is
incorporated by reference from the registrant's definitive proxy statement to be filed with the Securities and Exchange
Commission within 120 days.
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FORWARD-LOOKING STATEMENTS

In this annual report on Form 10-K, references to "Company," "we," "us," or "our" refer to Exantas Capital Corp. and
its subsidiaries; references to the Company's "Manager" refer to Exantas Capital Manager Inc., an indirect
wholly-owned subsidiary of C-III Capital Partners LLC, unless specifically stated otherwise or the context otherwise
indicates. This report contains certain forward-looking statements. Forward-looking statements relate to expectations,
beliefs, projections, future plans and strategies, anticipated events or trends and similar expressions concerning
matters that are not historical facts. In some cases, you can identify forward-looking statements by terms such as
"anticipate," "believe," "could," "estimate," "expects," "intend," "may," "plan," "potential," "project," "should," "will"
and "would" or the negative of these terms or other comparable terminology.

Forward-looking statements contained in this report are based on our beliefs, assumptions and expectations regarding
our future performance, taking into account all information currently available to us. These beliefs, assumptions and
expectations can change as a result of many possible events or factors, not all of which are known to us or are within
our control. If a change occurs, our business, financial condition, liquidity and results of operations may vary
materially from those expressed in our forward-looking statements. Forward-looking statements we make in this
report are subject to various risks and uncertainties that could cause actual results to vary from our forward-looking
statements, including:

•the factors described in this report, including those set forth under the sections captioned "Risk Factors,""Business"
and "Management's Discussion and Analysis of Financial Conditions and Results of Operations";
•changes in our industry, interest rates, the debt securities markets, real estate markets or the general economy;
•increased rates of default and/or decreased recovery rates on our investments;
•availability, terms and deployment of capital;
•availability of qualified personnel;
•changes in governmental regulations, tax rates and similar matters;
•changes in our business strategy;
•availability of investment opportunities in commercial real estate and commerical real estate-related assets;
•the degree and nature of our competition;
•the adequacy of our cash reserves and working capital; and
•the timing of cash flows, if any, from our investments.

We caution you not to place undue reliance on these forward-looking statements, which speak only as of the date of
this report. All subsequent written and oral forward-looking statements attributable to us or any person acting on our
behalf are expressly qualified in their entirety by the cautionary statements contained or referred to in this section.
Except to the extent required by applicable law or regulation, we undertake no obligation to update these
forward-looking statements to reflect events or circumstances after the date of this filing or to reflect the occurrence of
unanticipated events.

(Back to Index)
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PART I

ITEM 1. BUSINESS
General

We are a Maryland corporation, incorporated in 2005, and a real estate finance company that is organized and
conducts our operations to qualify as a real estate investment trust, or REIT, for federal income tax purposes under
Subchapter M of the Internal Revenue Code of 1986, as amended, or the Code. Our investment strategy is primarily
focused on originating, holding and managing commercial mortgage loans and commercial real estate-related debt
investments. We are externally managed by Exantas Capital Manager Inc., or our Manager, which is an indirect
wholly-owned subsidiary of C-III Capital Partners LLC, or C-III, a leading commercial real estate, or CRE,
investment management and services company engaged in a broad range of activities. Our Manager draws upon the
management teams of C-III and its subsidiaries and its collective investment experience to provide its services.

Our objective is to provide our stockholders with total returns over time, including quarterly distributions and capital
appreciation, while seeking to manage the risks associated with our investment strategies. We finance a substantial
portion of our portfolio investments through borrowing strategies seeking to match the maturities and repricing dates
of our financings with the maturities and repricing dates of those financed investments, and we seek to mitigate
interest rate risk through derivative investments.

Our investment strategy targets the following core asset class:

CRE/Core Asset Class Principal Investments
Commercial real
estate-related assets

●First mortgage loans, which we refer to as whole loans;

●First priority interests in first mortgage loans, which we refer to as A-notes;
●Subordinated interests in first mortgage loans, which we refer to as B-notes;
●Mezzanine debt related to CRE that is senior to the borrower's equity position but
subordinated to other third-party debt;

●Preferred equity investments related to CRE that are subordinate to first mortgage loans
and are not collateralized by the property underlying the investment;

●Commercial mortgage-backed securities, which we refer to as CMBS; and
●CRE equity investments.

In November 2016, we received approval from our board of directors, or our Board, to execute a strategic plan, or the
Plan, to focus our strategy on CRE debt investments. The Plan contemplated disposing of certain legacy CRE debt
investments, exiting underperforming non-core asset classes and investments, and establishing a dividend policy based
on sustainable earnings. Legacy CRE loans are loans underwritten prior to 2010, or legacy CRE loans.

We began to implement the Plan during the fourth quarter of 2016 and as a result, two non-core operating segments:
(i) residential mortgage loans and residential mortgage-backed securities, or RMBS, and (ii) middle market secured
corporate loans and preferred equity investments, were reclassified as held for sale and are considered discontinued
operations at December 31, 2018 and 2017.

We have substantially completed the execution of the Plan. As of December 31, 2018, we had approximately $29.8
million of the $480.1 million of identified Plan assets remaining, of which $28.5 million related to two remaining
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legacy CRE loans. We have deployed the capital received from executing the Plan primarily into our CRE lending
business and CMBS investments. These investments were initially financed in part through our CRE and CMBS term
facilities and, in the case of CRE loans, through securitizations.

We typically target transitional floating-rate CRE loans between $20.0 million and $30.0 million. During the year
ended December 31, 2018, we originated 41 CRE loans with total commitments of $861.6 million, which was our
highest production year since inception. During the year ended December 31, 2018, we acquired CMBS with total
face values of $252.3 million. We expect to continue to diversify and extend the duration of our core CRE portfolio by
investing in CMBS where we see attractive investment opportunities. We expect to see continued positive momentum
in 2019 and anticipate that our originations and investments for the year ended December 31, 2019 will be between
$850.0 million and $1.0 billion for the calendar year.

Our Business Strategy

The core components of our business strategy are:

Investment in CRE assets. We are currently invested in CRE whole loans, CRE mezzanine loans, CRE preferred
equity interests and investment grade and non-investment grade CMBS. Our goal is to allocate 90% to 100% of our
equity to CRE investments. At December 31, 2018, our equity was allocated as follows: 95% in core assets and 5% in
non-core assets.

(Back to Index)
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Managing our investment portfolio. At December 31, 2018, we managed $2.1 billion of assets, including $742.0
million of assets that were financed and held in variable interest entities. The core of our management process is credit
analysis, which our Manager, with the assistance of C-III, uses to actively monitor our existing investments and as a
basis for evaluating new investments. Senior management of our Manager and C-III have extensive experience in
underwriting the credit risk associated with our targeted asset classes and conduct detailed due diligence on all
investments. After we make investments, our Manager and C-III actively monitor them for early detection of trouble
or deterioration. If a default occurs, we will use our senior management team's asset management experience in
seeking to mitigate the severity of any loss and to optimize the recovery from assets collateralizing the investment.

Managing our interest rate and liquidity risk. We engage in a number of business activities that are vulnerable to
interest rate and liquidity risk and we seek to manage those risks. Our hedging strategy intends to take advantage of
commonly available derivative contracts, including interest rate swaps and caps, to reduce, to the extent possible,
those risks. The risks on our short-term financing agreements, principally repurchase agreements, are managed by
limiting our financial exposure under the agreements to either a stated investment amount or a fixed guaranty amount.
The risks on our long-term financing agreements, principally term financing facilities, are managed by seeking to
match the maturity and repricing dates of our financed investments with the maturities and repricing dates of our
long-term financing facilities. Additionally, we match investment and financing maturity and repricing dates using
securitization vehicles structured by our Manager and, subject to the availability of markets for securitization
financings, we expect to continue to use securitizations in the future to accomplish our long-term match funding
financing strategy.

At December 31, 2018, our repurchase facilities with debt outstanding were as follows (in thousands):

Outstanding
Borrowings
(1)(2)

Value of
Collateral

Equity
at Risk
(3)

At December 31, 2018:
CRE - Term Repurchase Facilities
Wells Fargo Bank, N. A. $ 154,478 $226,530 $71,398
Morgan Stanley Bank, N. A. 37,113 62,457 $25,485
Barclays Bank PLC 240,416 308,389 $67,826
JPMorgan Chase Bank, N.A. 75,440 98,839 $21,788
CMBS - Short-Term Repurchase Agreements
RBC Capital Markets, LLC 246,476 313,644 $67,182
JP Morgan Securities LLC 42,040 73,066 $31,226
Deutsche Bank Securities Inc. 7,305 9,158 $1,868
Total $ 803,268 $1,092,083

(1)Outstanding borrowings includes accrued interest payable and deferred debt issuance costs.
(2)The repurchase agreements exclude the trust certificate - term repurchase facility outstanding.
(3)Equity at risk includes accrued interest receivable net of accrued interest payable.
These borrowings charged a floating rate of interest. For more information concerning our term facilities and
repurchase agreements, see Item 7, "Management's Discussion and Analysis of Financial Condition and Results of
Operations - Liquidity and Capital Resources," and Note 10 of the "Notes to Consolidated Financial Statements"
contained in Item 8, "Financial Statements and Supplementary Data," of this report. We continuously monitor our
compliance with all of the financial covenants. We were in compliance with all financial covenants, as defined in the
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respective agreements, at December 31, 2018.

Diversification of investments. We manage our investment risk by maintaining a diversified portfolio of commercial
mortgage loans and CRE-related investments. As funds become available for investment or reinvestment, we seek to
maintain diversification by property type and geographic location while allocating our capital to investment
opportunities that we believe are the most economically attractive. The percentage of assets that we have invested in
certain non-core and real estate-related investments is subject to the federal income tax requirements for REIT
qualification and the requirements for exclusion from regulation under the Investment Company Act of 1940, or the
Investment Company Act.

Our Operating Policies

Investment guidelines. We have established investment policies, procedures and guidelines that are reviewed and
approved by our Manager's investment committee and our Board. The investment committee and/or our Board, as
applicable, meets regularly to consider and approve proposed specific investments. Our Board monitors the execution
of our overall investment strategies and targeted asset classes. We acquire our investments primarily for income. We
do not have a policy that requires us to focus our investments in one or more particular geographic areas or industries.

Financing policies. We use leverage in order to increase potential returns to our stockholders and for financing our
portfolio. We do not speculate on changes in interest rates. Although we have identified leverage targets for each of
our targeted asset classes, our investment policies do not have any minimum or maximum leverage limits. Our
Manager's investment committee has the discretion, without the need for further approval by our Board, to increase
the amount of leverage we incur above our targeted range for individual asset classes subject, however, to any
leverage constraints that may be imposed by existing financing arrangements.

(Back to Index)
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We use borrowing and securitization strategies to accomplish our long-term match funding financing strategy. Based
upon current conditions in the credit markets for CDOs and CLOs, we expect to modestly increase leverage through
new CLO securitizations and the continued use of our term repurchase and short-term repurchase facilities in 2019.
We may also seek other credit arrangements to finance new investments that we believe can generate attractive
risk-adjusted returns, subject to availability.

Hedging and interest rate management policies. We use derivative instruments to hedge a portion of the interest rate
risk associated with our borrowings. Under the federal income tax laws applicable to REITs, we generally will be able
to enter into transactions to hedge indebtedness that we may incur, or plan to incur, to acquire or carry real estate
assets, provided that our total gross income from qualifying hedges does not exceed 25% of our total gross income
and non-qualifying hedges do not exceed 5% of our total gross income. We generally seek to minimize interest rate
risk with a strategy that is expected to result in the least amount of volatility under accounting principles generally
accepted in the United States of America, or GAAP, while still meeting our strategic economic objectives and
maintaining adequate liquidity and flexibility. These hedging transactions may include interest rate swaps, collars,
caps or floors, puts, calls, options and foreign currency exchange protection.

Credit and risk management policies. Our Manager focuses its attention on credit and risk assessment from the earliest
stage of the investment selection process. In addition, our Manager screens and monitors all potential investments to
determine their impact on maintaining our REIT qualification under federal income tax laws and our exclusion from
investment company status under the Investment Company Act. Portfolio risks, including risks related to credit losses,
interest rate volatility, liquidity and counterparty credit, are generally managed on a portfolio-by-portfolio basis by our
Manager.

General

The table below summarizes the amortized costs and net carrying amounts of our core and non-core investments at
December 31, 2018, classified by asset type (in thousands, except percentages and amounts in footnotes):

At December 31, 2018
Amortized
Cost

Net
Carrying
Amount

Percent
of
Portfolio

Weighted
Average
Coupon

Core Assets:
CRE whole loans (1)(2) $1,517,598 $1,516,196 76.27 % 6.34%
CRE mezzanine loan and preferred equity investment (2) 24,255 24,255 1.22 % 11.21%
CMBS, fixed rate (3) 121,487 119,739 6.02 % 4.12%
CMBS, floating rate (3) 301,132 299,259 15.06 % 5.11%
Total Core Assets 1,964,472 1,959,449 98.57 %
Non-Core Assets:
Structured notes (4) 1,000 — — % N/A (7)

Direct financing leases (4) 801 66 — % N/A (7)

Legacy CRE loans (5)(6) 33,181 28,516 1.43 % 1.67%
Total Non-Core Assets 34,982 28,582 1.43 %

Total Core and Non-Core Assets $1,999,454 $1,988,031 100.00 %
(1)
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Net carrying amount includes an allowance for loan losses of $1.4 million at December 31,
2018.

(2)Classified as CRE loans on the consolidated balance sheets.
(3)Classified as investment securities available-for-sale on the consolidated balance sheets.
(4)Classified as other assets on the consolidated balance sheets.
(5)At June 30, 2018, two legacy CRE loans with total amortized costs and net carrying amounts of $28.3 million were

reclassified to CRE loans on the consolidated balance sheet as we intend to hold these loans to maturity. In
December 2018, one reclassified legacy CRE loan with an amortized cost and carrying amount of $16.8 million
paid off at par.

(6)Net carrying amount includes a lower of cost or market value adjustment of $4.7 million at December 31, 2018.
(7)There are no stated rates associated with these investments.
Core Asset Classes

CRE Debt Investments

Whole loans. We predominantly originate first mortgage loans, or whole loans, directly to borrowers. The direct
origination of whole loans enables us to better control the structure of the loans and to maintain direct lending
relationships with borrowers. We may create tranches of a loan we originate, consisting of an A-note (described
below) and a B-note (described below), as well as mezzanine loans or other participations, which we may hold or sell
to third parties. We do not obtain ratings on these investments. With respect to our portfolio at December 31, 2018,
our whole loan investments had loan-to-collateral value, or LTV, ratios that typically do not exceed 85%. Typically,
our whole loans are structured with an original term of up to three years, with one-year extensions that bring the loan
to a maximum term of five years. Substantially all of our CRE loans held at December 31, 2018 were whole loans. We
expect to hold our whole loans to maturity.

(Back to Index)
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Senior interests in whole loans (A-notes). We may invest in senior interests in whole loans, referred to as A-notes,
either directly originated or purchased from third parties. We do not intend to obtain ratings on these investments. We
expect our typical A-note investments to have LTV ratios not exceeding 70%, and will generally be structured with an
original term of up to three years, with one-year extensions that bring the loan to a maximum term of five years. We
expect to hold any A-note investments to maturity. We did not hold any A-note investments at December 31, 2018.

Subordinate interests in whole loans (B-notes). To a lesser extent, we may invest in subordinate interests in whole
loans, referred to as B-notes, which we will either directly originate or purchase from third parties. B-notes are loans
secured by a first mortgage but are subordinated to an A-note. The subordination of a B-note is generally evidenced
by an intercreditor or participation agreement between the holders of the A-note and the B-note. In some instances, the
B-note lender may require a security interest in the stock or other equity interests of the borrower as part of the
transaction. B-note lenders have the same obligations, collateral and borrower as the A-note lender, but typically are
subordinated in recovery upon a default to the A-note lender. B-notes share certain credit characteristics with second
mortgages in that both are subject to greater credit risk with respect to the underlying mortgage collateral than the
corresponding first mortgage or A-note. We do not intend to obtain ratings on these investments. We expect our
typical B-note investments to have LTV ratios between 55% and 80%, and will generally be structured with an
original term of up to three years, with one-year extensions that bring the loan to a maximum term of five years. We
expect to hold any B-note investments to maturity. We did not hold any B-note investments at December 31, 2018.

In addition to the accrued interest receivable on a B-note, we may earn fees charged to the borrower under the note or
additional income by receiving principal payments in excess of the discounted price (below par value) we paid to
acquire the note. Our ownership of a B-note with controlling class rights may, in the event the financing fails to
perform according to its terms, cause us to pursue our remedies as owner of the B-note, which may include
foreclosure on, or modification of, the note. In some cases, the owner of the A-note may be able to foreclose or
modify the note against our wishes as owner of the B-note. As a result, our economic and business interests may
diverge from the interests of the owner of the A-note.

Mezzanine financing. We may invest in mezzanine loans that are senior to the borrower's equity in, and subordinate to
the mortgage loan on, a property. A mezzanine loan is typically secured by a pledge of the ownership interests in the
entity that directly owns the real property or by a second lien mortgage loan on the property. In addition, mezzanine
loans typically include credit enhancements such as letters of credit, personal guarantees of the principals of the
borrower, or collateral unrelated to the property. A mezzanine loan may be structured so that we receive a stated fixed
or variable interest rate on the loan as well as a percentage of gross revenues and a percentage of the increase in the
fair market value of the property securing the loan, payable upon maturity, refinancing or sale of the property.
Mezzanine loans may also have prepayment lockouts, penalties, minimum profit hurdles and other mechanisms to
protect and enhance returns in the event of premature repayment. We expect our mezzanine investments to have LTV
ratios between 65% and 90% with stated maturities from three to five years. We expect to hold mezzanine loans to
maturity. At December 31, 2018, our loan portfolio included two mezzanine loans.

Preferred equity investments. We may invest in preferred equity investments in entities that own or acquire CRE
properties. These investments are subordinate to first mortgage loans and mezzanine debt and are typically structured
to provide some credit enhancement differentiating it from the common equity. We expect our preferred equity
investments to have LTV ratios between 65% and 90% with stated maturities from three to eight years. We expect to
hold preferred equity investments to maturity. At December 31, 2018, we had one preferred equity investment.

(Back to Index)
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The following charts describe the property type and the geographic breakdown, by National Council of Real Estate
Investment Fiduciaries, or NCREIF, region of our CRE loan portfolio at December 31, 2018 (based on carrying
value), excluding our legacy CRE loans classified as assets held for sale:

The total loan portfolio, at carrying value, was $1.6 billion at December 31, 2018. "Other" property types included
self-storage (2.4%), industrial (1.3%) and manufactured housing (1.3%).

(Back to Index)

8

Edgar Filing: Exantas Capital Corp. - Form 10-K

14



(Back to Index)

The Southwest region constituted 32.3% of our portfolio, of which 30.4% was in Texas, and its collateral was
comprised of 81.5% multifamily properties. The Mountain region constituted 20.9% of our portfolio, of which 11.3%
was in Arizona, and its collateral was comprised of 75.2% multifamily properties and 21.2% hotel properties. The
Pacific region constituted 17.1% of our portfolio and its collateral was comprised of 52.2% retail properties. In the
Pacific region, Southern California constituted 11.9% of the total loan portfolio and Northern California constituted
4.0% of the total loan portfolio. We view our investment and credit strategies as being adequately diversified across
property types in the Southwest, Mountain and Pacific regions.

As part of the Plan, certain underperforming legacy CRE loans were classified as held for sale at December 31, 2016.
At December 31, 2018, we had one remaining legacy CRE loan classified as held for sale.

CMBS

We invest in CMBS, which are securities that are secured by, or evidence interests in, a pool of mortgage loans
secured by commercial properties. These securities may be senior or subordinate and may be either investment grade
or non-investment grade. The majority of our CMBS investments have been rated by at least one nationally
recognized rating agency.

The yields on CMBS depend on the timely payment of interest and principal due on the underlying mortgage loans,
and defaults by the borrowers on such loans may ultimately result in deficiencies and defaults on the CMBS. In the
event of a default, the trustee for the benefit of the holders of CMBS has recourse only to the underlying pool of
mortgage loans and, if a loan is in default, to the mortgaged property securing such mortgage loan. After the trustee
has exercised all of the rights of a lender under a defaulted mortgage loan and the related mortgaged property has been
liquidated, no further remedy is available. However, holders of relatively senior classes of a CMBS trust will be
protected to a certain degree by the structural features of the securitization transaction, such as the subordination of
junior classes of the CMBS trust.

CRE Equity Investments

We may invest directly in the ownership of CRE equity investments by restructuring CRE loans and taking control of
the properties where we believe we can protect capital and ultimately generate capital appreciation. We may acquire
CRE equity investments through a joint venture or wholly-owned subsidiary. We intend to primarily use an affiliate of
our Manager to manage the CRE equity investments when held. At December 31, 2018, we had no direct ownership
of any CRE equity investments.

Non-Core Asset Classes

Structured Note Investments and RMBS

We have historically invested in structured notes and RMBS as part of our trading portfolio. Structured note
investments are investments in structured finance vehicles that are typically among the most junior debt securities, or
are equity securities, issued by the vehicle. These notes and equity securities typically receive quarterly interest
payments or distributions only after the more senior debt securities issued by the vehicle have received all amounts
contractually then owned to them. We also have invested in RMBS, which are securities that are secured or evidenced
by interests in pools of residential mortgage loans. At December 31, 2018, we had one investment in a structured note
with no carrying value and no investments in RMBS.
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Residential Mortgage Origination

Primary Capital Mortgage, LLC, or PCM, is a residential mortgage lender and servicer that were moved to
discontinued operations in the fourth quarter of 2016. PCM's assets and liabilities were marked to the lower of cost or
fair market value, less cost to sell, and transferred to held for sale status. We liquidated the remaining assets in 2018.

Middle Market Loans

We have historically made both senior and subordinated, secured and unsecured loans to middle market companies
either through directly originated transactions or purchases from third parties. As part of our Plan, our middle market
business was moved to discontinued operations in the fourth quarter of 2016 and the remaining assets were marked to
the lower of cost or fair market value, less cost to sell, and transferred to held for sale status. We liquidated the
remaining loans in 2018.

Competition

See Item 1A "Risk Factors - Risks Related to Our Investments - We may face competition for suitable investments."

(Back to Index)
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Management Agreement

We have a management agreement, amended and restated on December 14, 2017, or the Management Agreement,
with our Manager pursuant to which our Manager provides the day-to-day management of our operations. The
Management Agreement requires our Manager to manage our business affairs in conformity with the policies and
investment guidelines established by our Board. Our Manager provides its services under the supervision and
direction of our Board. Our Manager is responsible for the selection, purchase and sale of our portfolio investments,
our financing activities and providing us with investment advisory services. Our Manager and its affiliates also
provide us with a Chief Financial Officer and a sufficient number of additional accounting, finance, tax and investor
relations professionals. Our Manager receives fees and is reimbursed for its expenses as follows:

•A monthly base management fee equal to 1/12th of the amount of our equity multiplied by 1.50%; however, the base
management fee was fixed at $937,500 per month from October 1, 2017 through December 31, 2018. Under the
Management Agreement, ''equity'' is equal to the net proceeds from issuances of shares of capital stock (or the value
of common shares upon the conversion of convertible securities), less offering-related costs, plus or minus our
retained earnings (excluding non-cash equity compensation incurred in current or prior periods) less all amounts we
have paid for common stock and preferred stock repurchases. The calculation is adjusted for one-time events due to
changes in GAAP as well as other non-cash charges, upon approval of our independent directors.
•Incentive compensation, calculated quarterly as follows: (A) 20% of the amount by which our Core Earnings (as
defined in the Management Agreement) for a quarter exceeds the product of (i) the weighted average of (x) the per
share book value of our common shares at September 30, 2017 (subject to adjustments for certain items of income or
loss from operations or gain or loss on resolutions of the Plan assets from October 1, 2017 through December 31,
2018) and (y) the per share price (including the conversion price, if applicable) paid for our common shares in each
offering (or issuance upon the conversion of convertible securities) by us subsequent to September 30, 2017,
multiplied by (ii) the greater of (x) 1.75% and (y) 0.4375% plus one-fourth of the Ten Year Treasury Rate for such
quarter; multiplied by (B) the weighted average number of common shares outstanding during such quarter; subject
to adjustment (a) to exclude events pursuant to changes in GAAP or the application of GAAP as well as
non-recurring or unusual transactions or events, after discussion between our Manager and the independent directors
and approval by a majority of the independent directors in the case of non-recurring or unusual transactions or
events, and (b) to deduct an amount equal to any fees paid directly by a taxable REIT subsidiary, or TRS, (or any
subsidiary thereof) to employees, agents and/or affiliates of the Manager with respect to profits of such TRS (or
subsidiary thereof) generated from the services of such employees, agents and/or affiliates, the fee structure of which
shall have been approved by a majority of the independent directors and which fees may not exceed 20% of the net
income (before such fees) of such TRS (or subsidiary thereof).
•Per-loan underwriting and review fees in connection with valuations of and potential investments in certain
subordinate commercial mortgage pass-through certificates, in amounts approved by a majority of the independent
directors.
•Reimbursement of out-of-pocket expenses and certain other costs incurred by our Manager and its affiliates that
relate directly to us and our operations.
•Reimbursement of our Manager's and its affiliates' expenses for (A) the wages, salaries and benefits of our Chief
Financial Officer, (B) a portion of the wages, salaries and benefits of accounting, finance, tax and investor relations
professionals, in proportion to such personnel's percentage of time allocated to our operations, and (C) personnel
principally devoted to our ancillary operating subsidiaries.

Incentive compensation is calculated and payable quarterly to our Manager to the extent it is earned. Up to 75% of the
incentive compensation is payable in cash and at least 25% is payable in the form of an award of common stock. Our
Manager may elect to receive more than 25% of its incentive compensation in common stock. All shares are fully
vested upon issuance; however, our Manager may not sell such shares for one year after the incentive compensation
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becomes due and payable unless the Management Agreement is terminated. Shares payable as incentive compensation
are valued as follows:

•if such shares are traded on a securities exchange, at the average of the closing prices of the shares on such exchange
over the 30-day period ending three days prior to the issuance of such shares;
•if such shares are actively traded over-the-counter, at the average of the closing bid or sales price as applicable over
the 30-day period ending three days prior to the issuance of such shares; and
•if there is no active market for such shares, at the fair market value as reasonably determined in good faith by our
Board.

(Back to Index)
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The Management Agreement's current contract term ends on March 31, 2019, and the agreement provides for
automatic one year renewals on such date and on each March 31 thereafter until terminated. Our Board reviews our
Manager's performance annually. The Management Agreement may be terminated annually upon the affirmative vote
of at least two-thirds of our independent directors, or by the affirmative vote of the holders of at least a majority of the
outstanding shares of our common stock, based upon unsatisfactory performance that is materially detrimental to us or
a determination by our independent directors that the management fees payable to our Manager are not fair, subject to
our Manager's right to prevent such a compensation termination by accepting a mutually acceptable reduction of
management fees. Our Board must provide 180 days' prior notice of any such termination. If we terminate the
Management Agreement, our Manager is entitled to a termination fee equal to four times the sum of the average
annual base management fee and the average annual incentive compensation earned by our Manager during the two
12-month periods immediately preceding the date of termination, calculated as of the end of the most recently
completed fiscal quarter before the date of termination.

We may also terminate the Management Agreement for cause with 30 days' prior written notice from our Board. No
termination fee is payable in the event of a termination for cause. The Management Agreement defines cause as:

•our Manager's continued material breach of any provision of the Management Agreement following a period of 30
days after written notice thereof;
•our Manager's fraud, misappropriation of funds, or embezzlement against us;
•our Manager's gross negligence in the performance of its duties under the Management Agreement;
•the dissolution, bankruptcy or insolvency, or the filing of a voluntary bankruptcy petition by our Manager; or
•a change of control (as defined in the Management Agreement) of our Manager if a majority of our independent
directors determines, at any point during the 18 months following the change of control, that the change of control
was detrimental to the ability of our Manager to perform its duties in substantially the same manner conducted before
the change of control.

Cause does not include unsatisfactory performance that is materially detrimental to our business.

Our Manager may terminate the Management Agreement at its option, (A) in the event that we default in the
performance or observance of any material term, condition or covenant contained in the Management Agreement and
such default continues for a period of 30 days after written notice thereof, or (B) without payment of a termination fee
by us, if we become regulated as an investment company under the Investment Company Act, with such termination
deemed to occur immediately before such event.

Regulatory Aspects of Our Investment Strategy: Exclusion from Regulation Under the Investment Company Act

We operate our business so as to be excluded from regulation under the Investment Company Act. Because we
conduct our business through wholly-owned subsidiaries, we must ensure not only that we qualify for an exclusion
from regulation under the Investment Company Act, but also that each of our subsidiaries also qualifies.

We believe that RCC Real Estate, Inc., or RCC Real Estate, the subsidiary that at December 31, 2018 held
substantially all of our CRE loan assets, is excluded from Investment Company Act regulation under
Section 3(c)(5)(C), a provision designed for companies that do not issue redeemable securities and are primarily
engaged in the business of purchasing or otherwise acquiring mortgages and other liens on and interests in real estate.
To qualify for this exclusion, at least 55% of RCC Real Estate's assets must consist of mortgage loans and other assets
that are considered the functional equivalent of mortgage loans for purposes of the Investment Company Act and
interests in real properties, which we refer to as Qualifying Interests. Moreover, 80% of RCC Real Estate's assets must
consist of Qualifying Interests and other real estate-related assets. RCC Real Estate has not issued, and does not intend
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We treat our investments in CRE whole loans, A-notes, specific types of B-notes and specific types of mezzanine
loans as Qualifying Interests for purposes of determining our eligibility for the exclusion provided by
Section 3(c)(5)(C) to the extent such treatment is consistent with guidance provided by the Securities and Exchange
Commission, or SEC, or its staff. We believe that SEC staff guidance allows us to treat B-notes as Qualifying Interests
where we have unilateral rights to instruct the servicer to foreclose upon a defaulted mortgage loan, replace the
servicer in the event the servicer, in its discretion, elects not to foreclose on such a loan, and purchase the A-note in
the event of a default on the mortgage loan. We believe, based upon an analysis of existing SEC staff guidance, that
we may treat mezzanine loans as Qualifying Interests where (i) the borrower is a special purpose bankruptcy-remote
entity whose sole purpose is to hold all of the ownership interests in another special purpose entity that owns
commercial real property, (ii) both entities are organized as limited liability companies or limited partnerships,
(iii) under their organizational documents and the loan documents, neither entity may engage in any other business,
(iv) the ownership interests of either entity have no value apart from the underlying real property which is essentially
the only asset held by the property-owning entity, (v) the value of the underlying property in excess of the amount of
senior obligations is in excess of the amount of the mezzanine loan, (vi) the borrower pledges its entire interest in the
property-owning entity to the lender which obtains a perfected security interest in the collateral and (vii) the relative
rights and priorities between the mezzanine lender and the senior lenders with respect to claims on the underlying
property are set forth in an intercreditor agreement between the parties which gives the mezzanine lender certain cure
and purchase rights in case there is a default on the senior loan. If the SEC staff provides future guidance that these
investments are not Qualifying Interests, then we will treat them, for purposes of determining our eligibility for the
exclusion provided by Section 3(c)(5)(C), as real estate-related assets or miscellaneous assets, as appropriate.
Historically, we have held "whole pool certificates" in mortgage loans, although, at December 31, 2018 and 2017, we
had no whole pool certificates in our portfolios. Pursuant to existing SEC staff guidance, we consider whole pool
certificates to be Qualifying Interests. A whole pool certificate is a certificate that represents the entire beneficial
interest in an underlying pool of mortgage loans. By contrast, a certificate that represents less than the entire beneficial
interest in the underlying mortgage loans is not considered to be a Qualifying Interest for purposes of the 55% test, but
constitutes a real estate-related asset for purposes of the 80% test. We do not expect that investments in CDOs,
asset-backed securities, or ABS, syndicated corporate loans, lease receivables, trust preferred securities or private
equity will constitute Qualifying Interests. Moreover, to the extent that these investments are not backed by mortgage
loans or other interests in real estate, they will not constitute real estate-related assets. Instead, they will constitute
miscellaneous assets, which can constitute no more than 20% of RCC Real Estate's assets.

To the extent RCC Real Estate holds its CRE loan assets through wholly or majority-owned CDO subsidiaries, RCC
Real Estate also intends to conduct its operations so that it will not come within the definition of an investment
company set forth in Section 3(a)(1)(C) of the Investment Company Act because less than 40% of the value of its total
assets (exclusive of government securities and cash items) on an unconsolidated basis will consist of "investment
securities," which we refer to as the 40% test. "Investment securities" exclude U.S. government securities and
securities of majority-owned subsidiaries that are not themselves investment companies and are not relying on the
exception from the definition of investment company under Section 3(c)(1) or Section 3(c)(7) of the Investment
Company Act. Certain of the wholly-owned CDO subsidiaries of RCC Real Estate rely on Section 3(c)(5)(C) for their
Investment Company Act exemption, with the result that RCC Real Estate's interests in the CDO subsidiaries do not
constitute "investment securities" for the purpose of the 40% test.

Our other subsidiaries, RCC Commercial, Inc., or RCC Commercial, RCC Commercial II, Inc., or Commercial II,
RCC Commercial III, Inc., or Commercial III, RCC TRS, LLC, or RCC TRS, Resource TRS, LLC, or Resource TRS,
RSO EquityCo, LLC, or RSO Equity, RCC Residential Portfolio, Inc., or RCC Resi Portfolio and RCC Residential
Portfolio TRS, Inc., or RCC Resi TRS, do not qualify for the Section 3(c)(5)(C) exclusion. However, we believe they
qualify for exclusion under either Section 3(c)(1) or 3(c)(7). As required by these exclusions, we will not allow any of

Edgar Filing: Exantas Capital Corp. - Form 10-K

21



these entities to make, or propose to make, a public offering of its securities. In addition, with respect to those
subsidiaries for which we rely upon the Section 3(c)(1) exclusion, and as required thereby, we limit the number of
holders of their securities to not more than 100 persons calculated in accordance with the attribution rules of Section
3(c)(1), and with respect to those subsidiaries for which we rely on the Section 3(c)(7) exclusion, and as required
thereby, we limit ownership of their securities to "qualified purchasers." If we form other subsidiaries, we must ensure
that they qualify for an exemption or exclusion from regulation under the Investment Company Act.

Moreover, we must ensure that Exantas Capital Corp. itself qualifies for an exclusion from regulation under the
Investment Company Act. We do so by monitoring the value of our interests in our subsidiaries so that we can ensure
that Exantas Capital Corp. satisfies the 40% test. Our interest in RCC Real Estate does not constitute an "investment
security" for purposes of the 40% test, but our interests in RCC Commercial, Commercial II, Commercial III, RCC
TRS, Resource TRS, RSO Equity, RCC Resi Portfolio and RCC Resi TRS do. Accordingly, we must monitor the
value of our interests in those subsidiaries to ensure that the value of our interests in them does not exceed 40% of the
value of our total assets.

We have not received, nor have we sought, a no-action letter from the SEC regarding how our investment strategy fits
within the exclusions from regulation under the Investment Company Act. To the extent that the SEC provides more
specific or different guidance regarding the treatment of assets as Qualifying Interests or real estate-related assets, we
may have to adjust our investment strategy. Any additional or different guidance from the SEC could inhibit our
ability to pursue our investment strategy.

(Back to Index)
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Employees

We have no direct employees. Under our Management Agreement, our Manager provides us with all management and
support personnel and services necessary for our day-to-day operations. To provide its services, our Manager draws
upon the expertise and experience of C-III and Resource America, Inc, or Resource America. Under our Management
Agreement, our Manager and its affiliates also must provide us with our Chief Financial Officer, and a sufficient
number of additional accounting, finance, tax and investor relations professionals. We bear the expense of the wages,
salaries and benefits of our Chief Financial Officer, and the accounting, finance, tax and investor relations
professionals to the extent dedicated to us.

Corporate Governance and Internet Address

We emphasize the importance of professional business conduct and ethics through our corporate governance
initiatives. Our Board consists of a majority of independent directors, as defined in the Securities Exchange Act of
1934, as amended, and relevant New York Stock Exchange, or NYSE, rules. The audit, compensation and nominating
and governance committees of our Board are composed exclusively of independent directors. We have adopted
corporate governance guidelines and a code of business conduct and ethics, which delineate our standards for our
officers and directors and the employees of our Manager or its affiliates who provide us services.

Our internet address is www.exantas.com. We make available, free of charge through a link on our site, all reports
filed with or furnished to the SEC as soon as reasonably practicable after such filing or furnishing. Our site also
contains our code of business conduct and ethics, corporate governance guidelines and the charters of the audit
committee, nominating and governance committee and compensation committee of our Board. A complete list of our
filings is available on the SEC's website at http://www.sec.gov.

ITEM 1A. RISK FACTORS
This section describes material risks affecting our business. In connection with the forward-looking statements that
appear in this annual report, you should carefully review the factors discussed below and the cautionary statements
referred to in "Forward-Looking Statements."

Impact of Current Economic Conditions

If current economic and market conditions were to deteriorate, our ability to obtain the capital and financing necessary
for growth may be limited, which could limit our profitability, ability to make distributions and the market price of our
common stock.

We depend upon the availability of adequate debt and equity capital for growth in our operations. Although
historically we have been able to raise both debt and equity capital, recent market and economic conditions have made
obtaining additional equity capital highly dilutive to existing shareholders and may possibly affect our ability to raise
debt capital. If current economic conditions were to deteriorate, our ability to access debt or equity capital on
acceptable terms, could be further limited, which could limit our ability to generate growth, our profitability, our
ability to make distributions and the market price of our common stock. In addition, as a REIT, we must distribute
annually at least 90% of our REIT taxable income, determined without regard to the deduction for dividends paid and
excluding net capital gain, to our stockholders and are therefore not able to retain significant amounts of our earnings
for new investments. While we may, through our TRSs retain earnings as new capital, we are subject to REIT
qualification requirements that limit the value of TRS stock and securities relative to the other assets owned by a
REIT.
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We cannot predict the effects on us of actions taken by the U.S. government and governmental agencies in response to
economic conditions in the United States.

In response to economic and market conditions, U.S. and foreign governments and governmental agencies have
established or proposed a number of programs designed to improve the financial system and credit markets, and to
stimulate economic growth. Many governments, including federal, state and local governments in the U.S., are
incurring substantial budget deficits and seeking financing in international and national credit markets as well as
proposing or enacting austerity programs that seek to reduce government spending, raise taxes, or both. Many credit
providers, including banks, may need to obtain additional capital before they will be able to expand their lending
activities. We are unable to evaluate the effects these programs and conditions will have upon our financial condition,
income, or ability to make distributions to our stockholders.

Economic conditions may impede our ability to complete the disposition of our remaining Plan assets, which include
several legacy CRE assets and other miscellaneous non-CRE investments.

Our Board approved the Plan to dispose of non-core businesses in November 2016. Economic conditions may hinder
our ability to complete the disposition of these assets and businesses. We have adjusted the amount of these assets to
fair market value less costs to sell at December 31, 2018. However, we may not be able to dispose of the assets that
remain at December 31, 2018 at prices that would allow us to recover the book value of our investments and we may
incur further losses as a result of difficult economic conditions and/or lack of buying interest.

(Back to Index)
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Risks Related to Our Financing

Our portfolio has been financed in material part through the use of leverage that may reduce the return on our
investments and cash available for distribution.

Our portfolio has been financed in material part through the use of leverage and, as credit market conditions permit,
we will seek such financing in the future. Using leverage subjects us to risks associated with debt financing, including
the risks that:

•the cash provided by our operating activities will not be sufficient to meet required payments of principal and
interest,
•the cost of financing may increase relative to the income from the assets financed, reducing the income we have
available to pay distributions, and
•our investments may have maturities that differ from the maturities of the related financing and, consequently, the
risk that the terms of any refinancing we obtain will not be as favorable as the terms of existing financing.

If we are unable to secure refinancing of our currently outstanding financing, when due, on acceptable terms, we may
be forced to dispose of some of our assets at disadvantageous terms or to obtain financing at unfavorable terms, either
of which may result in losses to us or reduce the cash flow available to meet our debt service obligations or to pay
distributions.

Financing that we may obtain and financing we have obtained through CDOs and CLOs typically require, or will
require, us to maintain a specified ratio of the amount of the financing to the value of the assets financed. A decrease
in the value of these assets may lead to margin calls or calls for the pledge of additional assets, which we will have to
satisfy. We may not have sufficient funds or unpledged assets to satisfy any such calls, which could result in our loss
of distributions from and interests in affected CDOs and CLOs, which would reduce our assets, income and ability to
make distributions.

Our repurchase agreements, warehouse facilities and other short-term financings have credit risks that could result in
losses.

If we accumulate assets for a CDO or CLO on a short-term credit facility and do not complete the CDO financing, or
if a default occurs under the facility, the short-term lender will sell the assets and we would be responsible for the
amount by which the original purchase price of the assets exceeds their sale price, up to the amount of our investment
or guaranty.

We may lose money on our repurchase transactions if the counterparty to the transaction defaults on its obligation to
resell the underlying security back to us at the end of the transaction term, or if the value of the underlying security
has declined as of the end of the term or if we default on our obligations under the repurchase agreements.

We are exposed to loss if lenders under our repurchase agreements, warehouse facilities, or other short-term loans
liquidate the assets securing those facilities. Moreover, assets acquired by us pursuant to our repurchase agreements,
warehouse facilities or other short-term debt may not be suitable for refinancing through long-term arrangements that
may require us to liquidate some or all of the related assets.

We have entered into repurchase agreements and warehouse facilities and expect in the future to seek additional debt
to finance our growth. Lenders typically have the right to liquidate assets securing or acquired under these facilities
upon the occurrence of specified events, such as an event of default. We are exposed to loss if the proceeds received
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by the lender upon liquidation are insufficient to satisfy our obligation to the lender. We are also subject to the risk
that the assets subject to such repurchase agreements, warehouse facilities or other debt might not be suitable for
long-term refinancing or securitization transactions. If we are unable to refinance these assets on a long-term basis, or
if long-term financing is more expensive than we anticipated at the time of our acquisition of the assets to be financed,
we might be required to liquidate assets.

We will incur losses on our repurchase transactions if the counterparty to the transactions defaults on its obligation to
resell the underlying assets back to us at the end of the transaction term, or if the value of the underlying assets has
declined as of the end of the term or if we default in our obligations to purchase the assets.

When engaged in repurchase transactions, we generally sell assets to the transaction counterparty and receive cash
from the counterparty. The counterparty must resell the assets back to us at the end of the term of the transaction.
Because the cash we receive from the counterparty when we initially sell the assets is less than the market value of
those assets, if the counterparty defaults on its obligation to resell the assets back to us we will incur a loss on the
transaction. We will also incur a loss if the value of the underlying assets has declined as of the end of the transaction
term, as we will have to repurchase the assets for their initial value but would receive assets worth less than that
amount. If we default upon our obligation to repurchase the assets, the counterparty may liquidate them at a loss,
which we are obligated to repay. Any losses we incur on our repurchase transactions would reduce our equity and our
earnings, and thus our cash available for distribution to our stockholders.

(Back to Index)

14

Edgar Filing: Exantas Capital Corp. - Form 10-K

26



(Back to Index)

Financing our REIT qualifying assets with repurchase agreements and warehouse facilities could adversely affect our
ability to qualify as a REIT.

We have entered into and intend to enter into, sale and repurchase agreements under which we nominally sell certain
REIT qualifying assets to a counterparty and simultaneously enter into an agreement to repurchase the sold assets. We
believe that we will be treated for U.S. federal income tax purposes as the owner of the assets that are the subject of
any such agreement, notwithstanding that we may transfer record ownership of the assets to the counterparty during
the term of the agreement. It is possible, however, that the Internal Revenue Service, or IRS, could assert that we did
not own the assets during the term of the sale and repurchase agreement, in which case our ability to qualify as a REIT
would be adversely affected. If any of our REIT qualifying assets are subject to a repurchase agreement and are sold
by the counterparty in connection with a margin call, the loss of those assets could impair our ability to qualify as a
REIT. Accordingly, unlike other REITs, we may be subject to additional risk regarding our ability to qualify and
maintain our qualification as a REIT.

Historically, we have financed most of our investments through CDOs and have retained the equity. CDO equity
receives distributions from the CDO only if the CDO generates enough income to first pay the holders of its debt
securities and its expenses.

Historically, we have financed most of our investments through CDOs (including CLOs) in which we retained the
equity interest. Depending on market conditions and credit availability, we intend to use CDOs to finance our
investments in the future. The equity interests of a CDO are subordinate in right of payment to all other securities
issued by the CDO. The equity is usually entitled to all of the income generated by the CDO after the CDO pays all of
the interest due on the debt securities and its other expenses. However, there will be little or no income available to the
CDO equity if there are excessive defaults by the issuers of the underlying collateral, which would significantly
reduce the value of that interest. Reductions in the value of the equity interests we have in a CDO, if we determine
that they are other-than-temporary, will reduce our earnings. In addition, the liquidity of the equity securities of CDOs
is constrained and, because they represent a leveraged investment in the CDO's assets, the value of the equity
securities will generally have greater fluctuations than the value of the underlying collateral.

If our CDO financings fail to meet their performance tests, including over-collateralization requirements, our net
income and cash flow from these CDOs will be eliminated.

Our CDOs generally provide that the principal amount of their assets must exceed the principal balance of the related
securities issued by them by a certain amount, commonly referred to as "over-collateralization." If delinquencies
and/or losses exceed specified levels, based on the analysis by the rating agencies (or any financial guaranty insurer)
of the characteristics of the assets collateralizing the securities issued by the CDO issuer, the required level of
over-collateralization may be increased or may be prevented from decreasing as would otherwise be permitted if
losses or delinquencies did not exceed those levels. A failure by a CDO to satisfy an over-collateralization test
typically results in accelerated distributions to the holders of the senior debt securities issued by the CDO entity,
resulting in a reduction or elimination of distributions to more junior securities until the over-collateralization
requirements have been met or the senior debt securities have been paid in full.

Our equity holdings and, when we acquire debt interests in CDOs, our debt interests, if any, generally are subordinate
in right of payment to the other classes of debt securities issued by the CDO entity. Accordingly, if
over-collateralization tests are not met, distributions on the subordinated debt and equity we hold in these CDOs will
cease, resulting in a substantial reduction in our cash flow. Other tests (based on delinquency levels, interest coverage
or other criteria) may restrict our ability to receive cash distributions from assets collateralizing the securities issued
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by the CDO entity. Although at December 31, 2018, all of our CDOs met their performance tests, we cannot assure
you that our CDOs will satisfy the performance tests in the future. For information concerning compliance by our
CDOs with their over-collateralization tests, see Item 7, "Management's Discussion and Analysis of Financial
Condition and Results of Operation - Liquidity and Capital Resources."

If any of our CDOs fail to meet collateralization or other tests relevant to the most senior debt issued and outstanding
by the CDO issuer, an event of default may occur under that CDO. If that occurs, our Manager's ability to manage the
CDO likely would be terminated and our ability to attempt to cure any defaults in the CDO would be limited, which
would increase the likelihood of a reduction or elimination of cash flow and returns to us in those CDOs for an
indefinite time.

If we issue debt securities, the terms may restrict our ability to make cash distributions, require us to obtain approval
to sell our assets or otherwise restrict our operations in ways that could make it difficult to execute our investment
strategy and achieve our investment objectives.

Any debt securities we may issue in the future will likely be governed by an indenture or other instrument containing
covenants restricting our operating flexibility. Holders of senior securities may be granted the right to hold a perfected
security interest in certain of our assets, to accelerate payments due under the indenture if we breach financial or other
covenants, to restrict distributions, and to require us to obtain their approval to sell assets. These covenants could limit
our ability to operate our business or manage our assets effectively. Additionally, any convertible or exchangeable
securities that we issue may have rights, preferences and privileges more favorable than those of our common stock.
We, and indirectly our stockholders, will bear the cost of issuing and servicing such securities.

(Back to Index)

15

Edgar Filing: Exantas Capital Corp. - Form 10-K

28



(Back to Index)

Depending upon market conditions, we intend to seek financing through CDOs, which would expose us to risks
relating to the accumulation of assets for use in the CDOs.

Historically, we have financed a significant portion of our assets through the use of CDOs and CLOs, and have
accumulated assets for these financings through short-term credit facilities, typically repurchase agreements or
warehouse facilities. Depending upon market condition, and, consequently, the extent to which such financing is
available to us, we expect to seek similar financing arrangements in the future. In addition to risks discussed above,
these arrangements could expose us to other credit risks, including the following:

•An event of default under one short-term facility may constitute a default under other credit facilities we may have,
potentially resulting in asset sales and losses to us, as well as increasing our financing costs or reducing the amount
of investable funds available to us.
•We may be unable to acquire a sufficient amount of eligible assets to maximize the efficiency of a CDO or CLO
issuance, which would require us to seek other forms of term financing or liquidate the assets. We may not be able to
obtain term financing on acceptable terms, or at all, and liquidation of the assets may be at prices less than those we
paid, resulting in losses to us.
•Using short-term financing to accumulate assets for a CDO or CLO issuance may require us to obtain new financing
as the short-term financing matures. Residual financing may not be available on acceptable terms, or at all.
Moreover, an increase in short-term interest rates at the time that we seek to enter into new borrowings may reduce
the spread between the income on our assets and the cost of our borrowings. This would reduce returns on our assets,
which would reduce earnings and, in turn, cash available for distribution to our stockholders.

Our hedging transactions may not completely insulate us from interest rate risk and may result in poorer overall
investment performance than if we had not engaged in any hedging transactions.

Subject to maintaining our qualification as a REIT, we pursue various hedging strategies to seek to reduce our
exposure to losses from adverse changes in interest rates. Our interest rate hedging activity varies in scope depending
upon market conditions relating to, among other factors, the level and volatility of interest rates and the type of assets
we hold. There are practical limitations on our ability to insulate our portfolio from all of the negative consequences
associated with changes in short-term interest rates, including:

•Available interest rate hedges may not correspond directly with the interest rate risk against which we seek
protection.
•The duration of the hedge may not match the duration of the related liability.
•Interest rate hedging can be expensive, particularly during periods of rising and volatile interest rates. Hedging costs
may include structuring and legal fees and fees payable to hedge counterparties to execute the hedge transaction.
•Losses on a hedge position may reduce the cash available to make distributions to stockholders, and may exceed the
amounts invested in the hedge position.
•The amount of income that a REIT may earn from hedging transactions, other than through a TRS, is limited by
federal tax provisions governing REITs.
•The credit quality of the party owing money on the hedge may be downgraded to such an extent that it impairs our
ability to sell or assign our side of the hedging transaction.
•The party owing money in the hedging transaction may default on its obligation to pay.

We have adopted written policies and procedures governing our hedging activities. Under these policies and
procedures, our Board is responsible for approving the types of hedging instruments we may use, absolute limits on
the notional amount and term of a hedging instrument and parameters for the credit-worthiness of hedge
counterparties. The senior managers responsible for each of our targeted asset classes are responsible for executing
transactions using the services of independent interest rate risk management consultants, documenting the

Edgar Filing: Exantas Capital Corp. - Form 10-K

29



transactions, monitoring the valuation and effectiveness of the hedges, and providing reports concerning our hedging
activities and the valuation and effectiveness of our hedges to the audit committee of our Board no less often than
quarterly. Our guidelines also require us to engage one or more experienced third-party advisors to provide us with
assistance in the identification of interest rate risks, the analysis, selection and timing of risk protection strategies, the
administration and negotiation of hedge documentation, settlement or disposition of hedges, compliance with hedge
accounting requirements and measurement of hedge effectiveness and valuation.

Hedging against a decline in the values of our portfolio positions does not eliminate the possibility of fluctuations in
the values of the positions or prevent losses if the values of the positions decline. Hedging transactions may also limit
the opportunity for gain if the values of the portfolio positions should increase. Moreover, we may not be able to
hedge against an interest rate fluctuation that is generally anticipated by the market.

(Back to Index)

16

Edgar Filing: Exantas Capital Corp. - Form 10-K

30



(Back to Index)

The success of our hedging transactions will depend on our Manager's ability to correctly predict movements of
interest rates. Therefore, unanticipated changes in interest rates may result in poorer overall investment performance
than if we had not engaged in any such hedging transactions. In addition, the degree of correlation between price
movements of the instruments used in a hedging strategy and price movements in the portfolio positions being hedged
may vary. Moreover, for a variety of reasons, we may not seek to establish a perfect correlation between such hedging
instruments and the portfolio holdings being hedged. Any such imperfect correlation may prevent us from achieving
the intended hedge and expose us to risk of loss.

Hedging instruments often are not traded on regulated exchanges, guaranteed by an exchange or its clearing house, or
regulated by any U.S. or foreign governmental authorities and involve risks of default by the hedging counterparty and
illiquidity.

Subject to maintaining our qualification as a REIT, part of our investment strategy involves entering into puts and
calls on securities or indices of securities, interest rate swaps, caps and collars, including options and forward
contracts and interest rate lock agreements, principally Treasury lock agreements, to seek to hedge against mismatches
between the cash flows from our assets and the interest payments on our liabilities. Currently, many hedging
instruments are not traded on regulated exchanges, guaranteed by an exchange or its clearing house, or regulated by
any U.S. or foreign governmental authorities. Consequently, there may be no applicable requirements with respect to
record keeping, financial responsibility or segregation of customer funds and positions. Furthermore, the
enforceability of agreements underlying derivative transactions may depend on compliance with applicable statutory
and commodity and other regulatory requirements and, depending on the identity of the counterparty, applicable
international requirements. The business failure of a counterparty with whom we enter into a hedging transaction will
most likely result in a default. Default by a party with whom we entered into a hedging transaction may result in the
loss of unrealized profits and force us to cover our resale commitments, if any, at the then current market price.
Although generally we seek to reserve the right to terminate our hedging positions, we may not always be able to
dispose of or close out a hedging position without the consent of the hedging counterparty, and we may not be able to
enter into an offsetting contract in order to cover our risk. A liquid secondary market may not exist for hedging
instruments purchased or sold, and we may have to maintain a position until exercise or expiration, which could result
in losses.

Hedging instruments that we enter into could expose us to unexpected losses in the future.

We have entered into and may in the future enter into hedging instruments that require us to fund cash payments under
certain circumstances, for example, upon the early termination of the instrument caused by an event of default or other
early termination event, or the decision by a counterparty to request additional collateral for margin it is contractually
owed under the terms of the instrument. The amount due would be equal to the unrealized loss of the open positions
with the counterparty and could also include other fees and charges. These transactions will be reflected on our
consolidated balance sheets, and our ability to fund these obligations will depend on the liquidity of our assets and
access to capital at the time, and the need to fund these obligations could adversely impact our financial condition.

Our interest rate hedging arrangements are cleared through a central counterparty and, as a consequence, our hedging
strategy may fail if the utilized Derivatives Clearing Organization or Futures Commission Merchant defaults in its
obligations.

The Commodity Futures Trading Commission has issued and continues to issue new rules regarding swaps, under the
authority granted to it pursuant to the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, or
Dodd-Frank Act. Most interest rate hedging arrangements that we enter into must be cleared by a Derivatives Clearing
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Organization, or DCO. We access the DCO through Futures Commission Merchants, or FCMs. For any centrally
cleared interest rate swap, were the DCO or FCM to default in its obligations under these hedging arrangements, we
would lose the hedge protection for which we had contracted and, depending upon market conditions, could result in
significant losses to us. We cannot assure you that we could replace the defaulted hedges or that the terms of any
replacement hedges we could obtain would be on similar terms, or as to the cost to us of obtaining replacement
hedges.

Risks Related to Our Operations

We may change our investment strategy without stockholder consent, which may result in riskier investments than
those currently targeted.

Subject to maintaining our qualification as a REIT and our exclusion from regulation under the Investment Company
Act, we may change our investment strategy, including the percentage of assets that may be invested in each asset
class, or in the case of securities, in a single issuer, at any time without the consent of our stockholders, which could
result in our making investments that are different from, and possibly riskier than, the investments described in this
report. A change in our investment strategy may increase our exposure to interest rate, credit market and real estate
market fluctuations, all of which may reduce the market price of our common stock and reduce our ability to make
distributions to stockholders. Furthermore, a change in our asset allocation could result in our making investments in
asset categories different from those described in this report.

(Back to Index)
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We believe core earnings is an appropriate measure of our operating performance; however, in certain instances core
earnings may not be reflective of actual economic results.

We utilize core earnings as a measure of our operating performance and believe that it is useful to analysts, investors
and other parties in the evaluations of REITs. We believe core earnings is a useful measure of our operating
performance because it excludes the effects of certain transactions and GAAP adjustments that we believe are not
necessarily indicative of our current CRE loan origination portfolio and other CRE-related investments and
operations. Core Earnings exclude (i) non-cash equity compensation expense, (ii) unrealized gains or losses, (iii)
non-cash provision for loan losses, (iv) non-cash impairments on securities, (v) non-cash amortization of discounts or
premiums associated with borrowings, (vi) net income or loss from limited partnership interests owned at the initial
measurement date, (vii) net income or loss from non-core assets, (viii) real estate depreciation and amortization, (ix)
foreign currency gains or losses and (x) income or losses from discontinued operations. Core Earnings may also be
adjusted periodically to exclude certain one-time events pursuant to changes in GAAP and certain non-cash items.
Although pursuant to the Management Agreement we calculate incentive compensation using Core Earnings
excluding incentive fees payable to our Manager, beginning with the three months and year ended December 31,
2017, we include incentive fees payable to our Manager in Core Earnings for reporting purposes. Core Earnings does
not represent net income or cash generated from operating activities and should not be considered as an alternative to
GAAP net income or as a measure of liquidity under GAAP. Our methodology for calculating Core Earnings may
differ from methodologies used by other companies to calculate similar supplemental performance measures, and
accordingly, our reported Core Earnings may not be comparable to similar performance measures used by other
companies.

We believe economic book value is an appropriate measure of our economic position; however, it should not be
considered a replacement to stockholders' equity or common stock book value.

We utilize economic book value as a measure of our economic position and believe that it is useful to analysts,
investors and other parties in the evaluations of REITs. We believe economic book value is a useful and appropriate
supplement to GAAP stockholders' equity and common stock book value because it adjusts common stock book value
for the face redemption amounts of the outstanding preferred stock and convertible senior notes. Economic book value
does not represent GAAP stockholders' equity or common stock book value and should not be considered as an
alternative to those measures.

If we fail to maintain an effective system of internal controls, we may not be able to accurately report our financial
results or prevent fraud.

If we fail to maintain an effective system of internal control, fail to correct any flaws in the design or operating
effectiveness of internal controls over financial reporting and disclosure, or fail to prevent fraud, our stockholders
could lose confidence in our financial and other reporting, which could harm our business and the trading price of our
common stock.

Many of our investments may be illiquid, which may result in our realizing less than their recorded value should we
need to sell such investments quickly.

If we determine to sell one or more of our investments, we may encounter difficulties in finding buyers in a timely
manner as real estate debt and other of our investments generally cannot be disposed of quickly, especially when
market conditions are poor. Moreover, some of these assets may be subject to legal and other restrictions on resale. If
we are required to liquidate all or a portion of our portfolio quickly, we may realize significantly less than the value at
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which we have previously recorded our investments. In addition, we may face other restrictions on our ability to
liquidate an investment in a business entity to the extent that we, our Manager or C-III has or could be attributed with
material non-public information regarding such business entity. These factors may limit our ability to vary our
portfolio promptly in response to changes in economic or other conditions and may also limit our ability to use
portfolio sales as a source of liquidity, which could limit our ability to make distributions to our stockholders or repay
debt.

We may have to repurchase assets that we have sold in connection with CDOs and other securitizations.

If any of the assets that we originate or acquire and sell or securitize do not comply with representations and
warranties that we make about them, we may have to repurchase these assets from the CDO or securitization vehicle,
or replace them. In addition, we may have to indemnify purchasers for losses or expenses incurred as a result of a
breach of a representation or warranty. Any significant repurchases or indemnification payments could materially
reduce our liquidity, earnings and ability to make distributions.

(Back to Index)
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If our allowance for loan losses is not adequate to cover actual future loan and lease losses, our earnings may decline.

We maintain an allowance for loan losses to provide for loan defaults and non-performance by borrowers of their
obligations. Our allowance for loan losses may not be adequate to cover actual future loan losses and future provisions
for loan losses could materially reduce our income. We base our allowance for loan losses on prior experience, as well
as an evaluation of risks in the current portfolio. However, losses have in the past, and may in the future, exceed our
current estimates, and the difference could be substantial. The amount of future losses is susceptible to changes in
economic, operating and other conditions that may be beyond our control, including changes in interest rates, changes
in borrowers' creditworthiness and the value of collateral securing loans. Additionally, if we seek to expand our loan
portfolios, we may need to make additional provisions for loan losses to ensure that the allowance remains at levels
deemed appropriate by our management for the size and quality of our portfolios. While we believe that our allowance
for loan and lease losses at December 31, 2018 is adequate to cover our anticipated losses, we cannot assure you that it
will not increase in the future. Any increase in our allowance for loan losses will reduce our income and, if
sufficiently large, could cause us to incur loss.

Our due diligence may not reveal all of an investment's weaknesses.

Before investing in any asset, we will assess the strength and skills of the asset's management and operations, the
value of the asset and, for debt investments, the value of any collateral securing the debt, the ability of the asset or
underlying collateral to service the debt and other factors that we believe are material to the performance of the
investment. In making the assessment and otherwise conducting customary due diligence, we will rely on the
resources available to us and, in some cases, an investigation by third parties. This process is particularly important
and subjective with respect to investments in newly-organized entities because there may be little or no information
publicly available about the entities or, with respect to debt securities, any underlying collateral. Our due diligence
processes, however, may not uncover all facts that may be relevant to an investment decision.

Risks Related to Our Investments

Declines in the market values of our investments may reduce periodic reported results, credit availability and our
ability to make distributions.

We classify a substantial portion of our assets for accounting purposes as "available-for-sale." As a result, reductions
in the market values of those assets are directly charged to accumulated other comprehensive income and reduce our
stockholders' equity. A decline in these values will reduce the book value of our assets. Moreover, if the decline in
value of an available-for-sale asset is other-than-temporary, we are required by GAAP to record the decline as an asset
impairment, which will reduce our earnings.

A decline in the market value of our assets may also adversely affect us in instances where we have borrowed money
based on the market value of those assets. If the market value of those assets declines, the lender may require us to
post additional collateral to support the loan. If we are unable to post the additional collateral, we would have to repay
some portion or all of the loan, which may require us to sell assets, which could potentially be under adverse market
conditions. As a result, our earnings would be reduced or we could sustain losses, and cash available to make
distributions could be reduced or eliminated.

Increases in interest rates and other factors could reduce the value of our investments, result in reduced earnings or
losses and reduce our ability to pay distributions.
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A significant risk associated with our investment in CRE-related loans, CMBS and other debt investments is the risk
that either or both of long-term and short-term interest rates increase significantly. If long-term rates increase, the
market value of our assets would decline. Even if assets underlying investments we may own in the future are
guaranteed by one or more persons, including government or government-sponsored agencies, those guarantees do not
protect against declines in market value of the related assets caused by interest rate changes. At the same time, with
respect to assets that are not match-funded or that have been acquired with variable rate or short-term financing, an
increase in short-term interest rates would increase our interest expense, reducing our net interest spread or possibly
result in negative cash flow from those assets. This could result in reduced profitability and distributions or losses.

Changes in the method for determining the London Interbank Offerred Rate, or LIBOR, or a replacement of LIBOR
may adversely affect the value of our loans, investments and borrowings and could affect our results of operations.

We utilize LIBOR as a benchmark interest rate for the pricing of our CRE loans and are exposed to LIBOR through
our issuance of notes on our securitizations and the use of term facilities and repurchase agreements, certain of which
are hedged with interest rate swap contracts. In July 2017, the U.K. Financial Conduct Authority announced that it
would phase out LIBOR as a benchmark by the end of 2021. It is unclear whether new methods of calculating LIBOR
will be established such that it continues to exist after 2021. When LIBOR ceases to exist, we may need to amend our
loan and borrowing agreements and our derivative contracts that utilize LIBOR as a factor in determining the interest
rate or hedge against fluctuations in LIBOR based on a new standard that is established, if any. Any resulting
differences in interest rate standards among our assets and our borrowings may result in interest rate mismatches
between our assets and the borrowings used to fund such assets. There is no guarantee that a transition from LIBOR to
an alternative will not result in financial market disruptions and significant increases in benchmark rates, resulting in
increased financing costs to us, any of which could have an adverse effect on our business, results of operations,
financial condition, and the market price of our common stock.

(Back to Index)
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Investing in mezzanine debt, preferred equity, mezzanine or other subordinated tranches of CMBS, syndicated
corporate loans and other ABS involves greater risks of loss than senior secured debt investments.

Subject to maintaining our qualification as a REIT and exclusion from regulation under the Investment Company Act,
we may invest in mezzanine debt, preferred equity, mezzanine or other subordinated tranches of CMBS, syndicated
corporate loans and other ABS. We currently have investments in mezzanine debt and preferred equity. These types of
investments carry a higher degree of risk of loss than senior secured debt investments such as our whole loan
investments because, in the event of default and foreclosure, holders of senior liens will be paid in full before
mezzanine investors. Depending on the value of the underlying collateral at the time of foreclosure, there may not be
sufficient assets to pay all or any part of amounts owed to mezzanine investors. Moreover, mezzanine and other
subordinate debt investments may have higher LTV than conventional senior lien financing, resulting in less equity in
the collateral and increasing the risk of loss of principal. If a borrower defaults or declares bankruptcy, we may be
subject to agreements restricting or eliminating our rights as a creditor, including rights to call a default, cure a
default, foreclose on collateral, and accelerate maturity or control decisions made in bankruptcy proceedings. In
addition, the prices of lower credit quality securities are generally less sensitive to interest rate changes than more
highly rated investments, but more sensitive to economic downturns or individual issuer developments because the
ability of obligors of investments underlying the securities to make principal and interest payments may be impaired.
In such event, existing credit support relating to the securities' structure may not be sufficient to protect us against loss
of our principal. For additional risks regarding real estate-related loans, see "Risks Related to Real Estate
Investments."

We record some of our portfolio investments, including those classified as assets held for sale, at fair value as
estimated by our management and, as a result, there will be uncertainty as to the value of these investments.

We currently hold, and expect that we will hold in the future, portfolio investments that are not publicly traded. The
fair value of securities and other investments that are not publicly traded may not be readily determinable. We value
these investments quarterly at fair value as determined under policies approved by our Board. Because such valuations
are inherently uncertain, may fluctuate over short periods of time and may be based on estimates, our determinations
of fair value may differ materially from the values that we would have obtained if a ready market for them existed.
The value of our common stock will likely decrease if our determinations regarding the fair value of these investments
are materially higher than the values that we ultimately realize upon their disposal.

Our assets have historically included syndicated corporate loans, ABS and corporate bonds that carry higher risks of
loss than our real estate-related portfolio.

Historically we have invested in syndicated corporate loans, ABS and corporate bonds, subject to maintaining our
qualification as a REIT and exclusion from regulation under the Investment Company Act. Syndicated corporate loan
investments, ABS investments or corporate bond investments, which are principally backed by small business and
syndicated corporate loans, may not be secured by mortgages or other liens on assets or may involve higher LTV than
our real estate-related investments. Historically, our syndicated corporate loan investments, ABS investments and our
corporate bond investments backed by loans have included loans that have an interest-only payment schedule or a
schedule that does not fully amortize principal over the term of the loan, which makes repayment of loans dependent
upon the borrowers' liquidity or ability to refinance the loans at maturity. Numerous factors affect a borrower's ability
to repay or refinance loans at maturity, including national and local economic conditions, a downturn in a borrower's
industry, loss of one or more principal customers and conditions in the credit markets. A deterioration in a company's
financial condition or prospects may be accompanied by a deterioration in the collateral for the syndicated corporate
loan or any ABS or corporate bond backed by such company's loans.
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We may face competition for suitable investments.

There are numerous REITs and other financial investors seeking to invest in the types of assets we target. This
competition may cause us to forgo particular investments or to accept economic terms or structural features that we
would not otherwise have accepted, and it may cause us to seek investments outside of our currently targeted areas.
Competition for investment assets may slow our growth or limit our profitability and ability to make distributions to
our stockholders.

We may not have control over certain of our loans and investments.

Our ability to manage our portfolio of loans and investments may be limited by the form in which they are made. In
certain situations, we may:

•acquire investments subject to rights of senior classes and servicers under inter-creditor or servicing agreements;
•acquire only a minority and/or non-controlling participation in an underlying investment;
•co-invest with third parties through partnerships, joint ventures or other entities, thereby acquiring non-controlling
interests; or
•rely on independent third-party management or strategic partners with respect to the management of an asset.

(Back to Index)
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Therefore, we may not be able to exercise control over the loan or investment. Such financial assets may involve risks
not present in investments where senior creditors, servicers or third-party controlling investors are not involved. Our
rights to control the process following a borrower default may be subject to the rights of senior creditors or servicers
whose interests may not be aligned with ours. A third party partner or co-venturer may have financial difficulties
resulting in a negative impact on such asset, may have economic or business interest or goals which are inconsistent
with ours, or may be in a position to take action contrary to our investment objectives. In addition, in certain
circumstances we may be liable for the actions of our third-party partners or co-venturers.

Risks Related to Real Estate Investments

Our investments in real estate and commercial mortgage loans, mezzanine loans and CRE equity investments are
subject to the risks inherent in owning the real estate securing or underlying those investments that could result in
losses to us.

Commercial mortgage loans are secured by, and mezzanine loans and CRE equity investments depend on, the
performance of the underlying property and are subject to risks of delinquency and foreclosure, and risks of loss, that
are greater than similar risks associated with loans made on the security of single-family residential properties. The
ability of a borrower to repay a loan or make distributions secured by or dependent upon an income-producing
property typically depends primarily upon the successful operation of the property rather than upon the existence of
independent income or assets of the borrower. If the net operating income of the property is reduced, the borrower's
ability to repay the loan or ability to make distributions may be impaired. Net operating income of an income
producing property can be affected by, among other things:

•tenant mix, success of tenant businesses, tenant bankruptcies and property management decisions;
•property location and condition;
•competition from comparable types of properties;
•changes in laws that increase operating expenses or limit rents that may be charged;
•any need to address environmental contamination at the property;
•the occurrence of any uninsured casualty at the property;
•changes in national, regional or local economic conditions and/or the conditions of specific industry segments in
which the lessees may operate;
•declines in regional or local real estate values;
•declines in regional or local rental or occupancy rates;
•increases in interest rates, real estate tax rates and other operating expenses;
•the availability of debt or equity financing;
•increases in costs of construction material;
•changes in governmental rules, regulations and fiscal policies, including environmental legislation and zoning laws;
and
•acts of God, terrorism, social unrest and civil disturbances.

We risk loss of principal on defaulted mortgage loans we hold to the extent of any deficiency between the value we
can realize from the sale of the collateral securing the loan upon foreclosure and the loan's principal and accrued
interest. Moreover, foreclosure of a mortgage loan can be an expensive and lengthy process that could reduce the net
amount we can realize on the foreclosed mortgage loan. In a bankruptcy of a mortgage loan borrower, the mortgage
loan will be deemed to be secured only to the extent of the value of the underlying collateral at the time of bankruptcy
as determined by the bankruptcy court, and the lien securing the mortgage loan will be subject to the avoidance
powers of the bankruptcy trustee or debtor-in-possession to the extent the lien is unenforceable under state law.
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For a discussion of additional risks associated with mezzanine loans, see - "Risks Related to Our Investments -
Investing in mezzanine debt, preferred equity, mezzanine or other subordinated tranches of CMBS, syndicated
corporate loans and other ABS involves greater risks of loss than senior secured debt investments."
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Our investment portfolio may have material geographic, sector, property-type and sponsor concentrations.

We may have material geographic concentrations related to our direct or indirect investments in real estate loans and
properties. We also may have material concentrations in the property types and industry sectors that are in our loan
portfolio. Where we have any kind of concentration risk in our investments, we may be affected by sector-specific
economic or other problems that are not reflected in the national economy generally or in more diverse portfolios. An
adverse development in that area of concentration could reduce the value of our investment and our return on that
investment and, if the concentration affects a material amount of our investments, impair our ability to execute our
investment strategies successfully, reduce our earnings and reduce our ability to make distributions.

The B-notes in which we may invest may be subject to additional risks relating to the privately negotiated structure
and terms of the transaction, which may result in losses to us.

We may invest in B-notes. A B-note is a loan typically secured by a first mortgage on a single large commercial
property or group of related properties and subordinated to a senior note secured by the same first mortgage on the
same collateral. As a result, if a borrower defaults, there may not be sufficient funds remaining for B-note owners after
payment to the senior note owners. Since each transaction is privately negotiated, B-notes can vary in their structural
characteristics and risks. For example, the rights of holders of B-notes to control the process following a borrower
default may be limited in certain investments. Depending upon market and economic conditions, we may make B-note
investments at any time. B-notes are less liquid than other forms of CRE debt investments, such as CMBS, and, as a
result, we may be able to dispose of underperforming or non-performing B-note investments only at a significant
discount to book value.

We may be exposed to environmental liabilities with respect to properties to which we take title.

In the course of our business, we have taken title to, and expect we will in the future take title to, real estate through
foreclosure on collateral underlying real estate debt investments. When we do take title to any property, we could be
subject to environmental liabilities with respect to it. In such a circumstance, we may be held liable to a governmental
entity or to third parties for property damage, personal injury, investigation and clean-up costs they incur as a result of
environmental contamination, or may have to investigate or clean up hazardous or toxic substances, or chemical
releases at a property. The costs associated with investigation or remediation activities could be substantial and could
reduce our income and ability to make distributions.

Our investments in preferred equity involve a greater risk of loss than traditional debt financing.

We may make preferred equity investments in entities that own or acquire CRE properties. Preferred equity
investments involve a higher degree of risk than first mortgage loans due to a variety of factors, including the risk that,
similar to mezzanine loans, such investments are subordinate to first mortgage loans and are not collateralized by
property underlying the investment. Unlike mezzanine loans, preferred equity investments generally do not have a
pledge of the ownership interests of the entity that owns the interest in the entity owning the property. Although as a
holder of preferred equity we may enhance our position with covenants that limit the activities of the entity in which
we hold an interest and protect our equity by obtaining an exclusive right to control the underlying property after an
event of default, should such a default occur on our investment, we would only be able to proceed against the entity in
which we hold an interest, and not the property owned by such entity and underlying our investment. As a result, we
may not recover some or all of our investment.

Risks Related to Our Manager

Edgar Filing: Exantas Capital Corp. - Form 10-K

41



We depend on our Manager, C-III and Resource America to develop and operate our business and may not find
suitable replacements if the Management Agreement terminates.

We have no direct employees. Our officers, portfolio managers, administrative personnel and support personnel are
employees of C-III or Resource America. We have no separate facilities and completely rely on our Manager; and
because our Manager has no direct employees, Resource America and C-III have significant discretion as to the
implementation of our operating policies and investment strategies. If our Management Agreement terminates, we
may be unable to find a suitable replacement for our Manager. Moreover, we believe that our success depends to a
significant extent upon the experience of the portfolio managers and officers of our Manager, C-III and Resource
America who provide services to us, whose continued service is not guaranteed. The departure of any such persons
could harm our investment performance.

Our Manager's fee structure may not create proper incentives, and the incentive fee we pay our Manager may increase
the investment risk of our portfolio.

Our Manager received a monthly base management fee of $937,500 per month through December 31, 2018, and
thereafter is entitled to receive a base management fee equal to 1/12th of our equity, as defined in the Management
Agreement, multiplied by 1.50%. Since the base management fee is based on our outstanding equity after December
31, 2018, our Manager could be incentivized to recommend strategies that increase our equity, and there may be
circumstances where increasing our equity will not optimize the returns for our stockholders.
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In addition to its base management fee, our Manager is entitled to receive incentive compensation, payable quarterly,
equal to 20% of the amount by which our Core Earnings, as defined in the Management Agreement, exceed the
weighted average of our book value per share at September 30, 2017 (subject to adjustments) and the prices for our
common stock in all of our offerings subsequent to September 30, 2017, multiplied by the greater of 1.75% or
0.4375% plus one-fourth of the average ten-year U.S. Treasury rate for such quarter, multiplied by the weighted
average number of common shares outstanding during the quarter. In evaluating investments and other management
strategies, the opportunity to earn incentive compensation based on Core Earnings may lead our Manager to place
undue emphasis on the maximization of Core Earnings at the expense of other criteria, such as preservation of capital,
in order to achieve higher incentive compensation. Investments with higher yields generally have higher risk of loss
than investments with lower yields. If our interests and those of our Manager are not aligned, the execution of our
business plan and our results of operations could be adversely affected, which could adversely affect our results of
operations and financial condition.

Our Manager manages our portfolio pursuant to very broad investment guidelines and our board does not approve
each investment decision, which may result in our making riskier investments.

Our Manager is authorized to follow very broad investment guidelines. While our directors periodically review our
investment guidelines and our investment portfolio, they do not review all of our proposed investments. In addition, in
conducting periodic reviews, the directors may rely primarily on information provided to them by our Manager.
Furthermore, our Manager may use complex strategies, and transactions entered into by our Manager, which may be
difficult or impossible to unwind by the time they are reviewed by the directors. Our Manager has great latitude within
the broad investment guidelines in determining the types of investments it makes for us. Poor investment decisions
could impair our ability to make distributions to our stockholders.

Termination of the Management Agreement by us without cause is difficult and could be costly.

Termination of our Management Agreement without cause is difficult and could be costly. We may terminate the
Management Agreement without cause only annually upon the affirmative vote of at least two-thirds of our
independent directors or by a vote of the holders of at least a majority of our outstanding common stock, based upon
unsatisfactory performance by our Manager that is materially detrimental to us or a determination that the
management fee payable to our Manager is not fair. Moreover, with respect to a determination that the management
fee is not fair, our Manager may prevent termination by accepting a mutually acceptable reduction of management
fees. We must give not less than 180 days' prior notice of any termination. Upon any termination without cause, our
Manager will be paid a termination fee equal to four times the sum of the average annual base management fee and
the average annual incentive compensation earned by it during the two 12-month periods immediately preceding the
date of termination, calculated as of the end of the most recently completed fiscal quarter before the date of
termination.

Our Manager and C-III will face conflicts of interest relating to the allocation of investment opportunities and such
conflicts may not be resolved in our favor, which could limit our ability to acquire assets and, in turn, limit our ability
to make distributions and reduce your overall investment return.

Our Management Agreement does not prohibit our Manager, or C-III or Resource America from investing in or
managing entities that invest in asset classes that are the same as, or similar to, our targeted asset classes, except that
they may not raise funds for, sponsor or advise any new publicly-traded REIT that invests primarily in
mortgage-backed securities, or MBS, in the United States. We rely on our Manager to identify suitable investment
opportunities for us. Our executive officers and several of the other key real estate professionals, acting on behalf of
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our Manager, are also the key real estate professionals acting on behalf of the advisors of other investment programs
sponsored by, and other clients managed by, Resource America or C-III. As such, these investment programs and
clients rely on many of the same real estate professionals as will future programs and vehicles sponsored by Resource
America and C-III. Many investment opportunities that are suitable for us may also be suitable for one or more of
these investment programs or clients. When an investment opportunity becomes available, the applicable allocation
committee established by C-III, in accordance with its investment allocation policies and procedures, will offer the
opportunity to the investment program or client for which the investment opportunity is most suitable based on the
investment objectives, portfolio and criteria of each. Thus, the allocation committees could direct attractive investment
opportunities to an investment program or client other than us, which could result in us not investing in investment
opportunities that could provide an attractive return or investing in investment opportunities that provide less
attractive returns. Any of the foregoing may reduce our ability to make distributions to you.

Our officers and many of the investment professionals that provide services to us through our Manager are also
officers or employees of Resource America or C-III and may face conflicts regarding the allocation of their time.

Our officers, other than our Chief Financial Officer, Chief Accounting Officer and several accounting and tax
professionals on their staff, as well as the officers, directors and employees of C-III and Resource America who
provide services to us, are not required to work full time on our affairs, and devote significant time to the affairs of
Resource America or C-III. As a result, there may be significant conflicts between us, on the one hand, and our
Manager, C-III and Resource America on the other, regarding allocation of our Manager's and Resource America's or
C-III's resources to the management of our investment portfolio.

(Back to Index)
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We may invest in B-Pieces issued by CMBS trusts to which C-III may contribute loans, and as a result our Manager
and C-III may have a conflict in determining whether any such loan should be excluded from the securitization.

We may seek opportunities to invest in the unrated or certain non-investment grade tranches of securities, or,
collectively, a B-Piece, issued by CMBS trusts. Because a B-Piece represents the "first loss position," or riskiest
portion of the trust, the buyers of the senior CMBS tranches typically depend on the B-Piece buyer to conduct due
diligence on the underlying loans expected to be contributed to the CMBS trust in the securitization. In such cases, our
Manager will rely upon the personnel of C-III to analyse the loans and negotiate with the sponsor to potentially
exclude certain loans determined to be too risky. If C-III Commercial Mortgage LLC, or C3CM, a wholly-owned
subsidiary of C-III, seeks to contribute one or more loans to the same CMBS trust, our Manager and C-III may have a
conflict in determining whether loans to be contributed by C3CM should be excluded from the securitization
transaction.

We have engaged in and may again engage in transactions with entities affiliated with our Manager. Our policies and
procedures may be insufficient to address any conflicts of interest that may arise.

We have established policies and procedures regarding review, approval and ratification of transactions that may give
rise to a conflict of interest between persons affiliated or associated with our Manager and us. In the ordinary course
of our business, we have ongoing relationships and have engaged in and may again engage in transactions with
entities affiliated or associated with our Manager. See Item 13, "Certain Relationships and Related Transactions and
Director Independence - Relationships and Related Transactions" in this report. Our policies and procedures may not
be sufficient to address any conflicts of interest that arise.

Our Manager's liability is limited under the Management Agreement, and we have agreed to indemnify our Manager
against certain liabilities.

Our Manager does not assume any responsibility other than to render the services called for under the Management
Agreement, and will not be responsible for any action of our Board in following or declining to follow its advice or
recommendations. C-III, Resource America, our Manager, their directors, managers, officers, employees and affiliates
will not be liable to us, any subsidiary of ours, our directors, our stockholders or any subsidiary's stockholders for acts
performed in accordance with and pursuant to the Management Agreement, except for acts constituting bad faith,
wilful misconduct, gross negligence, or reckless disregard of their duties under the Management Agreement. We have
agreed to indemnify the parties for all damages and claims arising from acts not constituting bad faith, wilful
misconduct, gross negligence, or reckless disregard of duties, performed in good faith in accordance with and pursuant
to the Management Agreement.

Our business is highly dependent on communications and information systems, and systems failures or cybersecurity
incidents could significantly disrupt our business, which may, in turn, negatively affect the market price of our
common stock and our ability to operate our business.

We depend on the information systems of our Manager, C-III, Resource America and third parties. Any failure or
interruption of our systems or cyber-attacks or security breaches of our networks or systems could cause delays or
other problems in our securities trading activities, including MBS trading activities. A disruption or breach could also
lead to unauthorized access to and release, misuse, loss or destruction of our confidential information or personal or
confidential information of our Manager, C-III, Resource America or third parties, which could lead to regulatory
fines, litigation, costs of remediating the breach and reputational harm. In addition, we also face the risk of operational
failure, termination or capacity constraints of any of the third parties with which we do business or that facilitate our
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business activities, including clearing agents or other financial intermediaries we use to facilitate our securities
transactions, if their respective systems experience failure, interruption, cyber-attacks, or security breaches. We may
face increased costs as we continue to evolve our cyber defences in order to contend with changing risks. These costs
and losses associated with these risks are difficult to predict and quantify, but could have a significant adverse effect
on our operating results.

Computer malware, viruses, computer hacking and phishing attacks have become more prevalent in our industry and
may occur on our systems. We rely heavily on our financial, accounting and other data processing systems. Although
we have not detected a material cybersecurity breach to date, other financial services institutions have reported
material breaches of their systems, some of which have been significant. Even with all reasonable security efforts, not
every breach can be prevented or even detected. It is possible that we have experienced an undetected breach. There is
no assurance that we, or the third parties that facilitate our business activities, have not or will not experience a breach.
It is difficult to determine what, if any, negative impact may directly result from any specific interruption or
cyber-attacks or security breaches of our networks or systems (or the networks or systems of third parties that
facilitate our business activities) or any failure to maintain performance, reliability and security of our technical
infrastructure, but such computer malware, viruses and computer hacking and phishing attacks may negatively affect
our operations.

(Back to Index)
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Risks Related to Our Organization and Structure

Our charter and bylaws contain provisions that may inhibit potential acquisition bids that you and other stockholders
may consider favorable, and the market price of our common stock may be lower as a result.

Our charter and bylaws contain provisions that may have an anti-takeover effect and inhibit a change in our Board.
These provisions include the following:

•There are ownership limits and restrictions on transferability and ownership in our charter. For purposes of assisting
us in maintaining our REIT qualification under the Code, our charter generally prohibits any person from beneficially
or constructively owning more than 9.8% in value or number of shares, whichever is more restrictive, of any class or
series of our outstanding capital stock. This restriction may:

• discourage a tender offer or other transactions or a change in the composition of our Board or control that
might involve a premium price for our shares or otherwise be in the best interests of our stockholders; or

•result in shares issued or transferred in violation of such restrictions being automatically transferred to a trust for a
charitable beneficiary, resulting in the forfeiture of those shares.
•Our charter permits our Board to issue stock with terms that may discourage a third-party from acquiring us. Our
Board may amend our charter without stockholder approval to increase the total number of authorized shares of stock
or the number of shares of any class or series and issue common or preferred stock having preferences, conversion or
other rights, voting powers, restrictions, limitations as to distributions, qualifications, or terms or conditions of
redemption as determined by our Board. Thus, our Board could authorize the issuance of stock with terms and
conditions that could have the effect of discouraging a takeover or other transaction in which holders of some or a
majority of our shares might receive a premium for their shares over the then-prevailing market price.
•Our charter and bylaws contain other possible anti-takeover provisions. Our charter and bylaws contain other
provisions, including advance notice procedures for the introduction of business and the nomination of directors, that
may have the effect of delaying or preventing a change in control of us or the removal of existing directors and, as a
result, could prevent our stockholders from being paid a premium for their common stock over the then-prevailing
market price.

Maryland takeover statutes may prevent a change in control of us, and the market price of our common stock may be
lower as a result.

Maryland Control Share Acquisition Act. Maryland law provides that "control shares" of a corporation acquired in a
"control share acquisition" will have no voting rights except to the extent approved by a vote of two-thirds of the votes
eligible to be cast on the matter under the Maryland Control Share Acquisition Act, or the Maryland Act. The
Maryland Act defines "control shares" as voting shares of stock that, if aggregated with all other shares of stock
owned by the acquirer or in respect of which the acquirer is able to exercise or direct the exercise of voting power
(except solely by virtue of a revocable proxy), would entitle the acquirer to exercise voting power in electing directors
within one of the following ranges of voting power: one-tenth or more but less than one-third, one-third or more but
less than a majority, or a majority or more of all voting power. A "control share acquisition" means the acquisition of
control shares, subject to specific exceptions.

If voting rights or control shares acquired in a control share acquisition are not approved at a stockholders' meeting or
if the acquiring person does not deliver an acquiring person statement as required by the Maryland Act then, subject to
specific conditions and limitations, the issuer may redeem any or all of the control shares for fair value. If voting
rights of such control shares are approved at a stockholders' meeting and the acquirer becomes entitled to vote a
majority of the shares entitled to vote, all other stockholders may exercise appraisal rights.
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Our bylaws contain a provision exempting acquisitions of our shares from the Maryland Act. However, our Board
may amend our bylaws in the future to repeal this exemption.

Business combinations. Under Maryland law, "business combinations" between a Maryland corporation and an
interested stockholder or an affiliate of an interested stockholder are prohibited for five years after the most recent date
on which the interested stockholder becomes an interested stockholder. These business combinations include a
merger, consolidation, share exchange or, in circumstances specified in the statute, an asset transfer or issuance or
reclassification of equity securities. An interested stockholder is defined as:

•any person who beneficially owns ten percent or more of the voting power of the corporation's shares; or
•an affiliate or associate of the corporation who, at any time within the two-year period before the date in question,
was the beneficial owner of ten percent or more of the voting power of the then outstanding voting stock of the
corporation.
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A person is not an interested stockholder under the statute if the board of directors approved in advance the transaction
by which such person otherwise would have become an interested stockholder. However, in approving a transaction,
the board of directors may provide that its approval is subject to compliance, at or after the time of approval, with any
terms and conditions determined by the board.

After the five-year prohibition, any business combination between the Maryland corporation and an interested
stockholder generally must be recommended by the board of directors of the corporation and approved by the
affirmative vote of at least:

•80% of the votes entitled to be cast by holders of outstanding shares of voting stock of the corporation; and
•two-thirds of the votes entitled to be cast by holders of voting stock of the corporation other than shares held by the
interested stockholder with whom or with whose affiliate the business combination is to be effected or held by an
affiliate or associate of the interested stockholder.

These super-majority vote requirements do not apply if the corporation's common stockholders receive a minimum
price, as defined under Maryland law, for their shares in the form of cash or other consideration in the same form as
previously paid by the interested stockholder for its shares.

The statute permits exemptions from its provisions, including business combinations that are exempted by the board
of directors before the time that the interested stockholder becomes an interested stockholder.

Our rights and the rights of our stockholders to take action against our directors and officers are limited, which could
limit your recourse in the event of actions not in your best interests.

Our charter limits the liability of our directors and officers to our stockholders and us for money damages, except for
liability resulting from:

•actual receipt of an improper benefit or profit in money, property or services; or
•a final judgment based upon a finding of active and deliberate dishonesty by the director or officer that was material
to the cause of action adjudicated.

In addition, our charter authorizes us to, and we do, indemnify our present and former directors and officers for
actions taken by them in those capacities to the maximum extent permitted by Maryland law. Our bylaws require us to
indemnify each present or former director or officer, to the maximum extent permitted by Maryland law, in the
defense of any proceeding to which he or she is made, or threatened to be made, a party by reason of his or her service
to us. In addition, we may be obligated to fund the defense costs incurred by our directors and officers.

Our right to take action against our Manager is limited.

The obligation of our Manager under the Management Agreement is to render its services in good faith. It will not be
responsible for any action taken by our Board or investment committee in following or declining to follow its advice
and recommendations. Furthermore, as discussed above under - "Risks Related to Our Manager," it will be difficult
and costly for us to terminate the Management Agreement without cause. In addition, we will indemnify our Manager,
C-III, Resource America and their officers and affiliates for any actions taken by them in good faith.

We have not established a minimum distribution payment level and we cannot assure you of our ability to make
distributions in the future. In the future, we may use uninvested offering proceeds or borrowed funds to make
distributions.
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We expect to make quarterly distributions to our stockholders in amounts such that we distribute all or substantially
all of our taxable income in each year, subject to certain adjustments. We have not established a minimum distribution
payment level, and our ability to make distributions may be impaired by the risk factors described in this report. All
distributions will be made at the discretion of our Board and will depend on our earnings, our financial condition,
maintenance of our REIT qualification and other factors as our Board may deem relevant from time to time. We may
not be able to make distributions in the future. In addition, some of our distributions may include a return of capital.
To the extent that we decide to make distributions in excess of our current and accumulated taxable earnings and
profits, such distributions would generally be considered a return of capital for federal income tax purposes. A return
of capital is not taxable, but it has the effect of reducing the holder's tax basis in its investment. Although we currently
do not expect that we will do so, we have in the past and may in the future also use proceeds from any offering of our
securities that we have not invested or borrowed funds to make distributions. If we use uninvested offering proceeds
to pay distributions in the future, we will have less funds available for investment and, as a result, our earnings and
cash available for distribution would be less than we might otherwise have realized had such funds been invested.
Similarly, if we borrow to fund distributions, our future interest costs would increase, thereby reducing our future
earnings and cash available for distribution from what they otherwise would have been.
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Loss of our exclusion from regulation under the Investment Company Act would require significant changes in our
operations and could reduce the market price of our common stock and our ability to make distributions.

We rely on an exclusion from registration as an investment company afforded by Section 3(a)(1)(C) of the Investment
Company Act. To qualify for this exclusion, we do not engage in the business of investing, reinvesting, owning,
holding, or trading securities and we do not own "investment securities" with a value that exceeds 40% of the value of
our total assets (exclusive of government securities and cash items) on an unconsolidated basis. We may not be able to
maintain such a mix of assets in the future, and attempts to maintain such an asset mix may impair our ability to
pursue otherwise attractive investments. In addition, these rules are subject to change and such changes may have an
adverse impact on us. We may need to avail ourselves of alternative exclusions and exemptions that may require a
change in the organizational structure of our business.

Furthermore, as it relates to our investment in our real estate subsidiary, RCC Real Estate, we rely on an exclusion
from registration as an investment company afforded by Section 3(c)(5)(C) of the Investment Company Act. Given
the material size of RCC Real Estate relative to our 3(a)(1)(C) exclusion, were RCC Real Estate to be deemed to be an
investment company (other than by application of the Section 3(c)(1) exemption for closely held companies and the
Section 3(c)(7) exemption for companies owned by "qualified purchasers"), we would not qualify for our 3(a)(1)(C)
exclusion. Under the Section 3(c)(5)(C) exclusion, RCC Real Estate is required to maintain, on the basis of positions
taken by the SEC staff in interpretive and no-action letters, a minimum of 55% of the value of the total assets of its
portfolio in Qualifying Interests and a minimum of 80% in Qualifying Interests and real estate-related assets, with the
remainder permitted to be miscellaneous assets. Because registration as an investment company would significantly
affect RCC Real Estate's ability to engage in certain transactions or to organize itself in the manner it is currently
organized, we intend to maintain its qualification for this exclusion from registration.

We treat our investments in CMBS, B-notes and mezzanine loans as Qualifying Interests for purposes of determining
our eligibility for the exclusion provided by Section 3(c)(5)(C) to the extent such treatment is consistent with guidance
provided by the SEC or its staff. In the absence of specific guidance or guidance that otherwise supports the treatment
of these investments as Qualifying Interests, we will treat them, for purposes of determining our eligibility for the
exclusion provided by Section 3(c)(5)(C), as real estate-related assets or miscellaneous assets, as appropriate.

If RCC Real Estate's portfolio does not comply with the requirements of the exclusion we rely upon, it could be forced
to alter its portfolio by selling or otherwise disposing of a substantial portion of the assets that are not Qualifying
Interests or by acquiring a significant position in assets that are Qualifying Interests. Altering its portfolio in this
manner may have an adverse effect on its investments if it is forced to dispose of or acquire assets in an unfavorable
market, and may adversely affect our stock price.

If it were established that we were an unregistered investment company, there would be a risk that we would be
subject to monetary penalties and injunctive relief in an action brought by the SEC that we would be unable to enforce
contracts with third parties, that third parties could seek to obtain rescission of transactions undertaken during the
period it was established that we were an unregistered investment company, and that we would be subject to
limitations on corporate leverage that would have an adverse impact on our investment returns.

Rapid changes in the values of our real estate-related investments may make it more difficult for us to maintain our
qualification as a REIT or exclusion from regulation under the Investment Company Act.

If the market value or income potential of our real estate-related investments declines as a result of economic
conditions, increased interest rates, prepayment rates or other factors, we may need to increase our real estate-related

Edgar Filing: Exantas Capital Corp. - Form 10-K

51



investments and income and/or liquidate our non-qualifying assets in order to maintain our REIT qualification or
exclusion from registration under the Investment Company Act. If the decline in real estate asset values and/or income
occurs quickly, this may be especially difficult to accomplish. We may have to make investment decisions that we
otherwise would not make absent REIT qualification and Investment Company Act considerations.

Tax Risks

Complying with REIT requirements may cause us to forgo otherwise attractive opportunities.

To qualify as a REIT for federal income tax purposes, we must continually satisfy various tests regarding the sources
of our income, the nature and diversification of our assets, the amounts we distribute to our stockholders and the
ownership of our common stock. In order to meet these tests, we may be required to forgo investments we might
otherwise make. Thus, compliance with the REIT requirements may hinder our investment performance.
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In particular, at least 75% of our assets at the end of each calendar quarter must consist of real estate assets,
government securities, cash and cash items. For this purpose, "real estate assets" generally include interests in real
property, such as land, buildings, leasehold interests in real property, stock of other entities that qualify as REITs,
interests in mortgage loans secured by real property, investments in stock or debt investments during the one-year
period following the receipt of new capital and regular or residual interests in a real estate mortgage investment
conduit, or REMIC. In addition, the amount of securities of a single issuer, other than a TRS, that we hold must
generally not exceed either 5% of the value of our gross assets or 10% of the vote or value of such issuer's outstanding
securities.

Certain of the assets that we hold, including interests in CDOs or corporate leveraged loans, are not qualified and will
not be qualified real estate assets for purposes of the REIT asset tests. ABS, RMBS and CMBS securities should
generally qualify as real estate assets. However, to the extent that we own non-REMIC collateralized mortgage
obligations or other debt investments secured by mortgage loans (rather than by real property) or secured by non-real
estate assets, or debt securities that are not secured by mortgages on real property, those securities are likely not
qualifying real estate assets for purposes of the REIT asset test, and will not produce qualifying real estate income.
Further, whether securities held by warehouse lenders or financed using repurchase agreements are treated as
qualifying assets or as generating qualifying real estate income for purposes of the REIT asset and income tests
depends on the terms of the warehouse or repurchase financing arrangement.

We generally will be treated as the owner of any assets that collateralize CDO transactions to the extent that we retain
all of the equity of the securitization vehicle and do not make an election to treat such securitization vehicle as a TRS,
as described in further detail below. It may be possible to reduce the impact of the REIT asset and gross income
requirements by holding certain assets through our TRSs, subject to certain limitations as described below.

Our qualification as a REIT and exemption from U.S. federal income tax with respect to certain assets may depend on
the accuracy of legal opinions or advice rendered or given or statements by the issuers of securities in which we
invest, and the inaccuracy of any such opinions, advice or statements may adversely affect our REIT qualification and
result in significant corporate level tax.

When purchasing securities, we have relied and may rely on opinions or advice of counsel for the issuer of such
securities, or statements made in related offering documents, for purposes of determining whether such securities
represent debt or equity securities for U.S. federal income tax purposes, and also to what extent those securities
constitute REIT real estate assets for purposes of the REIT asset tests and produce income that qualifies under the
75% REIT gross income test. In addition, when purchasing CDO equity, we have relied and may rely on opinions or
advice of counsel regarding the qualification of interests in the debt of such CDOs for U.S. federal income tax
purposes. The inaccuracy of any such opinions, advice or statements may adversely affect our REIT qualification and
result in significant corporate-level tax.

We may realize excess inclusion income that would increase our tax liability and that of our stockholders.

If we realize excess inclusion income and allocate it to stockholders, this income cannot be offset by net operating
losses of the stockholders. If the stockholder is a tax-exempt entity, then this income would be fully taxable as
unrelated business taxable income under Section 512 of the Code. If the stockholder is a foreign person, it would be
subject to federal income tax withholding on this income without reduction or exemption pursuant to any otherwise
applicable income tax treaty.
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Excess inclusion income could result if we hold a residual interest in a REMIC. Excess inclusion income also could be
generated if we issue debt obligations, such as certain CDOs, with two or more maturities and the terms of the
payments on these obligations bore a relationship to the payments that we received on our mortgage related securities
securing those debt obligations (i.e., if we were to own an interest in a taxable mortgage pool). While we do not
expect to acquire significant amounts of residual interests in REMICs, nor do we currently own residual interests in
taxable mortgage pools, we may generate excess inclusion income in the future.

If we realize excess inclusion income, we will be taxed at the highest corporate income tax rate on a portion of such
income that is allocable to the percentage of our stock held in record name by "disqualified organizations," which are
generally cooperatives, governmental entities and tax-exempt organizations that are exempt from unrelated business
taxable income. To the extent that our stock owned by "disqualified organizations" is held in record name by a
broker-dealer or other nominee, the broker/dealer or other nominee would be liable for the corporate level tax on the
portion of our excess inclusion income allocable to the stock held by the broker-dealer or other nominee on behalf of
"disqualified organizations." We expect that disqualified organizations will own our stock. Because this tax would be
imposed on us, all of our investors, including investors that are not disqualified organizations, would bear a portion of
the tax cost associated with the classification of us or a portion of our assets as a taxable mortgage pool. A regulated
investment company or other pass through entity owning stock in record name will be subject to tax at the highest
corporate rate on any excess inclusion income allocated to its owners that are disqualified organizations. Finally, if we
fail to qualify as a REIT, our taxable mortgage pool securitizations will be treated as separate corporations, for federal
income tax purposes that cannot be included in any consolidated corporate tax return.
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Failure to qualify as a REIT would subject us to federal income tax, which would reduce the cash available for
distribution to our stockholders.

We believe that we have been organized and operated in a manner that has enabled us to qualify as a REIT for federal
income tax purposes commencing with our taxable year ended on December 31, 2005. However, the federal income
tax laws governing REITs are extremely complex, and interpretations of the federal income tax laws governing
qualification as a REIT are limited. Qualifying as a REIT requires us to meet various tests regarding the nature of our
assets and our income, the ownership of our outstanding stock, and the amount of our distributions on an ongoing
basis.

If we fail to qualify as a REIT in any calendar year and we do not qualify for certain statutory relief provisions, we
will be subject to federal income tax, including any applicable alternative minimum tax on our taxable income, at
regular corporate rates. Distributions to stockholders would not be deductible in computing our taxable income.
Corporate tax liability would reduce the amount of cash available for distribution to our stockholders. Under some
circumstances, we might need to borrow money or sell assets in order to pay that tax. Furthermore, if we fail to
maintain our qualification as a REIT and we do not qualify for the statutory relief provisions, we no longer would be
required to distribute substantially all of our REIT taxable income, determined without regard to the dividends paid
deduction and excluding net capital gains, to our stockholders. Unless our failure to qualify as a REIT was excused
under federal tax laws, we could not re-elect to qualify as a REIT until the fifth calendar year following the year in
which we failed to qualify. In addition, if we fail to qualify as a REIT, our taxable mortgage pool securitizations will
be treated as separate corporations for U.S. federal income tax purposes.

A determination that we have not made required distributions would subject us to tax or require us to pay a deficiency
dividend; payment of tax would reduce the cash available for distribution to our stockholders.

In order to qualify as a REIT, in each calendar year we must distribute to our stockholders at least 90% of our REIT
taxable income, determined without regard to the deduction for dividends paid and excluding net capital gain. To the
extent that we satisfy the 90% distribution requirement, but distribute less than 100% of our taxable income, we will
be subject to federal corporate income tax on our undistributed income. In addition, we will incur a 4% nondeductible
excise tax on the amount, if any, by which our distributions in any calendar year are less than the sum of:

•85% of our ordinary income for that year;
•95% of our capital gain net income for that year; and
•100% our undistributed taxable income from prior years.

We intend to make distributions to our stockholders in a manner intended to satisfy the 90% distribution requirement
and to distribute all or substantially all of our net taxable income to avoid both corporate income tax and the 4%
nondeductible excise tax. There is no requirement that a domestic TRS distribute its after-tax net income to its parent
REIT or their stockholders and our U.S. TRSs may determine not to make any distributions to us. However, non-U.S.
TRSs will generally be deemed to distribute their earnings to us on an annual basis for federal income tax purposes,
regardless of whether such TRSs actually distribute their earnings.

Our taxable income may substantially exceed our net income as determined by GAAP because, for example, realized
capital losses will be deducted in determining our GAAP net income but may not be deductible in computing our
taxable income. In addition, we may invest in assets that generate taxable income in excess of economic income or in
advance of the corresponding cash flow from the assets, referred to as phantom income. Although some types of
phantom income are excluded to the extent they exceed 5% of our REIT taxable income in determining the 90%
distribution requirement, we will incur corporate income tax and the 4% nondeductible excise tax with respect to any
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phantom income items if we do not distribute those items on an annual basis. As a result, we may generate less cash
flow than taxable income in a particular year. It is also possible that a loss that we treat as an ordinary loss would be
recharacterized as a capital loss. In such event we might have to pay tax for the year in question or pay a deficiency
dividend so that we meet the dividends paid requirement for that year. In all such events, we may be required to use
cash reserves, incur debt, or liquidate non-cash assets at rates or times that we regard as unfavorable in order to satisfy
the distribution requirement and to avoid corporate income tax and the 4% nondeductible excise tax in that year.
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If we make distributions in excess of our current and accumulated earnings and profits, they will be treated as a return
of capital, which will reduce the adjusted basis of your stock. To the extent such distributions exceed your adjusted
basis, you may recognize a capital gain.

Unless you are a tax-exempt entity, distributions that we make to you generally will be subject to tax as ordinary
income to the extent of our current and accumulated earnings and profits as determined for federal income tax
purposes. If the amount we distribute to you exceeds your allocable share of our current and accumulated earnings and
profits, the excess will be treated as a return of capital to the extent of your adjusted basis in your stock, which will
reduce your basis in your stock but will not be subject to tax. To the extent the amount we distribute to you exceeds
both your allocable share of our current and accumulated earnings and profits and your adjusted basis, this excess
amount will be treated as a gain from the sale or exchange of a capital asset. For risks related to the use of uninvested
offering proceeds or borrowings to fund distributions to stockholders, see - "Risks Related to Our Organization and
Structure. - We have not established a minimum distribution payment level and we cannot assure you of our ability to
make distributions in the future."

Our ownership of and relationship with our TRSs will be limited and a failure to comply with the limits would
jeopardize our REIT qualification and may result in the application of a 100% excise tax.

A REIT may own up to 100% of the securities of one or more TRSs. A TRS may earn specified types of income or
hold specified assets that would not be qualifying income or assets if earned or held directly by the parent REIT. Both
the subsidiary and the REIT must jointly elect to treat the subsidiary as a TRS. A corporation of which a TRS directly
or indirectly owns more than 35% of the voting power or value of the stock will automatically be treated as a TRS.
Overall, no more than 20% of the value of a REIT's assets may consist of stock or securities of one or more TRSs. A
TRS will pay federal, state and local income tax at regular corporate rates on any income that it earns, whether or not
it distributes that income to us. In addition, the TRS rules limit the deductibility of interest paid or accrued by a TRS
to its parent REIT to assure that the TRS is subject to an appropriate level of corporate taxation. The rules also impose
a 100% excise tax on certain transactions between a TRS and its parent REIT that are not conducted on an
arm's-length basis.

RCC Resi TRS will pay federal, state and local income tax on its taxable income, and its after-tax net income is
available for distribution to us but is not required to be distributed to us. Income that is not distributed to us by our
U.S. TRS will not be subject to the REIT 90% distribution requirement and therefore will not be available for
distributions to our stockholders. We anticipate that the aggregate value of the securities we hold in our TRS will be
less than 20% of the value of our total assets, including our TRS security. We will monitor the compliance of our
investments in TRSs with the rules relating to value of assets and transactions not on an arm's-length basis. We cannot
assure you, however, that we will be able to comply with such rules.

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

The REIT provisions of the Code substantially limit our ability to hedge MBS and related borrowings. Under these
provisions, our annual gross income from qualifying and non-qualifying hedges of our borrowings, together with any
other income not generated from qualifying real estate assets, cannot exceed 25% of our gross income. In addition, our
aggregate gross income from non-qualifying hedges, fees and certain other non-qualifying sources cannot exceed 5%
of our annual gross income determined without regard to income from qualifying hedges. As a result, we might have
to limit our use of advantageous hedging techniques or implement those hedges through RCC Resi TRS. This could
increase the cost of our hedging activities or expose us to greater risks associated with changes in interest rates than
we would otherwise want to bear.
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The tax on prohibited transactions will limit our ability to engage in transactions, including certain methods of
securitizing mortgage loans that would be treated as sales for federal income tax purposes.

A REIT's net income from prohibited transactions is subject to a 100% tax. In general, prohibited transactions are
sales or other dispositions of property, other than foreclosure property, but including mortgage loans, held primarily
for sale to customers in the ordinary course of business. We might be subject to this tax if we were able to sell or
securitize loans in a manner that was treated as a sale of the loans for federal income tax purposes. Therefore, in order
to avoid the prohibited transactions tax, we may choose not to engage in certain sales of loans and may limit the
structures we utilize for our securitization transactions even though such sales or structures might otherwise be
beneficial to us.

Legislative, regulatory or administrative changes could adversely affect our stockholders or us.

Legislative, regulatory or administrative changes could be enacted or promulgated at any time, either prospectively or
with retroactive effect, and may adversely affect our stockholders and/or us.

The recently enacted Tax Cuts and Jobs Act, or TCJA, was signed into law. The TCJA made significant changes to
the U.S. federal income tax rules for taxation of individuals and corporations, generally effective for taxable years
beginning after December 31, 2017. In addition to reducing corporate and individual tax rates, the TCJA eliminates or
restricts various deductions. Most of the changes applicable to individuals are temporary and apply only to taxable
years beginning after December 31, 2017 and before January 1, 2026. The TCJA makes numerous large and small
changes to the tax rules that do not affect the REIT qualification rules directly but may otherwise affect us or our
stockholders.
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While the changes in the TCJA generally appear to be favorable with respect to REITs, the extensive changes to
non-REIT provisions in the Code may have unanticipated effects on our stockholders or us. Moreover, Congressional
leaders have recognized that the process of adopting extensive tax legislation in a short amount of time without
hearings and substantial time for review is likely to have led to drafting errors, issues needing clarification and
unintended consequences that will have to be revisited in subsequent tax legislation. At this point, it is not clear if or
when Congress will address these issues or when the IRS will issue administrative guidance on the changes made in
the TCJA.

We urge you to consult with your own tax advisor with respect to the status of the TCJA and other legislative,
regulatory or administrative developments and proposals and their potential effect on an investment in shares of our
common stock.

Dividends paid by REITs do not qualify for the reduced tax rates provided for under current law.

Dividends paid by REITs are generally not eligible for the reduced 15% maximum tax rate for dividends paid to
individuals (20% for those with taxable income above certain thresholds that are adjusted annually under current law).
The more favorable rates applicable to regular corporate dividends could cause stockholders who are individuals to
perceive investments in REITs to be relatively less attractive than investments in the stock of non-REIT corporations
that pay dividends to which more favorable rates apply, which could reduce the value of the stocks of REITs.
However, under the TCJA, regular dividends from REITs are treated as income from a pass-through entity and are
eligible for a 20% deduction. As a result, our regular dividends are taxed at 80% of an individual's marginal tax rate.
The current maximum rate is 37% resulting in a maximum tax rate of 29.6%. Dividends from REITs as well as regular
corporate dividends will also be subject to a 3.8% Medicare surtax for taxpayers with modified adjusted gross income
above $200,000 (if single) or $250,000 (if married and filing jointly).

We may lose our REIT qualification or be subject to a penalty tax if the IRS successfully challenges our
characterization of income inclusions from our foreign TRSs.

We likely will be required to include in our income, even without the receipt of actual distributions, earnings from our
foreign TRSs, including from our previous investments in CDOs, such as our investment in Apidos CDO I, LTD.,
Apidos CDO III, Ltd. and Apidos Cinco CDO. We intend to treat certain of these income inclusions as qualifying
income for purposes of the 95% gross income test applicable to REITs but not for purposes of the REIT 75% gross
income test. The provisions that set forth what income is qualifying income for purposes of the 95% gross income test
provide that gross income derived from dividends, interest and other enumerated classes of passive income qualify for
purposes of the 95% gross income test. Income inclusions from equity investments in our foreign TRSs are technically
neither dividends nor any of the other enumerated categories of income specified in the 95% gross income test for
U.S. federal income tax purposes, and there is no clear precedent with respect to the qualification of such income for
purposes of the REIT gross income tests. However, based on advice of counsel, we intend to treat such income
inclusions, to the extent distributed by a foreign TRS in the year accrued, as qualifying income for purposes of the
95% gross income test. In addition, in 2011, the IRS issued a private letter ruling to a REIT reaching a result
consistent with our treatment. Nevertheless, because this income does not meet the literal requirements of the REIT
provisions, it is possible that the IRS could successfully take the position that it is not qualifying income. In the event
that it was determined not to qualify for the 95% gross income test, we would be subject to a penalty tax with respect
to the income to the extent it and other nonqualifying income exceeds 5% of our gross income and/or we could fail to
qualify as a REIT. See "Federal Income Tax Consequences of Our Qualification as a REIT." In addition, if such
income was determined not to qualify for the 95% gross income test, we would need to invest in sufficient qualifying
assets, or sell some of our interests in our foreign TRSs to ensure that the income recognized by us from our foreign
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TRSs or such other corporations does not exceed 5% of our gross income, or cease to qualify as a REIT.

We may lose our REIT qualification or be subject to a penalty tax if we modify mortgage loans or acquire distressed
debt in a way that causes us to fail our REIT gross income or asset tests.

Many of the terms of our mortgage loans, mezzanine loans and B-notes and the loans supporting our MBS have been
modified and may in the future be modified to avoid foreclosure actions and for other reasons. If the terms of the loan
are modified in a manner constituting a "significant modification," such modification triggers a deemed exchange for
tax purposes of the original loan for the modified loan. Under existing Treasury Regulations, if a loan is secured by
real property and other property and the highest principal amount of the loan outstanding during a taxable year
exceeds the fair market value of the real property securing the loan as of (1) the date we agreed to acquire or originate
the loan or (2) in the event of certain significant modifications, the date we modified the loan, then a portion of the
interest income from such a loan will not be qualifying income for purposes of the 75% gross income test, but will be
qualifying income for purposes of the 95% gross income test. Although the law is not entirely clear, a portion of the
loan may not be treated as a qualifying "real estate asset" for purposes of the 75% asset test. The non-qualifying
portion of such a loan would be subject to, among other requirements, the 10% value test.
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Revenue Procedure 2011-16, as modified and superseded by Revenue Procedure 2014-51, provides a safe harbor
pursuant to which we will not be required to redetermine the fair market value of the real property securing a loan for
purposes of the REIT gross income and asset tests in connection with a loan modification that is: (1) occasioned by a
borrower default; or (2) made at a time when we reasonably believe that the modification to the loan will substantially
reduce a significant risk of default on the original loan. We cannot assure you that all of our loan modifications have
qualified or will qualify for the safe harbor in Revenue Procedure 2011-16, as modified and superseded by Revenue
Procedure 2014-51. To the extent we significantly modify loans in a manner that does not qualify for that safe harbor,
we will be required to redetermine the value of the real property securing the loan at the time it was significantly
modified. In determining the value of the real property securing such a loan, we may not obtain third-party appraisals,
but rather may rely on internal valuations. No assurance can be provided that the IRS will not successfully challenge
our internal valuations. If the terms of our mortgage loans, mezzanine loans and B-notes and loans supporting our
MBS are significantly modified in a manner that does not qualify for the safe harbor in Revenue Procedure 2011-16,
as modified and superseded by Revenue Procedure 2014-51, and the fair market value of the real property securing
such loans has decreased significantly, we could fail the 75% gross income test, the 75% asset test and/or the 10%
value test. Unless we qualified for relief under certain cure provisions in the Code, such failures could cause us to fail
to qualify as a REIT.

Our subsidiaries and we have invested and may invest in the future in distressed debt, including distressed mortgage
loans, mezzanine loans, B-notes and MBS. Revenue Procedure 2011-16, as modified and superseded by Revenue
Procedure 2014-51, provides that the IRS will treat a distressed mortgage loan acquired by a REIT that is secured by
real property and other property as producing in part non-qualifying income for the 75% gross income test.
Specifically, Revenue Procedure 2011-16, as modified and superseded by Revenue Procedure 2014-51, indicates that
interest income on a loan will be treated as qualifying income based on the ratio of (1) the fair market value of the real
property securing the loan determined as of the date the REIT committed to acquire the loan and (2) the face amount
of the loan (and not the purchase price or current value of the loan). The face amount of a distressed mortgage loan
and other distressed debt will typically exceed the fair market value of the real property securing the debt on the date
the REIT commits to acquire the debt. We believe that we will continue to invest in distressed debt in a manner
consistent with complying with the 75% gross income test and maintaining our qualification as a REIT.

The failure of a loan subject to a repurchase agreement, a mezzanine loan or a preferred equity investment to qualify
as a real estate asset would adversely affect our ability to qualify as a REIT.

We have entered into and we intend to continue to enter into sale and repurchase agreements under which we
nominally sell certain of our loan assets to a counterparty and simultaneously enter into an agreement to repurchase
the sold assets. We believe that we have been and will be treated for U.S. federal income tax purposes as the owner of
the loan assets that are the subject of any such agreement notwithstanding that the agreement may transfer record
ownership of the assets to the counterparty during the term of the agreement. It is possible, however, that the IRS
could assert that we did not own the loan assets during the term of the sale and repurchase agreement, in which case
we could fail to qualify as a REIT.

In addition, we have acquired in the past and may continue to acquire mezzanine loans, which are loans secured by
equity interest in a partnership or limited liability company that directly or indirectly owns real property, and preferred
equity investments, which are senior equity interests in entities that own or acquire real properties. In Revenue
Procedure 2003-65, or the Revenue Procedure, the IRS provided a safe harbor pursuant to which a mezzanine loan, if
it meets each of the requirements contained in the Revenue Procedure, will be treated by the IRS as a real estate asset
for purposes of the REIT asset tests, and interest derived from the mezzanine loan will be treated as qualifying
mortgage interest for purposes of the REIT 75% income test. Although the Revenue Procedure provides a safe harbor
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on which taxpayers may rely, it does not prescribe rules of substantive tax law. We have acquired and may continue to
acquire mezzanine loans that may not meet all of the requirements for reliance on this safe harbor. In the event we
own a mezzanine loan that does not meet the safe harbor, the IRS could challenge the loan's treatment as a real estate
asset for purposes of the REIT asset and income tests, and if the challenge were sustained, we could fail to qualify as a
REIT.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
We maintain offices in New York, New York and Philadelphia, Pennsylvania. Our principal office is located in leased
space at 717 Fifth Avenue, New York, New York 10022. We do not own any real property.

ITEM 3. LEGAL PROCEEDINGS
We may become involved in litigation on various matters due to the nature of our business activities. The resolution of
these matters may result in adverse judgments, fines, penalties, injunctions and other relief against us as well as
monetary payments or other agreements and obligations. In addition, we may enter into settlements on certain matters
in order to avoid the additional costs of engaging in litigation. Except as discussed below, we are unaware of any
contingencies arising from such litigation that would require accrual or disclosure in the consolidated financial
statements at December 31, 2018.
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Open Litigation Matters

Six separate shareholder derivative suits (the "New York State Actions") purporting to assert claims on behalf of us
were filed in the Supreme Court of New York on the following dates: December 2015 (the "Reaves Action"),
February 2017 (the "Caito Action"), March 2017 (the "Simpson Action"), March 2017 (the "Heckel Action"), May
2017 (the "Schwartz Action") and August 2017 (the "Greff Action"). Plaintiffs in the Schwartz Action and Greff
Action made demands on our board of directors (our "Board") before filing suit, but plaintiffs in the Reaves Action,
Caito Action, Simpson Action and Heckel Action did not. All of the shareholder derivative suits are substantially
similar and allege that certain of our current and former officers and directors breached their fiduciary duties, wasted
corporate assets and/or were unjustly enriched. Certain complaints assert additional claims against Exantas Capital
Manager Inc. (our "Manager") and Resource America, Inc. ("Resource America") for unjust enrichment based on
allegations that our Manager received excessive management fees from us. In June 2017, the Court stayed the Reaves
Action, Caito Action, Simpson Action and Heckel Action in favor of the federal shareholder derivative litigation
described below. Our time to respond to the complaints in the Schwartz Action and Greff Action is presently stayed
by stipulation of the parties. We believe that the plaintiffs in each of the New York State Actions lack standing to
assert claims derivatively on our behalf, and we intend to seek the dismissal of any New York State Action as to
which the stay is lifted.

Four separate shareholder derivative suits purporting to assert claims on behalf of us were filed in the United States
District Court for the Southern District of New York (the "Court") on the following dates by shareholders who
declined to make a demand on our Board prior to filing suit: January 2017 (the "Greenberg Action"), January 2017
(the "Canoles Action"), January 2017 (the "DeCaro Action") and April 2017 (the "Gehan Action"). In May 2017, the
Court consolidated the Greenberg Action, Canoles Action, DeCaro Action and Gehan Action as the "Federal Demand
Futile Actions" and, in July 2017, appointed lead counsel and directed that a consolidated complaint be filed.
Following consolidation, the plaintiffs in the Canoles Action and Gehan Action voluntarily dismissed their suits. The
consolidated complaint in the Federal Demand Futile Actions, filed in August 2017, alleged claims for breach of
fiduciary duty, corporate waste, unjust enrichment and violations of Section 14(a) of the Securities Exchange Act of
1934, as amended (the "Exchange Act"). In April 2018, the consolidated complaint in the Federal Demand Futile
Actions was dismissed but the plaintiffs thereafter filed an appeal.

Three additional shareholder derivative suits purporting to assert claims on behalf of us were filed in the Court on the
following dates by shareholders who served demands on our Board to bring litigation and allege that their demands
were wrongfully refused: February 2017 (the "McKinney Action"), March 2017 (the "Sherek/Speigel Action") and
April 2017 (the "Sebenoler Action"). In May 2017, the Court consolidated the McKinney Action, Sherek/Speigel
Action and Sebenoler Action as the "Federal Demand Refused Actions." A consolidated complaint was filed on June
30, 2017, alleging claims for breach of fiduciary duty, unjust enrichment and violations of Section 14(a) of the
Exchange Act. The consolidated complaint in the Federal Demand Refused Actions was dismissed in February 2018
but the plaintiffs thereafter filed an appeal.

In November 2018, following participation in a mediation program ordered by the appellate court, the parties to the
Federal Demand Futile Actions and Federal Demand Refused Actions (collectively, the "Federal Actions") reached an
agreement, in principle, to settle the Federal Actions, subject to a variety of terms and conditions including the
execution of a settlement agreement and Court approval. Thereafter, in January 2019, the parties to the Federal
Actions executed a stipulation and agreement of settlement (the "Settlement Agreement"). On March 7, 2019, the
Court granted the parties' motion for an indicative ruling, holding that if the Federal Actions are remanded by the
appellate court back to the district court, the Court would grant preliminary approval of the Settlement Agreement. It
is expected that the Federal Actions will be remanded, and the Court will conduct settlement approval proceedings.
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Under the Settlement Agreement, if approved by the Court, we would implement certain corporate governance
changes and pay $550,000 in plaintiffs' attorneys' fees to be funded by our insurers and the defendants would receive a
release from liability for certain claims, including all claims asserted in the Federal Actions. Among other terms and
conditions, the Settlement Agreement provides that the defendants deny any and all allegations of wrongdoing and
maintain that they have acted lawfully and in accordance with their fiduciary duties at all times. The Settlement
Agreement further provides that the judgments dismissing the Federal Actions shall remain valid and binding unless
reversed by an appellate court.

In August 2017, Robert Canoles filed a shareholder derivative suit in Maryland Circuit Court against certain of our
current and former officers and directors, as well as our Manager and Resource America (the "Canoles Action"). Mr.
Canoles had previously filed his suit in the Court, but voluntarily dismissed that action after the Court declined to
appoint his counsel as lead counsel in the Federal Demand Futile Actions. The complaint in the Canoles Action, as
amended in October 2017, asserts a variety of claims, including claims for breach of fiduciary duty, unjust enrichment
and corporate waste, which are based on allegations substantially similar to those at issue in the Federal Demand
Futile Actions. The Canoles Action was stayed by the Maryland Circuit Court in favor of the federal shareholder
litigation described above. We believe that Canoles lacks standing to assert claims derivatively on our behalf. In the
event that the stay is lifted, we intend to seek the dismissal of the Canoles Action.
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In September 2017, Michael Hafkey filed a shareholder derivative suit in the United States District Court for the
District of Maryland against certain of our former officers and directors and our Manager (the "Hafkey Action"). The
complaint asserts a breach of fiduciary duty claim that is substantially similar to the claims at issue in the Federal
Demand Refused Actions. Mr. Hafkey previously made a demand on our Board to investigate this claim, which was
ultimately denied. The Hafkey Action was stayed by the Maryland District Court in favor of the Federal Actions
described above. We believe that Hafkey lacks standing to assert claims derivatively on our behalf. In the event that
the stay is lifted, we intend to seek the dismissal of the Hafkey Action.

In April 2018, we funded $2.0 million into escrow in connection with the proposed settlement of outstanding
litigation, which was settled in August 2018. We did not have any general litigation reserve at December 31, 2018,
and we had a $2.2 million general litigation reserve, including estimated legal costs, at December 31, 2017.

Primary Capital Mortgage, LLC ("PCM") is subject to litigation related to claims for repurchases or indemnifications
on loans that PCM has sold to third parties. At December 31, 2018, no such litigation demand was outstanding. At
December 31, 2017, such litigation demands totaled approximately $6.5 million. Reserves for such litigation demands
are included in the reserve for mortgage repurchases and indemnifications that totaled $1.7 million and $5.7
million at December 31, 2018 and 2017, respectively. The reserves for mortgage repurchases and indemnifications are
included in liabilities held for sale on the consolidated balance sheets.

Settled Litigation Matters

PCM was the subject of a lawsuit brought by a purchaser of residential mortgage loans alleging breaches of
representations and warranties made on loans sold to the purchaser. The asserted repurchase claims related to loans
sold to the purchaser that were subsequently sold by the purchaser to either the Federal National Mortgage
Association or Federal Home Loan Mortgage Corporation and loans sold to the purchaser that were subsequently
securitized and sold as residential mortgage-backed securities ("RMBS") by the purchaser to RMBS investors. This
matter was settled on January 8, 2018.

We previously disclosed a securities litigation against us and certain of our current and former officers and directors
titled Levin v. Resource Capital Corp. (the "Levin Action"). On February 5, 2018, we entered into a stipulation and
agreement of settlement (the "Settlement Agreement"), which received final approval from the Court on August 3,
2018. The Settlement Agreement settled all claims asserted in the action on behalf of the certified class (the
"Settlement"), which consisted, with specified exceptions, of all persons who purchased our common stock, 8.25%
Series B Cumulative Redeemable Preferred Stock or 8.625% Fixed-to-Floating Series C Cumulative Redeemable
Preferred Stock between October 31, 2012 and August 5, 2015. Under the terms of the Settlement Agreement, a
payment of $9.5 million was made to settle the litigation. The settlement payment was funded principally by insurance
coverage, and we do not anticipate that the Settlement will have a material adverse impact on our financial condition.
In exchange for the settlement consideration, we and the individual defendants in the Levin Action (and certain related
parties) have been released from all claims that have been or could have been asserted in the case by class members
(and certain related parties), excluding one holder of less than 500 shares who opted out of the Settlement. The terms
of the Settlement and release of claims are described in greater detail in the Settlement Agreement filed with the Court
and the Final Judgment and Order of Dismissal with Prejudice entered by the Court on August 3, 2018. The
Settlement Agreement contains no admission of misconduct by us or any of the individual defendants and expressly
acknowledges that we and the individual defendants deny all allegations of wrongdoing and maintain that we and they
have at all times acted in good faith and in compliance with the law.

ITEM 4. MINE SAFETY DISCLOSURES
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PART II

ITEM
5.

MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock is listed on the New York Stock Exchange, or NYSE, under the symbol "XAN" following our
name change in May 2018. Prior to our name change, our common stock traded under the symbol "RSO" beginning
with our initial public offering in February 2006 to May 2018 in connection with our name change.

We are organized and conduct our operations to qualify as a real estate investment trust, or REIT, which requires that
we distribute at least 90% of our REIT taxable income. Therefore, we intend to continue to declare quarterly
distributions on our common stock. No assurance, however, can be given as to the amounts or timing of future
distributions as such distributions are subject to our earnings, financial condition, capital requirements and such other
factors as our board of directors, or our Board, deems relevant.

At March 5, 2019, there were 31,852,998 common shares outstanding held by 346 holders of record. The 346 holders
of record include Cede & Co., which holds shares as nominee for The Depository Trust Company, which itself holds
shares on behalf of the beneficial owners of our common stock. Such information was obtained through our registrar
and transfer agent.

The following table summarizes certain information about our 2005 Stock Incentive Plan and Amended and Restated
Omnibus Equity Compensation Plan at December 31, 2018:

(a) (b) (c)

Plan Category

Number of
Securities to
be Issued
Upon
Exercise of
Outstanding
Options,
Warrants
and Rights

Weighted-Average
Exercise Price of
Outstanding
Options, Warrants
and Rights

Number of
Securities
Remaining
Available for
Future
Issuance
Under Equity
Compensation
Plans
Excluding
Securities
Reflected in
Column (a)

Equity compensation approved by security holders:
Options 10,000 $ 25.60
Restricted stock 422,671 N/A
Total 432,671 724,967
In January 2018, we redeemed all shares of 8.50% Series A Cumulative Redeemable Preferred Stock and 930,983
shares of 8.25% Series B Cumulative Redeemable Preferred Stock, or Series B Preferred Stock, following payment of
the respective dividends for the period from October 31, 2017 to January 30, 2018. In March 2018, we redeemed our
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remaining outstanding shares of Series B Preferred Stock and paid dividends for the period from January 31, 2018 to
March 26, 2018.

Our 8.625% Fixed-to-Floating Series C Cumulative Redeemable Preferred Stock, or Series C Preferred Stock, is listed
on the NYSE and trades under the symbol "XANPrC." Prior to our name change in May 2018, the Series C Preferred
Stock previously traded under the symbol "RSOPrC." We have declared and paid the specified quarterly dividend per
share of $0.539063 through January 2019. No dividends are currently in arrears on the Series C Preferred Stock.

Issuer Purchases of Equity Securities

In August 2015, our Board authorized a program to repurchase up to $50.0 million of our outstanding equity and debt
securities. In March 2016, our Board approved a new securities repurchase program for up to $50.0 million of our
outstanding securities, which replaced the August 2015 repurchase plan. During the year ended December 31, 2018,
we did not repurchase any shares of our common or preferred stock through this program. At December 31, 2018,
$44.9 million remains available in this repurchase plan.
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Performance Graph

The following line graph presentation compares cumulative total shareholder returns on our common stock with the
Russell 2000 Index and the FTSE NAREIT All REIT Index for the period from December 31, 2013 to December 31,
2018. The graph and table assume that $100 was invested in each of our common stock, the Russell 2000 Index and
the FTSE NAREIT All REIT Index on December 31, 2013, and that all dividends were reinvested. This data is
furnished by the Research Data Group.

*$100 invested on December 31, 2013 in stock or index, including reinvestment of dividends.

Fiscal year ending December 31,
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ITEM 6. SELECTED FINANCIAL DATA
The following selected financial and operating information should be read in conjunction with Item 7, "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and our consolidated financial statements
and accompanying notes included in Item 8, "Financial Statements and Supplementary Data" (in thousands, except
share and per share amounts):

Years Ended December 31,
2018 2017 2016 2015 2014

Consolidated Statements of Operations Data:
Net interest income $55,163 $41,661 $58,871 $65,388 $69,788
Net income (loss) from continuing
operations $27,306 $47,457 $(11,334 ) $11,079 $59,585
Per Share Data: (1)

Dividends declared per common share $0.475 $0.20 $1.31 $2.34 $3.20
Net income (loss) per common share - basic:
Continuing operations $0.22 $0.64 $(1.10 ) $(0.62 ) $1.30
Net income (loss) per common share -
diluted:
Continuing operations $0.22 $0.64 $(1.10 ) $(0.62 ) $1.28
Weighted average number of common
shares outstanding - basic 31,198,319 30,836,400 30,539,369 32,280,319 32,007,766
Weighted average number of common
shares outstanding - diluted 31,383,102 31,075,787 30,539,369 32,280,319 32,314,847
(1)All per share amounts stated take into account the one-for-four reverse stock split effective on August 31, 2015 as

though it were in full effect for all periods presented for comparative purposes.

At December 31,
2018 2017 2016 2015 2014

Consolidated Balance Sheets Data:
Total assets $2,130,913 $1,912,075 $2,053,543 $2,765,562 $2,728,679
Borrowings $1,554,223 $1,163,485 $1,191,456 $1,621,713 $1,503,159
Total Exantas Capital Corp. stockholders' equity $553,819 $671,476 $704,299 $818,863 $935,523
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ITEM
7.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion should be read in conjunction with our consolidated financial statements and accompanying
notes included in Item 8, "Financial Statements and Supplementary Data" of this annual report on Form 10-K.

Overview

We are a Maryland corporation and real estate investment trust ("REIT") that is primarily focused on originating,
holding and managing commercial mortgage loans and commercial real estate-related debt investments. We are
externally managed by Exantas Capital Manager Inc. (our "Manager"), which is an indirect wholly-owned subsidiary
of C-III Capital Partners LLC ("C-III"), a leading commercial real estate ("CRE") investment management and
services company engaged in a broad range of activities. C-III is the beneficial owner of 2.4% of our outstanding
shares of common stock at December 31, 2018. Our Manager draws upon the management teams of C-III and its
subsidiaries and its collective investment experience to provide its services. Our objective is to provide our
stockholders with total returns over time, including quarterly distributions and capital appreciation, while seeking to
manage the risks associated with our investment strategies. Historically, we have made other residential real estate and
commercial finance investments. We have financed a substantial portion of our portfolio investments through
borrowing strategies seeking to match the maturities and repricing dates of our financings with the maturities and
repricing dates of our investments, and we have sought to mitigate interest rate risk through derivative instruments.

We are organized and have elected to be taxed as a REIT for U.S. federal income tax purposes under Subchapter M of
the Internal Revenue Code of 1986, as amended. We also intend to operate our business in a manner that will permit
us to remain excluded from registration as an investment company under the Investment Company Act of 1940.

Our investment strategy targets the following CRE credit investments, including:

•First mortgage loans, which we refer to as whole loans. These loans are typically secured by first liens on CRE
property, including the following property types: office, multifamily, self-storage, retail, hotel, healthcare, student
housing, manufactured housing, industrial and mixed-use.
•First priority interests in first mortgage loans, which we refer to as A-notes. An A-note is typically a privately
negotiated loan that is secured by a first mortgage on a commercial property or group of related properties that is
senior to a B-note secured by the same first mortgage property or group.
•Subordinated interests in first mortgage loans, which we refer to as B-notes. A B-note is typically a privately
negotiated loan that is secured by a first mortgage on a commercial property or group of related properties and is
subordinated to an A-note secured by the same first mortgage property or group. B-notes are subject to more credit
risk with respect to the underlying mortgage collateral than the corresponding A-note.
•Mezzanine debt that is senior to borrower's equity but is subordinated to other third-party debt. Like B-notes, these
loans are also subordinated CRE loans, but are usually secured by a pledge of the borrower's equity ownership in the
entity that owns the property or by a second lien mortgage on the property.
•Preferred equity investments that are subordinate to first mortgage loans and mezzanine debt. These investments may
be subject to more credit risk than subordinated debt but provide the potential for higher returns upon a liquidation of
the underlying property and are typically structured to provide some credit enhancement differentiating it from the
common equity in such investments.
•Commercial mortgage-backed securities ("CMBS") that are collateralized by commercial mortgage loans, including
senior and subordinated investment grade CMBS, below investment grade CMBS and unrated CMBS.
•CRE Investments: We may invest in other income producing real estate debt and equity investments.
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We generate our income primarily from the spread between the revenues we receive from our assets and the cost to
finance our ownership of those assets, including corporate debt and from hedging interest rate risks.
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We use leverage to enhance our returns, and we have financed each of our different asset classes with different
degrees of leverage. The cost of borrowings to finance our investments is a significant part of our expenses. Our net
income depends on our ability to control these expenses relative to our revenue. We historically have financed our
CRE loan portfolio with repurchase agreements as a short-term financing source and securitizations and, to a lesser
extent, other term financing as long-term financing sources. We expect to continue to use these financing sources into
the near term future. At December 31, 2018, our match-funded, floating rate CRE and CMBS investments, at par,
comprise 89% of the core investment portfolio totaling $2.0 billion. We use derivative financial instruments to hedge
a portion of the interest rate risk associated with our borrowings. We generally seek to minimize interest rate risk with
a strategy that is expected to result in the least amount of volatility under generally accepted accounting principles
while still meeting our strategic economic objectives and maintaining adequate liquidity and flexibility. These hedging
transactions may include interest rate swaps, collars, caps or floors, puts, calls and options.

In November 2016, we received approval from our board of directors (our "Board") to execute a strategic plan (the
"Plan") to focus our strategy on CRE debt investments. The Plan contemplated disposing of certain loans underwritten
prior to 2010 ("legacy CRE loans"), exiting non-core businesses and investments (collectively, the "Identified
Assets"), and establishing a dividend policy based on sustainable earnings.

We began the process of disposing of several ancillary businesses and investments as part of the Plan during the fourth
quarter of 2016. The dispositions included our residential mortgage origination operations and our middle market
lending segment. We moved these segments to discontinued operations and also moved our life settlement contract
investment as well as several legacy CRE loans to held for sale classification in the fourth quarter of 2016 and
recognized impairments to adjust the carrying value of these businesses and investments to their estimated fair market
value. We have substantially completed the execution of the Plan. As of December 31, 2018, we had approximately
$29.8 million of the $480.1 million identified Plan assets remaining, of which $28.5 million related to two legacy
CRE loans. We have deployed the capital received from executing the Plan primarily into our CRE lending business
and CMBS investments. These investments were initially financed in part through our CRE and CMBS term facilities
and, in the case of CRE loans, through securitizations.

We typically target transitional floating-rate CRE loans between $20.0 million and $30.0 million. During the year
ended December 31, 2018, we originated 41 new CRE loans with total commitments of $861.6 million, which was our
highest production year since inception. During the year ended December 31, 2018, we acquired CMBS with total
face values of $252.3 million. We expect to continue to diversify and extend the duration of our core CRE portfolio by
investing in CMBS where we see attractive investment opportunities. We expect to see continued positive momentum
in 2019 and anticipate that our originations and investments for the year ended December 31, 2019 will be between
$850.0 million and $1.0 billion for the calendar year.

In furtherance of the actions taken to reduce our cost of capital, we redeemed all of our 8.50% Series A Cumulative
Redeemable Preferred Stock and 8.25% Series B Cumulative Redeemable Preferred Stock ("Series B Preferred
Stock"), at a total redemption cost of $165.3 million, during the first quarter of 2018. In December 2018, our 6.00%
convertible senior notes due 2018 ("6.00% Convertible Senior Notes") matured, which resulted in the payoff of the
outstanding balance, including accrued interest, totaling $72.6 million. The preferred stock redemptions eliminated
approximately $13.7 million of preferred stock dividends on an annual basis and the maturity of the 6.00%
Convertible Senior Notes eliminated approximately $4.2 million of interest expense on an annual basis.

At December 31, 2018, our equity was allocated as follows: 95% in core assets and 5% in non-core assets. At
December 31, 2017, our equity was allocated as follows: 84% in core assets and 16% in non-core assets.

Edgar Filing: Exantas Capital Corp. - Form 10-K

73



Results of Operations

Our net income allocable to common shares for the year ended December 31, 2018 was $7.0 million, or $0.22 per
share-basic ($0.22 per share-diluted), as compared to net income allocable to common shares of $5.7 million, or $0.18
per share-basic ($0.18 per share-diluted), for the year ended December 31, 2017 and a net loss allocable to common
shares of $53.0 million, or $(1.73) per share-basic ($(1.73) per share-diluted), for the year ended December 31, 2016.

(Back to Index)

39

Edgar Filing: Exantas Capital Corp. - Form 10-K

74



(Back to Index)

Net Interest Income

The following table analyzes the change in interest income and interest expense for the comparative years ended
December 31, 2018 and 2017 by changes in volume and changes in rates. The changes attributable to the combined
changes in volume and rate have been allocated proportionately, based on absolute values, to the changes due to
volume and changes due to rates (in thousands):

Year Ended December 31, 2018
Compared to Year

Ended December 31, 2017
Due to Changes in

Net
Change

Percent
Change
(1) Volume Rate

Increase (decrease) in interest income:
CRE whole loans (2) $15,000 18 % $8,939 $6,061
Legacy CRE loans (2)(3) (1,468 ) (44 )% (1,762 ) 294
CRE mezzanine loan 269 100 % 269 —
CRE preferred equity investment (2) 1,731 100 % 1,731 —
Securities (4) 10,099 119 % 10,824 (725 )
Other (2,170 ) (85 )% (2,142 ) (28 )
Total increase in interest income 23,461 24 % 17,859 5,602

Increase (decrease) in interest expense:
Securitized borrowings: (5)

RCC 2014-CRE2 Senior Notes (3,274 ) (100 )% (3,274 ) —
RCC 2015-CRE3 Senior Notes (5,773 ) (82 )% (7,304 ) 1,531
RCC 2015-CRE4 Senior Notes (3,770 ) (72 )% (4,601 ) 831
RCC 2017-CRE5 Senior Notes 5,404 166 % 4,398 1,006
XAN 2018-RSO6 Senior Notes 7,744 100 % 7,744 —
Unsecured junior subordinated debentures 481 18 % — 481
Convertible senior notes: (5)

4.50% Convertible Senior Notes 6,052 171 % 6,052 —
6.00% Convertible Senior Notes (2,504 ) (34 )% (2,504 ) —
8.00% Convertible Senior Notes (4,581 ) (70 )% (4,581 ) —
CRE - term repurchase facilities (5) 4,652 35 % 2,177 2,475
CMBS - term repurchase facilities (1,848 ) (76 )% (2,275 ) 427
Trust certificates - term repurchase facilities (5) 1,460 53 % 1,410 50
CMBS - short term repurchase agreements 5,877 100 % 5,877 —
Hedging 39 30 % 39 —
Total increase in interest expense 9,959 17 % 3,158 6,801
Net increase (decrease) in net interest income $13,502 $14,701 $(1,199)

(1)Percent change is calculated as the net change divided by the respective interest income or interest expense for the
year ended December 31, 2017.
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(2)Includes a decrease in fee income of approximately $264,000 on CRE whole loans and increases of approximately
$510,000 and $29,000 recognized on legacy CRE loans and the CRE preferred equity investment, respectively, that
were due to changes in volume.

(3)Includes the change in interest income recognized on two legacy CRE loans reclassified to CRE loans from assets
held for sale on the consolidated balance sheet at June 30, 2018. One of the reclassified legacy CRE loans paid off
at par in December 2018.

(4)Includes an increase from net accretion income of approximately $2.1 million that was due to changes in volume.
(5)Includes a decrease of net amortization expense of approximately $2.1 million on our securitized borrowings, and

increases of approximately $928,000, $394,000 and $96,000 on our convertible senior notes, CRE - term
repurchase facilities and trust certificates - term repurchase facilities, respectively, that were due to changes in
volume.

Net Change in Interest Income for the Comparative Years Ended December 31, 2018 and 2017:

Aggregate interest income increased by $23.5 million for the comparative years ended December 31, 2018 and 2017.
We attribute the change to the following:

CRE whole loans. The increase of $15.0 million for the comparative years ended December 31, 2018 and 2017 was
primarily attributable to an increase in the outstanding balance of CRE whole loans, attributable to net fundings of
$237.2 million for the year ended December 31, 2018, and an increase in the one-month London Interbank Offered
Rate ("LIBOR"), our benchmark rate on CRE whole loans, over the comparative years.

Legacy CRE loans. The decrease of $1.5 million for the comparative years ended December 31, 2018 and 2017 was
primarily attributable to legacy CRE loan payoffs, including: 2017 payoffs of four loans with carrying values of $90.7
million and the 2018 payoff of one loan with a carrying value of $11.0 million.
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CRE preferred equity investment. The increase of $1.7 million for the comparative years ended December 31, 2018
and 2017 was attributable to our March 2018 investment in a preferred equity interest with an outstanding principal
balance of $19.7 million and an 11.50% interest rate at December 31, 2018.

Securities. The increase of $10.1 million for the comparative years ended December 31, 2018 and 2017 was primarily
attributable to the acquisitions of CMBS with acquisitions of $216.5 million net of repayments during the year ended
December 31, 2018. The increase was partially offset by decreases in interest income on our asset-backed securities
("ABS"), resulting from the September 2017 sales of four securities with total amortized costs of $2.5 million and the
December 2017 sale of one security with an amortized cost of $1.8 million.

Other. The decrease of $2.2 million for the comparative years ended December 31, 2018 and 2017 was primarily
attributable to the sales of our remaining investments in the Harvest CLOs, which were euro-denominated
collateralized loan obligation ("CLO") investments collateralized by syndicated bank loans, and the receipt of $1.1
million of cash in excess of our cost basis on a trading security, recorded as interest income in our consolidated
statements of operations during the year ended December 31, 2017.

Net Change in Interest Expense for the Comparative Years Ended December 31, 2018 and 2017:

Aggregate interest expense increased by $10.0 million for the comparative years ended December 31, 2018 and 2017.
We attribute the change to the following:

Securitized borrowings. The total net increase of $331,000 for the comparative years ended December 31, 2018 and
2017 was primarily attributable to the close of Exantas Capital Corp. 2018-RSO6, Ltd. ("XAN 2018-RSO6") in June
2018, the incurrence of a full year of interest expense on Resource Capital Corp. 2017-CRE5, Ltd. ("RCC
2017-CRE5") and the increase in one-month LIBOR over the comparative years. The increases were offset by
decreases attributable to the liquidations of Resource Capital Corp. 2014-CRE2, Ltd. ("RCC 2014-CRE2"), Resource
Capital Corp. 2015-CRE3, Ltd. ("RCC 2015-CRE3") and Resource Capital Corp. 2015-CRE4, Ltd. ("RCC
2015-CRE4") in August 2017, August 2018 and July 2018, respectively.

Unsecured junior subordinated debentures. The increase of $481,000 for the comparative years ended December 31,
2018 and 2017 was attributable to an increase in three-month LIBOR, the benchmark rate on the borrowings, over the
comparative years.

Convertible senior notes. The decrease of $1.0 million for the comparative years ended December 31, 2018 and 2017
was primarily attributable to the extinguishment of $44.5 million and $78.8 million of aggregate principal of our
6.00% Convertible Senior Notes and 8.00% convertible senior notes due 2020 ("8.00% Convertible Senior Notes"),
respectively, in the third quarter of 2017. That decrease was partially offset by the issuance of $143.8 million
of 4.50% convertible senior notes due 2022 ("4.50% Convertible Senior Notes").

CRE - term repurchase facilities. The increase of $4.7 million for the comparative years ended December 31, 2018
and 2017 was primarily attributable to an increase in one-month LIBOR over the comparative years ended and the
increased utilization of the facilities, in which outstanding borrowings increased by $215.9 million from December 31,
2017 to December 31, 2018, aided by the execution of two new facilities, with Barclays Bank PLC ("Barclays") and
JPMorgan Chase Bank, N.A. ("JPMorgan Chase"), in 2018.

CMBS - term repurchase facilities & CMBS - short-term repurchase agreements. The decrease of $1.8 million and
increase of $5.9 million on the CMBS - term repurchase facilities and CMBS - short-term repurchase agreements,
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respectively, for the comparative years ended December 31, 2018 and 2017 were primarily attributable to our
increased utilization of short term repurchase agreements to finance CMBS and decreased utilization of longer term
facilities in 2018.

Trust certificates - term repurchase facilities. The increase of $1.5 million for the comparative years ended
December 31, 2018 and 2017 was primarily attributable to the September 2017 execution of a new trust certificate
repurchase agreement with RSO Repo SPE Trust 2017, with an outstanding balance of $47.3 million at December 31,
2018, and an increase in one-month LIBOR over the comparative periods.
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The following table analyzes the change in interest income and interest expense for the comparative years ended
December 31, 2017 and 2016 by changes in volume and changes in rates. The changes attributable to the combined
changes in volume and rate have been allocated proportionately, based on absolute values, to the changes due to
volume and changes due to rates (in thousands, except amounts in footnotes):

Year Ended December 31, 2017 Compared
to Year

Ended December 31, 2016
Due to Changes in

Net
Change

Percent
Change
(1) Volume Rate

Increase (decrease) in interest income:
CRE whole loans (2)(3) $446 1 % $(7,287 ) $7,733
Legacy CRE loans 2,593 355 % 2,593 —
Securities (3) (13,883) (62 )% (14,048) 165
Other (2,456 ) (49 )% 348 (2,804)
Total (decrease) increase in interest income (13,300) (12 )% (18,394) 5,094

Increase (decrease) in interest expense:
Securitized borrowings: (4)

RCC CRE Notes 2013 (1,909 ) (100 )% (1,909 ) —
RCC 2014-CRE2 Senior Notes (886 ) (21 )% (1,873 ) 987
RCC 2015-CRE3 Senior Notes (44 ) (1 )% (1,901 ) 1,857
RCC 2015-CRE4 Senior Notes (315 ) (6 )% (1,738 ) 1,423
RCC 2017-CRE5 Senior Notes 3,252 100 % 3,252 —
Unsecured junior subordinated debentures (5) 149 6 % — 149
Convertible senior notes: (4)

4.50% Convertible Senior Notes 3,539 100 % 3,539 —
6.00% Convertible Senior Notes (1,268 ) (15 )% (1,268 ) —
8.00% Convertible Senior Notes (2,643 ) (29 )% (2,643 ) —
CRE - term repurchase facilities 2,327 21 % 355 1,972
CMBS - term repurchase facilities 700 40 % 139 561
Trust certificates - term repurchase facilities (4) 996 57 % 922 74
Hedging 12 10 % 12 —
Total increase (decrease) in interest expense 3,910 7 % (3,113 ) 7,023
Net (decrease) increase in net interest income $(17,210) $(15,281) $(1,929)

(1)Percent change is calculated as the net change divided by the respective interest income or interest expense for the
year ended December 31, 2016.

(2)Includes a decrease of fee income of approximately $59,000 on CRE whole loans that were due to changes in
volume.

(3)Includes increases of net accretion income of approximately $1.0 million and $71,000 on our CMBS securities and
CRE whole loans, respectively, that were due to changes in volume.

(4)
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Includes increases of net amortization expense of approximately $2.3 million, $518,000 and $63,000 on our
securitized borrowings, convertible senior notes and trust certificates - term repurchase facilities, respectively, that
were due to changes in volume.

(5)Includes a decrease of net amortization expense of approximately $135,000 on our unsecured junior subordinated
debentures that were due to changes in rate.

Net Change in Interest Income for the Comparative Years Ended December 31, 2017 and 2016:

Aggregate interest income decreased by $13.3 million for the comparative years ended December 31, 2017 and 2016.
We attribute the change to the following:

CRE whole loans and legacy CRE loans. The increase of $3.0 million for the comparative years ended December 31,
2017 and 2016 was primarily attributable to an increase in one-month LIBOR for the comparative years.

Securities. The decrease of $13.9 million for the comparative years ended December 31, 2017 and 2016 was primarily
attributable to a decrease of $17.0 million on ABS interest income; offset by an increase of $3.1 million of CMBS
interest income. The decrease of ABS interest income was primarily attributable to the liquidations of Resource Real
Estate Funding CDO 2006-1, Ltd. ("RREF CDO 2006-1") and Resource Real Estate Funding CDO 2007-1, Ltd.
("RREF CDO 2007-1") and partial liquidation of Apidos Cinco CDO ("Apidos Cinco") in 2017. The increase of
CMBS interest income was primarily attributable to the acquisition of CMBS with total face values of $212.0 million
during the year ended December 31, 2017.

Other. The decrease of $2.5 million for the comparative years ended December 31, 2017 and 2016 was primarily
attributable to the sales of our remaining investments in the Harvest CLOs during the year ended December 31, 2017.
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Net Change in Interest Expense for the Comparative Years Ended December 31, 2017 and 2016:

Aggregate interest expense increased by $3.9 million for the comparative years ended December 31, 2017 and 2016.
We attribute the change to the following:

CRE - term repurchase facilities. The increase of $2.3 million for the comparative years ended December 31, 2017
and 2016 was primarily attributable to the increase in one-month LIBOR for the comparative years.

CMBS - term repurchase facilities. The increase of $700,000 for the comparative years ended December 31, 2017 and
2016 was primarily attributable to increased financing of new acquisitions in our CMBS portfolio utilizing the
proceeds from the monetization of Plan assets.

Trust certifications - term repurchase facilities. The increase of $996,000 for the comparative years ended
December 31, 2017 and 2016 was primarily attributable to the execution of a new trust certificate repurchase
agreement with RSO Repo SPE Trust 2017 in September 2017.

The following table presents the average net yield and average cost of funds for the years ended December 31, 2018,
2017 and 2016 (in thousands, except percentages):

Year Ended December 31,
2018

Year Ended December 31,
2017

Year Ended December 31,
2016

Average
Amortized
Cost

Interest
Income
(Expense)

Average
Net
Yield
(Cost
of
Funds)

Average
Amortized
Cost

Interest
Income
(Expense)

Average
Net
Yield
(Cost
of
Funds)

Average
Amortized
Cost

Interest
Income
(Expense)

Average
Net Yield
(Cost
of
Funds)

Interest-earning
assets
CRE whole
loans (1) $1,415,753 $ 99,944 7.06 % $1,275,044 $ 84,944 6.66 % $1,399,591 $ 84,498 6.03 %
Legacy CRE
loans 66,687 1,856 2.78 % 129,724 3,324 2.56 % 22,723 731 3.22 %
CRE mezzanine
loan 2,665 269 10.10 % — — — % — — — %
CRE preferred
equity
investment 14,665 1,731 11.80 % — — — % — — — %
Securities 298,769 18,600 6.23 % 126,407 8,501 6.72 % 225,640 22,384 9.91 %
Other 10,476 379 3.62 % 59,083 2,549 4.32 % 40,220 5,005
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