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None
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As of March 1, 2005, the Registrant had 55,318,614 shares of common stock outstanding.

Certain information required for Part III of this report is incorporated herein by reference to the proxy statement for the 2005 annual
meeting of the Company s stockholders.
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PART I

Item 1. Business

General

New Century Financial Corporation is a real estate investment trust, or REIT, that, through its subsidiaries, operates one of the nation s largest
subprime mortgage finance companies. We began operating our business as a REIT in the fourth quarter of 2004, and we will elect to be taxed
as a REIT when we file our tax returns for 2004. In connection with our REIT conversion we raised approximately $770 million of capital, net
of underwriting and other expenses, in October 2004. We continue to deploy that capital to build a portfolio of mortgage assets and expect to
have fully deployed that capital by the end of the second quarter of 2005. We expect that our portfolio of mortgage assets will provide a
relatively stable source of revenues and will contribute more than half of our earnings in 2005.

We originate and purchase primarily first mortgage products nationwide. We focus on lending to individuals whose borrowing needs are
generally not fulfilled by traditional financial institutions because they do not satisfy the credit, documentation or other underwriting standards
prescribed by conventional mortgage lenders and loan buyers. We originate and purchase loans on the basis of the borrower s ability to repay the
mortgage loan, the borrower s historical pattern of debt repayment and the amount of equity in the borrower s property, as measured by the
borrower s loan-to-value ratio, or LTV. We have been originating and purchasing subprime loans since 1996 and believe we have developed a
comprehensive and sophisticated process of credit evaluation and risk-based pricing that allows us to effectively manage the potentially higher
risks associated with this segment of the mortgage industry.

We have historically sold our loans through both whole loan sales and securitizations. Until 2003, we typically structured these securitizations as
sales. Since 2003, we have retained between 20% and 25% per year of our loan production for investment on our balance sheet through
securitizations structured as financings rather than sales. We converted to a REIT in 2004 because we believe that the REIT structure provides
the most tax-efficient way to hold mortgage loans on our balance sheet. We expect that we will continue to increase the percentage of our net
income generated from our mortgage loan portfolio, producing more diverse revenues across a variety of interest rate environments.

The Merger and Related Transactions

On April 5, 2004, the board of directors of New Century TRS Holdings, Inc., or New Century TRS, formerly known as New Century Financial
Corporation, approved a plan to change its capital structure to enable it to qualify as a REIT for U.S. federal income tax purposes. The board of
directors of New Century TRS based its decision to convert New Century TRS to a REIT on several factors, including the potential for increased
stockholder return, tax efficiency and ability to achieve growth objectives. On April 19, 2004, the board of directors of New Century TRS
approved certain legal and financial matters related to the proposed REIT conversion.

On April 12, 2004, New Century TRS formed New Century Financial Corporation, or New Century, a Maryland corporation formerly known as
New Century REIT, Inc. On September 15, 2004, the stockholders of both New Century TRS and New Century approved and adopted the
merger agreement that implemented the restructuring of New Century TRS in order for it to qualify as a REIT.
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Pursuant to the merger agreement, (i) a wholly-owned subsidiary of New Century merged with and into New Century TRS, with New Century

TRS as the surviving corporation, (ii) each outstanding share of common stock of New Century TRS was converted into one share of New

Century common stock, (iii) New Century TRS changed its name to New Century TRS Holdings, Inc. and became a wholly-owned subsidiary of
New Century and (iv) New Century changed its name to New Century Financial Corporation and became the publicly-traded
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New York Stock Exchange, or NYSE, -listed parent company that succeeded to and continued to operate substantially all of the existing
businesses of New Century TRS and its subsidiaries. The merger was consummated and became effective on October 1, 2004.

The board of directors, committees of the board of directors and management of New Century immediately after the consummation of the
merger had the same membership as the board of directors, committees of the board of directors and management of New Century TRS
immediately prior to the consummation of the merger.

In this annual report on Form 10-K, unless the context suggests otherwise, for time periods before October 1, 2004, the terms the company, our
company, we, our and us refer to New Century TRS and its subsidiaries, and for time periods on and after October 1, 2004, the terms the
company, our company, we, our and us referto New Century and its subsidiaries, including New Century TRS.

Changes in Our Business as a Result of the REIT Conversion

As a result of the recently completed merger and the related capital-raising activities, we expect that a significant source of our revenue
prospectively will be interest income generated from our portfolio of mortgage loans held by our REIT and our qualified REIT subsidiaries. We
also expect to continue to generate revenue through our taxable REIT subsidiaries from the sale of loans, servicing income and loan origination
fees. We expect the primary components of our expenses to be (i) interest expense on our credit facilities, securitizations and other borrowings,
(ii) general and administrative expenses, and (iii) payroll and related expenses arising from our origination and servicing businesses.

As a result of the merger and the related transactions, we have made certain changes to our business operations, some of which are described
below:

Loan origination, acquisition and servicing. We continue to originate, underwrite, process, fund and service a majority of
loans through our taxable REIT subsidiaries in accordance with our existing policies, procedures and underwriting
guidelines. In addition, in 2005, we expect to be able to originate mortgage loans directly through one of our qualified
REIT subsidiaries.

Loan sales. Prior to the recently completed merger, we sold most of our loans through whole loan sales or securitizations.
Subsequent to the merger, we continue to sell a significant portion of our loans through whole loan sales. For our securitizations,
however, we believe that we obtain the greatest tax advantage by holding those loans directly through our REIT or one of our
qualified REIT subsidiaries. Since our loans are originated or purchased by our taxable REIT subsidiaries, we must first sell those
loans to our REIT or our qualified REIT subsidiaries, then complete the securitization transactions directly through our REIT or our
qualified REIT subsidiaries. Beginning in the fourth quarter of 2004, our qualified REIT subsidiaries began to purchase loans from
our taxable REIT subsidiaries in arm s-length transactions at fair market value. We determine fair market value based on prevailing
market prices for similar whole loan sale transactions executed with unaffiliated third parties. In connection with the merger, one of
our qualified REIT subsidiaries purchased a $6.6 billion portfolio of previously securitized mortgage loans from one of our taxable
REIT subsidiaries.

Short-term financing. In connection with our conversion to a REIT, we and our qualified REIT subsidiaries have structured some of
our existing credit facilities to allow our qualified REIT subsidiaries and our taxable REIT subsidiaries to share the facilities as
co-borrowers. Ultimately, the loans financed through these facilities by our qualified REIT subsidiaries are financed through
securitizations structured as financings.
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Long-term financing. We expect to continue financing our REIT loan portfolio for the long-term through securitizations. We
securitize such mortgage assets through the issuance of non-real estate mortgage investment conduit, or non-REMIC, collateralized

mortgage obligations, or CMOs, whereby we retain the equity interests in the mortgage-backed assets used as collateral in the
securitization transaction.
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Hedging. We currently use various derivative financial instruments to attempt to mitigate interest rate risks. When interest rates
change, we expect the gain or loss on derivatives to be substantially offset by a related but inverse change in the value of the assets
that we hold or the amount of future interest payments on the related liabilities. We expect to continue this hedging strategy.
However, REIT qualification tests will limit the amount of income our REIT can receive from our financial derivatives. As a result,
we may be required to conduct some hedging activities through one or more of our taxable REIT subsidiaries, which will subject the
related hedging income to corporate income tax.

Business Strategy

Our business objective is to provide a stable and growing dividend to our stockholders by growing and managing a portfolio of mortgage related
assets. We intend to execute this strategy by:

Building our portfolio of mortgage-related assets. We intend to increase our portfolio by retaining self-originated loans through
securitizations structured as financings. We believe this portfolio will continue to increase our interest income and, accordingly, our
dividend. We expect that our capacity to originate loans will provide us with a significant volume of loans at a lower cost and with
greater reliability than if we purchased our portfolio from a third party.

Actively managing our mortgage loan portfolio. We will seek to actively manage the interest rate and credit risks relating to holding
a portfolio of mortgage-related assets in an effort to generate an attractive risk-adjusted return on our stockholders equity. We will
continue to use hedge instruments to attempt to reduce the interest rate exposure that results from financing fixed-rate assets with
floating-rate liabilities. We will also actively monitor our portfolio to manage our credit exposure through early detection and
management of probable delinquencies.

Maintaining a strong capital and liquidity base. We will seek to strengthen our balance sheet by managing prudent levels of capital
and liquidity and by increasing our liquidity and capital position through future offerings of debt and equity. We will also seek to
increase available capacity under our credit facilities and to enhance our cash position by retaining some or all of our earnings in our
taxable REIT subsidiaries. We believe a strong balance sheet will allow us to more prudently manage our loan portfolio during
temporary market disruptions.

Expanding our servicing platform. We intend to grow our servicing portfolio through both securitizations structured as financings
and whole loan sales executed on a servicing retained basis. We believe the value of our servicing platform will increase in a rising
interest rate environment, which could help to offset any corresponding decline in our loan origination volume. We also believe that
a strong servicing operation is a key component to improving the performance of our portfolio.

Strengthening our production franchise. We plan to grow our production franchise by expanding our product offerings and growing
our sales force particularly on the east coast and in other metropolitan areas outside of California. For retail expansion, we have
launched a separate retail brand, Home123®. We acquired the rights to this new brand identity in May 2004. We believe that by
having a sizable, efficient origination franchise we can continue to provide ample assets on a cost-effective basis to grow our REIT
portfolio. A strong origination platform will also allow our taxable REIT subsidiaries to earn substantial income and build retained
earnings and liquidity.

Developing and growing new mortgage products. We intend to further diversify our revenues by evaluating and executing strategic
acquisitions and new business opportunities, particularly to develop new mortgage product offerings.
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Competitive Advantages

We believe that the following competitive strengths distinguish our business model from those of other mortgage REITs and residential
mortgage lenders, and will enable us to implement our business strategy:

One of the largest mortgage REIT portfolios. We have one of the largest portfolios of residential mortgage assets of any REIT. Our
mortgage portfolio provides a significant portion of our earnings.

One of the largest taxable REIT subsidiaries. Our taxable REIT subsidiaries are among the largest originators of residential mortgage
assets. We are the nation s second largest subprime mortgage finance company when measured by loan production volume for the
year ended December 31, 2004. We provide primarily first mortgage products to borrowers nationwide. We are authorized to lend in
all 50 states and have a leading market presence through a wholesale network of approximately 37,000 approved independent
mortgage brokers and our retail network of 74 branch offices in 29 states. Our taxable REIT subsidiaries generate significant
earnings which can increase our dividend potential.

Lower-cost portfolio accumulation strategy. Unlike mortgage REITs without origination capabilities, we believe our ability to
purchase loans originated by one or more of our taxable REIT subsidiaries allows us to accumulate mortgage loans at a lower cost
and with greater reliability than would be available through large, bulk secondary market purchases, which will be further enhanced
when we begin to originate loans directly through our qualified REIT subsidiaries.

Operational flexibility. Our structure and business strategy provide us with the flexibility to both securitize a portion of our loan
originations for our portfolio and sell the balance for cash. We believe that this flexibility allows us to provide a broader product
offering, better manage our cash flows and respond to changing conditions in the secondary market environment, thus enhancing the
return on our stockholders equity.

Long-standing institutional relationships. We have developed long-standing relationships with a variety of institutional loan buyers,
including Credit Suisse First Boston (DLJ Mortgage Capital, Inc.), Goldman Sachs, Morgan Stanley, Residential Funding
Corporation and UBS Real Estate Securities Inc. These loan buyers regularly bid on and purchase large loan pools from us and we
frequently enter into committed forward loan sale agreements with them. In addition, we have developed relationships with a variety
of institutional lenders, including Bank of America NA, Barclays Bank PLC, Bear Stearns Mortgage Capital Inc., IXIS Real Estate
Capital Inc. (formerly known as CDC Mortgage Capital Inc.), Citigroup Global Markets Realty Corp., Credit Suisse First Boston
Mortgage Capital LLC, Morgan Stanley Mortgage Capital Inc. and UBS Real Estate Securities, all of whom have existing lending
relationships with us.

Automated credit grading capability. We have created a proprietary automated credit grading and pricing methodology that we
believe, based upon our historical loan performance, gives us the ability to more effectively evaluate credit risk and more efficiently
price our products. This automated credit grading system helps us construct a more consistent and predictable portfolio, which we
believe enables us to generate attractive risk-adjusted returns.

Reputation for high quality customer service. We believe our origination process is easier for our borrowers and brokers to use than
the origination processes of most of our competitors because of our ability to provide quick responses and consistent and clear
procedures, with an emphasis on ease of use through technology, including our FastQual® system, a Web-based underwriting engine.

Management experience and depth. The members of our senior management team have, on average, over 20 years of experience in
the mortgage finance sector, with substantial experience addressing the challenges posed by a variety of interest rate environments,
including growing an origination franchise, managing credit risk and developing strong capital market relationships.
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Investment and Operational Policies

Portfolio Growth Strategy

Our strategy is to grow our portfolio of mortgage loans through securitizations structured as financings. Our securitizations are typically
structured as CMOs. Securitizations structured as financings remain on our consolidated balance sheet as an asset and the underlying bonds are
reported as a liability. Consequently, we record interest income generated by the mortgage loans and recognize interest expense on the related
financings over the life of the mortgage loan pool, rather than generate a gain or loss at the time of the securitization.

A substantial portion of the net interest income generated by our securitized loans is based upon the difference between the weighted average
interest earned on the mortgage loans and the interest payable to holders of the bonds collateralized by our loans. The net income we receive
from the securitizations structured as financings is affected by the current level of the London Inter-Bank Offered Rate, or LIBOR, rates. This is
because the interest on the underlying mortgage loans is based on fixed rates payable on the underlying loans for the first two or three years from
origination, while the holders of the applicable securities are generally paid based on an adjustable LIBOR-based yield. Therefore, an increase in
LIBOR reduces the net income we receive from, and the value of, these mortgage loans. In addition, the net interest income we receive from
securitizations will be reduced if there are a significant number of loan defaults or a large amount of loan prepayments, especially defaults on, or
repayments of, loans with interest rates that are high relative to the rest of the asset pool. We attempt to mitigate at least a portion of this net
interest margin variability by purchasing Euro Dollar futures contracts or interest rate caps. We attempt to mitigate some of the risk of credit
defaults and prepayments through active management on our servicing platform.

We employ a leverage strategy to increase our mortgage loan portfolio by financing the portfolio through securitizations structured as
financings. We generally target our outstanding borrowings, including these financings, at roughly 12 times the amount of our consolidated
equity capital, although our actual leverage ratio may vary from time to time depending on market conditions and other factors deemed relevant
by our management and board of directors.

Hedging policy

In order to seek to mitigate the adverse effects resulting from interest rate increases on our residual interests, certain mortgage loans held for sale
and certain mortgage loans held for investment, we utilize derivative financial instruments such as Euro Dollar futures contracts and interest rate
caps. It is not our policy to use derivatives to speculate on interest rates. These derivative instruments have an active secondary market and are
intended to provide income and cash flow to offset potential reduced interest income and cash flow under certain interest rate environments.
Certain of our interest rate management activities qualify for hedge accounting in accordance with Statement of Financial Accounting Standards
No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended and interpreted. We report the derivative financial
instruments and any related margin accounts on our consolidated balance sheets at their fair value. See Risk Factors Federal Income Tax Risks
and Risks Associated with Being a REIT Our compliance with the REIT requirements may limit our ability to hedge interest rate risk effectively.

We intend to use a variety of risk management strategies to monitor and address interest rate risk. We believe that these strategies will allow us
to monitor and evaluate our exposure to interest rates and to manage the risk profile of our mortgage loan portfolio in response to changes in
market conditions. As part of our interest rate risk management process, we may use derivative financial instruments such as Euro Dollar futures
contracts, interest rate cap agreements, interest rate swap agreements, Treasury futures, and options on interest rates. We may also use other
hedging instruments including mortgage derivative securities, as necessary. Hedging strategies also involve transaction and other costs.

11
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We will actively monitor, and may have to limit, our asset/liability management program to assure that we do not realize hedging income, or
hold hedges having a value, in excess of the amounts permitted by the REIT income and asset tests. In the case of excess hedging income, we
would be required to pay a penalty tax for failure to satisfy one or both of the REIT income tests under the Internal Revenue Code of 1986, as
amended, or the Code, if the excess is due to reasonable cause and not willful neglect and if other requirements are met. If our violation of the
REIT gross income tests is due to willful neglect or if the value of our hedging positions causes us to violate one or more of the REIT asset tests,
the penalty could be disqualification as a REIT. Attempting to comply with the REIT income and asset tests could leave us exposed to greater
risks associated with changes in interest rates than we would otherwise want to bear. In addition, our management may elect to have us bear a
level of risk that could otherwise be mitigated through hedging when our management believes, based on all relevant facts, that bearing such risk
is advisable. We will engage in hedging for the sole purpose of protecting against interest rate risk and not for the purpose of speculating on
changes in interest rates.

Financing Policy

If our board of directors determines that additional financing is required, we may raise the funds through additional equity offerings, debt
financings, retention of cash flow (subject to provisions in the Code concerning distribution requirements and taxability of undistributed REIT
taxable income) or a combination of these methods. In the event that our board of directors determines to raise additional equity capital, it has
the authority, without stockholder approval, subject to applicable law and NYSE regulations, to issue additional common stock or preferred
stock in any manner and on terms and for consideration it deems appropriate up to the amount of authorized stock set forth in our charter.

Borrowings may be in the form of bank borrowings, secured or unsecured, and publicly or privately placed debt instruments, purchase money
obligations to the sellers of assets, long-term, tax-exempt bonds or other publicly or privately placed debt instruments, financing from banks,
institutional investors or other lenders, and securitizations, including collateralized debt obligations, any of which indebtedness may be
unsecured or may be secured by mortgages or other interests in the assets. Such indebtedness may entail recourse to all or any part of our assets
or may be limited to the particular assets to which the indebtedness relates. We will enter into collateralized borrowings only with institutions we
believe are financially sound and that are rated investment grade by at least one nationally recognized statistical rating. We have authority to
offer New Century common stock or other equity or debt securities in exchange for property and to repurchase or otherwise reacquire our
securities or any other securities and may engage in any of these activities in the future, subject to applicable law.

Our Portfolio

Our portfolio is comprised of loans originated by us and sold through securitizations structured as financings. Our securitization structure results
in ownership interests we retain in what are commonly known as asset-backed securities.

The investment characteristics of our portfolio of asset-backed securities differ from those of traditional fixed-income securities. The major
differences include the payment of interest and principal on the asset-backed securities on a more frequent schedule and the possibility that
principal may be prepaid at any time due to prepayments on the underlying mortgage loans. These differences can result in significantly greater
price and yield volatility than is the case with traditional fixed-income securities.

Various factors affect the rate at which mortgage prepayments occur, including changes in interest rates, general economic conditions, the age of
the mortgage loan, the location of the property and other social and demographic conditions. Generally, prepayments on asset-backed securities
increase during periods of falling mortgage interest rates and decrease during periods of rising mortgage interest rates. As a result, we may
replenish the portfolio at a yield that is higher or lower than the yield on the existing portfolio, thus affecting the weighted average yield of our
investments.

13
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During 2003, most of our securitizations were structured as REMICs. During 2004, most of our securitizations were structured as CMOs. CMOs
are debt obligations issued by special purpose entities that are secured by mortgage loans or mortgage-backed certificates, together with certain
funds and other collateral. Payments of principal and interest on underlying collateral provide the funds to pay debt service on the CMO.

In a CMO, a series of bonds or certificates is issued in multiple classes. Each class of CMOs, often referred to as a tranche, is issued at a specific
coupon rate (which, as discussed above, may be an adjustable rate subject to a cap) and has a stated maturity or final distribution date. Principal
prepayments on collateral underlying a CMO may cause it to be retired substantially earlier than the stated maturity or final distribution date.
Interest is paid or accrued on all classes of a CMO on a monthly, quarterly or semi-annual basis. The principal and interest on underlying
mortgages may be allocated among the several classes of a series of a CMO in many ways. In a common structure, payments of principal,
including any principal prepayments, on the underlying mortgages are applied to the classes of the series of a CMO in the order of their

respective stated maturities or final distribution dates, so that no payment of principal will be made on any class of a CMO until all other classes
having an earlier stated maturity or final distribution date have been paid in full.

The following table provides certain information on the mortgage loan portfolio as of December 31, 2004:

2003 Vintage 2004 Vintage

REMIC CMO REMIC CMO

(dollars in thousands)

Initial collateral pool $ 3,808,887 1,137,894 1,679,397 8,431,735
Current collateral pool $2,229,071 708,799 1,611,385 7,824,678
Delinquency (60+ days) 3.28% 4.28% 0.42% 0.58%
Cumulative losses-to-date 0.04% 0.04% 0.00% 0.00%
Projected cumulative losses over life 1.98% 2.89% 1.74% 3.00%
Weighted avg. life in years 291 2.38 3.84 3.02

Our Mortgage Origination Franchise

We originate and purchase mortgage loans through two channels our Wholesale Division and our Retail Division. Our Wholesale Division
originates and purchases loans through a network of independent mortgage brokers and correspondent lenders solicited by our Account
Executives. Our Account Executives provide on-site customer service to the broker to facilitate the loan s funding. In addition, the Wholesale
Division originates mortgage loans through its FastQual Web site at www.newcentury.com, where a broker can upload a loan request and receive
aresponse generally within 12 seconds. Our Retail Division operates under the name Home123 Corporation and originates loans directly to the
consumer through 74 retail branch offices located in 29 states and a central retail telemarketing unit that originates loans nationwide through one
central office. Leads are generated through radio, direct mail, telemarketing, television advertising and the Internet.

Our Wholesale Division

As of December 31, 2004, our Wholesale Division operated through 26 regional operating centers located in 15 states and employed 769
Account Executives. As of December 31, 2004, we had approved approximately 37,000 mortgage brokers to submit loan applications to us. Of
the total approved mortgage brokers, we originated loans through approximately 22,000 brokers during 2004. During this period, our 10 largest
producing brokers originated 5.6% of our wholesale production.

15



Edgar Filing: NEW CENTURY FINANCIAL CORP - Form 10-K

We have designed and implemented a detailed procedure for qualifying, approving and monitoring our network of approved mortgage brokers.
We require all brokers to complete an application that requests general
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business information and to provide copies of all required licenses. Upon receipt of the application and supporting documentation, our Broker
Services Department examines the materials for completeness and accuracy. Our Broker Services Department then independently verifies the
information contained in the application through (i) a public records Web site to verify the validity and status of licenses, and (ii) the Mortgage
Asset Research Institute, or MARI, which provides background information from both the public and private sectors.

To be approved, a broker must enter into a standard broker agreement with us pursuant to which the broker agrees to abide by the provisions of
our Policy on Fair Lending and our Brokers Code of Conduct. Each broker also agrees to comply with applicable state and federal lending laws
and agrees to submit true and accurate disclosures with regard to loan applications and loans. In addition, we employ a risk management team
that regularly reviews and monitors the loans submitted by our brokers.

In wholesale loan originations, the broker s role is to identify the applicant, assist in completing the loan application form, gather necessary
information and documents and serve as our liaison with the borrower through our lending process. We review and underwrite the application
submitted by the broker, approve or deny the application, set the interest rate and other terms of the loan and, upon acceptance by the borrower
and satisfaction of all conditions imposed by us, fund the loan. Because brokers conduct their own marketing and employ their own personnel to
complete loan applications and maintain contact with borrowers, originating loans through our Wholesale Division allows us to increase loan
volume without incurring the higher marketing, labor and other overhead costs associated with increased retail originations.

Mortgage brokers can submit loan applications through an Account Executive or through FastQual, our Web-based loan underwriting engine, at
WWW.NEeWCEntury.com.

In either case, the mortgage broker will forward the original loan package to the closest regional operating center where the loan is logged in for
regulatory compliance purposes, underwritten and, in most cases, approved or denied within 24 hours of receipt. If approved, we issue a

conditional approval to the broker with a list of specific conditions that have to be met (for example, credit verifications and independent
third-party appraisals) and additional documents to be supplied prior to the funding of the loan. An Account Manager and the Account Executive
work directly with the submitting mortgage broker who originated the loan to collect the requested information and to meet the underwriting
conditions and other requirements. In most cases, we fund loans within 30 days from the date of our approval of an application.

FastQual generally provides the broker with a response in less than 12 seconds. Loan information from the brokers own loan operating systems
can be automatically uploaded to FastQual. The system provides all loan products for which the borrower qualifies, enabling brokers to offer
their customers many options. Our FastQual Web site enables mortgage brokers to evaluate loan scenarios for borrowers, submit loan
applications, order credit reports, automatically credit grade the loan, obtain pricing and track the progress of the loan through funding.

Our Wholesale Division also purchases funded loans on an individual or flow basis from independent mortgage bankers and financial
institutions known as correspondent lenders. We review an application for approval from each lender that seeks to sell us a funded loan. We also
review their financial condition and licenses. We require each mortgage banker to enter into a purchase and sale agreement with us containing
customary representations and warranties regarding the loans the mortgage banker will sell to us. These representations and warranties are
comparable to those given by us to the purchasers of our loans. Once the correspondent lender is approved, we re-underwrite each loan
submitted by them.
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The following table sets forth selected information relating to loan originations and purchases through our Wholesale Division during the
periods shown:

For the Quarters Ended

March 31, June 30, September 30, December 31,
2004 2004 2004 2004

Principal balance (in millions) $7,695.0 11,086.2 8,980.9 10,364.2
Average mortgage loan amount (in thousands) $ 171.6 179.3 176.0 183.3
Combined weighted average initial loan-to-value ratio 81.8% 81.0% 81.1% 81.4%
Percent of first mortgage loans 96.8% 95.8% 95.0% 95.0%
Property securing mortgage loans:
Owner occupied 94.4% 94.5% 93.9% 93.8%
Nonowner occupied 5.6% 5.5% 6.1% 6.2%
Weighted average interest rate:
Fixed-rate 7.30% 6.97% 8.14% 7.77%
ARMs initial rate 6.86% 6.79% 7.12% 6.94%
ARMs margin over index 5.48% 5.47% 5.47% 5.54%

Our Retail Division

In May 2004, we acquired the rights to Home123, a new brand identity and customer value proposition for our Retail Division. In the
acquisition, we purchased the rights to the name Home123 and other brand assets including a loan origination center in Morris Plains, New
Jersey, the Home123.com Web site address and the 1-800-HOME123 phone number. In order to facilitate a simple loan origination process,
Home123 will provide customers with the following tools to inform them about what they can expect throughout the loan process: (i) A
Home123 Loan Tool Kit™, which contains information that will assist a customer though the loan process, including mortgage calculators,
available through Home123.com or on CD-ROM; (ii) a Loan Blueprint CalendarM, which is an automated online calendar that tracks the loan
application allowing the customer and the Loan Advisor to understand the status of the loan application throughout the process; and (iii) a Loan
Advisor will act as the single point of contact for the borrower to help make the loan process as seamless as possible. We expect to grow our
retail franchise through the value proposition of the Home123 brand, supported by our other retail marketing efforts. By creating a direct
relationship with the borrower, retail lending provides greater potential for repeat business and greater control over the lending process. Loan
origination fees contribute to profitability and cash flow, which partially offset the higher costs of retail lending.

As of December 31, 2004, our Retail Division, including our central retail telemarketing unit, employed 891 retail loan officers located in three
regional processing centers and 74 sales offices in 29 states.

The following table sets forth selected information relating to loan originations through our Retail Division during the periods shown:

For the Quarters Ended
June
March 31, 30, September 30, December 31,
2004 2004 2004 2004
Principal balance (in millions) $741.4 1,169.6 1,022.5 1,139.8
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Average mortgage loan amount (in thousands) $136.9 145.3 140.1 145.2
Combined weighted average initial loan-to-value ratio 79.4% 78.0% 78.1% 78.1%
Percent of first mortgage loans 99.2% 99.2% 99.0% 99.1%
Property securing mortgage loans:
Owner occupied 96.8% 97.0% 96.5% 96.8%
Nonowner occupied 3.2% 3.0% 3.5% 3.2%
Weighted average interest rate:
Fixed-rate 6.70% 6.48% 7.37% 6.83%
ARMs initial rate 6.85% 6.71% 7.15% 6.95%
ARMSs margin over index 5.68% 5.62% 5.62% 5.68%
9
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Marketing

Wholesale Marketing

Our Wholesale Division s marketing strategy focuses on the sales efforts of its Account Executives and on providing prompt, consistent service
to mortgage brokers and other customers. Our Wholesale Division supplements its strategy with direct mail, email and fax programs to brokers,
advertisements in trade publications, in-house production of collateral sales material, seminar sponsorships, tradeshow attendance, periodic sales
contests and its e-commerce Web site, www.newcentury.com.

Retail Marketing

Our Retail Division s branch operations units rely primarily on Internet lead acquisition, targeted direct mail and outbound telemarketing to
attract borrowers. Our direct mail and lead acquisition programs are managed by a centralized staff who create a targeted lead list for each
branch market and oversee the completion of mailings by a third party mailing vendor. All calls or written inquiries from potential borrowers are
tracked centrally and then forwarded to a branch location and handled by branch loan officers.

The direct mail program uses the Retail Division s Web site, www.newcenturymortgage.com, to provide information to prospective borrowers
and to allow them to complete an application online. Under the Central Telemarketing Program, the telemarketing staff solicits prospective
borrowers, makes a preliminary evaluation of the applicant s credit and the value of the mortgaged property and refers qualified leads to loan
officers in the retail branch closest to the customer.

Our Retail Division s telemarketing unit solicits prospective borrowers through a variety of direct response advertising methods, such as
purchased leads from aggregators, radio advertising, direct mail, search engine placement, banner ads, e-mail campaigns and links to related
Web site. The retail telemarketing unit also markets to our current customer base through direct mail and outbound telemarketing. Such
solicitations, however, are not made within the first 12 months after loan origination. In addition, this unit maintains a comprehensive database
of all customers with whom it has had contact and markets to these potential customers as well.

Another marketing strategy created by our Retail Division is Home123. In 2004, we conducted extensive research, developed marketing
materials and trained employees to deliver on the brand promise to make the mortgage loan origination process easier for the borrower. The
Home123 brand rollout began in early 2005 with online, direct mail and television advertising, and we expect that all of our retail-branch offices
will be transitioned to the Home123 brand by the second quarter of 2005. The Home123 Web site address is www.Home123.com.

Underwriting Standards

The loans we originate or purchase generally do not satisfy conventional underwriting standards of conforming lenders. Therefore, our loans are
likely to have higher delinquency and foreclosure rates than portfolios of mortgage loans underwritten to conventional standards.
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Our underwriting guidelines take into account the applicant s credit history and capacity to repay the proposed loan as well as the secured
property s value and adequacy as collateral for the loan. Each applicant completes an application that includes personal information on the
applicant s liabilities, income, credit history and employment history. Based on our review of the loan application and other data from the
applicant against our underwriting guidelines, we determine the loan terms, including the interest rate and maximum LTV.

Credit History

Our underwriting guidelines require a credit report on each applicant from a credit reporting company. In evaluating an applicant s credit history,
we utilize credit bureau risk scores, generally known as a FICO score, which is a statistical ranking of likely future credit performance reported
by the three national credit data

10
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repositories Equifax, TransUnion and Experian. We also review all prior mortgage payment histories and public records in addition to the credit
report.

The following table reflects the credit grades and FICO scores of our borrowers for the years ended December 31, 2004 and 2003 (dollars in
thousands):

2004 2003
Risk
Wtd. Avg. Wtd. Avg.

Grades Amount % LTVQ1) FICO Amount % LTVQ1) FICO
AA $ 31,990,160 75.8 82.7 642 $17,103,772 62.5 82.4 632
A+ 4,225,339 10.0 79.6 598 5,043,303 18.4 79.9 600
A 2,734,814 6.5 76.4 577 2,498,631 9.1 76.7 569
B 1,760,102 4.2 73.9 565 1,787,082 6.5 74.4 555
C/C 1,336,108 3.2 68.1 555 890,095 3.3 68.3 548
Subtotal 42,046,523 99.7 81.1 627 27,322,883 99.8 80.4 612
Commercial Lending 135,538 0.3 35,853 0.1
Prime 17,579 24,102 0.1
Total $ 42,199,640 100.0 81.1 627 $27,382,838 100.0 80.4 612

(1) Weighted average LTV is the LTV of the first lien mortgages and combined LTV of the second lien mortgages.

Collateral Review

A qualified independent appraiser inspects and appraises each mortgage property and gives an opinion of value and condition. Following each
appraisal, the appraiser prepares a report that includes a market value analysis based on recent sales of comparable homes in the area and, when
appropriate, replacement cost analysis based on the current cost of constructing a similar home. All appraisals must conform to the Uniform
Standards of Professional Appraisal Practice adopted by the Appraisal Foundation s Appraisal Standards Board and are generally on forms
acceptable to Fannie Mae and Freddie Mac. Our underwriting guidelines require a review of the appraisal by one of our qualified employees or
by a qualified review appraiser that we have retained. Our underwriting guidelines then require our underwriters to be satisfied that the value of
the property being financed, as indicated by the appraisal, would support the requested loan amount.

Income Documentation

Our underwriting guidelines include three levels of income documentation requirements, referred to as the full documentation,  limited
documentation and stated income documentation programs. Under the full documentation program, we generally require applicants to submit
two written forms of verification of stable income for at least 12 months. Under the limited documentation program, we generally require
applicants to submit 12 consecutive monthly bank statements on their individual bank accounts. Under the stated income documentation
program, an applicant may be qualified based upon monthly income as stated on the mortgage loan application if the applicant meets certain
criteria. All of these documentation programs require that, with respect to any salaried employee, the applicant s employment be verified by
telephone. In the case of a purchase money loan, we require verification of the source of funds, if any, to be deposited by the applicant into
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escrow. Under each of these programs, we review the applicant s source of income, calculate the amount of income from sources indicated on the
loan application or similar documentation, review the applicant s credit history, and calculate the debt service-to-income ratio to determine the
applicant s ability to repay the loan. We also review the type, use and condition of the property being financed. We use a qualifying interest rate
that is equal to the initial interest rate on the loan to determine the applicant s ability to repay an adjustable-rate loan. For our interest-only
adjustable rate mortgage, or ARM, loans we generally use the initial interest-only payment for determining the borrowers repayment ability.

11
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For the year ended December 31, 2004, full documentation loans as a percentage of total originations totaled $21.5 billion, or 51.0%, limited
documentation loans totaled $2.0 billion, or 4.8%, and stated documentation loans totaled $18.7 billion, or 44.2%.

Underwriting Requirements

In general, the maximum loan amount for our mortgage loans is $1,000,000. Our underwriting guidelines permit loans on owner-occupied,
one-to-four-family residential properties to have an LTV at origination of up to 95% with respect to non-conforming first liens. Second homes
and non-owner occupied loans have lower LTV limits.

However, the applicability of these ratios to a particular borrower depends on the purpose of the mortgage loan, the borrower s credit history, our
assessment of the borrower s repayment ability and debt service-to-income ratio, and the type and use of the property. The LTV of a mortgage
loan is determined by the appraised value, unless the property was purchased within the last 12 months, in which case the purchase price is used.
Under certain criteria the appraised value may be used 6 months following a purchase.

Interest Only ARM Program and Interest Only ARM Option

For our Interest Only ARM Program, which is designed for a higher credit quality borrower, we assess the borrower s mortgage repayment
history, any incidents of bankruptcy, mortgage default or major derogatory credit, and we require a minimum credit score of 660, which is
substantially higher than our traditional product requirements. This program is restricted to owner-occupied properties and second homes, single
units, two units, condominiums or detached planned-unit-developments, or PUDs, with no rural or unique properties allowed. We have
limitations on loan amount, LTV, income documentation type, and the amount of cash out allowed on refinances. We assign a unique 3-level
grade classification based on the credit score range for the primary borrower. The borrower s debt ratio is calculated at 3% higher than the initial
interest rate and the program requires verified liquid reserves. The loan term is 25 years with an option for interest only payments during the first
10 years, converting to a 15-year fully amortized ARM in years 11 through 25.

For our more traditional ARM products with fixed rate terms for either the first 2 years or 3 years (referred to as our 2/28 or 3/27 ARMs) of the
30-year loan, we offer a higher credit quality borrower the option of paying an interest only payment for periods of 2, 3 or 5 years. We generally
require a minimum credit score of 580 on Full Documentation Loans, a minimum credit score of 600 on Stated Income Loans and a maximum
debt to income ratio of 50%, and only offer this option to borrowers who fall into the top three tiers (AA, A+ & A-) of our credit grades. We also
offer the interest only option to borrowers with credit scores as low as 560 provided that they still satisfy our AA credit grade. The interest only
payment is used for qualification. At the end of the fixed rate period these ARM loans are limited to an initial maximum rate adjustment of
1.5%. This option is limited to owner-occupied properties or second homes, and is restricted in certain states.

Niche or Special Programs

We have several programs that we have designated as niche or special programs. These programs are the 80/20 Combo Product, the Stand Alone
Second trust deed, or TD, Product and the 100% High LTV Product. In general, these programs require the borrower to have an excellent

mortgage history over the last 12 months. In addition to credit score minimums, these programs require a more in-depth analysis of consumer
credit and have certain requirements for verification of liquid reserves. The minimum credit scores for these products are 580 on the 80/20

Combo Product, 600 on the 100% High LTV Product and 620 on the Stand Alone Second TD Product. Maximum loan amounts or combined

loan amounts on these products range from $600,000 to $850,000 on the 80/20 Combo Product and the 100% High LTV Product. The maximum
loan amount on the Stand Alone Second TD Product is $200,000. Higher loan amounts have higher credit score minimums and are subject to
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other restrictions and limitations.
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Exceptions

On a case-by-case basis, we may determine that an applicant warrants an LTV exception, a debt service-to-income ratio exception, or another
exception to our underwriting criteria. We may allow such an exception if the application reflects certain compensating factors including low
LTV, a maximum of one 30-day late payment on all mortgage loans during the last 12 months, and stable employment or ownership of the
current residence. We may also allow an exception if the applicant places in escrow a down payment of at least 20% of the purchase price of the
mortgage property or if the new loan reduces the applicant s monthly aggregate mortgage payment. Our automated credit grading system aids in
identifying and managing underwriting exceptions. Certain of our loan programs and risk grade classifications limit the approval of exceptions
to higher loan approval authority-levels. For the years ended December 31, 2004, 2003 and 2002, our overall underwriting exception rates were
7.4%, 8.4% and 14.5%, respectively.

We periodically evaluate and modify our underwriting guidelines. We also adopt new underwriting guidelines appropriate to new loan products
we may offer.

13
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Loan Production by Borrower Risk Classification

The following table sets forth quarterly information concerning the characteristics of our fixed-rate and adjustable-rate loan production by

borrower risk classification for the periods shown:

AA Risk Grade:

Percent of total purchases and originations

Combined weighted average initial loan-to-value ratio
Weighted average interest rate:

Fixed-rate

ARMs initial rate

ARMs margin over index

A+ Risk Grade:

Percent of total purchases and originations

Combined weighted average initial loan-to-value ratio
Weighted average interest rate:

Fixed-rate

ARMs initial rate

ARMs margin over index

A- Risk Grade:

Percent of total purchases and originations

Combined weighted average initial loan-to-value ratio
Weighted average interest rate:

Fixed-rate

ARMs initial rate

ARMs margin over index

B Risk Grade:

Percent of total purchases and originations

Combined weighted average initial loan-to-value ratio
Weighted average interest rate:

Fixed-rate

ARMs initial rate

ARMs margin over index

C/C- Risk Grade:

Percent of total purchases and originations

Combined weighted average initial loan-to-value ratio
Weighted average interest rate:

Fixed-rate

ARMs initial rate

ARMs margin over index

For the Quarters Ended
March 31, June 30, September 30, December
2004 2004 31, 2004

72.5% 78.0% 75.3% 76.5%

83.5 82.0 82.9 82.7

7.2 6.9 8.1 7.6

6.7 6.6 7.0 6.8

5.4 5.4 5.4 5.5
11.6% 9.4% 9.6% 9.8%

80.2 79.3 79.4 79.7

7.1 6.8 7.7 7.2

7.0 7.0 7.3 7.1

5.6 5.6 5.5 5.6
7.9% 6.2% 6.9% 6.5%

76.7 76.8 76.3 75.9

7.3 7.0 7.7 7.3

7.3 7.3 7.6 7.4

5.7 5.7 5.7 5.7
4.4% 3.7% 4.6% 4.2%

74.3 73.7 74.1 73.5

7.8 7.3 7.9 7.6

7.8 7.6 7.8 7.7

6.0 6.0 6.0 6.0
3.6% 2.7% 3.6% 3.0%

68.7 68.4 68.1 67.5

8.6 7.9 8.5 8.2

8.2 8.1 8.3 8.2

6.5 6.5 6.5 6.4
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Geographic Distribution

The following table sets forth by state the aggregate dollar amounts (in thousands) and the percentage of all loans we originated or purchased for
the periods shown:

For the Quarters Ended
March 31, 2004 June 30, 2004 September 30, 2004 December 31, 2004
California $ 3,339,177 39.6% $ 5,208,325 425% $ 4,148,144 41.5% $ 4,661,292 40.5%
Florida 517,468 6.1% 762,768 6.2% 603,803 6.0% 789,442 6.9%
New York 605,626 7.2% 798,199 6.5% 586,146 5.9% 640,103 5.6%
Texas 345,135 4.1% 444,571 3.6% 358,600 3.6% 403,834 3.5%
New Jersey 209,950 2.5% 386,754 3.2% 405,401 4.1% 482,443 4.2%
[llinois 281,687 3.3% 364,339 3.0% 277,441 2.8% 391,260 3.4%
Massachusetts 260,318 3.1% 370,581 3.0% 316,241 3.2% 356,243 3.1%
Washington 263,981 3.1% 332,488 2.7% 256,413 2.6% 292,946 2.5%
Nevada 154,149 1.8% 282,097 2.3% 293,222 2.9% 323,698 2.8%
Michigan 213,470 2.5% 261,679 2.1% 187,632 1.9% 214,859 1.9%
Other 2,245,395 26.7% 3,044,066 24.9% 2,570,381 25.5% 2,947,873 25.6%
Total $8,436,356 100.0% $12,255,867 100.0% $ 10,003,424 100.0% $ 11,503,993 100.0%

Financing Loan Originations

We require access to credit facilities in order to originate and purchase mortgage loans and to hold them pending their sale or securitization.

As of December 31, 2004, we used our credit facilities totaling $10.1 billion provided by Bank of America, Barclays Bank, Bear Stearns, IXIS
Real Estate Capital, Citigroup Global Markets Realty, Credit Suisse First Boston, Morgan Stanley, and UBS Real Estate Securities to finance the
actual funding of our loan originations and purchases. We also fund loans through our $2.0 billion asset-backed commercial paper note facility
established in September 2003. We then sell the loans through whole loan sales or securitizations within one to three months and pay down the
financing facilities with the proceeds.

Loan Sales and Securitizations

We conduct our taxable REIT subsidiary secondary marketing operations through one of our taxable REIT subsidiaries, NC Capital Corporation,
or NC Capital. NC Capital buys loans from one of our other taxable REIT subsidiaries, New Century Mortgage Corporation, or New Century
Mortgage, generally within a week or two after origination, paying a price that approximates the loans secondary market value. NC Capital then
sells the loans through whole loan sales or securitizations. NC Capital is responsible for determining when and through which channel to sell the
loans, and bears the risks of market fluctuations in the period between purchase and sale. For the loans that we retain on our balance sheet, our
qualified REIT subsidiaries purchase those loans from New Century Mortgage, initially using short-term credit facilities. Our qualified REIT
subsidiaries then complete CMO securitizations to finance the loans over the long term.
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Whole Loan Sales

We sell whole loans on a non-recourse basis pursuant to a purchase agreement in which we give customary representations and warranties
regarding the loan characteristics and the origination process. Therefore, we may be required to repurchase or substitute loans in the event of a
breach of these representations and warranties. In addition, we generally commit to repurchase or substitute a loan if a payment default occurs
within the first month or two following the date the loan is funded, unless we make other arrangements with the purchaser.
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Securitizations

Securitizations Structured as Financings During the year ended December 31, 2004, we completed five securitizations totaling $10.1 billion,
which were structured as financings for accounting purposes under Statement of Financial Accounting Standards No. 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities a replacement of FASB Statement No. 125, or SFAS No. 140.
During 2003, we completed five securitizations totaling $4.9 billion, all of which were structured as on-balance sheet securitizations for financial
reporting purposes under generally accepted accounting principles. The portfolio-based accounting treatment for securitizations structured as
financings and recorded on-balance sheet is designed to more closely match the recognition of income with the receipt of cash payments.
Because we do not record gain on sale revenue in the period in which the securitization structured as a financing occurs, the use of such
portfolio-based accounting structures results in lower income in the period in which the securitization occurs than would a traditional off-balance
sheet securitization, or securitization structured as a sale. However, the recognition of income as interest payments are received on the
underlying mortgage loans is expected to result in higher income recognition in future periods than would a securitization structured as a sale.
The increase in securitizations structured as financings in 2004 is the result of higher overall loan production volume coupled with our intent to
retain more of our volume in connection with our conversion to a REIT.

Securitizations Structured as Sales In a securitization structured as a sale, we sell a pool of loans to a trust for a cash purchase price and a
certificate evidencing our residual interest ownership in the trust and the transaction is accounted for as a sale under generally accepted
accounting principles. The trust raises the cash portion of the purchase price by selling senior certificates representing senior interests in the
loans in the trust. Following the securitization, purchasers of senior certificates receive the principal collected, including prepayments, on the
loans in the trust. In addition, they receive a portion of the interest on the loans in the trust equal to the specified investor pass-through interest
rate on the principal balance. We receive the cash flows from the residual interests after payment of servicing fees, guarantor fees and other trust
expenses if the specified over-collateralization requirements are met. Over-collateralization requirements are generally based on a percentage of
the original or current unpaid principal balance of the loans and may be increased during the life of the transaction depending upon actual
delinquency or loss experience. A net interest margin security, or NIMS, transaction, through which certificates are sold that represent a portion
of the spread between the coupon rate on the loans and the investor pass-through rate, may also occur concurrently with or shortly after a
securitization. A NIMS transaction allows us to receive a substantial portion of the gain in cash at the closing of the NIMS transaction, rather
than over the actual life of the loans.

During 2002, we completed one securitization structured as a sale totaling $845.5 million of mortgage loans. We did not complete any
off-balance sheet securitization transactions structured as sales during 2004 or 2003.

In the first quarter of 2004, we invested $2 million in Carrington Capital Management, LLC, or the LLC, and $25 million in Carrington
Mortgage Credit Fund I, LP, or Carrington, which is sponsored by the LLC. Carrington acquires individual and pooled single-family residential
subprime loans and securitizes them in transactions with third parties. We were originally the majority investor in Carrington, requiring us to
consolidate Carrington s results in our financial statements for financial reporting purposes through September 30, 2004. During the fourth
quarter of 2004, Carrington raised additional capital, reducing our ownership position to approximately 38%. As a result we now include
Carrington in our financial statements as an equity investment.

Loan Servicing and Delinquencies

Servicing

Loan servicing includes activities which seek to ensure that each loan in a mortgage servicing portfolio is repaid in accordance with its terms.
Such activities are generally performed pursuant to servicing contracts we enter into with investors or their agents in connection with whole loan
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sales or securitizations. The servicing functions performed typically include: collecting and remitting loan payments, making required advances,
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accounting for principal and interest, customer service, holding escrow or impound funds for payment of taxes and insurance and, if applicable,
contacting delinquent borrowers and supervising foreclosures and property dispositions in the event of un-remedied defaults. For performing
these functions we generally receive a servicing fee of 0.50% annually of the outstanding principal balance of each loan in the mortgage
servicing portfolio. The servicing fees are collected from the monthly payments made by the mortgagors. In addition, we generally receive other
remuneration consisting of float benefits derived from collecting and remitting mortgage payments, as well as mortgagor-contracted fees such as
late fees and, in some cases, prepayment penalties.

We conducted servicing operations from July 1998 through mid-2001 on our in-house servicing platform. In March 2001, we sold our portfolio
of mortgage loan servicing rights to Ocwen Federal Bank. From March 2001 to September 2002, we contracted with Ocwen to perform
sub-servicing functions for our mortgage loans held for sale. During that period, we either sold loans on a servicing-released basis or we sold the
servicing rights to third parties.

In October 2002, we re-established mortgage servicing operations. As of December 31, 2004, the balance of our loan servicing portfolio was
$24 .4 billion, consisting of $11.6 billion in mortgage loans held for investment, $3.9 billion in mortgage loans held for sale, $7.7 billion in
interim servicing, and $1.2 billion in servicing rights owned. These loans are serviced through one of our taxable REIT subsidiaries. Included in
our portfolio of mortgage loans held for investment is a securitization pool with an outstanding balance at December 31, 2004 of $1.6 billion that
is serviced by a third party.

Servicing rights owned are loans sold to whole loan investors for which we retained the servicing rights. Interim servicing represents loans sold
to whole loan investors that we have agreed to service temporarily pending their transfer.

Servicing Operations

Once we originate or purchase a mortgage loan we begin the process of servicing the loan. We originated $42.2 billion in mortgage loans during
the year ended December 31, 2004, all of which were serviced by us on an interim servicing basis prior to sale or were included in one of our
securitizations structured as financings. During the year ended December 31, 2004, we boarded an average of approximately 20,000 new loans
per month to our servicing platform and transferred an average of 13,000 loans per month to other servicers as a result of whole loan sales. We
expect to retain servicing rights on some of our whole loans sales and all of the mortgage loans we hold in our portfolio in the future.

During 2004, we completed several key servicing platform initiatives. Technology initiatives completed in 2004 include the deployment of a
customer accessible interactive Web site, the implementation of a lockbox payment processing system, deployment of software that better allows
our call center to manage customer call volume, as well as the automation of various payment services for our borrowers.

We establish early relationships with our borrowers from a servicing perspective. An introductory welcome phone call is made to each borrower
following funding in order to introduce us to the borrower and verify critical loan and contact information. During the welcome call, our

customer service agents verify with the customer the amount of the loan, first payment due date, the interest rate, the payment amount and
customer receipt of their first billing statement. Additionally, information is provided to the borrower on how to contact us in the event they have
additional questions or concerns regarding their loan.

While the vast majority of our customers make their payments in a timely manner, in the event a borrower becomes delinquent, our loan
counselors and mortgage assistant advisors assist the borrower in finding a resolution and bringing the loan current. As a matter of course, by the
35th day of delinquency, depending on state-specific timelines, but no earlier than the 32nd day of delinquency, a breach of contract notice is
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issued. Such notices allow the borrower the opportunity to cure the delinquency within the next 30 days in order to avoid referral to foreclosure.
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Accounts that are referred to our Foreclosure Department are simultaneously referred to our Loss Mitigation Department. Various loss
mitigation opportunities are explored with the borrower, including the possibility of forbearance agreements, listing the property for sale, deeds
in lieu of foreclosure and full reinstatement of the loan. Loss mitigation strategies are designed to minimize the loss to both the borrower and
investor and are structured, where possible, to insure that the loan performs in a manner that supports the avoidance of foreclosure sale, while at
the same time minimizing fees and costs.

In the event that foreclosure is the only resolution available, we engage local attorneys to assist with managing the legal processes mandated by
various state and local statutes. Foreclosure timelines are state and locality specific and have been programmed in our primary timeline
management software and our loan servicing system. Properties for which the foreclosure sale has been completed and have exceeded their
redemption periods (which are state specific) are transferred to our Real Estate Owned Department where our in-house asset managers manage
the ultimate disposition of the properties with the assistance of local real estate agents. Once the properties have been vacated and are available
for sale, they are listed and marketed for sale. We closely monitor the resulting sales price and overall recovery in order to minimize the loss
incurred.

In addition to our written policies and procedures designed to assist our employees in the conduct of servicing activities, we have also adopted
servicing best practices that are designed to prevent any unfair or abusive servicing practices. We regularly evaluate our policies and practices to
ensure they remain effective.

We intend to continue to retain servicing rights on a substantial percentage of the loans we sell in future periods. In the second quarter of 2004,
we received a rating of RPS3, or average, from Fitch Ratings, and an average rating from Standard and Poor s for our servicing platform, which
we believe will allow us to grow our servicing platform more rapidly.

Delinquency Reporting

The following table sets forth loan performance data of the loans on our mortgage loan servicing platform at December 31, 2004 (dollars in
thousands):

Delinquency

Weighted

Average Real Estate
Pool Type Balance Coupon FICO <90 days 90+ Owned (REO) Total
Mortgage loans held for investment(1) $ 11,573,630 6.92% 631 1.22% 1.04% 0.12% 2.39%
Mortgage loans held for sale 3,884,192 7.01 630 0.20 0.52 0.03 0.75
Interim servicing 7,705,367 7.35 628 0.40 0.01 0.00 0.41
Servicing rights owned 1,216,325 7.30 621 1.42 1.44 0.22 3.07
Total $24,379,514 7.09% 629 0.81% 0.65% 0.07% 1.54%

(1)  $1.6 billion of our loans held for investment is serviced by a third party.

The following table sets forth loan performance data of the loans on our mortgage loan servicing platform at December 31, 2003 (dollars in
thousands):
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Pool Type

Mortgage loans held for investment
Mortgage loans held for sale
Interim servicing

Servicing rights owned

Total

Weighted Delinquency
Average
Balance Coupon FICO <90 days 90+ REO Total
$ 4,727,504 7.16% 624 0.66% 0.58% 0.02% 1.26%
3,383,266 7.22% 617 0.08% 0.26% 0.01% 0.35%
3,103,480 7.25% 622 0.07% 0.02% 0.00% 0.09%
351,884 8.08% 591 2.61% 4.11% 0.18% 6.90%
$ 11,566,134 7.23% 621 0.39% 0.44% 0.02% 0.85%
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Additional Financial Information Regarding Segments

Additional financial information regarding our business segments is set forth in Management s Discussion and Analysis of Financial Condition
and Results of Operations and is incorporated herein by reference.

Competition

We continue to face intense competition in the business of originating, purchasing and selling mortgage loans. Our competitors include other
mortgage banking companies, consumer finance companies, commercial banks, credit unions, thrift institutions, credit card issuers and insurance
finance companies. Other large financial institutions have gradually expanded their subprime lending capabilities, some of whom have greater
access to capital at a cost lower than our cost of capital under our credit facilities. Federally chartered banks and thrifts have a competitive
advantage over us because the federal laws applicable to their operations can preempt some of the state and local lending laws applicable to our
operations. In addition, many of these competitors have considerably greater technical and marketing resources than we have.

Competition among industry participants can take many forms, including convenience in obtaining a loan, customer service, marketing and
distribution channels, amount and term of the loan, loan origination fees and interest rates. Additional competition may lower the rates we can
charge borrowers, thereby potentially reducing gain on future loan sales and securitizations. In 2004, the most significant form of competition
was pricing pressure among wholesale mortgage originators. Some of our competitors lowered rates and fees to preserve or expand their market
share. Competition typically becomes increasingly intense in a rising interest rate environment, when mortgage lenders do not necessarily
increase their coupon rates as quickly as short-term interest rates are increasing. During these periods, profit margins generally decline.

To the extent we must purchase mortgage loans or mortgage-related assets from third parties, we must compete with other REITS, investment
banking firms, savings and loan associations, banks, insurance companies, other lenders and other entities that purchase mortgage loans or
mortgage-related assets, many of which have greater financial resources than we do. As a result, we may not be able to acquire sufficient
mortgage-related assets at favorable spreads over our borrowing costs, which would harm our results of operations, financial condition and
business prospects.

Our results of operations, financial condition and business prospects could be harmed if competition intensifies or if any of our competitors
significantly expands its activities in our markets.

Regulation

Our business is regulated by federal, state, and local government authorities and is subject to extensive federal, state and local laws, rules and
regulations. We are also subject to judicial and administrative decisions that impose requirements and restrictions on our business. At the
federal-level, these laws and regulations include the:

Equal Credit Opportunity Act;
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Federal Truth in Lending Act and Regulation Z;

Home Ownership and Equity Protection Act;

Real Estate Settlement Procedures Act;

Fair Credit Reporting Act;

Fair Debt Collection Practices Act;

Home Mortgage Disclosure Act;
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Fair Housing Act;

Telephone Consumer Protection Act;

Gramm-Leach-Bliley Act;

Fair and Accurate Credit Transactions Act;

CAN-SPAM Act;

Sarbanes-Oxley Act; and

USA PATRIOT Act.

These laws, rules and regulations, among other things:

impose licensing obligations and financial requirements on us;

limit the interest rates, finance charges, and other fees that we may charge;

prohibit discrimination;

impose underwriting requirements;

mandate disclosures and notices to consumers;

mandate the collection and reporting of statistical data regarding our customers;

regulate our marketing techniques and practices;

require us to safeguard non-public personal information about our customers;

regulate our collection practices;

require us to prevent money-laundering or doing business with suspected terrorists; and
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impose corporate governance, internal control and financial reporting obligations and standards.

Our failure to comply with these laws can lead to:

civil and criminal liability;

loss of approved status;

demands for indemnification or loan repurchases from buyers of our loans;

class action lawsuits; and

administrative enforcement actions.

Compliance, Quality Control and Quality Assurance

We regularly monitor the laws, rules and regulations that apply to our business and analyze any changes to them. We integrate many legal and
regulatory requirements into our automated loan origination system to reduce the prospect of inadvertent non-compliance due to human error.
We also maintain policies and procedures, summaries and checklists to help our origination personnel comply with these laws.

Our training programs are designed to teach our personnel about the significant laws, rules and regulations that affect their job responsibilities.
We also maintain a variety of pre-funding quality control procedures designed to detect compliance errors prior to funding.

In addition, we also subject a statistically valid sampling of our loans to post-funding quality assurance reviews and analysis. We track the
results of the quality assurance reviews and report them back to the
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responsible origination units. To the extent refunds or other corrective actions are appropriate, we deduct those amounts from the internal profit
and loss calculation for that origination unit. Many of our managers have their compensation tied partly to the quality assurance results of their
units.

Our loans and practices are also reviewed regularly in connection with the due diligence that our loan buyers and lenders perform. Our state
regulators also review our practices and loan files regularly and report the results back to us. Since our inception, we have undergone over 130
state examinations, which have never resulted in findings of material violations or penalties.

Licensing

As of December 31, 2004, at the taxable REIT subsidiary level we were licensed or exempt from licensing requirements by the relevant state
banking or consumer credit agencies to originate first mortgages in all 50 states and the District of Columbia and second mortgages in 49 states
and the District of Columbia. As of December 31, 2004, one of our qualified REIT subsidiaries was authorized to originate mortgage loans in 45
states and we are seeking to license that qualified REIT subsidiary in the states in which it is not currently authorized to originate mortgages.

Regulatory Developments

During 2004, federal and state legislators and regulators adopted a variety of new or expanded regulations, particularly in the areas of privacy
and consumer protection. We summarize these regulations below.

Privacy

The federal Gramm-Leach-Bliley financial reform legislation imposes additional obligations on us to safeguard the information we maintain on
our borrowers. Regulations have been promulgated and continue to be proposed by several agencies that may affect our obligations to safeguard
information. In addition, several federal agencies are considering regulations that could affect the content of our notices. Also, several states are
considering even more stringent privacy legislation. California has passed legislation known as the California Financial Information Privacy Act
and the California On-Line Privacy Protection Act. Both pieces of legislation became effective July 1, 2004, and impose additional notification
obligations on us that are not pre-empted by existing federal law. In addition, California s Shine the Light Law which imposes additional
requirements on businesses to disclose to customers how their personal information is shared, and the California Information Safeguard Law
AB1950, which imposes the obligation on businesses to establish procedural and electronic safeguards to protect customer personal information.
If other states choose to follow California and adopt a variety of inconsistent state privacy legislation, our compliance costs could substantially
increase.

Fuair Credit Reporting Act

The Fair Credit Reporting Act provides federal preemption for lenders to share information with affiliates and certain third parties and to provide
pre-approved offers of credit to consumers. Congress acted in late 2003 to make this preemption permanent, otherwise it would have expired at
the end of that year and states could have imposed more stringent and inconsistent regulations regarding the use of pre-approved offers of credit
and other information sharing. Recent changes to the Fair Credit Reporting Act were made in December 2003, with the adoption of the Fair and
Accurate Credit Transaction Act, and include modifications to the right to receive credit reports, the reporting of negative information, the rights
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of identity theft victims, the issuance of risk-based credit pricing notices, the responsibilities of creditors and other furnishers of credit
information and the disclosure of credit scores. Some provisions of the Fair and Accurate Credit Transaction Act will only become effective
after federal agencies issue final regulations. All of these new provisions impose additional regulatory and compliance costs on us and reduce the
effectiveness of our marketing programs.
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Home Mortgage Disclosure Act

In 2002, the Federal Reserve Board adopted changes to Regulation C promulgated under the Home Mortgage Disclosure Act. Among other
things, the new regulations require lenders to report pricing data on loans with annual percentage rates that exceed the yield on treasury bills
with comparable maturities by 3%. The expanded reporting takes effect in 2004 for reports filed in 2005. We anticipate that a significant portion
of our loans will be subject to the expanded reporting requirements.

The expanded reporting does not provide for additional loan information such as credit risk, debt-to-income ratio, LTV, documentation-level or
other salient loan features. As a result, lenders are concerned that the reported information may lead to increased litigation as the information
could be misinterpreted by third parties.

Controlling the Assault of Non-Solicited Pornography and Marketing Act of 2003

The CAN-SPAM Act of 2003 took effect on January 1, 2004 and applies to businesses, such as ours, that use electronic mail for advertising and
solicitation. This law, generally administered by the Federal Trade Commission, preempts state laws to the contrary, and establishes, among

other things, a national uniform standard that gives consumers the right to stop unwanted emails. New requirements are imposed for the header
caption in emails, as well as return email addresses, and consumers are granted the right to opt out from receiving further emails from the sender.
Effective January 1, 2005, new rules apply to dual-purpose e-mails where a commercial message is included with transactional or relationship
e-mail. These new and existing provisions impose additional regulatory and compliance costs on us and reduce the effectiveness of our

marketing programs.

Telephone Consumer Protection Act and Telemarketing Consumer Fraud and Abuse Prevention Act

These laws, enacted in 1991 and 1994, respectively, are designed to restrict unsolicited advertising using the telephone and facsimile machine.
Since they were enacted, however, telemarketing practices have changed significantly due to new technologies that make it easier to target
potential customers while at the same time making it more cost effective to do so. The Federal Communications Commission, or the FCC, and

the Federal Trade Commission have responsibility for regulating various aspects of these laws, such as regulating unwanted telephone
solicitations and the use of automated telephone dialing systems, prerecorded or artificial voice messages, and telephone facsimile machines. In
2003, both agencies adopted do-not-call registry requirements, which, in part, mandate that companies such as us maintain and regularly update
lists of consumers who have chosen not to be called. These requirements also mandate that we do not call consumers who have chosen to be on
the list. Effective January 1, 2005, the FCC required that telemarketers access the do-not-call list at least once every 31 days. During this same
time, over 25 states have also adopted similar laws, with which we also comply. As with other regulatory requirements, these provisions impose
additional regulatory and compliance costs on us and reduce the effectiveness of our marketing programs.

Predatory Lending Legislation

The Home Ownership and Equity Protection Act of 1994, or HOEPA, identifies a category of mortgage loans and subjects them to more
stringent restrictions and disclosure requirements. In addition, liability for violations of applicable law for loans covered by HOEPA extends not
only to the originator, but also to the purchaser of the loans. HOEPA generally covers loans with either (i) total points and fees upon origination
in excess of the greater of eight percent of the loan amount or $499 (an annually adjusted dollar amount), or (ii) an APR of more than eight
percentage points higher than United States Treasury securities of comparable maturity on first mortgage loans, and 10 percentage points above
Treasuries of comparable maturity for junior mortgage loans.
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We do not originate loans covered by HOEPA because of the higher legal risks as well as the potential negative perception of originating loans
that are considered to be high cost under federal law.
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Several federal, state and local laws and regulations have been adopted or are under consideration that are intended to eliminate so-called
predatory lending practices. Many of these laws and regulations go beyond targeting abusive practices by imposing broad restrictions on certain

commonly accepted lending practices, including some of our practices. In addition, some of these laws impose liability on assignees of mortgage

loans such as loan buyers, lenders and securitization trusts. Such provisions deter loan buyers from purchasing loans covered by the applicable

law. For example, the Georgia Fair Lending Act that took effect in October 2002 resulted in our withdrawal from the Georgia market, until the

law was amended in early 2003, because our lenders and loan buyers refused to finance or purchase loans covered by that law. The recent

enactment of similar laws in late 2003 in New Jersey and New Mexico, and in 2004 in Massachusetts, has resulted in significant interruption in

the secondary market, with some participants no longer purchasing home loans originated in those states, and some not purchasing just those

loans covered by these new laws. We have eliminated making loans that are deemed high cost under these laws, and remain able to finance or

sell those loans we do make.

In 2004, we were also subjected to adverse state judicial decisions. For example, in Illinois and Ohio (the Clark case in Illinois U.S. Bank
Association et al. vs. Michael and Betty Clark, et al. on appeal to the Illinois Supreme Court, and the City of Cleveland case in Ohio, American
Financial Services Association vs. City of Cleveland (Court of Appeals, Cuyahoga County, Ohio), state and local laws including the Illinois
Interest Act and the City of Cleveland s predatory lending ordinance, which had been presumed to have been preempted by other state or federal
law, have been ruled enforceable.

Finally, in 2004 several states adopted laws requiring loan officer licensing. Many of these laws contain pre-licensing educational and testing
requirements, and others contain post licensing continuing education requirements of anywhere from 6 to 12 hours per year. The definition of
what constitutes a loan officer also varies among states, such that in some states only associates who deal directly with the public must be
licensed, while in a few other states employees who also process loans must be licensed. These requirements apply to Retail branch employees,
Wholesale account executives, call center employees and others.

These decisions and new laws impose additional regulatory and compliance costs on us and reduce the effectiveness of our marketing programs.
There can be no assurance that other similar laws, rules or regulations will not be adopted in the future. Adoption of these laws and regulations
could have a material adverse impact on our business by substantially increasing the costs of compliance with a variety of inconsistent federal,
state and local rules, or by restricting our ability to charge rates and fees adequate to compensate us for the risk associated with certain loans.
Adoption of these laws could also have a material adverse effect on our loan origination volume, especially if our lenders and secondary market
buyers elect not to finance or purchase loans covered by the new laws.

Efforts to Avoid Abusive Lending Practices

In an effort to prevent the origination of loans containing unfair terms or involving predatory practices, we have adopted many policies and
procedures, including the following:

Product Policies

We do not fund or purchase high cost loans as defined by HOEPA.

We do not make or purchase loans containing single premium credit life, disability or accident insurance.
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We do not make or purchase loans containing balloon payments, negative amortization, mandatory arbitration clauses or interest rate
increases triggered by borrower default.

We offer loans with and without prepayment penalties. When a borrower opts for a loan with a prepayment charge, the borrower
benefits from a lower interest rate and/or pays lower upfront fees.
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Our prepayment penalties do not extend beyond three years from the origination date. On fixed rate loans, the maximum prepayment
penalty term is three years. Prepayment penalties on adjustable rate loans do not extend beyond the first adjustment date.

We do not originate loans that pay off zero interest rate mortgages provided by charitable organizations or the government without
borrower third-party counseling.

Loan Processing Policies

We only approve loan applications that evidence a borrower s ability to repay the loan.

We consider whether the loan terms are in the borrower s best interests and document our belief that the loan represents a tangible
benefit to the borrower.

We do not resolicit our borrowers within 12 months of loan origination.

We price loans commensurate with risk.

We use an electronic credit grading system to help ensure consistency of grading.

We do not ask appraisers to report a predetermined value or withhold disclosure of adverse features.

We employ electronic and manual systems to protect against adverse practices like property flipping. Loan origination systems are
designed to detect red flags such as inflated appraisal values, unusual multiple borrower activity or rapid loan turnover.

Customer Interaction and Education

We market our loans with a view to encouraging a wide range of applicants strongly representative of racial, ethnic and economic
diversity of the markets we serve throughout the nation.

We provide a helpful, easy-to-follow brochure to all our loan applicants to educate them on the loan origination process, explain
basic loan terms, help them obtain a loan that suits their needs and advise them on how to find a U.S Department of Housing and
Urban Development, or HUD-approved loan counselor.

We distribute our Fair Lending Policy to all newly hired employees and hold them accountable for treating borrowers fairly and
equally.

We provide fair lending training to employees having direct contact with borrowers or loan decision-making authority.

We require brokers to sign an agreement indicating that they are knowledgeable about and will abide by fair lending laws and our
Broker Code of Conduct.
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We monitor broker performance and strive to hold brokers accountable for fair and equal treatment of borrowers.

Our Retail Division conducts regular customer satisfaction surveys of all newly funded loans.

We also conduct periodic randomly selected satisfaction surveys of customers who receive loans through a mortgage broker.

Each division is supported by well-trained consumer relations staff dedicated to resolving consumer complaints in a timely and fair
manner.

Our Loan Servicing Department contacts each borrower prior to the first payment to confirm that the borrower understands the loan
terms.

When appropriate, we also offer loss mitigation counseling to borrowers in default and provide opportunities to enter into mutually
acceptable reasonable repayment plans.

We report borrower monthly payment performance to major credit repositories.
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Evaluation and Compliance

We subject a significant statistical sampling of our loans to a quality assurance review of borrower qualification, validity of
information, and verified property value determination.

Our Fair Lending Officer provides an independent means of reporting or discussing fair lending concerns through consumer and
employee hotlines.

Our Fair Lending Officer monitors production fair lending performance, including loan file analysis and reporting, and coordinates
community outreach programs.

We periodically engage independent firms to review internal controls and operations to help ensure compliance with accepted federal
and state lending regulations and practices.

We adhere to high origination standards in order to sell our loan products in the secondary mortgage market.

We treat all customer information as confidential and consider it to be nonpublic information. We maintain systems and procedures
designed to ensure that access to nonpublic consumer information is granted only to legitimate and valid users.

We believe that our commitment to responsible lending is good business.

We strive to promote highly ethical standards throughout our industry.

We plan to continue to review, revise and improve our practices to enhance our fair lending efforts and support the goal of eliminating predatory

lending practices in the industry.

Environmental

In the course of our business, we may acquire properties securing loans that are in default. There is a risk that hazardous or toxic waste could be
found on such properties. If this occurs, we could be held responsible under applicable law for the cost of cleaning up or removing the hazardous
waste. This cost could exceed the value of the underlying properties.

Employees

At December 31, 2004, we employed approximately 5,200 employees. None of our employees are subject to a collective bargaining agreement.
We believe that our relations with our employees are satisfactory.
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Available Information

We make available, free of charge, on the Investor Relations Section of our Web site (http://investorrelations.ncen.com/), our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, Section 16 reports and any amendments to those reports as soon as
reasonably practicable after such reports or amendments are electronically filed with or furnished to the SEC.
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MATERIAL U.S. FEDERAL INCOME TAX CONSIDERATIONS

Introduction

The following general discussion summarizes the material U.S. federal income tax considerations regarding our qualification and taxation as a
REIT. This discussion is based on interpretations of the Code, regulations issued thereunder, and rulings and decisions currently in effect (or in
some cases proposed), all of which are subject to change. Any such change may be applied retroactively and may adversely affect the federal
income tax consequences described herein. This summary does not discuss all of the tax consequences that may be relevant to particular
stockholders or stockholders subject to special treatment under the federal income tax laws. Accordingly, you should consult your own tax
advisor regarding the federal, state, local, foreign, and other tax consequences of your ownership and our REIT election, and regarding potential
changes in applicable tax laws.

Taxation as a REIT

General. We will elect to be taxed as a REIT under Sections 856 through 859 of the Internal Revenue Code commencing with our taxable year
ended December 31, 2004. A REIT generally is not subject to federal income tax on the income that it distributes to stockholders if it meets the
applicable REIT distribution requirements and other requirements for qualification as a REIT. We intend to be organized and to operate in such
a manner as to qualify for taxation as a REIT. However, no assurance can be given that we will operate in a manner so as to qualify or remain
qualified as a REIT.

The sections of the Code and the corresponding regulations that govern the federal income tax treatment of a REIT and its stockholders are
highly technical and complex. The following discussion is qualified in its entirety by the applicable Code provisions, rules and regulations
promulgated thereunder, and administrative interpretations thereof.

In any year in which we qualify for taxation as a REIT, we generally will not be subject to federal corporate income taxes on that portion of our
REIT taxable income that we distribute currently to our stockholders. However, our stockholders will generally be taxed on dividends that they
receive at ordinary income rates unless such dividends are designated by us as capital gain dividends or qualified dividend income. This differs
from non-REIT C corporations, which generally are subject to federal corporate income taxes but whose domestic non-corporate stockholders
are generally taxed on dividends they receive at the 15% rate on qualified dividend income, and whose corporate stockholders generally receive
the benefit of a dividends received deduction that substantially reduces the effective rate that they pay on such dividends. In general, income
earned by a REIT and distributed to its stockholders will be subject to less federal income taxation than if such income were earned by a
non-REIT C corporation, subjected to corporate income tax, and then distributed and taxed to stockholders.

While we are generally not subject to corporate income taxes on income that we distribute currently to our stockholders, we will be subject in
certain circumstances.

Notwithstanding our status as a REIT, we may also have to pay certain state and local income taxes, because not all states and localities treat
REITs in the same manner that they are treated for federal income tax purposes. Moreover, as further described below, any taxable REIT
subsidiary in which we own an interest, including New Century and its subsidiaries, will be subject to federal corporate income tax on its taxable
income.
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Requirements for qualification as a REIT. In general, the Code defines a REIT as a corporation, trust or association:

(1) thatis managed by one or more trustees or directors;

(2) the beneficial ownership of which is evidenced by transferable shares, or by transferable certificates of beneficial interest;
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(3) that would be taxable as a domestic corporation, but for Sections 856 through 859 of the Code;

(4) thatis neither a financial institution nor an insurance company subject to certain provisions of the Code;

(5) the beneficial ownership of which is held by 100 or more persons;

(6) of which not more than 50% in value of the outstanding shares are owned, directly or indirectly, by five or fewer individuals after
applying certain attribution rules;

(7) that makes an election to be a REIT for the current taxable year or has made such an election for a previous taxable year, which has
not been terminated or revoked; and

(8) that meets other tests, described below, regarding the nature of its income and assets, as well as certain filing and administrative
requirements.

Qualified REIT subsidiaries. If a REIT owns a corporate subsidiary thatis a qualified REIT subsidiary, the separate existence of that subsidiary
is disregarded for federal income tax purposes. Generally, a qualified REIT subsidiary is a corporation, other than a taxable REIT subsidiary, all
of the capital stock of which is owned by the REIT. All assets, liabilities and items of income, deduction and credit of the qualified REIT
subsidiary will be treated as assets, liabilities and items of income, deduction and credit of the REIT itself. A qualified REIT subsidiary is not
subject to federal corporate income taxation, although it may be subject to state and local taxation in some states.

Other disregarded entities and partnerships. An unincorporated domestic entity, such as a partnership or limited liability company, which has a
single owner generally is not treated as an entity separate from its parent for federal income tax purposes. If we own 100% of the interests of
such an entity and such entity has not elected to be treated as a corporation for U.S. federal income tax purposes, we will be treated as owning its
assets and receiving its income directly. An unincorporated domestic entity with two or more owners generally is treated as a partnership for
federal income tax purposes. In the case of a REIT that is a partner in a partnership that has other partners, the REIT is treated as owning its
proportionate share of the assets of the partnership and as earning its proportionate share of the gross income of the partnership for purposes of
the applicable REIT qualification tests. Thus, our proportionate share, based on percentage capital interests, of the assets, liabilities and items of
income of any partnership, joint venture or limited liability company that is treated as a partnership for U.S. federal income tax purposes in
which we acquire an interest, directly or indirectly, will be treated as our assets and gross income for purposes of applying the various REIT
qualification requirements.

Taxable REIT subsidiaries. A taxable REIT subsidiary is an entity that is taxable as a corporation in which we directly or indirectly own stock
and that elects with us to be treated as a taxable REIT subsidiary under the Code. We will have several direct and indirect subsidiaries, including
New Century TRS, most of which we intend to elect to treat as taxable REIT subsidiaries. As taxable REIT subsidiaries, these entities will be
subject to federal income tax, and state and local income tax where applicable, on their taxable income.

Income earned by a taxable REIT subsidiary is not attributable to the REIT. As a result, income that might not be qualifying income for purposes
of the income tests applicable to REITs, such as fees from the origination and/or servicing of loans for third parties, could be earned by a taxable
REIT subsidiary without affecting our status as a REIT. We expect to continue to sell all of our loans that we do not hold in our portfolio, and to

perform other origination functions, through New Century TRS and its subsidiaries.

Taxable mortgage pools and REMICs. We will make investments or enter into financing and securitization transactions that give rise to our
being considered to be, or to own an interest in, one or more taxable mortgage pools or REMICs, although we do not intend to engage in REMIC
securitization transactions other than through one of our taxable REIT subsidiaries.
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Where an entity, or a portion of an entity, is classified as a taxable mortgage pool, it is generally treated as a taxable corporation for federal
income tax purposes. However, special rules apply to a REIT, a portion of a REIT, or a qualified REIT subsidiary that is a taxable mortgage

pool. The portion of a REIT s assets held directly or through a qualified REIT subsidiary that is classified as a taxable mortgage pool is treated as
a qualified REIT subsidiary that is not subject to corporate income tax, and the taxable mortgage pool classification does not affect the tax status
of the REIT. Rather, the consequences of the taxable mortgage pool classification would generally, except as described below, be limited to the
REIT s stockholders. The Treasury Department has yet to issue regulations governing the tax treatment of the stockholders of a REIT that owns
an interest in a taxable mortgage pool.

A portion of our income from a REMIC residual interest or taxable mortgage pool, including non-cash accrued income, or phantom taxable
income, will be treated as excess inclusion income. Excess inclusion income is an amount, with respect to any calendar quarter, equal to the

excess, if any, of (i) income allocable to the holder of a residual interest in a REMIC or taxable mortgage pool interest during such calendar

quarter over (ii) the sum of an amount for each day in the calendar quarter equal to the product of (a) the adjusted issue price of the interest at the
beginning of the quarter multiplied by (b) 120% of the long term federal rate (determined on the basis of compounding at the close of each

calendar quarter and properly adjusted for the length of such quarter). This non-cash or phantom income would nonetheless be subject to the
distribution requirements that apply to us and could therefore adversely affect our liquidity. See  Annual Distribution Requirements Applicable to
REITs. To the extent that a REMIC residual interest or taxable mortgage pool is owned through a taxable REIT subsidiary, any excess inclusion
income generated by the REMIC residual interest or taxable mortgage pool will be recognized by the taxable REIT subsidiary, and we will not

be subject to the distribution requirements with respect to any such amounts.

Our excess inclusion income would be allocated among our stockholders. A stockholder s share of excess inclusion income generally (i) would
not be allowed to be offset by any net operating losses otherwise available to the stockholder, (ii) would be subject to tax as unrelated business
taxable income in the hands of most types of stockholders that are otherwise generally exempt from federal income tax, and (iii) would result in
the application of U.S. federal income tax withholding at the maximum rate (i.e., 30%), without reduction for any otherwise applicable income
tax treaty, to the extent allocable to most types of foreign stockholders.

If we were to own less than all of the equity interests in an entity that is classified as a taxable mortgage pool, the foregoing rules would not
apply. Rather, the entity would be treated as a corporation for federal income tax purposes, and its taxable income would be subject to corporate
income tax.

Income Tests

Our income for purposes of these tests includes our allocable share of all income earned by any entities in which we own an interest that are
partnerships or disregarded entities for income tax purposes (including qualified REIT subsidiaries), and the subsidiaries of these partnerships or
disregarded entities that are partnerships or disregarded entities for income tax purposes.

To qualify as a REIT, we must satisfy two gross income requirements, each of which is applied on an annual basis. First, at least 75% of our
gross income, excluding gross income from prohibited transactions, for each taxable year generally must be derived directly or indirectly from:

rents from real property;

interest on debt secured by mortgages on real property or on interests in real property;
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dividends or other distributions on, and gain from the sale of, stock in other REITs;

gain from the sale of real property or mortgage loans;
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amounts, such as commitment fees, received in consideration for entering into an agreement to make a loan secured by real property,
unless such amounts are determined by income and profits;

income derived from a REMIC in proportion to the real estate assets held by the REMIC, unless at least 95% of the REMIC s assets
are real estate assets, in which case all of the income derived from the REMIC; and

interest or dividend income from investments in stock or debt instruments attributable to the temporary investment of new capital
during the one-year period following our receipt of new capital that we raise through equity offerings or public offerings of debt
obligations with at least a five-year term.

Second, at least 95% of our gross income, excluding gross income from prohibited transactions, for each taxable year must be derived from
sources that qualify for purposes of the 75% gross income test, and from (i) dividends, (ii) interest, (iii) for taxable years beginning before
January 1, 2005, payments under certain qualifying hedging instruments and (iv) gain from the sale or disposition of stock, securities, or, for
taxable years beginning before January 1, 2005, some hedging instruments.

Prohibited transactions tax. A REIT will incur a 100% tax on the net income derived from any sale or other disposition of property, other than
foreclosure property, that the REIT holds primarily for sale to customers in the ordinary course of a trade or business. We believe that none of
our portfolio assets are held-for-sale to customers and that a sale of any of our portfolio assets would not be in the ordinary course of our
business.

Failure to satisfy income tests. If we fail to satisfy one or both of the 75% and 95% gross income tests for any taxable year, we may nevertheless
qualify as a REIT for that year if we are entitled to relief under the Code. These relief provisions generally will be available if our failure to meet
the tests is due to reasonable cause and not due to willful neglect, we attach a schedule of the sources of our income to our federal income tax
return and any incorrect information on the schedule is not due to fraud with intent to evade tax. Effective for taxable years beginning on or after
January 1, 2005, these relief provisions generally will be available if our failure to meet the tests is due to reasonable cause and not due to willful
neglect and if we satisfy certain specified filing and disclosure requirements set forth in the Code.

Asset Tests

At the close of each quarter of our taxable year, we must generally satisfy the following six tests relating to the nature of our assets.

First, at least 75% of the value of our total assets must be represented by the following:

interests in real property, including leaseholds and options to acquire real property and leaseholds;

interests in mortgages on real property;

stock in other REITSs;

cash and cash items;
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government securities;

investments in stock or debt instruments attributable to the temporary investment of new capital during the one-year period
following our receipt of new capital that we raise through equity offerings or public offerings of debt obligations with at least a
five-year term; and

regular or residual interests in a REMIC.

Second, not more than 25% of our total assets may be represented by securities, other than those in the 75% asset class.

Third, the value of any one issuer s securities owned by us may not exceed 5% of the value of our total assets.
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Fourth, we may not own more than 10% of any one issuer s outstanding voting securities.

Fifth, we may not own more than 10% of the total value of the outstanding securities of any one issuer.

Sixth, no more than 20% of the value of our total assets may be represented by the securities of one or more taxable REIT
subsidiaries.

For purposes of the third, fourth and fifth asset tests, the term securities does not include equity or debt securities of a qualified REIT subsidiary
or taxable REIT subsidiary, mortgage loans that constitute real estate assets, other securities included in the 75% asset class above, or equity
interests in a partnership.

As discussed in  Taxation as a REIT Other Disregarded Entities and Partnerships, our assets for purposes of these tests include our allocable share
of all assets held by any entities in which we own an interest that are partnerships or disregarded entities (including qualified REIT subsidiaries)

for income tax purposes, and the subsidiaries of these partnerships or disregarded entities that are partnerships or disregarded entities for income

tax purposes.

Failure to Satisfy Asset Tests

After initially meeting the asset tests on June 30, 2004, we will not lose our status as a REIT if we fail to satisfy the asset tests at the end of a
later quarter solely by reason of changes in the relative values of our assets. If the failure to satisfy the asset tests results from the acquisition of
securities or other property during a quarter, the failure can be cured by a disposition of sufficient non-qualifying assets or acquisition of
sufficient qualifying assets within 30 days after the close of that quarter.

Effective for taxable years beginning on or after January 1, 2005, we may avoid disqualification in the event of certain failures if (i) the failure
was due to reasonable cause and not willful neglect, (ii) the failure is timely corrected, (iii) a penalty amount is paid and (iv) other requirements
are met; or the failure was de minimis and timely corrected.

Annual Distribution Requirements Applicable to REITs

To qualify as a REIT, we generally must distribute dividends (other than capital gain dividends) to our stockholders in an amount at least equal
to:

the sum of (i) 90% of our REIT taxable income, computed without regard to the dividends paid deduction and our net capital gain,
and (ii) 90% of our net income after tax, if any, from foreclosure property; minus

the excess of the sum of specified items of non-cash income (including original issue discount on our mortgage loans) over 5% of
our REIT taxable income, computed without regard to the dividends paid deduction and our net capital gain.
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To the extent that we do not distribute all of our net capital gain or we distribute at least 90%, but less than 100% of our REIT taxable income, as
adjusted, we will be subject to tax on the undistributed amount at regular corporate tax rates.

Furthermore, we will incur a 4% nondeductible excise tax on the excess of the required distribution over the sum of the distributed amount if we
fail to distribute during a calendar year (or, in the case of distributions with declaration and record dates falling in the last three months of the
calendar year, by the end of January following such calendar year) at least the excess of the sum of (i) 85% of our REIT ordinary income for
such year, (i) 95% of our REIT capital gain net income for such year, and (iii) any undistributed taxable income from prior periods, over any
excess distributions from prior years.
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Failure to Qualify

If we fail to qualify for taxation as a REIT in any taxable year and the relief provisions do not apply, we will be subject to tax, including any
applicable alternative minimum tax, on our taxable income at regular corporate rates. This would significantly reduce both our cash available for
distribution to our stockholders and our earnings. If we fail to qualify as a REIT, we will not be required to make any distributions to
stockholders and any distributions that are made will not be deductible. Moreover, all distributions to stockholders would be taxable as dividends
to the extent of our current and accumulated earnings and profits, whether or not attributable to our capital gains. Subject to certain limitations of
the Code, corporate distributees may be eligible for the dividends received deduction with respect to those distributions, and domestic
non-corporate distributees may be eligible for the reduced income tax rate of 15% on such dividends. Unless we are entitled to relief under
specific statutory provisions, we also will be disqualified from taxation as a REIT for the four taxable years following the year during which
qualification was lost. We cannot state whether in all circumstances we would be entitled to this statutory relief.

Taxation of U.S. Holders

For purposes of this summary, a U.S. holder is a beneficial owner of shares of New Century common stock that is:

a citizen or resident of the U.S.;

a corporation created or organized in or under the laws of the U.S. or any political subdivision of the U.S.;

an estate the income of which is subject to U.S. federal income taxation regardless of its source; or

a trust if it (1) is subject to the primary supervision of a court within the U.S. and one or more U.S. persons have authority to control
all substantial decisions of the trust or (2) has a valid election in effect under applicable U.S. Treasury regulations to be treated as a
U.S. person.

A beneficial owner of notes or shares of New Century common stock that is an individual, a corporation, an entity treated as a corporation for
U.S. federal income tax purposes, an estate, or a trust and is not a U.S. Holder is referred to herein asa Non-U.S. holder.

Taxation of U.S. Holders of New Century Common Stock

Distributions generally. As long as we qualify as a REIT, distributions made to taxable U.S. holders of New Century common stock out of
current or accumulated earnings and profits that are not designated as capital gain dividends or qualified dividend income will be taken into
account by them as ordinary income taxable at ordinary income tax rates and will not qualify for the maximum 15% rate that generally applies to
distributions by non-REIT C corporations to stockholders who are taxed as individuals. In determining the extent to which a distribution
constitutes a dividend for tax purposes, our earnings and profits will be allocated first to distributions with respect to our preferred stock, if any,
and then to New Century common stock. Corporate stockholders will not be eligible for the dividends received deduction with respect to these
distributions.
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Distributions in excess of both our current and accumulated earnings and profits will not be taxable to a U.S. holder to the extent that the
distributions do not exceed the adjusted basis of the holder s stock. Rather, such distributions will reduce the adjusted basis of the stock. To the
extent that distributions exceed the adjusted basis of a U.S. holder s stock, the distributions will be taxable as capital gains, assuming the stock is
held as a capital asset in the hands of the U.S. holder.

Distributions will generally be taxable, if at all, in the year of the distribution.

Capital gain dividends. We may elect to designate distributions of our net capital gain as capital gain dividends. Capital gain dividends are taxed
to U.S. holders as gain from the sale or exchange of a capital asset
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held for more than one year. This tax treatment applies regardless of the period during which the stockholders have held their stock. If we
designate any portion of a dividend as a capital gain dividend, the amount that will be taxable to the stockholder as capital gain will be indicated
to U.S. holders on Internal Revenue Service, or IRS, Form 1099-DIV. Corporate stockholders, however, may be required to treat up to 20% of
capital gain dividends as ordinary income.

Instead of paying capital gain dividends, we may elect to require stockholders to include our undistributed net capital gains in their income. If
we make such an election, U.S. holders (i) will include in their income as long-term capital gains their proportionate share of such undistributed
capital gains and (ii) will be deemed to have paid their proportionate share of the tax paid by us on such undistributed capital gains and thereby
receive a credit or refund for such amount. A U.S. holder will increase the basis in its stock by the difference between the amount of capital gain
included in its income and the amount of tax it is deemed to have paid. Our earnings and profits will be adjusted appropriately.

We must classify portions of our designated capital gain dividend into the following categories:

a 15% gain distribution, which would be taxable to non-corporate U.S. holders at a maximum rate of 15%; or

an unrecaptured Section 1250 gain distribution, which would be taxable to non-corporate U.S. holders of our stock at a maximum
rate of 25%.

Recipients of capital gain dividends that are taxed at corporate income tax rates will be taxed at the normal corporate income tax rates on those
dividends.

Qualified dividend income. Dividends paid to a U.S. holder generally will not qualify for the new 15% tax rate for qualified dividend income.
The Jobs and Growth Tax Relief Reconciliation Act of 2003 reduced the maximum tax rate for qualified dividend income from 38.6% to 15%
for tax years 2003 through 2008. Without future congressional action, the maximum tax rate on qualified dividend income will move to 35% in
2009 and 39.6% in 2011. Qualified dividend income generally includes dividends paid by domestic C corporations and certain qualified foreign
corporations to most U.S. noncorporate stockholders. Because we are not generally subject to federal income tax on the portion of our taxable
income distributed to our stockholders, dividends generally will not be eligible for the 15% rate on qualified dividend income. As a result,
ordinary REIT dividends from us will continue to be taxed at the higher tax rate applicable to ordinary income. Currently, the highest marginal
individual income tax rate on ordinary income is 35%. However, the 15% tax rate for qualified dividend income will apply to ordinary REIT
dividends from us, if any, that are (i) attributable to dividends received by us from non-REIT corporations, such as our taxable REIT
subsidiaries, (ii) attributable to income earned in non-REIT taxable years, or (iii) attributable to income upon which we have paid corporate
income tax (e.g., to the extent that we distribute less than 100% of our taxable income). In general, to qualify for the reduced tax rate on
qualified dividend income, a stockholder must hold New Century common stock for more than 60 days during the 121-day period beginning on
the date that is 60 days before the date on which the New Century common stock becomes ex-dividend.

Other tax considerations. We may recognize taxable income in excess of our economic income, known as phantom income, in the early years
that we hold certain investments, and experience an offsetting excess of economic income over our taxable income in later years. As a result,
U.S. holders at times may be required to pay federal income tax on distributions that economically represent a return of capital rather than a
dividend. These distributions would be offset in later years by distributions representing economic income that would be treated as returns of
capital for federal income tax purposes.

Any excess inclusion income that we recognize generally will be allocated among our stockholders to the extent it exceeds our undistributed
REIT taxable income in a particular year. A U.S. holder s share of excess inclusion income would not be offset by any net operating losses of the
U.S. holder that would otherwise be available. See Taxation as a REIT Taxable Mortgage Pools and REMICs.
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Sales of New Century common stock. Upon any taxable sale or other disposition of New Century common stock, a U.S. holder will recognize
capital gain or loss for federal income tax purposes on the disposition in an amount equal to the difference between:

the amount of cash and the fair market value of any property received on such disposition; and

the U.S. holder s adjusted basis in such common stock for tax purposes.

The applicable tax rate will depend on the holder s holding period in the asset (generally, if an asset has been held for more than one year it will
produce long-term capital gain) and the holder s tax bracket. A U.S. holder who is an individual or an estate or trust and who has long-term
capital gain or loss will generally be subject to a maximum capital gain rate of 15%. A corporate U.S. holder will be subject to tax at a maximum
rate of 35% on capital gain from the sale of our stock. Deduction of capital losses may be subject to limitations.

In general, any loss upon a sale or exchange of New Century common stock by a U.S. holder who has held such stock for six months or less
(after applying certain holding period rules) will be treated as a long-term capital loss, but only to the extent of distributions received by such
U.S. holder that are required to be treated by such U.S. holder as long-term capital gains.

Taxation of Non-U.S. Holders of New Century Common Stock

Distributions. Distributions by us to a non-U.S. holder of New Century common stock that are neither attributable to gain from sales or
exchanges by us of U.S. real property interests nor designated by us as capital gains dividends will be treated as dividends of ordinary income to
the extent that they are made out of our current or accumulated earnings and profits. These distributions ordinarily will be subject to U.S. federal
income tax on a gross basis at a rate of 30%, or a lower rate as permitted under an applicable income tax treaty, unless the dividends are treated
as effectively connected with the conduct by the non-U.S. holder of a U.S. trade or business (and attributable to a U.S. permanent establishment,
in the case of a non-U.S. holder entitled to the benefits of an applicable tax treaty). Under some treaties, however, lower rates generally
applicable to dividends do not apply to dividends from REITs. Further, reduced treaty rates are not available to the extent that the income
allocated to the foreign stockholder is excess inclusion income. Excess inclusion income will generally be allocated to stockholders to the extent
we have excess inclusion income that exceeds our undistributed REIT taxable income in a particular year. See Taxation as a REIT Taxable
Mortgage Pools and REMICs. Dividends that are effectively connected with a trade or business will be subject to tax on a net basis, that is, after
allowance for deductions, at graduated rates, in the same manner as U.S. holders are taxed with respect to these dividends, and are generally not
subject to withholding. Applicable certification and disclosure requirements must be satisfied to be exempt from withholding under the
effectively connected income exception. Any dividends received by a corporate non-U.S. holder that is engaged in a U.S. trade or business also
may be subject to an additional branch profits tax at a 30% rate, or lower applicable treaty rate. We expect to withhold U.S. income tax at the

rate of 30% on any dividend distributions not designated as (or deemed to be) capital gain dividends made to a non-U.S. holder unless:

a lower treaty rate applies and the non-U.S. holder files an IRS Form W-8BEN evidencing eligibility for that reduced rate; or

the non-U.S. holder files an IRS Form W-8ECI claiming that the distribution is income effectively connected with the non-U.S.
holder s trade or business.

Distributions in excess of our current or accumulated earnings and profits that do not exceed the adjusted basis of the non-U.S. holder in New
Century common stock will reduce the non-U.S. holder s adjusted basis in New Century common stock and will not be subject to U.S. federal
income tax. Distributions in excess of our current and accumulated earnings and profits that do exceed the adjusted basis of the non-U.S. holder
in New Century common stock will be treated as gain from the sale of our stock, the tax treatment of which is described below. See ~ Sales of
New Century Common Stock.

64



Edgar Filing: NEW CENTURY FINANCIAL CORP - Form 10-K

33

65



Edgar Filing: NEW CENTURY FINANCIAL CORP - Form 10-K

We may be required to withhold at least 10% of any distribution in excess of our current and accumulated earnings and profits, even if a lower
treaty rate applies or the non-U.S. holder is not liable for tax on the receipt of that distribution. However, a non-U.S. holder may seek a refund of
these amounts from the IRS if the non-U.S. holder s U.S. tax liability with respect to the distribution is less than the amount withheld.

Distributions to a non-U.S. holder that are designated by us at the time of the distribution as capital gain dividends, other than those arising from
the disposition of a U.S. real property interest, generally should not be subject to U.S. federal income taxation unless:

the investment in the common stock is effectively connected with the non-U.S. holder s trade or business, in which case the non-U.S.
holder will be subject to the same treatment as U.S. holders with respect to any gain, except that a holder that is a foreign corporation
also may be subject to the 30% branch profits tax, as discussed above; or

the non-U.S. holder is a nonresident alien individual who is present in the U.S. for 183 days or more during the taxable year and
other requirements are met, in which case the nonresident alien individual will be subject to a 30% tax on the individual s capital
gains.

Under the Foreign Investment in Real Property Tax Act, which is referred to as FIRPTA, distributions to a non-U.S. holder that are attributable
to gain from sales or exchanges by us of U.S. real property interests, whether or not designated as a capital gain dividend, will cause the

non-U.S. holder to be treated as recognizing gain that is income effectively connected with a U.S. trade or business. Non-U.S. holders will be
taxed on this gain at the same rates applicable to U.S. holders, subject to a special alternative minimum tax in the case of nonresident alien
individuals. Also, this gain may be subject to a 30% (or lower applicable treaty rate) branch profits tax in the hands of a non-U.S. holder that is a
corporation. We generally do not expect to pay dividends that are subject to FIRPTA.

Notwithstanding the foregoing and effective for taxable years beginning on or after January 1, 2005, distributions (including capital gain
distributions) with respect to any class of stock of a REIT which is regularly traded on an established securities market located in the United
States will not be treated as gain recognized from the sale or exchange of a U.S. real property interest if the non-U.S. holder does not own 5% of
such class of stock at any time during the taxable year.

We will be required to withhold and remit to the IRS 35% of any distributions to non-U.S. holders that are designated as capital gain dividends,
or, if greater, 35% of a distribution that could have been designated as a capital gain dividend, whether or not attributable to sales of U.S. real
property interests. Distributions can be designated as capital gains to the extent of our net capital gain for the taxable year of the distribution. The
amount withheld, which for individual non-U.S. holders may exceed the actual tax liability, is creditable against the non-U.S. holder s U.S.
federal income tax liability.

Sales of New Century common stock. Gain recognized by a non-U.S. holder upon the sale or exchange of New Century common stock generally
would not be subject to U.S. taxation unless:

the investment in New Century common stock is effectively connected with the non-U.S. holder s U.S. trade or business (and
attributable to a U.S. permanent establishment in the case of a non-U.S. holder entitled to the benefits of an applicable tax treaty), in
which case the non-U.S. holder will be subject to the same treatment as U.S. holders with respect to any gain;

the non-U.S. holder is a nonresident alien individual who is present in the United States for 183 days or more during the taxable year
and other requirements are met, in which case the nonresident alien individual will be subject to a 30% tax on the individual s net
capital gains for the taxable year; or
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the common stock constitutes a U.S. real property interest within the meaning of FIRPTA, as described below.

34

67



Edgar Filing: NEW CENTURY FINANCIAL CORP - Form 10-K

New Century common stock will not constitute a U.S. real property interest if we either are not a U.S. real property holding corporation or are a
domestically-controlled REIT. Whether we are a U.S. real property holding corporation will depend upon whether the fair market value of U.S.
real property interests owned by us equals or exceeds 50% of the fair market value of our assets. Because our assets will consist primarily of
single-family residential mortgage loans, we do not expect that our assets will cause us to be considered a U.S. real property holding corporation.
We will be a domestically-controlled REIT if, at all times during a specified testing period, less than 50% in value of our stock is held directly or
indirectly by non-U.S. holders. We cannot guarantee that we will be a domestically-controlled REIT.

In addition, even if we are a U.S. real property holding corporation and do not qualify as a domestically-controlled REIT at the time a non-U.S.
holder sells its stock, the gain from such a sale by such a non-U.S. holder will not be subject to FIRPTA tax if:

the class or series of stock sold is considered regularly traded under applicable Treasury regulations on an established securities
market, such as the NYSE; and

the selling non-U.S. holder owned, actually or constructively, 5% or less in value of the outstanding class or series of stock being
sold during the shorter of the period during which the non-U.S. holder held such class or series of stock or the five-year period
ending on the date of the sale or exchange.

If gain on the sale or exchange of New Century common stock were subject to taxation under FIRPTA, the non-U.S. holder would be subject to
regular U.S. income tax with respect to any gain in the same manner as a taxable U.S. holder, subject to any applicable alternative minimum tax
and special alternative minimum tax in the case of nonresident alien individuals.

Taxation of Tax-Exempt Holders

Provided that a tax-exempt holder has not held New Century common stock as debt financed property within the meaning of the Code and New
Century common stock is not being used in an unrelated trade or business, dividends on the New Century common stock generally will not be
unrelated business taxable income, referred to as UBTI, to a tax-exempt holder. Similarly, income from the sale of New Century common stock
will not constitute UBTI unless the tax-exempt holder has held New Century common stock as debt financed property within the meaning of the
Code or has used New Century common stock in a trade or business. However, a portion of the dividends paid to a tax-exempt stockholder that

is allocable to excess inclusion income will be subject to tax as UBTIL. Excess inclusion income will generally be allocated to stockholders to the
extent we have excess inclusion income that exceeds our undistributed REIT taxable income in a particular year.

Notwithstanding the above, however, a portion of the dividends paid by a pension held REIT are treated as UBTI as to any trust that is described
in Section 401(a) of the Code, is tax-exempt under Section 501(a) of the Code, and holds more than 10%, by value, of the interests in the REIT.

Based on the limitations on transfer and ownership of common stock in our charter, we should not be classified as a pension held REIT.

Backup Withholding Tax and Information Reporting

Backup withholding generally will not apply to interest payments made to a holder in respect of the dividends paid in respect of New Century
common stock if such holder furnishes appropriate documentation of its non-U.S. status. However, certain information reporting will apply with
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respect to interest and dividend payments even if certification is provided. The payment of proceeds from a holder s conversion or disposition of
New Century common stock to or through the U.S. office of any broker, domestic or foreign, will be subject to information reporting and
possible backup withholding unless such holder certifies as to its non-U.S. status under
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penalties of perjury or otherwise establishes an exemption, provided that the broker does not have actual knowledge that such holder is a U.S.
person or that the conditions of an exemption are not, in fact, satisfied. The payment of proceeds from a holder s disposition of New Century
common stock to or through a non-U.S. office of either a U.S. broker or a non-U.S. broker that is a U.S.-related person will be subject to
information reporting, but not backup withholding, unless such broker has documentary evidence in its files that such holder is not a U.S. person
and the broker has no knowledge to the contrary, or such holder establishes an exemption. For this purpose, a U.S.-related person is (i) a CFC for
U.S. federal income tax purposes, (ii) a foreign person 50% or more of whose gross income from all sources for certain periods is derived from
activities that are effectively connected with the conduct of a U.S. trade or business or (iii) a foreign partnership that is either engaged in the
conduct of a trade or business in the United States or of which 50% or more of its income or capital interests are held by U.S. persons. Neither
information reporting nor backup withholding will apply to a payment of the proceeds of a disposition of New Century common stock by or
through a non-U.S. office or a non-U.S. broker that is not a U.S.-related person. Copies of any information returns filed with the IRS may be
made available by the IRS, under the provisions of a specific treaty or agreement, to the taxing authorities of the country in which a holder
resides.

Backup withholding is not an additional tax. Holders generally will be entitled to credit any amounts withheld under the backup withholding
rules against their U.S. federal income tax liability, provided the required information is furnished to the IRS in a timely manner.

THE PRECEDING DISCUSSION OF UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS IS FOR GENERAL
INFORMATION ONLY. IT IS NOT TAX ADVICE. EACH PROSPECTIVE INVESTOR SHOULD CONSULT ITS OWN TAX ADVISOR
REGARDING THE PARTICULAR UNITED STATES FEDERAL, STATE, LOCAL AND FOREIGN TAX CONSEQUENCES OF
PURCHASING, HOLDING AND DISPOSING OF NEW CENTURY COMMON STOCK, INCLUDING THE CONSEQUENCES OF ANY
PROPOSED CHANGE IN APPLICABLE LAWS.

State and Local Taxes

New Century stockholders may be subject to state or local taxation in various state or local jurisdictions, including those in which we or they
transact business or reside. New Century s state and local tax treatment and that of New Century stockholders may not conform to the federal
income tax treatment discussed above. Consequently, prospective investors should consult their own tax advisors regarding the effect of state
and local tax laws on an investment in New Century common stock.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth information about our executive officers as of March 1, 2005:

Name Age Position

Executive Officers:

Robert K. Cole 58 Chairman of the Board of Directors and Chief Executive Officer of New Century; Director of
New Century Mortgage(1)
Brad A. Morrice 48 Vice Chairman of the Board of Directors, President and Chief Operating Officer of New

Century; Chairman of the Board of Directors and Chief Executive Officer of New Century
Mortgage; Chairman of the Board of Directors of NC Capital(2)

Edward F. Gotschall 50 Vice Chairman-Finance of the Board of Directors of New Century; Director of New Century
Mortgage; Chief Financial Officer and Director of NC Capital

Patrick J. Flanagan 40 Executive Vice President of New Century; President and Director of New Century Mortgage;
Chief Executive Officer and Director of NC Capital

Patti M. Dodge 44 Executive Vice President and Chief Financial Officer of New Century and New Century
Mortgage

Stergios Theologides 38 Executive Vice President Corporate Affairs, General Counsel and Secretary of New Century

and New Century Mortgage; Director of New Century Mortgage; Vice President and Director
of NC Capital

Kevin M. Cloyd 34 Executive Vice President of New Century and New Century Mortgage; President and Director
of NC Capital

(1) New Century Mortgage is a wholly-owned subsidiary of New Century TRS.

(2) NC Capital is a wholly-owned subsidiary of New Century Mortgage.

Robert K. Cole, one of our co-founders, has been the Chairman of our board of directors and Chief Executive Officer since December 1995 and
one of our directors since November 1995. Mr. Cole has also served as a director of New Century Mortgage since November 1995. From
February 1994 to March 1995, he was the President and Chief Operating Officer-Finance of Plaza Home Mortgage Corporation, a
publicly-traded savings and loan holding company specializing in the origination and servicing of residential mortgage loans. In addition, Mr.
Cole served as a director of Option One Mortgage Corporation, a subsidiary of Plaza Home Mortgage specializing in the origination, sale and
servicing of non-prime mortgage loans. Previously, Mr. Cole was the President of operating subsidiaries of NBD Bancorp and Public Storage,
Inc. Mr. Cole received a Masters of Business Administration degree from Wayne State University.

Brad A. Morrice, one of our co-founders, has been a Vice Chairman of our board of directors since December 1996, our President and one of
our directors since 1995, and our Chief Operating Officer since January 2001. Mr. Morrice also served as our General Counsel from December
1995 to December 1997 and our Secretary from December 1995 to May 1999. In addition, Mr. Motrice serves as Chairman of the board of
directors and Chief Executive Officer of New Century Mortgage and Chairman of the board of directors of NC Capital. From February 1994 to
March 1995, he was the President and Chief Operating Officer-Administration of Plaza Home Mortgage, after serving as its Executive Vice
President, Chief Administrative Officer since February 1993. In addition, Mr. Motrice served as General Counsel and a director of Option One.
From August 1990 to January 1993, Mr. Morrice was a partner in the law firm of King, Purtich & Morrice, where he specialized in the legal
representation of mortgage banking companies. Mr. Morrice previously practiced law at the firms of Fried,
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King, Holmes & August and Manatt, Phelps & Phillips. He received his law degree from the University of California, Berkeley (Boalt Hall) and
a Masters of Business Administration degree from Stanford University.

Edward F. Gotschall, one of our co-founders, has been the Vice Chairman-Finance of our board of directors since July 2004, a Vice Chairman
of our board of directors since December 1996 and one of our directors since November 1995. Prior to being appointed Vice Chairman-Finance,
Mr. Gotschall served as our Chief Financial Officer from August 1998 to July 2004 and our Chief Operating Officer Finance/Administration
from December 1995 to August 1998. Mr. Gotschall also serves as a director of New Century Mortgage and was its Chief Financial Officer until
February 2002. Mr. Gotschall is also Chief Financial Officer and a director of NC Capital. From April 1994 to July 1995, he was the Executive
Vice President/Chief Financial Officer of Plaza Home Mortgage and a director of Option One. Mr. Gotschall was one of the co-founders of
Option One and from December 1992 to April 1994, Mr. Gotschall served as its Executive Vice President/Chief Financial Officer. From January
1991 to July 1992, he was the Executive Vice President/Chief Financial Officer of The Mortgage Network, Inc., a retail mortgage banking
company. Mr. Gotschall received his Bachelors of Science Degree in Business Administration from Arizona State University.

Patrick J. Flanagan has been our Executive Vice President since August 1998. He has been the President of New Century Mortgage since
February 2002 and has been a director of New Century Mortgage since May 1997. Mr. Flanagan is also the Chief Executive Officer and a
director of NC Capital. From January 1997 to February 2002, Mr. Flanagan served as Executive Vice President and Chief Operating Officer of
New Century Mortgage. Mr. Flanagan initially joined New Century Mortgage in May 1996 as Regional Vice President of Midwest Wholesale
and Retail Operations. From August 1994 to April 1996, Mr. Flanagan was a Regional Manager with Long Beach Mortgage. From July 1992 to
July 1994, he was an Assistant Vice President for First Chicago Bank, from February 1989 to February 1991, he was Assistant Vice President
for Banc One in Chicago, and from February 1991 to July 1992, he was a Business Development Manager for Transamerica Financial Services.
Mr. Flanagan received his Bachelor of Arts degree from Monmouth College.

Kevin M. Cloyd has been our Executive Vice President since March 2004. He has been the President of NC Capital since February 2002 and an
Executive Vice president of New Century Mortgage since March 2004. Mr. Cloyd previously served as Senior Vice President of Secondary
Marketing for New Century Mortgage from February 2002 to March 2004, and as Vice President of Secondary Marketing for New Century
Mortgage and Executive Vice President of NC Capital from January 2001 to February 2002. From March 2000 to January 2001, Mr. Cloyd left
New Century Mortgage to become the Vice President in charge of Secondary Marketing and Finance for The Mortgage Conduit, a start-up
company. Mr. Cloyd initially joined New Century Mortgage in September 1999 as Vice President of Applied Analytics. From December 1998
to September 1999, Mr. Cloyd was Assistant Vice President with Fremont Investment and Loan. Prior to Fremont Investment and Loan, from
April 1996 to December 1998, Mr. Cloyd served as Director of Finance with Amresco Residential Credit Corporation and was responsible for
Pricing and Analytics. In addition, from 1994 to April 1996, Mr. Cloyd worked at Bank of America Mortgage and served as Financial
Consultant to their Secondary Marketing and Portfolio Management Departments. Mr. Cloyd received his Bachelor of Arts Degree in Business
Administration with an emphasis in Finance from California State University at Fullerton. Mr. Cloyd received his Masters of Arts in
Management from the University of Redlands.

Patti M. Dodge was promoted to Chief Financial Officer in July 2004 and Executive Vice President in March 2004, and has served as our
Controller since September 1996. Ms. Dodge has also served as the Executive Vice President and Chief Financial Officer of New Century
Mortgage since March 2004 and served as the Senior Vice President and Chief Financial Officer of New Century Mortgage between February
2002 and March 2004. Prior to joining the company, Ms. Dodge was self-employed. From December 1990 to June 1995, Ms. Dodge was Senior
Vice President at Plaza Home Mortgage Corporation. From February 1989 to December 1990, Ms. Dodge served as Vice President and Chief
Financial Officer of University Savings Bank and from October 1984 to February 1989, Ms. Dodge served as Controller of Butterfield Savings.
Ms. Dodge received her bachelor s degree in business administration with an emphasis in accounting from the University of Southern California.
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Stergios Theologides has been Executive Vice President Corporate Affairs since March 2003, General Counsel since April 1998, and Corporate
Secretary since May 1999 and is responsible for all legal, regulatory affairs and compliance matters. Mr. Theologides joined the company in
April 1998 as Vice President and General Counsel. Mr. Theologides also serves as Executive Vice President Corporate Affairs, General
Counsel and Secretary of New Century Mortgage and Vice President and Director of NC Capital. Previously, Mr. Theologides had been
employed with Wynn s International, Inc. from February 1996 to March 1998 where he served as Corporate Counsel. Mr. Theologides was an
associate in the corporate department of O Melveny & Myers, LLP, from 1992 to 1996. Mr. Theologides received his Juris Doctorate from
Columbia University School of Law where he was a Harlan Fiske Stone Scholar and Charles Evans Hughes Fellow. He received his Bachelor of
Arts degree from Princeton University with his major in public and international affairs.
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RISK FACTORS

Stockholders and prospective purchasers of New Century common stock should carefully consider the risks described below before making a
decision to buy New Century common stock. If any of the following risks actually occurs, our business could be harmed. In that case, the trading
price of New Century common stock could decline, and you may lose all or part of your investment. When determining whether to buy New
Century common stock, stockholders and prospective purchasers should also refer to the other information in this annual report on Form 10-K,
including our financial statements and the related notes.

Risks Related to Our Business

We are dependent on external sources of financing, and if we are unable to maintain adequate financing sources, our earnings and our
financial position will suffer and jeopardize our ability to continue operations.

Our ability to make payments on indebtedness and to refinance indebtedness when necessary will depend on our financial and operating
performance, each of which is subject to prevailing economic conditions and to financial, business, legislative and regulatory factors and other
factors beyond our control.

To qualify as a REIT under the Code, we generally are required each year to distribute to our stockholders at least 90% of our REIT taxable
income (determined without regard to the dividends paid deduction and by excluding net capital gains). After-tax earnings generated by our
taxable REIT subsidiaries and not distributed to us are not subject to these distribution requirements and may be retained by such subsidiaries to
provide for future growth, subject to the limitations imposed by REIT tax rules. We conduct a substantial amount of our business through our
taxable REIT subsidiaries. We cannot be certain that we will have access to funds to meet the REIT distribution and other qualification
requirements. We may be required to borrow funds from one of our corporate subsidiaries or a third party on a short-term basis or liquidate
investments to meet the distribution requirements that are necessary to qualify as a REIT, even if management believes that it is not in our best
interests to do so. If we do not have access to the necessary funds, we may have to raise capital at inopportune times or borrow funds on
unfavorable terms.

In addition, we require substantial cash to support our operating activities and growth plans in our taxable REIT subsidiaries. As part of our
growth plan, we intend to obtain financing by accessing the capital markets. Our primary sources of cash for our loan origination activities are
our warehouse and aggregation credit facilities, our asset-backed commercial paper facility and the proceeds from the sales and securitizations of
our loans. From time to time, we finance our residual interests in securitization transactions through the sale of NIMS; however, we have not
recently relied on NIMS financing as much as we have in prior years. As of December 31, 2004, we had eleven short-term warehouse and
aggregation credit facilities and our asset-backed commercial paper facility providing us with approximately $10.2 billion of committed and $1.9
billion of uncommitted borrowing capacity to fund loan originations and purchases pending the pooling and sale of such loans. If we cannot
maintain or replace these facilities on comparable terms and conditions, we may incur substantially higher interest expense that would reduce
our profitability.

During volatile times in the capital and secondary markets, access to warehouse, aggregation and residual financing as well as access to the
securitization and secondary markets for the sale of our loans has been severely constricted. Subject to the limitations imposed by REIT tax
rules, our taxable REIT subsidiaries are permitted to retain the after-tax income they generate. We may, at some point in the future, borrow
funds from one or more of our corporate subsidiaries upon terms that are similar to those that a third-party lender would require, or actually
obtain a third-party loan for some portion of the required financing amount and then replicate the third-party loan terms in the intercompany
borrowing. However, if we are unable to maintain adequate financing or other sources of capital are not available, we would be forced to
suspend or curtail our operations, which would harm our results of operations, financial condition and business prospects. Similarly, we may be
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more alternative strategies, such as selling assets, refinancing or restructuring our indebtedness or selling additional debt or equity securities.

We face intense competition that could harm our market share and our revenues.

We face intense competition from finance and mortgage banking companies and from Internet-based lending companies. In addition, certain
government-sponsored entities, such as Fannie Mae and Freddie Mac, are also expanding their participation in the subprime mortgage industry.
These government-sponsored entities have a size and cost-of-funds advantage that allows them to purchase loans with lower rates or fees than
we are willing to offer. While the government-sponsored entities presently do not have the legal authority to originate mortgage loans, including
subprime loans, they do have the authority to buy loans. A material expansion of their involvement in the market to purchase subprime loans
could change the dynamics of the industry by virtue of their sheer size, pricing power and the inherent advantages of a government charter. In
addition, if as a result of their purchasing practices, these government-sponsored entities experience significantly higher-than-expected losses,
such experience could harm the overall investor perception of the subprime mortgage industry.

Certain large finance companies and conforming mortgage originators also originate subprime mortgage loans to customers similar to the
borrowers we serve. Competitors with lower costs of capital have a competitive advantage over us. In addition, establishing a wholesale lending
operation such as ours requires a relatively small commitment of capital and human resources. This low barrier to entry permits new competitors
to enter our markets quickly and compete with our wholesale lending business. If these competitors are able to attract some of our key
employees and disrupt our broker relationships, it could harm our results of operations, financial condition and business prospects.

Some thrifts, national banks and their operating subsidiaries are also expanding their subprime mortgage lending activities. By virtue of their
charters, these institutions are exempt from complying with many of the state and local laws that affect our operations. For example, they are
permitted to offer loans with prepayment charges in many jurisdictions where we cannot. If more of these federally chartered institutions are
able to use their preemptive ability to provide more competitive pricing and terms than we can offer, it could harm our results of operations,
financial condition and business prospects. We may also be forced to expand our operations at a pace that does not allow us to attract a sufficient
number of employees with the capability to ensure we are in compliance with the numerous complex regulations applicable to our business as
well as to enable us to provide high quality customer service and this could harm our results of operations, financial condition and business
prospects.

In addition, to the extent we must purchase mortgage loans or mortgage-related assets from third parties, we must compete with other REITs,
investment banking firms, savings and loan associations, banks, insurance companies, other lenders and other entities that purchase mortgage
loans or mortgage-backed securities, many of which have greater financial resources than we do. As a result, we may not be able to acquire
sufficient mortgage-related assets with favorable yields over our borrowing costs, which could harm our results of operations, financial condition
and business prospects.

The intense competition in the subprime mortgage industry has also led to rapid technological developments, evolving industry standards and
frequent releases of new products and enhancements. As mortgage products are offered more widely through alternative distribution channels,
such as the Internet, we may be required to make significant changes to our current wholesale and retail structures and information systems to
compete effectively. Our inability to continue enhancing our current Internet capabilities, or to adapt to other technological changes in the
industry, could harm our results of operations, financial condition and business prospects.
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A prolonged economic slowdown or a lengthy or severe recession could harm our operations, particularly if it results in a decline in the
real estate market.

The risks associated with our business are more acute during periods of economic slowdown or recession because these periods may be
accompanied by decreased demand for consumer credit and declining real estate values. Declining real estate values reduce the ability of
borrowers to use home equity to support borrowings because they reduce the LTV of the home equity collateral. In addition, because we make a
substantial number of loans to credit-impaired borrowers, the actual rates of delinquencies, foreclosures and losses on these loans could be
higher during economic slowdowns. Any sustained period of increased delinquencies, foreclosures or losses could harm our ability to sell loans,
the prices we receive for our loans, or the values of our mortgage loans held for investment or our residual interests in securitizations, which
could harm our results of operations, financial condition and business prospects.

Our earnings may decrease because of increases or decreases in interest rates.

Our profitability may be directly affected by changes in interest rates. The following are some of the risks we face related to an increase in
interest rates:

When we securitize loans, the value of the residual interests we retain and the income we receive from the securitizations structured
as financings are based primarily on LIBOR. This is because the interest on the underlying mortgage loans is based on fixed rates
payable on the underlying loans for the first two or three years from origination while the holders of the applicable securities are
generally paid based on an adjustable LIBOR-based yield. Therefore, an increase in LIBOR reduces the net income we receive from,
and the value of, these mortgage loans and residual interests.

Our adjustable-rate mortgage loans have periodic and lifetime interest rate caps above which the interest rate on the loans may not
rise. In the event of general interest rate increases, the rate of interest on these mortgage loans could be limited, while the rate
payable on the senior certificates representing interests in a securitization trust into which these loans are sold may be uncapped. This
would reduce the amount of cash we receive over the life of the loans in securitizations structured as financings and our residual
interests, and could require us to reduce the carrying value of our residual interests.

An interest rate increase may harm our earnings by reducing the spread between the interest we receive on our mortgage loans and
our funding costs.

A substantial and sustained increase in interest rates could harm our loan origination volume because refinancings of existing loans,
including cash-out refinancings and interest rate-driven refinancings, would be less attractive and qualifying for a purchase loan may
be more difficult. Lower origination volume may harm our earnings by reducing origination income, net interest income and gain on
sale of loans.

During periods of rising interest rates, the value and profitability of our loans may be harmed between the date of origination or
purchase until the date we sell or securitize the loans.

A substantial and sustained increase in interest rates could increase the delinquency and default rates on the adjustable-rate mortgage
loans that we originate and hold because the borrowers monthly payments under such loans may increase beyond the borrowers
ability to pay. High delinquencies or losses may decrease our cash flows or impair our ability to sell or securitize loans in the future,
which could harm our results of operations, financial condition and business prospects.

77



Edgar Filing: NEW CENTURY FINANCIAL CORP - Form 10-K

We are also subject to risks from decreasing interest rates. For example, a significant decrease in interest rates could increase the rate at which
loans are prepaid, which also could require us to reduce the carrying value of our residual interests. Moreover, if prepayments are greater than
expected, the cash we receive over the life of our residual interests would be reduced. Higher-than-expected prepayments could also harm the

value of our servicing portfolio. Therefore, any such changes in interest rates could harm our results of operations, financial condition and
business prospects.
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Our reliance on cash-out refinancings as a significant source of our origination volume increases the risk that our earnings will be
harmed if the demand for this type of refinancing declines.

During the twelve months ended December 31, 2004, approximately 59.5% of our loan production volume consisted of cash-out refinancings.
Our reliance on cash-out refinancings as a significant source of our origination volume increases the risk that our earnings will be harmed if
interest rates rise and the prices of homes decline, which would reduce the demand and production volume for this type of refinancing. A
substantial and sustained increase in interest rates could significantly reduce the number of borrowers who would qualify or elect to pursue a
cash-out refinancing and result in a decline in that origination source. Similarly, a decrease in home prices would reduce the amount of equity
available to be borrowed against in cash-out refinancings and result in a decrease in our loan production volume from that origination source.
Therefore, our reliance on cash-out refinancings as a significant source of our origination volume could harm our results of operations, financial
condition and business prospects.

The loans we originate and hold are subprime, rather than prime, and generally have delinquency and default rates higher than prime
loans, which could result in higher loan losses.

Subprime mortgage loans generally have higher delinquency and default rates than prime mortgage loans. Delinquency interrupts the flow of
projected interest income from a mortgage loan, and default can ultimately lead to a loss if the net realizable value of the real property securing
the mortgage loan is insufficient to cover the principal and interest due on the loan. Also, our cost of financing and servicing a delinquent or
defaulted loan is generally higher than for a performing loan. We bear the risk of delinquency and default on loans beginning when we originate
them. In whole loan sales, our risk of delinquency typically only extends to the first payment, but when we securitize any of our loans, we
continue to be exposed to delinquencies and losses through our residual interests and the loans underlying our securitizations structured as
financings. We are required to establish reserves based on our anticipated delinquencies and losses. We also re-acquire the risks of delinquency
and default for loans that we are obligated to repurchase. We attempt to manage these risks with risk-based loan pricing and appropriate
underwriting policies and loan collection methods. However, we cannot be certain that such management policies will be successful and, if such
policies and methods are insufficient to control our delinquency and default risks and do not result in appropriate loan pricing and appropriate
loss reserves, our business, financial condition, liquidity and results of operations could be harmed. As of December 31, 2004, the delinquency
rate on mortgage loans that were 60 days or more past due and that we previously securitized in transactions structured as financings or sales
was 3.00%. The expected cumulative loss rate on these loans as of December 31, 2004 was approximately 3.87% on mortgage loans underlying
our residual interests in securitizations and serviced by others, and 2.59% on our mortgage loans held for investment, which we service on our
own platform. The expected cumulative loss rate is determined as the historical cumulative loss rates of more aged loans plus the expected
cumulative loss rates on newer loans, which have experienced immaterial losses through December 31, 2004.

The geographic concentration of our mortgage loan originations increases our exposure to risks in those areas, especially California.

Over-concentration of our loan originations in any one geographic area increases our exposure to the economic and natural hazard risks
associated with that area. For example, in the twelve months ended December 31, 2004, approximately 41.1% of the aggregate principal amount
of our mortgage loans were secured by property located in California. Certain parts of California have experienced an economic downturn in the
past and have suffered the effects of certain natural hazards. Declines in the residential real estate markets in which we are concentrated may
reduce the values of the properties collateralizing our mortgages, increase the risk of delinquency, foreclosure, bankruptcy, or losses and could
harm our results of operations, financial condition and business prospects.

Furthermore, if borrowers are not insured for natural disasters, which are typically not covered by standard hazard insurance policies, then they
may not be able to repair the property or may stop paying their mortgages if
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the property is damaged. A natural disaster that results in a significant number of delinquencies would cause increased foreclosures and decrease
our ability to recover losses on properties affected by such disasters and would harm our results of operations, financial condition and business
prospects.

Likewise, the secondary market pricing for pools of loans that are not geographically diverse is typically less favorable than for a diverse pool.
Our inability to originate or purchase geographically diverse pools of loans could harm our results of operations, financial condition and
business prospects.

An interruption or reduction in the securitization and whole loan markets would harm our financial position.

We are dependent on the securitization market for the sale of our loans because we securitize loans directly and many of our whole loan buyers
purchase our loans with the intention to securitize them. The securitization market is dependent upon a number of factors, including general
economic conditions, conditions in the securities market generally and conditions in the asset-backed securities market specifically. In addition,
poor performance of our previously securitized loans could harm our access to the securitization market. Accordingly, a decline in the
securitization market or a change in the market s demand for our loans could harm our results of operations, financial condition and business
prospects.

If we make any acquisitions, we will incur a variety of costs and may never realize the anticipated benefits.

If appropriate opportunities become available, we may attempt to acquire businesses that we believe are a strategic fit with our business. We
currently have no agreements to consummate any material acquisitions. If we pursue any such transaction, the process of negotiating the
acquisition and integrating an acquired business may result in operating difficulties and expenditures and may require significant management
attention that would otherwise be available for ongoing development of our business, whether or not any such transaction is ever consummated.
Moreover, we may never realize the anticipated benefits of any acquisition. Future acquisitions could result in potentially dilutive issuances of
equity securities, the incurrence of debt, contingent liabilities and/or amortization expenses related to goodwill and other intangible assets, which
could harm our results of operations, financial condition and business prospects.

Our earnings from holding mortgage-backed securities or government securities may be harmed by changes in the level of interest
rates, changes to the difference between short- and longer- term interest rates, changes to the difference between interest rates for these
securities compared to other debt instruments, and an absence of or reduction in the availability, at favorable terms, of repurchase
financing and other liquidity sources typically utilized by mortgage REITs.

From time to time, we may purchase mortgage-backed securities or government securities from third parties in order to comply with the income
and asset tests necessary to maintain our REIT status. The value of, and return on, the mortgage-backed securities and government securities we
hold will be affected by changes in the marketplace for such securities, as well as prepayment speeds in the case of mortgage-backed securities,
and may be volatile and significantly different than projected. The securities that we hold may produce large losses instead of the income
incorporated into our projections. The impact of changes in the marketplace for these securities on our results may be magnified because these
holdings could be highly leveraged. Additionally, much of the financing we will use to hold these securities may be cancelable by our lenders on
short notice. If our lenders cease providing financing to us on favorable terms, we would be forced to liquidate some or all of these securities,
possibly at a substantial loss, which could harm our financial condition, results of operations and business prospects.
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A material difference between the assumptions used in the determination of the value of our residual interests and our actual experience
could harm our financial position.

As of December 31, 2004, the value on our balance sheet of our residual interests from securitization transactions was $148.0 million. The value
of these residuals is a function of the delinquency, loss, prepayment speed and discount rate assumptions we use. It is extremely difficult to
validate the assumptions we use in valuing our residual interests. In the future, if our actual experience differs materially from these
assumptions, our cash flow, financial condition, results of operations and business prospects may be harmed.

New legislation could restrict our ability to make mortgage loans, which could harm our earnings.

Several states and cities are considering or have passed laws, regulations or ordinances aimed at curbing predatory lending practices. The federal
government is also considering legislative and regulatory proposals in this regard. In general, these proposals involve lowering the existing

federal Homeownership and Equity Protection Act thresholds for defining a high-cost loan, and establishing enhanced protections and remedies
for borrowers who receive such loans. However, many of these laws and rules extend beyond curbing predatory lending practices to restrict
commonly accepted lending activities, including some of our activities. For example, some of these laws and rules prohibit any form of
prepayment charge or severely restrict a borrower s ability to finance the points and fees charged in connection with the borrower s loan. In
addition, some of these laws and regulations provide for extensive assignee liability for warehouse lenders, whole loan buyers and securitization
trusts. Because of enhanced risk and for reputational reasons, many whole loan buyers elect not to purchase any loan labeled as a high cost loan
under any local, state or federal law or regulation. Accordingly, these laws and rules could severely constrict the secondary market for a
significant portion of our loan production. This would effectively preclude us from continuing to originate loans that fit within the newly defined
thresholds. For example, after the October 1, 2002 effective date of the Georgia Fair Lending Act, our lenders and secondary market buyers
refused to finance or purchase our Georgia loans. As a result, we were forced to cease providing mortgages in Georgia until the law s amendment
a few months later.

Similar laws have gone into effect in New Jersey, New Mexico and Massachusetts that have impacted our ability to originate loans in those
states. Moreover, some of our competitors who are, or are owned by, national banks or federally chartered thrifts may not be subject to these
laws and may, therefore, be able to capture market share from us and other lenders. For example, the Office of the Comptroller of the Currency
issued regulations effective January 7, 2004 that preempt state and local laws that seek to regulate mortgage lending practices by national banks.
Passage of such state and local laws could increase compliance costs and reduce fee income and origination volume, all of which would harm
our results of operations, financial condition and business prospects.

We are no longer able to rely on the Alternative Mortgage Transactions Parity Act to preempt certain state law restrictions on
prepayment penalties, which could harm our earnings.

The value of a mortgage loan depends, in part, upon the expected period of time that the mortgage loan will be outstanding. If a borrower pays
off a mortgage loan in advance of this expected period, the holder of the mortgage loan does not realize the full value expected to be received
from the loan. A prepayment penalty payable by a borrower who repays a loan earlier than expected helps offset the reduction in value resulting
from the early payoff. Consequently, the value of a mortgage loan is enhanced to the extent the loan includes a prepayment penalty, and a
mortgage lender can offer a lower interest rate and/or lower loan fees on a loan which has a prepayment penalty. Prepayment penalties are an
important feature used to obtain value on the loans we originate.

Certain state laws restrict or prohibit prepayment penalties on mortgage loans and, until July 2003, we relied on the federal Alternative Mortgage
Transactions Parity Act, or the Parity Act, and related rules issued in the past by the Office of Thrift Supervision, or OTS, to preempt state
limitations on prepayment penalties. The Parity Act was enacted to extend to financial institutions, like us, which are not federally chartered
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the federal preemption that federally chartered depository institutions enjoy. However, in September 2002, the OTS released a rule that reduced
the scope of the Parity Act preemption and, as a result, we are no longer able to rely on the Parity Act to preempt state restrictions on
prepayment penalties. The elimination of this federal preemption has required us to comply with state restrictions on prepayment penalties.
These restrictions prohibit us from charging any prepayment penalty in six states and limit the amount or other terms and conditions of our
prepayment penalties in several other states. This places us at a competitive disadvantage relative to financial institutions that will continue to
enjoy federal preemption of such state restrictions. Such institutions are able to charge prepayment penalties without regard to state restrictions
and, as a result, may be able to offer loans with interest rate and loan fee structures that are more attractive than the interest rate and loan fee
structures that we are able to offer. This competitive disadvantage could harm our results of operations, financial condition and business
prospects.

The scope of our lending operations exposes us to risks of noncompliance with an increasing and inconsistent body of complex laws and
regulations at the federal, state and local levels.

Because we are authorized to originate mortgage loans in all 50 U.S. states, we must comply with the laws and regulations, as well as judicial
and administrative decisions, for all of these jurisdictions, as well as an extensive body of federal law and regulations. The volume of new or
modified laws and regulations has increased in recent years, and individual cities and counties have begun to enact laws that restrict subprime
loan origination activities in those cities and counties. The laws and regulations of each of these jurisdictions are different, complex and, in some
cases, in direct conflict with each other. As our operations continue to grow, it may be more difficult to comprehensively identify, to accurately
interpret and to properly program our technology systems and effectively train our personnel with respect to all of these laws and regulations,
thereby potentially increasing our exposure to the risks of noncompliance with these laws and regulations.

Our failure to comply with these laws can lead to: