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PART I

ITEM 1. DESCRIPTION OF BUSINESS

Business Development

Background of the Company
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Silverado Financial, Inc. (the "Company", "We", "Us" and "Our") is incorporated
under the laws of the State of Nevada and based in Campbell, California in the
San Francisco Bay Area. We provide first and second mortgage products to
borrowers 1in California through our operating subsidiary, Realty Capital
Corporation (RCC).

The corporation was 1initially formed on February 26, 1987 as Toledo Medical
Corporation. Our name was changed to Almaz Space Corporation on February 9, 1991
and to Ready When You Are Funwear, Inc. on April 14, 1992. On December 30, 1994
a group of individuals acquired control of the Company. On February 17, 1995,
they changed the name to Rhombic Corporation. On March 19, 2003, the company
changed its name to Silverado Financial, Inc.

Our efforts, since inception, until October of 2002, had been primarily focused
on the acquisition of the rights to intellectual property that could lead to the
development of innovative scientific technologies. During the years 1999 and
2000 we began to focus on the research and development of our portfolio of
acquired intellectual property. During 2001, our main objective was to identify
and develop specific applications from our intellectual property in order to
make them commercially marketable. In November 2002, we acquired Financial
Software, Inc. as the first part of its strategy to enter the lucrative
financial services sector.

During 2003 the company had six wholly owned subsidiaries. They are:

* Financial Software, Inc. ("FSI");

* Realty Capital Corporation ("RCC");

* Rockford Technology Associates, Inc. ("Rockford");

* Nanophase Diamond Technologies, Inc. ("Nanophase");

* AEP Technologies, Inc. ("AEPT"); and

* Rhombic Detection Technologies, Inc. ("RDT").
Rockford, Nanophase, AEPT and RDT are inactive and have no assets, 1liabilities
or operations and never were active, held any assets or had any liabilities or
operations. These subsidiaries were created for the purpose of developing

specific applications from our scientific intellectual property. We never
implemented our plans to develop our scientific intellectual property and all of
our scientific intellectual properties, together with certain marketable
securities held for sale, were sold, in 2003 to a director, in exchange for the
return of 62,000 shares of our Common Stock and the cancellation of $1,100 in
debt.

We acquired Financial Software, Inc. (formerly Wall Street Web, Inc.) on
November 19, 2002 a share for share exchange Dbasis for 4,400,000 shares of
common stock and the assumption of a note in the amount of $275,000. Financial
Software, Inc.(FSI), a New Jersey corporation engaged in the development of

Internet and Intranet financial software in addition to operating several
financial industry publishing web-sites. We acquired FSI in order to gain access
to certain proprietary software products owned by FSI which we intend to further
develop and extend into a comprehensive Dback office platform necessary to
accomplish our business objectives.

ITEM 1. DESCRIPTION OF BUSINESS - continued

On May 9, 2003, we acquired Realty Capital Corporation in exchange for 729,452
shares of restricted common stock from John E. Hartman, the president of the
Company and a director. Realty Capital Corporation (RCC) is a mortgage brokerage
company licensed by the California Department of Real Estate and is currently
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seeking licensure by the California Department of Corporations as a Consumer
Finance Lender. RCC generated all of the Company's 2003 revenue and has offices
in Campbell California and Pleasanton, California.

In addition to continuing and expanding the operation of RCC, our other
activities have consisted of developing the business plan, obtaining a warehouse
line of credit, raising capital, Dbusiness plan implementation and recruiting a
management team. From inception to December 31, 2003, the Company has had
revenues of $129,052 of which $115,823 was earned during 2003, and has expensed
operating costs in the amount of $9,492,482 due in part to the write down of
scientific intellectual properties in the amount of $2,168,038 and research and
development expenses of $688,563. Historically, the Company has had nominal cash
resources and has been largely dependent on the direct financial support from a
few shareholders, directors and officers along with limited revenue to pay for
cash expenditures. In addition, the Company has been dependent on its officers,
directors and certain key vendors accepting restricted common stock for their
services.

Business of the Issuer
General

We provide mortgage products to borrowers in California through our operating
subsidiary, Realty Capital Corporation (RCC). We offer mortgage products
designed for borrowers who generally satisfy the credit, documentation or other
underwriting standards prescribed by conventional mortgage lenders and loan
buyers, such as Fannie Mae and Freddie Mac as well as those who do not. We
originate loans on the basis of the Dborrower'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 Dbeen originating these types of loans since our
acquisition of RCC on May 9, 2003 and believe we have developed a comprehensive
and sophisticated plan to grow the company going forward.

RCC operates out offices in Campbell and Pleasanton, California with more
offices slated to open during 2004. Our plan is to expand throughout California,
Nevada and Arizona during 2004 with offices in Sacramento, Woodland Hills, San
Diego, Las Vegas, Reno, Phoenix and Tucson. We have developed sophisticated
information technologies to allow us to move into these areas with a minimum of
cost and start up while allowing the company to maintain tight control over
regional offices.

In 2003, we originated 100% of our loans in California. Of the loans that we

originated, 65% were refinances of existing mortgages and 35% were for the
purchase of residential property. Of the refinance transactions, 80% were

cash-out refinances in which the borrower receives additional proceeds to pay
off other debt or meet other financial needs.

ITEM 1. DESCRIPTION OF BUSINESS - continued
Recent Operating Highlights

We achieved several significant operational milestones during 2003, including
the following:

o Revenues. We achieved revenues of $115,823 in 2003. This 1is
significant as it is the first time that we have achieved any
significant revenues.
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o Current Assets. Current Assets including cash, cash equivalents,
receivables and marketable securities held for sale equaled $30,410 at
December 31, 2003 which represents a 231% increase over 2002 year-end
current assets of $13,188.

Strengths and Competitive Advantages

We believe that we have several strengths and competitive advantages that allow
us to compete effectively in our business, including:

o High Quality Customer Service. We strive to make the origination
process easy for our Dborrowers and sales executives by providing
prompt responses, consistent and clear procedures and an emphasis on

ease of use through technology.

o Performance-Based Compensation Structure. We have implemented a
performance-based compensation structure, which allows us to attract,
retain and motivate qualified personnel.

o FinanCenter (C) Software. We plan to enhance our proprietary
FinanCenter (C) Software to provide our sales executives with a wide
array of unique products and services offered by no other mortgage
company .

Product Types

We offer both fixed-rate loans and adjustable-rate loans, or ARMs. We also offer
loans with an interest rate that is initially fixed for a period of time and
subsequently converts to an adjustable rate. At each interest rate adjustment
date, rates are adjusted, subject to certain limitations on the amount of any
single adjustment and a cap on the aggregate of all adjustments.

In addition, our products are available at different interest rates and with
different origination and application points and fees, depending on the
particular borrower's risk classification. See "Business—-Underwriting
Standards." Borrowers may choose to increase or decrease their interest rate

through the payment of different 1levels of origination fees. Our maximum loan
amount is generally $500,000 with a loan-to-value ratio of up to 90%. We do,
however, offer larger loans with lower loan-to-value ratios through a special
jumbo program. We also offer products that permit a loan-to-value ratio of up to
95% for selected borrowers with an internal risk classification of "A+" or of up
to 90% for selected borrowers with an internal risk classification of "A-". We
also offer our "AA" product designed to appeal to borrowers of higher credit
quality.

ITEM 1. DESCRIPTION OF BUSINESS - continued
Marketing

RCC's operations rely primarily on outbound telemarketing and on targeted direct
mail and to attract borrowers. Our telemarketing programs are managed by a
centralized staff that create a targeted mailing list oversee operations by our
telemarketing staff. All calls or written inquiries from potential Dborrowers
that result from the telemarketing are tracked centrally and then forwarded to a
branch location and handled by branch loan officers. Under the telemarketing
program, our staff solicits ©prospective borrowers, makes a preliminary
evaluation of the applicant's credit and the value of the collateral property
and refers qualified leads to loan officers in the retail branch closest to the
customer. In addition, this unit maintains a comprehensive database on all
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customers with whom it has had contact and markets to these potential customers
as well.

The direct mail program uses the Retail Division's Web site,
www.silveradofinancial.com, to provide information to prospective borrowers and
to allow them to complete an application online

Financing Loan Originations and Loans Held for Sale

We require access to credit facilities 1in order to originate and purchase
mortgage loans and to hold them pending their sale or securitization. Currently,
we do not have any such facilities, but we are in the ©process of obtaining a
warehouse line of <credit and are finishing negotiations and application
documentation.

Underwriting Standards

When we obtain a warehouse 1line of credit, the loans we intend to originate or
purchase will have to meet the underwriting guidelines of the warehouse lender.
These 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, 1income, credit
history and employment history. Based on 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 loan-to-value ratio.

Credit History

Underwriting guidelines require a credit report on each applicant from a credit
reporting company. In evaluating an applicant's credit history, we utilize
credit Dbureau risk scores, generally known as a FICO score, which 1is a
statistical ranking of likely future credit performance developed by Fair, Isaac
& Company and the three national credit data repositories--Equifax, TransUnion
and Experian.

Collateral Review

A qualified independent appraiser inspects and appraises each mortgage property
and verifies that it is in acceptable 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 Dbased 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

ITEM 1. DESCRIPTION OF BUSINESS - continued

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, currently supports the
outstanding loan balance.

Income Documentation

Underwriting guidelines include three levels of income documentation
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requirements, referred to as the "full documentation," "limited documentation"
and "stated income documentation" programs. Under the full documentation
program, we dgenerally require applicants to submit two written forms of
verification of stable income for at least 24 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
salaried employees, 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 Dby the applicant into 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. Our underwriters use a
qualifying rate that is equal to the initial interest rate on the loan to
determine the applicant's ability to repay an adjustable-rate loan. We use a
qualifying rate that is 3% higher than the start rate for determining the
repayment ability of applicants for our interest-only product.

Competition

We face intense competition in the Dbusiness of originating, purchasing and

selling mortgage loans. Our competitors include other consumer finance
companies, mortgage banking companies, commercial banks, credit unions, thrift
institutions, «credit card issuers and insurance finance companies. Other

financial institutions have gradually expanded their lending capabilities. Many
of these companies have greater access to capital at a cost lower than our cost

of capital under our warehouse, aggregation, and asset backed commercial paper
facilities. Federally chartered banks and thrifts can preempt some of the state
and local lending laws to which we are subject, thereby giving them a
competitive advantage. 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 Dborrowers, thereby
potentially lowering gain on future loan sales and securitizations. In 2003, the
most significant form of competition was ©pricing pressure among mortgage
originators. Some of our competitors lowered rates and fees to preserve or
expand their market share.

Our results of operations, financial condition and business prospects could be
materially adversely affected if competition intensifies or if any of our
competitors significantly expands its activities in our markets. Fluctuations in
interest rates and general economic conditions may also affect our competitive

ITEM 1. DESCRIPTION OF BUSINESS - continued
position. During periods of rising rates, competitors that have locked in low
borrowing costs may have a competitive advantage. During periods of declining

rates, competitors may solicit our customers to refinance their loans.

Regulation
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Our business is regulated by federal, state, and local government authorities

and

is

subject to extensive federal, state and local 1laws, rules and

regulations. We are also subject to judicial and administrative decisions that
impose
these laws and regulations include the:

o

o

requirements and restrictions on our business. At the federal level,

Equal Credit Opportunity Act;

Federal Truth and 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;

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:

ITEM

o

1.

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;

DESCRIPTION OF BUSINESS - continued

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

regulate our collection practices;
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o require us to prevent money-laundering or doing business with
suspected terrorists; and

o impose corporate governance, internal control and financial reporting
obligations and standards.

Our failure to comply with these laws can lead to:

o civil and criminal liability;

o loss of approved status;

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

o class action lawsuits; and

o 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 also maintain policies and procedures, and
summaries and checklists to help our origination personnel comply with these
laws.

Licensing

As of December 31, 2003, we were licensed only in California under the
California Department of Real Estate (DRE). As of March 28, 2004, we have
applied for licensure under the California Department of Corporations (DOC) as a
Consumer Finance Lender (CFL). This change from the DRE to the DOC will enable
us to hire W-2 employees to act as sales executives instead of licensed real
estate agents. This will allow us to pay lower commissions and hire from the

significantly larger pool of available sales professionals who are not licensed
by the DRE.

We are currently interviewing law firms to assist us in gaining licensure in all
50 States and the District of Columbia. Our next license applications will be in
the States of Arizona and Nevada.

Regulatory Developments

During 2003, federal and state legislators and regulators adopted a variety of
new or expanded regulations, particularly in the areas of privacy and consumer
protection.

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 proposed by several agencies that may affect our
obligations to safeguard information. In addition, regulations that could affect
the content of our notices are being considered by several federal agencies.

ITEM 1. DESCRIPTION OF BUSINESS - continued
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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 are effective July 1, 2004, and will impose additional notification
obligations on us that are not pre-empted by existing federal law. If other
states choose to follow California and adopt a variety of inconsistent state
privacy legislation, our compliance costs could substantially increase.

Fair 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 the

year and states could have imposed more stringent and inconsistent regulations
regarding the use of pre-approved offers of credit and other information
sharing. Congress also amended the Fair Credit Reporting Act to place further
restrictions on the use of information shared between affiliates, to provide new
disclosures to consumers when risk based pricing is used in the credit decision,
and to help protect consumers from identity theft. All of these new provisions
impose additional regulatory and compliance costs on us and reduce the
effectiveness of our marketing programs.

Home Mortgage Disclosure Act

In 2002, the Federal Reserve Board adopted changes to Regulation C promulgated
under the Home Mortgage Disclosure Act ("HMDA"). 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 majority of our loans would 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, loan-to-value ratio, documentation level or
other salient loan features. As a result, lenders like us are concerned that the
reported information may lead to increased 1litigation 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 applies to businesses, such as ours, that wuse
electronic mail for advertising and solicitation. This 1law, 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. These new provisions impose additional regulatory and compliance
costs on us and reduce the effectiveness of our marketing programs.

The Alternative Mortgage Transaction Parity Act

This law was enacted to enable state chartered housing creditors to make,
purchase and enforce alternative mortgage transactions (i.e., loans that are not
fixed rate, fully amortized) without regard to any state law on the subject, so
long as these creditors complied with the same regulatory guidelines as
federally chartered housing lenders. The Office of Thrift Supervision, under

10
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ITEM 1. DESCRIPTION OF BUSINESS - continued

whose guidelines we operate, amended its regulations, effective July 1, 2003, to
eliminate from the preemptive effect of the Act the regulation of prepayment and
late charges on alternative mortgage loans. States can now regulate prepayment
penalty and late charge provisions on alternative mortgage loans, and so on July
1, 2003, 1in less than a dozen states, we became subject to more restrictive
state laws as to these issues.

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 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. 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 ("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 1in excess of the greater of eight percent of
the loan amount or $499 (an annually adjusted dollar amount), or (ii) an annual

percentage rate (APR) of more than eight percentage points higher than United
States Treasury securities of comparable maturity on first mortgage loans, and
ten percentage points above Treasuries of comparable maturity for Jjunior
mortgage loans.

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.

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, after the October 1, 2002 effective
date of the Georgia Fair Lending Act, many lenders and secondary market buyers
refused to finance or purchase Georgia loans. As a result, many companies 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, as of November
27, 2003 ("New Jersey Home Ownership Act of 2002"), and in New Mexico, as of

11
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ITEM 1. DESCRIPTION OF BUSINESS - continued

January 1, 2004 ("New Mexico Home Loan Protection Act"), that have impacted
origination of loans in those states.

However, there can Dbe no assurance that other similar laws, rules or
regulations, won't be adopted in the future. Adoption of these laws and
regulations could have a material adverse impact on our Dbusiness Dby
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

o We do not originate "high cost loans" as defined by HOEPA.

o We do not originate loans containing single premium credit life,
disability or accident insurance.

o We do not originate 1loans containing balloon payments, negative
amortization, mandatory arbitration clauses or interest rate increases
triggered by borrower default.

o 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 or pays lower upfront fees.

o Prepayment penalties do not extend beyond three vyears 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.

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

Loan Processing Policies

o We only originate loans from applications that evidence a borrower's
ability to repay the loan.

o We consider whether the loan terms are in the borrower's best
interests.

o We do not solicit our loan portfolio within twelve months of loan
origination.

o We do not ask appraisers to report a predetermined value or withhold

disclosure of adverse features. Appraisers are paid by the borrower

12
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either at closing of form the Dborrowers own funds regardless of
whether or not the loans are closed.
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ITEM 1. DESCRIPTION OF BUSINESS - continued

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.

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, 2003, we employed no employees. As is standard practice in the
industry, all of our loan officers and processors are independent contractors.
We have no collective bargaining agreements. We believe that our relations with
our independent contractors are satisfactory.

Available Information

We make available, free of charge, on the Investor Relations Section of our Web
site (http:/www.silveradofinancial.com/investors.htm) a link to the Securities
and Exchange Commission Web Site where all of our filings may be found.

RISK FACTORS

Stockholders and prospective purchasers of our common stock should carefully
consider the risks described below before making a decision to buy our common

stock. If any of the following risks actually occurs, our business could be
harmed. In that case, the trading price of our common stock could decline, and
you may lose all or part of your investment. When determining whether to buy our
common stock, stockholders and prospective purchasers should also refer to the

other information in this Form 10-K, including our financial statements and the
related notes.

A prolonged economic slowdown or a lengthy or severe recession could hurt 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 wvalues reduce the ability of Dborrowers to use home equity to support
borrowings Dbecause they negatively affect loan-to-value ratios of the home
equity collateral. In addition, because we make a substantial number of loans to
credit-impaired Dborrowers, 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 adversely affect
our ability to sell loans, the prices we receive for our loans, the value of our
mortgage loans held for investment or our residual interests in securitizations,
which could have a material adverse effect on our results of operations,
financial condition and business prospects.

Our earnings may decrease because of increases or decreases in interest rates.
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Our profitability may be directly affected by changes in interest rates. The
following are some of the risks we face related to an increase 1in interest

rates:
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ITEM 1. DESCRIPTION OF BUSINESS - continued

o An interest rate increase may affect our earnings by reducing the
spread Dbetween the 1interest we receive on our loans and our funding
costs.

o A substantial and sustained increase in interest rates could adversely

affect our loan origination volume Dbecause refinancing an existing
loan would be less attractive and qualifying for a purchase loan may
be more difficult.

o During periods of rising interest rates, the value and profitability
of our loans may be negatively affected Dbetween the date of
origination or purchase and the date we sell or securitize the loan.

o When and if we securitize loans, the value of residual interests we
retain and the income we receive from the securitizations structured
as financings are based primarily on the London Inter-Bank Offered
Rate ("LIBOR"). This 1is Dbecause the 1interest on the underlying
mortgage loans is based on fixed rates payable on the loans for the
first two or three vyears while the bondholders are generally paid
based on an adjustable LIBOR-based yield. An increase in LIBOR reduces
the net income we would receive from, and the value of, these mortgage
loans and residual interests.

o 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 1life 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.

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 wvalue of any
residual interests. If prepayments are greater than expected, the cash we would
receive over the 1life of our residual interests would be reduced.
Higher-than-expected prepayments could also have a negative effect on the value
of any servicing portfolio.

Any such changes in interest rates could have a material adverse effect on our
results of operations, financial condition and business prospects.

An interruption or reduction in the securitization and whole loan markets could
hurt our financial position.

As we implement our plan to become a full service mortgage banking company, we
will become increasingly dependent on the securitization market for the sale of
our loans because we intend to securitize 1loans directly in the future and many
of the whole 1loan buyers who purchase 1loans do so with the intention to
securitize them. The securitization market 1s dependent upon a number of
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factors, 1including general economic conditions, <conditions in the securities
market generally and conditions 1in the asset-backed securities market
specifically. In addition, poor performance of 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 loans could
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ITEM 1. DESCRIPTION OF BUSINESS - continued

have a material adverse effect on our results of operations, financial condition
and business prospects.

If we are unable to maintain adequate financing sources, our earnings and our
financial position will suffer and jeopardize our ability to continue
operations.

We require substantial cash to support our operating activities and growth
plans. Our primary sources of cash are profits generated by sales of mortgage
products and the sale of our capital stock; however, we intend to generate
income from warehouse and aggregation credit facilities, asset-backed commercial
paper and the proceeds from the sales and securitizations of loans. We also
intend to finance residual interests in securitization transactions using Net
Interest Margin, or NIM, structures. As of December 31, 2003, we had no
short-term warehouse and aggregation credit facilities or asset-backed
commercial paper providing us with any committed or uncommitted borrowing
capacity to fund loan originations and purchases pending the pooling and sale of
such loans. As of March 27, 2004, we are in negotiations to acquire a short term
warehouse facility. 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 loans has been severely constricted. 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 could
have a material adverse effect on our results of operations, financial condition
and business prospects.

New legislation could restrict our ability to make mortgage loans, which could
adversely impact 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. 1In
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 planned 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 his or her 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 1labeled 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
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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, many lenders and
secondary market Dbuyers refused to finance or purchase Georgia loans. As a
result, many companies 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, as of November 27, 2003 ("New Jersey Home Ownership Act of 2002"),

and in New Mexico, as of January 1, 2004 ("New Mexico Home Loan Protection
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ITEM 1. DESCRIPTION OF BUSINESS - continued

Act"), that have impacted origination of loans in those states. The potential
long term reduction in loans in New Jersey and in New Mexico could be quite
severe. Moreover, some of our competitors who are national banks or federally
chartered thrifts may not be subject to these laws and may as a consequence be
able to capture market share from us and other lenders. For example, the Office
of the Comptroller of the Currency recently issued regulations effective January
7, 2004 that preempt state and local laws that seek to regulate mortgage lending
practices. Passage of such laws could increase compliance costs, reduce fee
income and reduce origination volume, all of which would have a material adverse
effect on 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 adversely impact our earnings.

The value of a mortgage loan depends, 1in 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 1loan 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 loans.

Certain state laws restrict or prohibit prepayment penalties on mortgage loans,
and until July 2003, lenders could rely on the federal Alternative Mortgage
Transactions Parity Act (the "Parity Act") and related rules issued in the past
by the Office of Thrift Supervision (the "OTS") to preempt state limitations on
prepayment penalties. The Parity Act was enacted to extend to financial
institutions, other than federally chartered depository institutions, the
federal preemption that federally chartered depository institutions enjoy.
However, on September 25, 2002, the OTS released a new rule that reduced the
scope of the Parity Act preemption and, as a result; we are not able to rely on
the Parity Act to preempt state restrictions on prepayment penalties. The
effective date of the new rule, originally January 1, 2003, was subsequently
extended by the OTS until July 1, 2003 in response to concerns from interested
parties about the burdens associated with compliance. The elimination of this
federal preemption requires us to comply with state restrictions on prepayment
penalties. These restrictions prohibit us from charging any prepayment penalty
in eight states and limit the amount or other terms and conditions of our
prepayment penalties in several other states. This may place us at a competitive
disadvantage relative to financial institutions that 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
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attractive than the interest rate and loan fee structures that we are able to
offer.

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.

Currently, we are licensed to originate mortgage loans only in California,
however we are in the process of applying for licenses to generate loans in all

50 states, and when licensed we will be forced to comply with the laws and
regulations, as well as judicial and administrative decisions, for all of these
16

ITEM 1. DESCRIPTION OF BUSINESS - continued

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 Dbegun to enact laws that restrict
non-prime 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:

o civil and criminal liability;

o loss of approved status;

o demands for indemnification or loan repurchases from purchasers of our
loans;

o class action lawsuits; or

o administrative enforcement actions.

Any of these results could have a material adverse effect on our results of
operations, financial condition and business prospects.

If warehouse lenders and securitization underwriters face exposure stemming from
legal violations committed by the companies to whom they provide financing or
underwriting services, this could increase our borrowing costs and negatively
affect the market for whole loans and mortgage-backed securities.

In June 2003, a California Jjury found a warehouse lender and securitization
underwriter liable in part for fraud on consumers committed by a lender to whom
it provided financing and underwriting services. The Jjury found that the

investment bank was aware of the fraud and substantially assisted the lender in
perpetrating the fraud by providing financing and underwriting services that
allowed the lender to continue to operate, and held the bank liable for 10% of
the plaintiff's damages. This 1s the first case we know of in which an
investment Dbank was held partly responsible for violations committed by the
bank's mortgage lender customer. If other <courts or regulators adopt this
theory, investment banks may face increased litigation as they are named as
defendants in lawsuits and regulatory actions against the mortgage companies
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with which they do business. Some investment banks may exit the business, charge
more for warehouse lending or reduce the prices they pay for whole loans in
order to build in the costs of this potential 1litigation. This could, in turn,
have a negative effect on our results of operations, financial condition and
business prospects.

High delinquencies or losses on mortgage loans in securitizations may decrease
cash flows or impair our ability to sell or securitize loans in the future.

Loans made to lower credit grade borrowers, including credit-impaired borrowers,
entail a higher risk of delinquency and higher losses than loans made to
borrowers with better credit. We plan to make a substantial portion of our loans
to borrowers who do not qualify for loans from conventional mortgage lenders. No
assurance can be given that our underwriting criteria or methods will afford
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adequate protection against the higher risks associated with loans made to lower
credit grade borrowers. We will be subject to risks of default and foreclosure
following the sale of loans through securitization. To the extent such losses
are greater than expected; the cash flows received through residual interests
and from securitizations structured as financings would be reduced. Increased
delinquencies or losses may also reduce or eliminate our ability to sell or
securitize loans in the future and could have a substantial, material adverse
effect on our operations, financial condition and business prospects.

Our inability to realize cash proceeds from loan sales and securitizations in
excess of the loan acquisition cost could adversely affect our financial
position.

The net cash proceeds received from loan sales consist of the premiums received
on sales of loans in excess of the outstanding principal balance, plus the cash
proceeds received from securitizations, minus the discounts on any loans that

are sold for less than the outstanding principal balance. If we are unable to
originate loans at a cost lower than the cash proceeds realized from loan sales,
our results of operations, financial condition and business prospects could be

materially adversely affected.

Warehouse and aggregation financing 1is subject to margin calls based on the
lender's opinion of the value of loan collateral. An unanticipated large margin
call could adversely affect our liquidity.

The amount of financing we may receive under any warehouse and aggregation
financing agreements depends in large part on the lender's valuation of the
mortgage loans that secure the financings. Asset-backed commercial paper
facilities have similar provisions. Each such facility provides the lender the
right, wunder certain circumstances, to reevaluate the loan collateral that
secures outstanding Dborrowings at any time. In the event the lender determines
that the wvalue of the loan collateral has decreased, it has the right to
initiate a margin call. A margin call would require us to provide the lender
with additional collateral or to repay a portion of the outstanding Dborrowings.
Any such margin call could have a material adverse effect on our results of
operations, financial condition and business prospects.

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

We face intense competition from finance and mortgage banking companies and from
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Internet-based lending companies. In addition, certain government-sponsored
entities, such as Fannie Mae and Freddie Mac, are also expanding their
participation in the non-prime 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 1legal authority to
originate mortgage loans, including non-prime loans, they do have the authority
to buy loans. A material expansion of their involvement 1in the market to
purchase non-prime 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 adversely affect the overall investor perception

of the non-prime mortgage industry.
Competitors with lower costs of capital have a competitive advantage over us. In
addition, establishing a lending operation such as ours requires a relatively
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small commitment of capital and human resources. This low barrier to entry
permits new competitors to enter our markets quickly and compete with us. This
could have a material adverse effect on our results of operations, financial
condition and business prospects.

Some thrifts, national banks and their operating subsidiaries are also expanding

their 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 can 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 have a material adverse effect on our results
of operations, financial condition and business prospects.

The intense competition 1in the 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 information systems to compete
effectively. Our inability to continue enhancing our current capabilities, or to

adapt to other technological changes in the industry, could have a material
adverse effect on our results of operations, financial condition and business
prospects.

Our hedging strategies may not be successful in mitigating our risks associated
with changes in interest rates.

We intend to use various derivative financial instruments to provide a level of
protection against changes in interest rates, Dbut no hedging strategy can
protect us completely. When rates change we expect to record a gain or loss on
derivatives which would be offset by an inverse change in the value of loans or
residual interests. We cannot assure you, however, that our use of derivatives

will offset the risks related to changes in interest rates. It is likely that
there will be periods in the future, during which we will incur losses after
accounting for our derivative financial instruments. The derivative financial

instruments we select may not have the effect of reducing our interest rate
risk. In addition, the nature and timing of hedging transactions may influence
the effectiveness of these strategies. Poorly designed strategies or improperly
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executed transactions could actually increase our risk and losses. In addition,
hedging strategies involve transaction and other costs. We cannot assure you
that our hedging strategy and the derivatives that we use will adequately offset
the risk of interest rate volatility or that our hedging transactions will not
result in losses.

The complex federal, state and municipal laws governing loan servicing
activities could increase our exposure to the risk of noncompliance.

We intend to service the loan we originate on a nationwide basis. Therefore, we
must comply with the laws and regulations, as well as Jjudicial and
administrative decisions, of all relevant Jurisdictions pertaining to loan
servicing, as well as an extensive body of federal laws and regulations. The
volume of new or modified laws and regulations has increased in recent years,
and, in addition, some individual municipalities have begun to enact laws that
restrict loan servicing activities. The laws and regulations of each of these
jurisdictions are different, complex and, in some cases, in direct conflict with
each other. As our servicing 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
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to all of these 1laws and regulations, thereby potentially increasing our
exposure to the risks of noncompliance with the laws and regulations pertaining
to loan servicing. Our failure to comply with these laws could lead to, among
other things: (1) civil and criminal 1liability, including potential monetary
penalties; (ii) legal defenses causing delaying or otherwise adversely affecting
the servicer's ability to enforce loans, or giving the borrower the right to
rescind or cancel the loan transaction; (1iii) class action lawsuits; and (iv)
administrative enforcement actions. This could result in a material adverse
effect on our results of operations, financial condition and business prospects.

Any non-prime loans we originate will generally have higher delinquency and
default rates, which could result in losses on loans that we are required to
repurchase.

Non-prime 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 wvalue 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, Dbut when we securitize we continue
to bear some exposure to delinquencies and losses through our residual interests
and the loans underlying our on-balance sheet securitization transactions. 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, 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.

We are subject to losses due to fraudulent and negligent acts on the part of
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loan applicants, mortgage brokers, other vendors and our employees.

When we originate mortgage loans, we rely heavily upon information supplied by
third parties 1including the information contained in the loan application,
property appraisal, title information and employment and income documentation.
If any of this information is intentionally or negligently misrepresented and
such misrepresentation is not detected prior to loan funding, the value of the
loan may be significantly lower than expected. Whether a misrepresentation 1is
made by the loan applicant, the mortgage broker, another third party or one of
our employees, we generally bear the 1risk of 1loss associated with the
misrepresentation. A loan subject to a material misrepresentation is typically
unsaleable or subject to repurchase if it is sold prior to detection of the
misrepresentation, and the persons and entities involved are often difficult to
locate and it is often difficult to collect any monetary losses that we have
suffered from them.

There are controls and processes designed to help us identify misrepresented
information in our loan origination operations. We cannot assure you, however,
that we have detected or will detect all misrepresented information in our loan
originations.

We may be subject to fines or other penalties Dbased upon the conduct of our
independent brokers.
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The mortgage brokers from which we obtain loans have parallel and separate legal
obligations to which they are subject. While these laws may not explicitly hold
the originating 1lenders responsible for the 1legal violations of mortgage

brokers, increasingly federal and state agencies have sought to impose such
assignee 1liability. Recently, for example, the United States Federal Trade
Commission ("FTC") entered into a settlement agreement with a mortgage lender

where the FTC characterized a broker that had placed all of its loan production
with a single lender as the "agent" of the lender. The FTC imposed a fine on the
lender in part because, as "principal," the lender was legally responsible for
the mortgage broker's unfair and deceptive acts and practices. The United States
Justice Department in the past has sought to hold a non-prime mortgage lender
responsible for the pricing practices of its mortgage brokers, alleging that the
mortgage lender was directly responsible for the total fees and charges paid by
the borrower under the Fair Housing Act even if the lender neither dictated what
the mortgage Dbroker could charge nor kept the money for its own account.
Accordingly, we may be subject to fines or other penalties Dbased upon the
conduct of our independent mortgage brokers.

Our business is dependent upon conditions 1in California where we conduct a
significant amount of our business.

In 2003, 100% of the mortgage loans we originated were secured by property in
California. An overall decline in the economy or the residential real estate
market, or the occurrence of a natural disaster, such as an earthquake, or a

major terrorist attack in California could adversely affect the value of the
mortgaged properties 1in California and increase the risk of delinquency,
foreclosure, Dbankruptcy, or loss on mortgage loans in our portfolio. This would
negatively affect our ability to purchase, originate and securitize mortgage
loans, which could have a material adverse effect on our business, financial
condition and results of operations.

If many of our borrowers become subject to the Soldiers' and Sailors' Civil
Relief Act of 1940, as amended our cash flows from our residual securities and
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our securitizations structured as financings may be adversely affected.

Under the Soldiers' and Sailors' Civil Relief Act of 1940, a borrower who enters
military service after the origination of his or her mortgage loan generally may
not be charged interest above an annual rate of 6% during the period of the
borrower's active duty status. The Act also applies to a borrower who was on
reserve status and is called to active duty after origination of the mortgage
loan. A prolonged, significant military mobilization as part of the war on
terrorism or the war in Irag could increase the number of the Dborrowers in our
securitized pools who are subject to this Act and thereby reduce the interest
payments collected from those borrowers. To the extent the number of borrowers
who are subject to this Act is significant, the cash flows we receive from loans
underlying our on-balance sheet securitizations and from our residual interests
would be reduced, which could cause us to reduce the carrying value of our
residual interests and would decrease our earnings. In addition, the Soldiers'
and Sailors' Civil Relief Act of 1940, imposes limitations that would impair the
ability of the servicer to foreclose on an affected mortgage loan during the
borrower's period of active duty status, and under certain circumstances, during
an additional three month period thereafter. Any such reduction in our cash
flows or impairment in our performance could have a material adverse effect on
our results of operations, financial condition and business prospects.

The inability to attract and retain qualified employees could significantly harm
our business.
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We are dependent on our account executives and retail loan officers to attract
borrowers Dby, among other things, developing relationships with financial
institutions, other mortgage companies and brokers, real estate agents,
borrowers and others. We believe that these relationships lead to repeat and
referral Dbusiness. The market for skilled account executives and loan officers
is highly competitive and historically has experienced a high rate of turnover.
In addition, if a manager leaves New Century, there is an increased likelihood
that other members of his or her team will follow. Competition for qualified
account executives and loan officers may lead to increased hiring and retention
costs. If we are unable to attract or retain a sufficient number of skilled
account executives at manageable <costs, we will be wunable to continue to
originate quality mortgage loans that we are able to sell for a profit, which
would have a material adverse effect on our results of operations, financial
condition and business prospects.

An interruption 1in or breach of our information systems may result in lost
business.

We rely heavily upon communications and information systems to conduct our
business. Any failure or interruption or breach in security of our information
systems or the third-party information systems on which we rely could cause
underwriting or other delays and could result in fewer loan applications being
received, slower ©processing of applications and reduced efficiency in loan
servicing. We are required to comply with significant federal and state
regulations with respect to the handling of customer information, and a failure,
interruption or breach of our information systems could result in regulatory
action and 1litigation against us. We cannot assure you that such failures or
interruptions will not occur or if they do occur that they will be adequately
addressed by us or the third parties on which we rely. The occurrence of any
failures or interruptions could have a material adverse effect on our results of
operations, financial condition and business prospects.
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The success and growth of our business will depend upon our ability to adapt to
and implement technological changes.

Our mortgage loan origination business is currently dependent upon our ability
to effectively interface with our brokers, borrowers and other third parties and
to efficiently process loan applications and closings. The origination process
is becoming more dependent upon technological advancement, such as the ability
to process applications over the Internet, accept electronic signatures, provide
process status updates instantly and other customer-expected conveniences that
are cost-efficient to our ©process. In addition, we are in the process of
implementing a new loan origination system. Implementing and becoming proficient
with the new loan origination system and other new technology will require
significant financial and personnel resources. There is no guarantee that the
implementation of our new loan origination system or other new technology will
be successful. To the extent that we become reliant on any particular technology
or technological solution, we may be adversely affected to the extent that such
technology or technological solution (i) becomes non-compliant with existing

industry standards, (ii) fails to meet or exceed the capabilities of our
competitors' equivalent technologies or technological solutions, or (iii)
becomes increasing expensive to service, retain and update. Any failure to

acquire technology or technology solutions when necessary could limit our
ability to remain competitive in our industry and could also limit our ability
to increase the cost-efficiencies of our operating model, which would have a
material adverse effect on our results of operations, financial condition and
business prospects.
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We may be required to repurchase mortgage loans or indemnify investors if we
breach representations and warranties, which could adversely impact our
earnings.

When we sell loans, we are required to make customary representations and
warranties about such loans to the loan purchaser. Our whole loan sale
agreements require us to repurchase or substitute loans in the event we breach a
representation or warranty given to the loan purchaser or make a
misrepresentation during the mortgage loan origination process. In addition, we
may be required to repurchase loans as a result of Dborrower fraud or in the
event of early payment default on a mortgage loan. Likewise, we are required to
repurchase or substitute loans if we breach a representation or warranty in

connection with our securitizations. The remedies available to a purchaser of
mortgage loans are generally broader than those available to us against the
originating broker or correspondent. Further, 1f a purchaser enforces 1its
remedies against us, we may not be able to enforce the remedies we have against
the sellers. The repurchased loans typically can only be financed at a steep
discount to their repurchase price, if at all. They are also typically sold at a
significant discount to the unpaid principal balance. Significant repurchase

activity could negatively affect our cash flow and results of operations.

We are exposed to risk of environmental liabilities with respect to properties
to which we take title.

In the course of our business, we may foreclose and take title to residential
properties, and could be subject to environmental liabilities with respect to
these properties. We may be held liable to a governmental entity or to third
parties for property damage, personal injury, investigation, and clean-up costs
incurred by these parties in connection with environmental contamination, or may
be required to investigate or clean up hazardous or toxic substances, or
chemical releases at a property. The costs associated with investigation or
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remediation activities could be substantial. In addition, as t