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FORWARD-LOOKING STATEMENTS

This report contains certain forward-looking statements. Forward-looking statements relate to expectations, beliefs,
projections, future plans and strategies, anticipated events or trends and similar expressions concerning matters that
are not historical facts. In some cases, you can identify forward-looking statements by terms such as “anticipate,”
“believe,” “could,” “estimate,” “expects,” “intend,” “may,” “plan,” “potential,” “project,” “should,” “will” and “would” or the negative of these
terms or other comparable terminology.

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

•the factors described in this report, including those set forth under the sections captioned “Risk Factors,” “Business,” and“Management's Discussion and Analysis of Financial Conditions and Results of Operations;”
•changes in our industry, interest rates, the debt securities markets, real estate markets or the general economy;
•increased rates of default and/or decreased recovery rates on our investments;
•availability, terms and deployment of capital;
•availability of qualified personnel;
•changes in governmental regulations, tax rates and similar matters;
•changes in our business strategy;
•availability of investment opportunities in commercial real estate-related and commercial finance assets;
•the degree and nature of our competition;
•the adequacy of our cash reserves and working capital; and
•the timing of cash flows, if any, from our investments.
We caution you not to place undue reliance on these forward-looking statements which speak only as of the date of
this report. All subsequent written and oral forward-looking statements attributable to us or any person acting on our
behalf are expressly qualified in their entirety by the cautionary statements contained or referred to in this section.
Except to the extent required by applicable law or regulation, we undertake no obligation to update these
forward-looking statements to reflect events or circumstances after the date of this filing or to reflect the occurrence of
unanticipated events.
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PART I

ITEM I . BUSINESS
General
We are a diversified real estate finance company that is organized and conducts our operations to qualify as a real
estate investment trust, or REIT, for federal income tax purposes under Subchapter M of the Internal Revenue Code of
1986, as amended. Our investment strategy focuses on commercial real estate, and commercial real estate-related
assets and, to a lesser extent, commercial finance assets. We invest in the following asset classes: commercial real
estate-related assets such as commercial real estate property, whole loans, A-notes, B-notes, mezzanine loans,
commercial mortgage-backed securities and investments in real estate joint ventures as well as commercial finance
assets such as bank loans, lease receivables and other asset-backed securities, trust preferred securities, debt tranches
of collateralize debt obligations, structured note investments and private equity investment principally issued by
financial institutions. Our objective is to provide our stockholders with total returns over time, including quarterly
distributions and capital appreciation, while seeking to manage the risks associated with our investment strategy. We
have financed a substantial portion of our portfolio investments through borrowing strategies seeking to match the
maturities and repricing dates of our financings with the maturities and repricing dates of those investments, and have
sought to mitigate interest rate risk through derivative instruments.
We are externally managed by Resource Capital Manager, Inc., which we refer to as the Manager, a wholly-owned
indirect subsidiary of Resource America, Inc. (NASDAQ: REXI), a specialized asset management company that uses
industry specific expertise to evaluate, originate, service and manage investment opportunities through its commercial
real estate, commercial finance and financial fund management operating segments. As of December 31, 2012,
Resource America managed approximately $15.3 billion  of assets in these sectors. To provide its services, the
Manager draws upon Resource America, its management team and their collective investment experience.
Our investments target the following asset classes:
Asset Class Principal Investments

Commercial real estate-related
assets � First mortgage loans, which we refer to as whole loans;

� First priority interests in first mortgage real estate loans, which we refer to as
A notes;

� Subordinated interests in first mortgage real estate loans, which we refer to
as B notes;

� Mezzanine debt related to commercial real estate that is senior to the
borrower's equity position but subordinated to other third-party debt;

� Commercial mortgage-backed securities, which we refer to as CMBS; and
� Commercial real estate, or CRE, primarily multifamily properties.

Commercial finance assets � Senior secured corporate loans, which we refer to as bank loans;
� Asset-backed securities, backed by senior secured corporate loans;

� Debt tranches of collateralized debt obligations and collateralized loan
obligations, which we refer to as CDOs and CLOs, respectively;

�
Structured note investments and residential mortgage-backed securities,
which we refer to as RMBS, which comprise our trading securities portfolio;
and

� Preferred equity investment in a commercial leasing enterprise comprised of
small- and middle-ticket commercial direct financing leases and notes.

During 2011 and 2012, the economic environment became more positive in the United States which resulted in
several positive operating developments for us. Our ability to access the capital markets improved as we raised $73.0
million through our dividend reinvestment and share purchase program, or DRIP, $50.2 million through a common
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stock offering in September 2012 and $43.1 million through our preferred stock issuances in 2012. Our asset quality
stabilized, resulting in substantial decreases in 2012 in both our provision for loan losses and asset impairments
combined (to $16.8 million in 2012 from $20.8 million in 2011), and a substantial improvement in other
comprehensive income in losses with respect to our available-for-sale portfolio and interest rate derivatives (to $27.1
million in 2012 from $46.3 million in 2011), which we attribute principally to an improving recovery in financial
markets as well as expired derivatives contracts.
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Beginning 2011, we began to see a loosening of the credit markets and were able to take advantage of the situation by
establishing several new financing arrangements, a trend that continued in 2012 when we closed two financing
facilities totaling $250.0 million with Wells Fargo Bank. 
In terms of our investments and investment portfolio growth, we continued to see increased opportunities to deploy
our capital. We began to cautiously reenter the CRE lending market late in 2010 and through December 2012 have
closed on 26 new whole loans totaling $314.8 million. We also purchased 14 newly-underwritten CMBS for $51.4
million during the 12 months ended December 31, 2012 through our Wells Fargo CMBS borrowing facility. In
addition, we purchased 13 newly-underwritten CMBS for $63.2 million during the 12 months ended December 31,
2012, of which four bonds were acquired through short-term repurchase facilities and the balance were purchased
directly. In October 2012, we purchased an equity interest in a CLO, Whitney CLO I, that we believe will augment
our returns from the acquisition in February 2011 of a company that manages bank loan assets, including Whitney
CLO I. Based upon these recent asset purchases and credit market events, we expect to be able to invest a significant
portion of our unrestricted and available restricted cash balances and, as a result, continue to grow our net interest
income and other revenues in 2013.
Historically, we have calculated distributions to our shareholders based on our estimate of REIT taxable income.
Because of our investments in CRE and the resulting significant tax depreciation charges, we now compute and reflect
Funds from Operations, or FFO, and use Adjusted Funds from Operations, or AFFO, as our primary operating
measures to determine distributions to shareholders, in addition to net income and REIT taxable income. We expect
that our FFO will be greater than our net income under generally accepted accounting principles, or GAAP, primarily
because real estate related depreciation and amortization and other non-cash charges are not deducted in the
calculation of these measures. We compute FFO in accordance with the standards established by the National
Association of Real Estate Investment Trusts as net income (computed in accordance with GAAP), excluding gains or
losses on the sale of depreciable real estate, the cumulative effect of changes in accounting principles, real
estate-related depreciation and amortization, and after adjustments for unconsolidated/uncombined partnerships and
joint ventures. We calculate AFFO by adding or subtracting from FFO the non-cash impacts of the following:
non-cash impairment losses resulting from fair value adjustments on financial instruments, provision for loan losses,
non-economic income related to variable interest entity, or VIE, accounting, gains on the extinguishment of debt,
equity investment losses, straight-line rental effects, share based compensation, amortization of various deferred items
and intangible assets, gains on sales of property through a joint venture in addition to the cash impact of capital
expenditures that are related to our real estate owned. Management believes that FFO and AFFO are appropriate
measures of our operating performance in that they are frequently used by analysts, investors and other parties in the
evaluation of REITs.
Our Business Strategy
The core components of our business strategy are:
Investment in real estate and commercial finance assets. We expect to seek portfolio growth through investments in
commercial real estate whole loans, B notes, mezzanine debt, CMBS rated below AAA by Standard & Poors, or S&P,
commercial finance assets, including bank loans and to a lesser extent, other ABS, structured note investments and
debt tranches of CDOs and CLOs, subject to the availability of investment funds and financing. Our equity at
December 31, 2012 was invested 83% in commercial real estate loans, 15% in commercial bank loans, and 2% in
other investments.
Managing our investment portfolio.  As of December 31, 2012, we managed $2.5 billion of assets, including $2.0
billion of assets financed and held in CDOs. The core of our management process is credit analysis which we use to
actively monitor our existing investments and as a basis for evaluating new investments. Senior management of our
Manager and Resource America has extensive experience in underwriting the credit risk associated with our targeted
asset classes and conducts detailed due diligence on all credit-sensitive investments, including the use of proprietary
credit stratifications and collateral stress analysis. After making an investment, the Manager and Resource America
engage in active monitoring of our investments for early detection of troubled and deteriorating assets. If a default
occurs, we will use our senior management team's asset management experience in seeking to mitigate the severity of
any losses, and we seek to optimize the recovery from assets if we foreclose upon them.
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Managing our interest rate and liquidity risk. We generally seek to manage interest rate and liquidity risk so as to
reduce the effects of interest rate changes on us. On our long-term financing, we seek to match the maturity and
repricing dates of our investments with the maturities and repricing dates of our financing. Historically, we have used
CDO vehicles structured for us by our Manager to achieve this goal. From 2008 through 2012, we financed new
investments predominantly through existing capacity in our CDOs or through cash available from principal
repayments on or payoffs of existing investments. As credit markets have reopened, we expect to continue to use new
leverage to conservatively finance new investments. We also seek to mitigate interest rate risk through the use of
derivative instruments, principally interest rate swaps and interest rate caps.
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We manage our interest rate and liquidity risk on our short-term financing, principally repurchase agreements, by
limiting the amount of our financial exposure under the facilities to either a stated investment amount or a fixed
guaranty amount. During the past 12 months, as a result of our existing Wells Fargo CMBS facility, we had $47.5
million of short-term debt and $10.2 million of derivative instruments associated with this debt. With respect to our
new Wells Fargo CRE facility, we had a balance of $58.8 million of short-term debt. We also had a balance of $13.2
million on short-term 30 day repurchase agreements with various counterparties to finance the purchase of CMBS as
of December 31, 2012 . These borrowings were made on a floating rate basis, which matched the underlying asset
collateral on the same floating rate basis, which inherently mitigates interest rate risk on these financed investments.
Debt repurchase.  We have been able to take advantage of market illiquidity for existing CDOs that resulted in limited
trading of CDO notes issued in our two CRE CDO securitizations by buying these debt securities at substantial
discounts to par. This strategy, which has generated gains on the extinguishment of the debt, has allowed us to
mitigate credit losses in our loan and lease portfolio and impairment losses in our investment securities portfolio. In
2012, we bought $85.1 million par value of our CRE CDO debt for approximately $67.3 million, a discount to par of
21%. In addition, we bought $2.0 million par value of our CLO debt for approximately $1.7 million, a discount to par
of 15%. As a result, our gain on the extinguishment of debt for 2012 was $16.7 million which substantially offset the
credit and impairment losses we realized in 2012.
Diversification of investments. We seek to manage our investment risk by maintaining a diversified portfolio of real
estate-related and commercial finance assets. As funds become available for investment or reinvestment, we seek to
maintain that diversification while allocating our capital to those sectors that we believe are the most economically
attractive. The percentage of assets that we may invest in certain of our targeted asset classes is subject to the federal
income tax requirements for REIT qualification and the requirements for exclusion from Investment Company Act
regulation.
Our Operating Policies and Strategies
Investment guidelines. We have established investment policies, procedures and guidelines that are reviewed and
approved by our investment committee and board of directors. The investment committee meets regularly to monitor
the execution of our investment strategies and our progress in achieving our investment objectives. As a result of our
investment strategies and targeted asset classes, we acquire our investments primarily for income. We do not have a
policy that requires us to focus our investments in one or more particular geographic areas.
Financing policies. We have used leverage in order to increase potential returns to our stockholders and for financing
our portfolio. We do not speculate on changes in interest rates. While we have identified our leverage targets for each
of our targeted asset classes, our investment policies require no minimum or maximum leverage and our investment
committee has the discretion, without the need for further approval by our board of directors, to increase the amount
of leverage we incur above our targeted range for individual asset classes subject, however to any leverage constraints
that may be imposed by existing financing arrangements.
We have historically used borrowing and securitization strategies, substantially through CDOs, to accomplish our
long-term match funding financing strategy. Credit market conditions during the past several years had limited our
ability to execute our long term financing strategy using CDOs or CLOs or other types of financing. However, we
began to see positive developments in credit markets during 2011 and we have been able to access new financing,
principally bank credit facilities. As a result of recent improvements in our ability to access credit markets, we expect
to cautiously use leverage through our two Wells Fargo facilities, and to use other credit arrangements that may be
available to us to finance new investments where we believe we can achieve attractive risk-adjusted returns.
Hedging and interest rate management strategy. We use derivative financial instruments to hedge a portion of the
interest rate risk associated with our borrowings. Under the federal income tax laws applicable to REITs, we generally
will be able to enter into transactions to hedge indebtedness that we may incur, or plan to incur, to acquire or carry
real estate assets, provided that our total gross income from such hedges and other non-qualifying sources does not
exceed 25% of our total gross income. These hedging transactions may include interest rate swaps, collars, caps or
floors, puts and calls and options.
Credit and risk management policies. Our Manager focuses its attention on credit and risk assessment from the earliest
stage of the investment selection process. In addition, the Manager screens and monitors all potential investments to
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determine their impact on maintaining our REIT qualification under federal income tax laws and our exclusion from
investment company status under the Investment Company Act of 1940. Risks related to portfolio management,
including the management of risks related to credit losses, interest rate volatility, liquidity and counterparty credit are
generally managed on a portfolio-by-portfolio basis by each of Resource America's asset management divisions,
although there is often interaction and cooperation between divisions in this process.
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Our Investment Strategy
General
The following table describes our investment-class allocations and certain characteristics of each class as of
December 31, 2012 (dollars in thousands):

Amortized
cost

Estimated
fair value (1)

Percent of
portfolio

Weighted
average coupon

Loans Held for Investment:
  Commercial real estate loans:
     Whole loans $533,938 $528,778 23.70 % 4.98%
     Mezzanine loans 82,786 83,010 3.72 % 4.92%
     B notes 16,327 16,187 0.73 % 8.68%
  Bank loans 1,178,420 1,168,715 52.38 % 4.35%
  Loans receivable-related party 8,324 8,324 0.37 % 8.35%

1,819,795 1,805,014 80.90 %
Loans held for sale:
  Bank loans 14,894 14,894 0.67 % 3.74%
Commercial loans 34,000 34,000 1.52 % 2.77%

48,894 48,894 2.19 %
Investments in Available-for-Sale Securities:
  CMBS 182,828 170,815 7.66 % 4.56%
  Corporate bonds 33,767 33,700 1.51 % 3.33%
  ABS (2) 26,479 27,075 1.21 % 2.05%

243,074 231,590 10.38 %
Investment Securities-Trading:
  Structured notes 9,413 19,279 0.86 % N/A (3)
  RMBS 6,047 5,564 0.25 % N/A (3)

15,460 24,843 1.11 %
Other (non-interest bearing):
Investment in real estate 75,386 75,386 3.38 % N/A
Investment in unconsolidated entities 45,413 45,413 2.04 % N/A

120,799 120,799 5.42 %
Total portfolio/weighted average $2,248,022 $2,231,140 100.00 %

(1)
The fair value of our investments represents our management's estimate of the price that a market participant would
pay for such assets. Management bases this estimate on the underlying interest rates and credit spreads for
fixed-rate securities and, to the extent available, quoted market prices.

(2)ABS includes both ABS and Other ABS investments. The fair value of the ABS includes $23,000 fair value forOther ABS at December 31, 2012.
(3)There is no stated rate associated with these securities.
Commercial Real Estate-Related Investments
Whole loans.  We originate primarily first mortgage loans, or whole loans, directly to borrowers. The direct
origination of whole loans enables us to better control the structure of the loans and to maintain direct lending
relationships with the borrowers. We may create senior tranches of a loan, consisting of an A note (described below),
B notes (described below), mezzanine loans or other participations, which we may hold or sell to third parties. We do
not obtain ratings on these investments. At origination, our whole loan investments had loan to value, or LTV, ratios
of up to 80%. We expect to hold our whole loans to their maturity. Since the beginning of 2008 through December 31,
2012, we modified 27 commercial real estate loans, or CRE loans.
Senior interests in whole loans (A notes).  We invest in senior interests in whole mortgage loans, referred to as A
notes, either directly originated or purchased from third parties. We do not obtain ratings on these investments. At the
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date of investment, our A note investments had LTV ratios of up to 70%. We expect to hold our A note investments to
their maturity.
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Subordinate interests in whole loans (B notes).  We invest in subordinate interests in whole loans, referred to as B
notes, which we either directly originate or purchase from third parties. B notes are loans secured by a first mortgage
but are subordinated to an A note. The subordination of a B note is generally evidenced by an intercreditor or
participation agreement between the holders of the A note and the B note. In some instances, the B note lender may
require a security interest in the stock or partnership interests of the borrower as part of the transaction. B note lenders
have the same obligations, collateral and borrower as the A note lender, but typically are subordinated in recovery
upon a default to the A note lender. B notes share certain credit characteristics with second mortgages in that both are
subject to greater credit risk with respect to the underlying mortgage collateral than the corresponding first mortgage
or A note. We do not obtain ratings on these investments. At the date of investment, our B note investments had LTV
ratios of between 55% and 80%. Typical B note investments will have terms of three years to five years, and are
generally structured with an original term of up to three years, with one-year extensions that bring the loan to a
maximum term of five years. We expect to hold our B note investments to their maturity.
In addition to the interest payable on the B note, we may earn fees charged to the borrower under the note or
additional income by receiving principal payments in excess of the discounted price (below par value) we paid to
acquire the note. Our ownership of a B note with controlling class rights may, in the event the financing fails to
perform according to its terms, cause us to elect to pursue our remedies as owner of the B note, which may include
foreclosure on, or modification of, the note. In some cases, the owner of the A note may be able to foreclose or modify
the note against our wishes as owner of the B note. As a result, our economic and business interests may diverge from
the interests of the owner of the A note.
Mezzanine financing.  We invest in mezzanine loans that are senior to the borrower's equity in, and subordinate to a
first mortgage loan on, a property. These loans are secured by pledges of ownership interests, in whole or in part, in
entities that directly own the real property. In addition, we may require other collateral to secure mezzanine loans,
including letters of credit, personal guarantees of the principals of the borrower, or collateral unrelated to the property.
We may structure our mezzanine loans so that we receive a stated fixed or variable interest rate on the loan as well as
a percentage of gross revenues and a percentage of the increase in the fair market value of the property securing the
loan, payable upon maturity, refinancing or sale of the property. Our mezzanine loans may also have prepayment
lockouts, penalties, minimum profit hurdles and other mechanisms to protect and enhance returns in the event of
premature repayment. Historically, at inception, our mezzanine investments had LTV ratios between 65% and 90%.
We expect the stated maturity of our mezzanine financings to range from three to five years. Mezzanine loans may
have maturities that match the maturity of the related mortgage loans but may have shorter or longer terms. We expect
to hold these investments to maturity.
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The following charts describe the loan type, property type and the geographic breakdown of our commercial real
estate loan portfolio as of December 31, 2012 (based on par value):
Loan Type

Property Type

(Back to Index)
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Geographic Area by State

As these charts demonstrate, our portfolio contains a diversified mix of property types with approximately 88% of the
portfolio focusing on four types: Multifamily−36%, Hotel−19%, Retail−17% and Office−16%.
Our geographic mix includes approximately 48% of our portfolio in California, which we split into Southern (34%)
and Northern (14%) regions. Within the Southern California region, we have 98% of our portfolio in whole loans with
79% in four property types, Multifamily−27%, Hotel−23%, Retail−15% and Office−14%. Within the Northern
California region, we have 93% of our portfolio in whole loans with 97% in three property types: Multifamily−36%,
Office−34% and Retail−27%. As noted in these statistics, this portfolio is made up primarily of whole loans where we
are able to better control the structure of the loan and maintain a direct lending relationship with the borrower. We
view the investment and credit strategy as being adequately diversified across property type and loan type across both
the Southern and Northern California regions.
CMBS.  We invest in CMBS, which are securities that are secured by or evidence interests in a pool of mortgage loans
secured by commercial properties. These securities may be senior or subordinate and may be either investment grade
or non-investment grade. The majority of our CMBS investments have been rated by at least one nationally
recognized rating agency.
The yields on CMBS depend on the timely payment of interest and principal due on the underlying mortgage loans
and defaults by the borrowers on such loans may ultimately result in deficiencies and defaults on the CMBS. In the
event of a default, the trustee for the benefit of the holders of CMBS has recourse only to the underlying pool of
mortgage loans and, if a loan is in default, to the mortgaged property securing such mortgage loan. After the trustee
has exercised all of the rights of a lender under a defaulted mortgage loan and the related mortgaged property has been
liquidated, no further remedy will be available. However, holders of relatively senior classes of CMBS will be
protected to a certain degree by the structural features of the securitization transaction within which such CMBS were
issued, such as the subordination of the relatively more junior classes of the CMBS.
Commercial Real Estate Investments
In 2011, we began to invest directly in the ownership of commercial real estate as we restructured two real estate loans
to take control of properties where we believe we can protect capital and ultimately generate capital appreciation. We
also acquired two multifamily real estate assets, one through a joint venture and another as wholly-owned by us. We
primarily use a related party, Resource Real Estate, a subsidiary of Resource America to manage these assets on our
behalf.
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Other Real Estate Investments
We invest in joint ventures and other interests that finance the acquisition of distressed commercial properties and
mortgage loans on distressed commercial properties. These interests have the objective of repositioning the directly
owned properties and the collateral underlying the mortgages, where applicable, to enhance their value and realize
capital appreciation. During 2012, these investments did not constitute a material portion of our assets.  During 2013,
depending upon our capital position, credit market conditions and the availability of investment opportunities, we will
continue to seek these types of investments. Our investment is included in investments in unconsolidated subsidiaries
at December 31, 2012 on our consolidated balance sheet.
Structured note investments and Residential Real Estate-Related Investments, or RMBS
We invest in structured note investments and RMBS as part of our trading portfolio.  Structured note investments are
investments in structured finance vehicles, principally CLO equity, which we have classified as trading securities. 
These securities are typically subordinate to investment grade or non-investment grade assets.  The majority of our
structured notes have not been rated by any nationally recognized rating agencies.  These bonds pay subordinated
share payments typically quarterly and payments are determined through the waterfall of the structured vehicle in
which we have purchased an interest.  We also invest in RMBS, which are securities that are secured by or evidence
by good interests in a pool of residential mortgage loans.  These securities may be issued by government-sponsored
agencies or other entities and may or may not be rated investment grade by rating agencies.  We expect that our
RMBS will include loan pools with home equity loans (loans that are secured by subordinate liens), residential B or C
loans (loans where the borrower's FICO score, a measure used to rate the financial strength of the borrower, is low,
generally below 625), “Alt-A” loans (where the borrower's FICO score is between 675 and 725) and “high LTV” loans
(loans where the LTV 95% or greater). 
Commercial Finance Investments
Subject to limitations imposed by REIT qualification standards and requirements for exclusion from regulation under
the Investment Company Act of 1940, which we refer to as the Investment Company Act, we may invest in the
following commercial finance assets:
Bank loans.  We acquire senior and subordinated, secured and unsecured loans made by banks or other financial
entities. Bank loans may also include revolving credit facilities, under which the lender is obligated to advance funds
to the borrower under the credit facility as requested by the borrower from time to time. We expect that some amount
of these loans will be secured by mortgages and liens on the assets of the borrowers. Certain of these loans may have
an interest-only payment schedule, with the principal amount remaining outstanding and at risk until the maturity of
the loan. These loans may include restrictive financial and operating covenants. The following chart describes the
industry breakdown of our bank loans as of December 31, 2012 (based on par value):
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Bank Loans by Industry

(1)    All others is made up of the following industries (by percentage):
Personal and Non Durable Consumer Products (Mfg. Only) 2.8 %
Aerospace and Defense 2.6 %
Finance 2.4 %
CDO 2.2 %
Mining, Steel, Iron and Non-Precious Metals 2.1 %
Diversified/Conglomerate Manufacturing 1.9 %
Buildings and Real Estate 1.9 %
Containers, Packaging and Glass 1.9 %
Utilities 1.4 %
Beverage, Food and Tobacco 1.2 %
Cargo Transport 1.2 %
Diversified Natural Resources, Precious Metals and Minerals 0.8 %
Insurance 0.7 %
Oil and Gas 0.7 %
Ecological 0.4 %
Machinery (Non-Agriculture, Non-Construction, Non-Electronic) 0.4 %
Grocery 0.3 %
Farming and Agriculture 0.3 %
Packaging and Forest Products 0.2 %
Banking, Finance, Insurance & Real Estate 0.2 %
Structured Finance Obligations 0.1 %
Textiles and Leather 0.1 %
Consumer Non-Durables 0.1 %
Home and Office Furnishings, Housewares, and Durable Consumer Products 0.1 %
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Preferred equity.  We have a preferred equity investment in a leasing company that invests in small- and middle-ticket
full payout lease receivables. Although previously we had maintained a lease receivable portfolio, we transferred that
portfolio to the leasing company in return for the preferred equity interest. We do not expect to invest in a
directly-held leasing portfolio for the foreseeable future.
Trust preferred securities and other ABS.  We have one investment (less than 0.1% of our total assets) in trust
preferred securities. Trust preferred securities are issued by a special purpose trust that holds a subordinated debenture
or other debt obligation issued by a company to the trust. The sponsoring company holds the equity interest in the
trust, with the preferred securities of the trust being sold to investors. The trust invests the proceeds of the preferred
securities in the sponsoring company through the purchase of a debenture issued by it that tracks the terms of the trust
preferred securities. Issuers of trust preferred securities have been generally affiliated with financial institutions
because, under then-existing regulatory and tax structures, unlike the proceeds from debt securities, the proceeds from
trust preferred securities could be treated as primary regulatory capital by the financial institution, while it could
deduct the interest it paid on the debt obligation held by the trust from its income for federal income tax purposes.
Competition
See Item 1A “Risk Factors -Risks Relating to Our Business.”
Management Agreement
We have a management agreement with the Manager and Resource America under which the Manager provides the
day-to-day management of our operations.  The agreement was amended several times and was then superseded by a
second amended and restated Management Agreement on June 14, 2012. The management agreement requires the
Manager to manage our business affairs in conformity with the policies and the investment guidelines established by
our board of directors. The Manager's role as manager is under the supervision and direction of our board of directors.
The Manager is responsible for the selection, purchase and sale of our portfolio investments, our financing activities,
and providing us with investment advisory services. The Manager also provides us with a Chairman of the Board, a
Chief Financial Officer, several accounting professionals and an investor relations officer (on a shared basis). The
Manager receives fees and is reimbursed for its expenses as follows:

•

A monthly base management fee equal to 1/12th of the amount of our equity multiplied by 1.50%. Under the
management agreement, ''equity'' is equal to the net proceeds from any issuance of shares of common stock less
offering-related costs, plus or minus our retained earnings (excluding non-cash equity compensation incurred in
current or prior periods) less any amounts we have paid for common stock repurchases. The calculation is adjusted for
one-time events due to changes in accounting principles generally accepted in the United States, which we refer to as
GAAP, as well as other non-cash charges, upon approval of our independent directors.

•

Incentive compensation, calculated as follows: (i) 25% of the dollar amount by which (A) our adjusted operating
earnings (before incentive compensation but after the base management fee) for such quarter per common share
(based on the weighted average number of common shares outstanding for such quarter) exceeds (B) an amount equal
to (1) the weighted average of the price per share of the common shares in the initial offering by us and the prices per
share of the common shares in any subsequent offerings by us, in each case at the time of issuance thereof, multiplied
by (2) the greater of (a) 2.00% and (b) 0.50% plus one-fourth of the Ten Year Treasury Rate for such quarter,
multiplied by (ii) the weighted average number of common shares outstanding during such quarter subject to
adjustment to exclude events pursuant to changes in GAAP or the application of GAAP, as well as non-recurring or
unusual transactions or events, after discussion between the Manager and the Independent Directors and approval by a
majority of the Independent Directors in the case of non-recurring or unusual transactions or events.

•Reimbursement of out-of-pocket expenses and certain other costs incurred by the Manager that relate directly to usand our operations.

•
Reimbursement of the Manager for the expense of the wages, salaries and benefits of our Chairman, our Chief
Financial Officer and several accounting professionals and 50% of the salary and benefits of the director of investor
relations.
Incentive compensation is paid quarterly to the extent any is earned. Up to seventy-five percent (75%) of the incentive
compensation will be paid in cash and at least twenty-five percent (25%) will be paid in the form of a stock award.
The Manager may elect to receive more than 25% of its incentive compensation in stock. All shares are fully vested
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due and payable unless the management agreement is terminated. Shares payable as incentive compensation are
valued as follows:
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•if such shares are traded on a securities exchange, at the average of the closing prices of the shares on such exchangeover the thirty day period ending three days prior to the issuance of such shares;

•if such shares are actively traded over-the-counter, at the average of the closing bid or sales price as applicable overthe thirty day period ending three days prior to the issuance of such shares; and

•if there is no active market for such shares, at the fair market value as reasonably determined in good faith by ourboard of directors.
As amended, the management agreement has an initial term ending on March 31, 2013. The agreement provides for
automatic one year renewals on each March 31 thereafter until terminated. Our board of directors reviews the
Manager's performance annually. The management agreement may be terminated annually upon the affirmative vote
of at least two-thirds of our independent directors, or by the affirmative vote of the holders of at least a majority of the
outstanding shares of our common stock, based upon unsatisfactory performance that is materially detrimental to us or
a determination by our independent directors that the management fees payable to the Manager are not fair, subject to
the Manager's right to prevent such a compensation termination by accepting a mutually acceptable reduction of
management fees. Our board of directors must provide 180 days' prior notice of any such termination. If we terminate
the management agreement, the Manager is entitled to a termination fee equal to four times the sum of the average
annual base management fee and the average annual incentive compensation earned by the Manager during the two
12-month periods immediately preceding the date of termination, calculated as of the end of the most recently
completed fiscal quarter before the date of termination.
We may also terminate the management agreement for cause with 30 days' prior written notice from our board of
directors. No termination fee is payable with respect to a termination for cause. The management agreement defines
cause as:

•the Manager's continued material breach of any provision of the management agreement following a period of 30 daysafter written notice thereof;
•the Manager's fraud, misappropriation of funds, or embezzlement against us;
•the Manager's gross negligence in the performance of its duties under the management agreement;
•the bankruptcy or insolvency of the Manager, or the filing of a voluntary bankruptcy petition by the Manager;
•the dissolution of the Manager; and

•

a change of control (as defined in the management agreement) of the Manager if a majority of our independent
directors determines, at any point during the 18 months following the change of control, that the change of control
was detrimental to the ability of the Manager to perform its duties in substantially the same manner conducted before
the change of control.
Cause does not include unsatisfactory performance that is materially detrimental to our business.
The management agreement will terminate at the Manager's option, without payment of the termination fee, if we
become regulated as an investment company under the Investment Company Act, with such termination deemed to
occur immediately before such event.
Regulatory Aspects of Our Investment Strategy: Exclusion from Regulation Under the Investment Company Act.  
We operate our business so as to be excluded from regulation under the Investment Company Act. Because we
conduct our business through wholly-owned subsidiaries, we must ensure not only that we qualify for an exclusion
from regulation under the Investment Company Act, but also that each of our subsidiaries so qualifies.
We believe that RCC Real Estate, Inc., the subsidiary that as of December 31, 2012 held all of our commercial real
estate loan assets, is excluded from Investment Company Act regulation under Sections 3(c)(5)(C) and 3(c)(6),
provisions designed for companies that do not issue redeemable securities and are primarily engaged in the business of
purchasing or otherwise acquiring mortgages and other liens on and interests in real estate. To qualify for this
exclusion, at least 55% of RCC Real Estate's assets must consist of mortgage loans and other assets that are
considered the functional equivalent of mortgage loans for purposes of the Investment Company Act, and interests in
real properties, which we refer to as “qualifying real estate assets.” Moreover, 80% of RCC Real Estate's assets must
consist of qualifying real estate assets and other real estate-related assets. RCC Real Estate has not issued, and does
not intend to issue, redeemable securities.
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We treat our investments in whole mortgage loans, specific types of B notes and specific types of mezzanine loans as
qualifying real estate assets for purposes of determining our eligibility for the exclusion provided by
Section 3(c)(5)(C) to the extent such treatment is consistent with guidance provided by the SEC or its staff. We
believe that SEC staff guidance allows us to treat B notes as qualifying real estate assets where we have unilateral
rights to instruct the servicer to foreclose upon a defaulted mortgage loan, replace the servicer in the event the
servicer, in its discretion, elects not to foreclose on such a loan, and purchase the A note in the event of a default on
the mortgage loan. We believe, based upon an analysis of existing SEC staff guidance, that we may treat mezzanine
loans as qualifying real estate assets where (i) the borrower is a special purpose bankruptcy-remote entity whose sole
purpose is to hold all of the ownership interests in another special purpose entity that owns commercial real property,
(ii) both entities are organized as limited liability companies or limited partnerships, (iii) under their organizational
documents and the loan documents, neither entity may engage in any other business, (iv) the ownership interests of
either entity have no value apart from the underlying real property which is essentially the only asset held by the
property-owning entity, (v) the value of the underlying property in excess of the amount of senior obligations is in
excess of the amount of the mezzanine loan, (vi) the borrower pledges its entire interest in the property-owning entity
to the lender which obtains a perfected security interest in the collateral, and (vii) the relative rights and priorities
between the mezzanine lender and the senior lenders with respect to claims on the underlying property is set forth in
an intercreditor agreement between the parties which gives the mezzanine lender certain cure and purchase rights in
case there is a default on the senior loan. If the SEC staff provides future guidance that these investments are not
qualifying real estate assets, we will treat them, for purposes of determining our eligibility for the exclusion provided
by Section 3(c)(5)(C), as real estate-related assets or miscellaneous assets, as appropriate. Historically, we have held
“whole pool certificates” in mortgage loans, although, at December 31, 2012 and 2011, we had no whole pool
certificates in our portfolios. Pursuant to existing SEC staff guidance, we consider whole pool certificates to be
qualifying real estate assets. A whole pool certificate is a certificate that represents the entire beneficial interest in an
underlying pool of mortgage loans. By contrast, a certificate that represents less than the entire beneficial interest in
the underlying mortgage loans is not considered to be a qualifying real estate asset for purposes of the 55% test, but
constitutes a real estate-related asset for purposes of the 80% test. We do not expect that investments in CDOs, ABS,
bank loans, lease receivables, trust preferred securities and private equity will constitute qualifying real estate assets.
Moreover, to the extent that these investments are not backed by mortgage loans or other interests in real estate, they
will not constitute real estate-related assets. Instead, they will constitute miscellaneous assets, which can constitute no
more than 20% of RCC Real Estate's assets.
To the extent RCC Real Estate holds its commercial real estate loan assets through wholly or majority-owned CDO
subsidiaries, RCC Real Estate also intends to conduct its operations so that it will not come within the definition of an
investment company set forth in Section 3(a)(1)(C) of the Investment Company Act because less than 40% of the
value of its total assets (exclusive of government securities and cash items) on an unconsolidated basis will consist of
“investment securities,” which we refer to as the 40% test. “Investment securities” exclude U.S. government securities and
securities of majority-owned subsidiaries that are not themselves investment companies and are not relying on the
exception from the definition of investment company under Section 3(c)(1) or Section 3(c)(7) of the Investment
Company Act. Certain of the wholly-owned CDO subsidiaries of RCC Real Estate rely on Section 3(c)(5)(C) for their
Investment Company Act exemption, with the result that RCC Real Estate's interests in the CDO subsidiaries do not
constitute “investment securities” for the purpose of the 40% test.
Of our other subsidiaries, RCC Commercial, Inc., or RCC Commercial, RCC Commercial II, Inc., or RCC
Commercial II, Resource TRS, Inc., or Resource TRS, Resource TRS III, Inc. or Resource TRS III, and Resource
TRS V, Inc., or Resource TRS V, do not qualify for the Section 3(c)(5)(C) exclusion. However, we believe they
qualify for exclusion under either Section 3(c)(1) or 3(c)(7). As required by these exclusions, we will not allow either
entity to make, or propose to make, a public offering of its securities. In addition, with respect to those subsidiaries for
which we rely upon the Section 3(c)(1) exclusion, and as required thereby, we limit the number of holders of their
securities to not more than 100 persons calculated in accordance with the attribution rules of Section 3(c)(1) and, with
respect to those subsidiaries for which we rely on the Section 3(c)(7) exclusion, and as required thereby, we limit
ownership of their securities to “qualified purchasers.” If we form other subsidiaries, we must ensure that they qualify
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for an exemption or exclusion from regulation under the Investment Company Act. One other subsidiary, Resource
TRS II, Inc. is an operating company which accordingly does not own investment securities, and Resource TRS V
holds real estate and thus qualifies for a Section 3(c)(5)(C) exemption.
Moreover, we must ensure that Resource Capital Corp. itself qualifies for an exclusion from regulation under the
Investment Company Act. We will do so by monitoring the value of our interests in our subsidiaries so that we can
ensure that Resource Capital Corp. meets the 40% test. Our interest in RCC Real Estate does not constitute an
“investment security” for purposes of the 40% test, but our interests in RCC Commercial, RCC Commercial II,
Resource TRS, Resource TRS III and Resource TRS V do. Accordingly, we must monitor the value of our interest in
these subsidiaries to ensure that the value of our interests in them never exceeds 40% of the value of our total assets.
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We have not received, nor have we sought, a no-action letter from the SEC regarding how our investment strategy fits
within the exclusions from regulation under the Investment Company Act. To the extent that the SEC provides more
specific or different guidance regarding the treatment of assets as qualifying real estate assets or real estate-related
assets, we may have to adjust our investment strategy. Any additional guidance from the SEC could further inhibit our
ability to pursue our investment strategy.
Employees
We have no direct employees. Under our management agreement, the Manager provides us with all management and
support personnel, including a Chief Financial Officer, and services necessary for our day-to-day operations. To
provide its services, the Manager draws upon the expertise and experience of Resource America. In April 2012,
Resource America completed a sale of its equity interests in Apidos Capital Management, LLC (“Apidos”) and formed a
joint venture, CVC Credit Partners, in which it has retained a 33% partnership interest. CVC Credit Partners is a joint
venture between our Manager's parent and an unrelated third-party and manages our bank loan business and related
CLOs. As of December 31, 2012, Resource America had 612 employees involved in asset management, including 57
asset management professionals and 555 support personnel. Under our management agreement, the Manager must
provide us with our Chairman, our Chief Financial Officer and several accounting professionals, each of whom is
exclusively dedicated to our operations, as well as a director of investor relations who is 50% dedicated to our
operations. Under the amendment, we bear the expense of the wages, salaries and benefits of our Chairman, our Chief
Financial Officer and the accounting professionals dedicated to us, and 50% of the salary and benefits of the director
of investor relations.
Corporate Governance and Internet Address 
We emphasize the importance of professional business conduct and ethics through our corporate governance
initiatives. Our board of directors consists of a majority of independent directors, as defined in the Securities
Exchange Act of 1934, as amended, and relevant New York Stock Exchange, or NYSE, rules. The audit,
compensation and nominating/corporate governance committees of our board of directors are composed exclusively of
independent directors. We have adopted corporate governance guidelines and a code of business conduct and ethics,
which delineate our standards for our officers and directors, and the employees of our Manager who provide us
services.
Our internet address is www.resourcecapitalcorp.com. We make available, free of charge through a link on our site, all
reports filed with the SEC as soon as reasonably practicable after such filing. Our site also contains our code of
business conduct and ethics, corporate governance guidelines and the charters of the audit committee, nominating and
governance committee and Compensation Committee of our board of directors. A complete list of our filings is
available on the Securities and Exchange Commission's website at www.sec.gov. Any of our filings are also available
at the Securities and Exchange Commission's Public Reference Room at 100 F Street, N.E., Room 1580, Washington,
D.C. 20549. The Public Reference Room may be contacted at telephone number (800) 732-0330 for further
information.

ITEM IA. RISK FACTORS
This section describes material risks affecting our business. In connection with the forward-looking statements that
appear in this annual report, you should carefully review the factors discussed below and the cautionary statements
referred to in “Forward-Looking Statements.”
Impact of Current Economic Conditions
Weak economic conditions in the United States and other countries may adversely affect our financial condition and
results of operations.
Although economic and market conditions in the United States during 2012 improved over those of the previous four
years, there are still significant disruptions in global economic conditions and financial markets and limitations on the
availability of credit, as well as, in the United States, declines in the value of real estate and real estate related assets,
impairment of the ability of some borrowers to repay their obligations and limited liquidity in the markets for real
estate and real estate-related assets. Since mid-2007, economic and credit market conditions have had significant
adverse effects on us, causing us to record material impairment charges with respect to investments we hold and
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significant increases in our provision for loan losses. Moreover, these conditions have made it difficult, and, until
2011 virtually impossible, for us to access new financing to support investment growth. As a result, our income, our
ability to make distributions, and the price of our common stock have declined significantly. Failure of economic and
financial market conditions to improve materially could adversely affect our ability to achieve our investment
objectives, ability to make distributions to our stockholders and the price of our common stock.
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We cannot predict the effects on us of actions taken by the U.S. government and governmental agencies in response to
economic conditions in the United States
In response to economic and market conditions, U.S. and foreign governments and governmental agencies have
established or proposed a number of programs designed to improve the financial system and credit markets, and to
stimulate economic growth including in the U.S. "quantitative easing" programs by the Federal Reserve. Many
governments, including federal, state and local governments in the U.S., are incurring substantial budget deficits and
seeking financing in international and national credit markets as well as proposing or enacting austerity programs that
seek to reduce government spending, raise taxes, or both. Many credit providers, including banks, may need to obtain
additional capital before they will be able to expand their lending activities. We are unable to evaluate the effects these
programs and conditions will have upon our financial condition, income, or ability to make distributions to our
stockholders.
Under current economic and market conditions, our ability to obtain the capital and financing necessary for growth
has been limited, which has limited our profitability, ability to make distributions and the market price of our common
stock. Continuation or deterioration of current conditions could further constrain our profitability, ability to make
distributions and the market price of our common stock.
We depend upon the availability of adequate debt and equity capital for growth in our operations. Although we have
been able to raise both debt and equity capital during 2012, if current economic conditions were to deteriorate, our
ability to access debt or equity capital on acceptable terms, or at all, could be limited which could limit our
profitability, our ability to make distributions and the market price of our common stock. In addition, as a REIT, we
must distribute annually at least 90% of our REIT taxable income, determined without regard to the deduction for
dividends paid and excluding net capital gain, to our stockholders and are therefore not able to retain significant
amounts of our earnings for new investments. While we may, through our TRS, retain earnings as new capital, we are
subject to REIT qualification requirements which limit the value of TRS stock and securities relative to the other
assets owned by a REIT.
Risks Related to Our Financing
Our portfolio has been financed in material part through the use of leverage, which may reduce the return on our
investments and cash available for distribution.
Our portfolio has been financed in material part through the use of leverage and, as credit market conditions permit,
we will seek such financing in the future. Using leverage subjects us to risks associated with debt financing, including
the risks that:
•the cash provided by our operating activities will not be sufficient to meet required payments of principal and interest,

•the cost of financing may increase relative to the income from the assets financed, reducing the income we haveavailable to pay distributions, and

•our investments may have maturities that differ from the maturities of the related financing and, consequently, the riskthat the terms of any refinancing we obtain will not be as favorable as the terms of existing financing.
If we are unable to secure refinancing of our currently outstanding financing, when due, on acceptable terms, we may
be forced to dispose of some of our assets at disadvantageous terms or to obtain financing at unfavorable terms, either
of which may result in losses to us or reduce the cash flow available to meet our debt service obligations or to pay
distributions.
Financing that we may obtain, and financing we have obtained through CDOs, does require us to maintain a specified
ratio of the amount of the financing to the value of the assets financed. A decrease in the value of these assets may
lead to margin calls or calls for the pledge of additional assets which we will have to satisfy. We may not have
sufficient funds or unpledged assets to satisfy any such calls, which could result in our loss of distributions from and
interests in affected CDOs, which would reduce our assets, income and ability to make distributions.
We are exposed to loss if lenders under our repurchase agreement, warehouse facilities, or other short-term lenders
liquidate the assets securing those facilities. Moreover, assets acquired by us pursuant to our repurchase agreements,
warehouse facilities or other short-term debt may not be suitable for refinancing through long-term arrangements
which may require us to liquidate some or all of the related assets.
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We have entered into a repurchase agreement and warehouse facilities and expect in the future to seek additional debt
to finance our growth. Lenders typically have the right to liquidate assets securing or acquired under these facilities
upon the occurrence of specified events, such as an event of default. We are exposed to loss if the proceeds received
by the lender upon a liquidation are insufficient to satisfy our obligation to the lender. We are also subject to the risk
that the assets subject to such repurchase agreements, warehouse facilities or other debt might not be suitable for
long-term refinancing or securitization transactions. If we are unable to refinance these assets on a long-term basis, or
if long-term financing is more expensive than we anticipated at the time of our acquisition of the assets to be financed,
we might be required to liquidate assets.
We will lose money on our repurchase transactions if the counterparty to the transactions defaults on its obligation to
resell the underlying assets back to us at the end of the transaction term, or if the value of the underlying assets has
declined as of the end of the term or if we default in our obligations to purchase the assets.
When engaged in repurchase transactions, we generally sell assets to the transaction counterparty and receive cash
from the counterparty. The counterparty must resell the assets back to us at the end of the term of the transaction.
Because the cash we receive from the counterparty when we initially sell the assets is less than the market value of
those assets, if the counterparty defaults on its obligation to resell the assets back to us we will incur a loss on the
transaction. We will also incur a loss if the value of the underlying assets has declined as of the end of the transaction
term, as we will have to repurchase the assets for their initial value but would receive assets worth less than that
amount. If we default upon our obligation to repurchase the assets, the counterparty may liquidate them at a loss,
which we are obligated to repay. Any losses we incur on our repurchase transactions would reduce our earnings, and
thus our cash available for distribution to our stockholders.
Financing our REIT qualifying assets with repurchase agreements and warehouse facilities could adversely affect our
ability to qualify as a REIT.
We have entered into and intend to enter into, sale and repurchase agreements under which we nominally sell certain
REIT qualifying assets to a counterparty and simultaneously enter into an agreement to repurchase the sold assets. We
believe that we will be treated for U.S. federal income tax purposes as the owner of the assets that are the subject of
any such agreement notwithstanding that we may transfer record ownership of the assets to the counterparty during
the term of the agreement. It is possible, however, that the Internal Revenue Service, or IRS, could assert that we did
not own the assets during the term of the sale and repurchase agreement, in which case our ability to qualify as a REIT
would be adversely affected. If any of our REIT qualifying assets are subject to a repurchase agreement and are sold
by the counterparty in connection with a margin call, the loss of those assets could impair our ability to qualify as a
REIT. Accordingly, unlike other REITs, we may be subject to additional risk regarding our ability to qualify and
maintain our qualification as a REIT.
Historically, we have financed most of our investments through CDOs and have retained the equity. CDO equity
receives distributions from the CDO only if the CDO generates enough income to first pay the holders of its debt
securities and its expenses.
Historically, we have financed most of our investments through CDOs in which we retained the equity interest.
Depending on market conditions, credit availability, and resolution of current credit market conditions, we may seek
to use CDOs to finance our investments in the future. The equity interests of a CDO are subordinate in right of
payment to all other securities issued by the CDO. The equity is usually entitled to all of the income generated by the
CDO after the CDO pays all of the interest due on the debt securities and its other expenses. However, there will be
little or no income available to the CDO equity if there are excessive defaults by the issuers of the underlying
collateral which would significantly reduce the value of that interest. Reductions in the value of the equity interests we
have in a CDO, if we determine that they are other than temporary, will reduce our earnings. In addition, the equity
securities of CDOs are generally illiquid, and because they represent a leveraged investment in the CDO's assets, the
value of the equity securities will generally have greater fluctuations than the value of the underlying collateral.
If our CDO financings fail to meet their performance tests, including over-collateralization requirements, our net
income and cash flow from these CDOs will be eliminated.
Our CDOs generally provide that the principal amount of their assets must exceed the principal balance of the related
securities issued by them by a certain amount, commonly referred to as “over-collateralization.” The CDO terms provide
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that, if delinquencies and/or losses exceed specified levels, based on the analysis by the rating agencies (or any
financial guaranty insurer) of the characteristics of the assets collateralizing the securities issued by the CDO issuer,
the required level of over-collateralization may be increased or may be prevented from decreasing as would otherwise
be permitted if losses or delinquencies did not exceed those levels. In addition, a failure by a CDO to satisfy an
over-collateralization test typically results in accelerated distributions to the holders of the senior debt securities issued
by the CDO entity, resulting in reduction or elimination of distributions to more junior securities until the
over-collateralization requirements have been met or the senior debt securities have been paid in full.
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Our equity holdings and, when we acquire debt interests in CDOs, our debt interests, if any, generally are subordinate
in right of payment to the other classes of debt securities issued by the CDO entity. Accordingly, if
overcollateralization tests are not met, distributions on the subordinated debt and equity we hold in these CDOs will
cease, resulting in a substantial reduction in our cash flow. Other tests (based on delinquency levels, interest coverage
or other criteria) may restrict our ability to receive cash distributions from assets collateralizing the securities issued
by the CDO entity. Although at December 31, 2012, all of our CDOs met their performance tests, we cannot assure
you that our CDOs will satisfy the performance tests in the future. For information concerning compliance by our
CDOs with their over-collateralization tests, see “Management's Discussion and Analysis of Financial Condition and
Results of Operation - Summary of CDO and CLO Performance Statistics.”
If any of our CDOs fails to meet collateralization or other tests relevant to the most senior debt issued and outstanding
by the CDO issuer, an event of default may occur under that CDO. If that occurs, our Manager's ability to manage the
CDO likely would be terminated and our ability to attempt to cure any defaults in the CDO would be limited, which
would increase the likelihood of a reduction or elimination of cash flow and returns to us in those CDOs for an
indefinite time.
If we issue debt securities, the terms may restrict our ability to make cash distributions, require us to obtain approval
to sell our assets or otherwise restrict our operations in ways which could make it difficult to execute our investment
strategy and achieve our investment objectives.
Any debt securities we may issue in the future will likely be governed by an indenture or other instrument containing
covenants restricting our operating flexibility. Holders of senior securities may be granted the right to hold a perfected
security interest in certain of our assets, to accelerate payments due under the indenture if we breach financial or other
covenants, to restrict distributions, and to require us to obtain their approval to sell assets. These covenants could limit
our ability to operate our business or manage our assets effectively. Additionally, any convertible or exchangeable
securities that we issue may have rights, preferences and privileges more favorable than those of our common stock.
We, and indirectly our stockholders, will bear the cost of issuing and servicing such securities.
Depending upon market conditions, we may in the future seek financing through CDOs, which would expose us to
risks relating to the accumulation of assets for use in the CDOs.
Historically, we have financed a significant portion of our assets through the use of CDOs and CLOs, and have
accumulated assets for these financings through short-term credit facilities, typically repurchase agreement or
warehouse facilities. Depending upon market condition, and, consequently, the extent to which such financing is
available to us, we may seek similar financing arrangements in the future. These arrangements could expose us to a
number of credit risks, including the following:

•

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

•
An event of default under one short-term facility may constitute a default under other credit facilities we may have,
potentially resulting in asset sales and losses to us, as well as increasing our financing costs or reducing the amount of
investable funds available to us.

•

We may be unable to acquire a sufficient amount of eligible assets to maximize the efficiency of a CDO or CLO
issuance, which would require us to seek other forms of term financing or liquidate the assets. We may not be able to
obtain term financing on acceptable terms, or at all, and liquidation of the assets may be at prices less than those we
paid, resulting in losses to us.

•

Using short-term financing to accumulate assets for a CDO or CLO issuance may require us to obtain new financing
as the short-term financing matures. Residual financing may not be available on acceptable terms, or at all. Moreover,
an increase in short-term interest rates at the time that we seek to enter into new borrowings would reduce the spread
between the income on our assets and the cost of our borrowings. This would reduce returns on our assets, which
would reduce earnings and, in turn, cash available for distribution to our stockholders.
•We will lose money on our repurchase transactions if the counterparty to the transaction defaults on its obligation to
resell the underlying security back to us at the end of the transaction term, or if the value of the underlying security

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

30



has declined as of the end of the term or if we default on our obligations under the repurchase agreements.

(Back to Index)
19

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

31



(Back to Index)

Our hedging transactions may not completely insulate us from interest rate risk and may result in poorer overall
investment performance than if we had not engaged in any hedging transactions.
Subject to maintaining our qualification as a REIT, we pursue various hedging strategies to seek to reduce our
exposure to losses from adverse changes in interest rates. Our interest rate hedging activity varies in scope depending
upon market conditions relating to, among other factors, the level and volatility of interest rates and the type of assets
we hold. There are practical limitations on our ability to insulate our portfolio from all of the negative consequences
associated with changes in short-term interest rates, including:
•Available interest rate hedges may not correspond directly with the interest rate risk against which we seek protection.
•The duration of the hedge may not match the duration of the related liability.

•Interest rate hedging can be expensive, particularly during periods of rising and volatile interest rates. Hedging costsmay include structuring and legal fees and fees payable to hedge counterparties to execute the hedge transaction.

•Losses on a hedge position may reduce the cash available to make distributions to stockholders, and may exceed theamounts invested in the hedge position.

•The amount of income that a REIT may earn from hedging transactions, other than through a TRS, is limited byfederal tax provisions governing REITs.

•The credit quality of the party owing money on the hedge may be downgraded to such an extent that it impairs ourability to sell or assign our side of the hedging transaction.
•The party owing money in the hedging transaction may default on its obligation to pay.
We have adopted written policies and procedures governing our hedging activities.  Under these policies and
procedures, our board of directors is responsible for approving the types of hedging instruments we may use, absolute
limits on the notional amount and term of a hedging instrument and parameters for the credit-worthiness of hedge
counterparties. The senior managers responsible for each of our targeted asset classes are responsible for executing
transactions using the services of independent interest rate risk management consultants, documenting the
transactions, monitoring the valuation and effectiveness of the hedges, and providing reports concerning our hedging
activities and the valuation and effectiveness of our hedges to the audit committee of our board of directors no less
often than quarterly. Our guidelines also require us to engage one or more experienced third-party advisors to provide
us with assistance in the identification of interest rate risks, the analysis, selection and timing of risk protection
strategies, the administration and negotiation of hedge documentation, settlement or disposition of hedges, compliance
with hedge accounting requirements and measurement of hedge effectiveness and valuation.
Hedging against a decline in the values of our portfolio positions does not eliminate the possibility of fluctuations in
the values of the positions or prevent losses if the values of the positions decline. Hedging transactions may also limit
the opportunity for gain if the values of the portfolio positions should increase. Moreover, we may not be able to
hedge against an interest rate fluctuation that is generally anticipated by the market.
The success of our hedging transactions will depend on the Manager's ability to correctly predict movements of
interest rates. Therefore, unanticipated changes in interest rates may result in poorer overall investment performance
than if we had not engaged in any such hedging transactions. In addition, the degree of correlation between price
movements of the instruments used in a hedging strategy and price movements in the portfolio positions being hedged
may vary. Moreover, for a variety of reasons, we may not seek to establish a perfect correlation between such hedging
instruments and the portfolio holdings being hedged. Any such imperfect correlation may prevent us from achieving
the intended hedge and expose us to risk of loss.
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Hedging instruments often are not traded on regulated exchanges, guaranteed by an exchange or its clearing house, or
regulated by any U.S. or foreign governmental authorities and involve risks of default by the hedging counterparty and
illiquidity. 
Subject to maintaining our qualification as a REIT, part of our investment strategy involves entering into puts and
calls on securities or indices of securities, interest rate swaps, caps and collars, including options and forward
contracts, and interest rate lock agreements, principally Treasury lock agreements, to seek to hedge against
mismatches between the cash flows from our assets and the interest payments on our liabilities. Currently, hedging
instruments often are not traded on regulated exchanges, guaranteed by an exchange or its clearing house, or regulated
by any U.S. or foreign governmental authorities. Consequently, there often are no requirements with respect to record
keeping, financial responsibility or segregation of customer funds and positions. Furthermore, the enforceability of
agreements underlying derivative transactions may depend on compliance with applicable statutory and commodity
and other regulatory requirements and, depending on the identity of the counterparty, applicable international
requirements. The business failure of a counterparty with whom we enter into a hedging transaction will most likely
result in a default. Default by a party with whom we entered into a hedging transaction may result in the loss of
unrealized profits and force us to cover our resale commitments, if any, at the then current market price. Although
generally we seek to reserve the right to terminate our hedging positions, we may not always be able to dispose of or
close out a hedging position without the consent of the hedging counterparty, and we may not be able to enter into an
offsetting contract in order to cover our risk. A liquid secondary market may not exist for hedging instruments
purchased or sold, and we may have to maintain a position until exercise or expiration, which could result in losses.
We may enter into hedging instruments that could expose us to unexpected losses in the future.
We have entered and may in the future enter into hedging instruments that require us to fund cash payments under
certain circumstances, for example, upon the early termination of the instrument caused by an event of default or other
early termination event, or the decision by a counterparty to request additional collateral for margin it is contractually
owed under the terms of the instrument. The amount due would be equal to the unrealized loss of the open positions
with the counterparty and could also include other fees and charges. These liabilities will be reflected in our
consolidated balance sheet, and our ability to fund these obligations will depend on the liquidity of our assets and
access to capital at the time, and the need to fund these obligations could adversely impact our financial condition.
Approximately 92% of our hedging arrangements are with a single counterparty and, as a consequence, our hedging
strategy may fail if that counterparty defaults in its obligations.
As of December 31, 2012, approximately 92% of our outstanding hedges, with a notional amount of $125.0 million,
were with Credit Suisse International, or CS. Were CS to default in its obligations under these hedging arrangements,
we would lose the hedge protection for which we had contracted which, depending upon market conditions, could
result in significant losses to us. We cannot assure you that we could replace the defaulted hedges or that the terms of
any replacement hedges we could obtain would be on similar terms, or as to the cost to us of obtaining replacement
hedges.
Risks Related to Our Operations
We may change our investment strategy without stockholder consent, which may result in riskier investments than
those currently targeted.
Subject to maintaining our qualification as a REIT and our exclusion from regulation under the Investment Company
Act, we may change our investment strategy, including the percentage of assets that may be invested in each class, or
in the case of securities, in a single issuer, at any time without the consent of our stockholders, which could result in
our making investments that are different from, and possibly riskier than, the investments described in this report. A
change in our investment strategy may increase our exposure to interest rate and real estate market fluctuations, all of
which may reduce the market price of our common stock and impair our ability to make distributions to stockholders.
Furthermore, a change in our asset allocation could result in our making investments in asset categories different from
those described in this report.
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We believe AFFO is an appropriate measure of our operating performance; however, in certain instances AFFO may
not be reflective of actual economic results.
We utilize AFFO as a measure of our operating performance and believe that it is useful to analysts, investors and
other parties in the evaluations of REITS.   We utilize AFFO  as measures of our operating performance, and believe
they are also useful to investors because it facilitates an understanding of our operating performance after adjustment
for certain non-cash expenses, such as real estate depreciation, share-based compensation and various other items
required non-cash impairment losses resulting from fair value adjustments on financial instruments, non-cash
provision for loan losses, non-economic income related to VIE accounting, equity-method investments gains and
losses, straight-line rental effects, share based compensation, amortization of various deferred items and intangible
assets, gains on debt extinguishment, REIT tax planning adjustments considered non-recurring by management and
capital expenditures that are related to our real estate owned.  Additionally, we believe that AFFO serves as a good
measure of our operating performance because it facilitates evaluation of our company without the effects of selected
items required in accordance with GAAP that may not necessarily be indicative of current operating performance and
that may not accurately compare our operating performance between periods. Nonetheless, in certain instances, AFFO
may not necessarily be reflective of our actual economic results.
Terrorist attacks and other acts of violence or war may affect the market for our common stock, the industry in which
we conduct our operations and our profitability.
Terrorist attacks may harm our results of operations and your investment. These attacks and other acts of violence or
war may directly impact our assets, properties or other assets underlying our loans or debt securities or the securities
markets in general. Losses resulting from these types of events are generally uninsurable.
More generally, any of these events could cause consumer confidence and spending to decrease or result in increased
volatility in the United States and worldwide financial markets and economy. Adverse economic conditions could
harm the value of some or all of the investments in our portfolio or the securities markets in general which could harm
our operating results and revenues and may result in volatile values for assets in our portfolio.
If we fail to maintain an effective system of internal controls, we may not be able to accurately report our financial
results or prevent fraud.
If we fail to maintain an effective system of internal control, fail to correct any flaws in the design or operating
effectiveness of internal control over financial reporting, or fail to prevent fraud, our stockholders could lose
confidence in our financial reporting, which could harm our business and the trading price of our common stock.
Some of our investments may be illiquid, which may result in our realizing less than their recorded value should we
need to sell such investments quickly.
If we determine to sell one or more of our investments, we may encounter difficulties in finding buyers in a timely
manner as real estate debt and other of our investments generally cannot be disposed of quickly, especially when
market conditions are poor. Moreover, some of these assets may be subject to legal and other restrictions on resale. If
we are required to liquidate all or a portion of our portfolio quickly, we may realize significantly less than the value at
which we have previously recorded our investments. In addition, we may face other restrictions on our ability to
liquidate an investment in a business entity to the extent that we, the Manager or Resource America has or could be
attributed with material non-public information regarding such business entity. These factors may limit our ability to
vary our portfolio promptly in response to changes in economic or other conditions and may also limit our ability to
use portfolio sales as a source of liquidity, which could limit our ability to make distributions to our stockholders or
repay debt.
We may have to repurchase assets that we have sold in connection with CDOs and other securitizations.
If any of the assets that we originate or acquire and sell or securitize do not comply with representations and
warranties that we make about them, we may have to purchase these assets from the CDO or securitization vehicle, or
replace them. In addition, we may have to indemnify purchasers for losses or expenses incurred as a result of a breach
of a representation or warranty. Any significant repurchases or indemnification payments could materially reduce our
liquidity, earnings and ability to make distributions.
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We may be exposed to environmental liabilities with respect to properties to which we take title.
In the course of our business, we have taken title to, and expect we will in the future take title to, real estate through
foreclosure on collateral underlying real estate debt investments. When we do take title to any property, we could be
subject to environmental liabilities with respect to it. In such a circumstance, we may be held liable to a governmental
entity or to third parties for property damage, personal injury, investigation, and clean-up costs they incur as a result
of environmental contamination, or may have to investigate or clean up hazardous or toxic substances, or chemical
releases at a property. The costs associated with investigation or remediation activities could be substantial and could
reduce our income and ability to make distributions.
If our allowance for loan and lease losses is not adequate to cover actual or estimated future loan and lease losses, our
earnings may decline.
We maintain an allowance for loan and lease losses to provide for loan defaults and non-performance by borrowers of
their obligations.  Our allowance for loan and lease losses may not be adequate to cover actual or estimated future loan
and lease losses and future provisions for loan and lease losses could materially reduce our income.  We base our
allowance for loan and lease losses on prior experience, as well as an evaluation of risks in the current portfolio.
 However, losses may exceed our current estimates.  The amount of future losses is susceptible to changes in
economic, operating and other conditions that may be beyond our control, including changes in interest rates, changes
in borrowers' creditworthiness and the value of collateral securing loans and leases.  Additionally, if we seek to
expand our loan and lease portfolios, we may need to make additional provisions for loan and lease losses to ensure
that the allowance remains at levels deemed appropriate by our management for the size and quality of our portfolios.
While we believe that our allowance for loan and lease losses is adequate to cover our anticipated losses, we cannot
assure you that it will not increase in the future. Any increase in our allowance for loan losses will reduce our income
and, if sufficiently large, could cause us to incur loss.
Our due diligence may not reveal all of an investment's weaknesses.
Before investing in any asset, we will assess the strength and skills of the asset's management and operations, the
value of the asset and, for debt investments, the value of any collateral securing the debt, the ability of the asset or
underlying collateral to service the debt and other factors that we believe are material to the performance of the
investment. In making the assessment and otherwise conducting customary due diligence, we will rely on the
resources available to us and, in some cases, an investigation by third parties. This process is particularly important
and subjective with respect to investments in newly-organized entities because there may be little or no information
publicly available about the entities or, with respect to debt securities, any underlying collateral. Our due diligence
processes, however, may not uncover all facts that may be relevant to an investment decision.
Risks Related to Our Investments
Declines in the market values of our investments may reduce periodic reported results, credit availability and our
ability to make distributions.
We classify a substantial portion of our assets for accounting purposes as “available-for-sale.” As a result, reductions in
the market values of those assets are directly charged or credited to accumulated other comprehensive loss and could
reduce our stockholders' equity. A decline in these values will reduce the book value of our assets. Moreover, if the
decline in value of an available-for-sale asset is other than temporary, we are required by GAAP to record the decline
as an asset impairment which will reduce our earnings.
A decline in the market value of our assets may also adversely affect us in instances where we have borrowed money
based on the market value of those assets. If the market value of those assets declines, the lender may require us to
post additional collateral to support the loan. If we were unable to post the additional collateral, we would have to
repay some portion or all of the loan, which may require us to sell assets, which could potentially be under adverse
market conditions. As a result, our earnings would be reduced or we could sustain losses, and cash available to make
distributions could be reduced or eliminated.
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Increases in interest rates and other factors could reduce the value of our investments, result in reduced earnings or
losses and reduce our ability to pay distributions.
A significant risk associated with our investment in commercial real estate-related loans, CMBS and other debt
instruments is the risk that either or both of long-term and short-term interest rates increase significantly. If long-term
rates increase, the market value of our assets would decline. Even if assets underlying investments we may own in the
future are guaranteed by one or more persons, including government or government-sponsored agencies, those
guarantees do not protect against declines in market value of the related assets caused by interest rate changes. At the
same time, with respect to assets that are not match-funded or that have been acquired with variable rate or short-term
financing, an increase in short-term interest rates would increase our interest expense, reducing our net interest spread
or possibly resulting in negative cash flow from those assets. This could result in reduced profitability and
distributions or losses.
Investing in mezzanine debt and mezzanine or other subordinated tranches of CMBS, bank loans and other ABS
involves greater risks of loss than senior secured debt investments.
Subject to maintaining our qualification as a REIT and exclusion from regulation under the Investment Company Act,
we invest in mezzanine debt and expect to invest in mezzanine or other subordinated tranches of CMBS, bank loans
and other ABS. These types of investments carry a higher degree of risk of loss than senior secured debt investments
such as our whole loan investments because, in the event of default and foreclosure, holders of senior liens will be
paid in full before mezzanine investors. Depending on the value of the underlying collateral at the time of foreclosure,
there may not be sufficient assets to pay all or any part of amounts owed to mezzanine investors. Moreover, our
mezzanine and other subordinate debt investments may have higher loan-to-value ratios than conventional senior lien
financing, resulting in less equity in the collateral and increasing the risk of loss of principal. If a borrower defaults or
declares bankruptcy, we may be subject to agreements restricting or eliminating our rights as a creditor, including
rights to call a default, foreclose on collateral, accelerate maturity or control decisions made in bankruptcy
proceedings. In addition, the prices of lower credit quality securities are generally less sensitive to interest rate
changes than more highly rated investments, but more sensitive to economic downturns or individual issuer
developments because the ability of obligors of instruments underlying the securities to make principal and interest
payments may be impaired. In such event, existing credit support relating to the securities' structure may not be
sufficient to protect us against loss of our principal. For additional risks regarding real estate-related loans, see "Risks
Related to Real Estate Investments."
Our investment in LEAF Commercial Capital, Inc., or LCC, has resulted in our undertaking a material contingent
liability and, because we are required to include our proportionate share of (loss) income in our income, has reduced
our reported net income.
We historically have invested in small- and middle-ticket lease receivables. As a result of our investment in LCC,
(including the contribution of all of our lease receivables to it), we currently do not directly invest in lease receivables.
However, in connection with our investment in LCC, we and Resource America agreed that, to the extent that the
value of the equity on the balance sheet of LEAF Receivables Funding 3, an entity whose securities we contributed to
LCC in exchange for a portion of our investment, is less than $18.7 million as of the final testing date (a date within
90 days of December 31, 2013), we and Resource America will be jointly and severally obligated to contribute cash to
LCC to make up the difference. While as of December 31, 2012 we do not believe it likely that we will be required to
make any payment on our contingent guarantee, we cannot assure you that the valuations as of the testing date will not
result in a deficit, or that the deficit will not be significant. Also in connection with our investment in LCC, we are
required under GAAP to include our proportionate share of the loss (income) of LCC in our income. Since LCC has
incurred losses of $3.3 million through December 31, 2012, the effect of our investment in LCC has been to reduce
our reported net income. We cannot predict whether or when LCC will be become profitable.
Private equity investments involve a greater risk of loss than traditional debt financing.
On occasion, we have made private equity investments. Typically, these investments are subordinate to debt financing
and are not secured. Should the issuer default on our investment, we would only be able to proceed against the entity
that issued the private equity in accordance with the terms of the security, and not any property owned by the entity. In
the event of bankruptcy or foreclosure, we would only be able to recoup our investment after any lenders to the entity
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are paid. As a result, we may not recover some or all of our investment, which could result in losses. Moreover,
depending upon the existence of a market for the issuer's securities, the length of time we have held the investment
and any rights we may have to require registration under the Securities Act, these investments may be highly illiquid
so that we may not be able to sell these investments at times we would like to do so or at prices that reflect our cost or
the value of the investment on our financial statements.
We record some of our portfolio investments at fair value as estimated by our management and, as a result, there will
be uncertainty as to the value of these investments.
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We currently hold, and expect that we will hold in the future, portfolio investments that are not publicly traded. The
fair value of securities and other investments that are not publicly traded may not be readily determinable. We value
these investments quarterly at fair value as determined under policies approved by our board of directors. Because
such valuations are inherently uncertain, may fluctuate over short periods of time and may be based on estimates, our
determinations of fair value may differ materially from the values that would have obtained if a ready market for them
existed. The value of our common stock will likely decrease if our determinations regarding the fair value of these
investments are materially higher than the values that we ultimately realize upon their disposal.
Our assets include bank loans and ABS which will carry higher risks of loss than our real estate-related portfolio.
Subject to maintaining our qualification as a REIT and exclusion from regulation under the Investment Company Act,
we invest in bank loans and ABS. Our bank loan investments or our ABS investments, which are principally backed
by small business and bank loans, may not be secured by mortgages or other liens on assets or may involve higher
loan-to-value ratios than our real estate-related investments. Our bank loan investments, and our ABS backed by
loans, involve loans with a par amount of $1.3 billion at December 31, 2012 that have an interest-only payment
schedule or a schedule that does not fully amortize principal over the term of the loan, which will make repayment of
loans depend upon the borrowers' liquidity or ability to refinance the loans at maturity. Numerous factors affect a
borrower's ability to repay or refinance loans at maturity, including national and local economic conditions, a
downturn in a borrower's industry, loss of one or more principal customers and conditions in the credit markets. A
deterioration in a company's financial condition or prospects may be accompanied by a deterioration in the collateral
for the bank loan or any ABS backed by such company's loans.
We may face competition for suitable investments.
There are numerous REITs and other financial investors seeking to invest in the types of assets we target. This
competition may cause us to forgo particular investments or to accept economic terms or structural features that we
would not otherwise have accepted, and it may cause us to seek investments outside of our currently targeted areas.
Competition for investment assets may slow our growth or limit our profitability and ability to make distributions to
our stockholders.
We may not have control over certain of our loans and investments.
Our ability to manage our portfolio of loans and investments may be limited by the form in which they are made. In
certain situations, we may:
•acquire investments subject to rights of senior classes and servicers under inter-creditor or servicing agreements;

• acquire only a minority and/or non-controlling participation in an underlying
investment

•co-invest with third parties through partnerships, joint ventures or other entities, thereby acquiring non-controllinginterests; or
•rely on independent third-party management or strategic partners with respect to the management of an asset.
Therefore, we may not be able to exercise control over the loan or investment. Such financial assets may involve risks
not present in investments where senior creditors, servicers or third-party controlling investors are not involved. Our
rights to control the process following a borrower default may be subject to the rights of senior creditors or servicers
whose interests may not be aligned with ours. A third party partner or co-venturer may have financial difficulties
resulting in a negative impact on such asset, may have economic or business interest or goals which are inconsistent
with ours, or may be in a position to take action contrary to our investment objectives. In addition, we may, in certain
circumstances, be liable for the actions of our third-party partners or co-venturers.
Risks Related to Our Manager
We depend on the Manager and Resource America to develop and operate our business and may not find suitable
replacements if the management agreement terminates.
We have no employees. Our officers, portfolio managers, administrative personnel and support personnel are
employees of Resource America. We have no separate facilities and completely rely on the Manager and, because the
Manager has no direct employees, Resource America, which has significant discretion as to the implementation of our
operating policies and investment strategies. If our management agreement terminates, we may be unable to find a
suitable replacement for the Manager. Moreover, we believe that our success depends to a significant extent upon the
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experience of the portfolio managers and officers of the Manager and Resource America who provide services to us,
whose continued service is not guaranteed. The departure of any such persons could harm our investment
performance.

(Back to Index)
25

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

41



(Back to Index)

We must pay the Manager the base management fee regardless of the performance of our portfolio.
The Manager is entitled to receive a monthly base management fee equal to 1/12 of our equity, as defined in the
management agreement, times 1.50%, regardless of the performance of our portfolio. The Manager's entitlement to
substantial non-performance based compensation might reduce its incentive to devote its time and effort to seeking
profitable opportunities for our portfolio. This in turn could hurt our ability to make distributions to our stockholders.
The incentive fee we pay the Manager may induce it to make riskier investments.
In addition to its base management fee, the Manager will receive incentive compensation, payable quarterly, equal to
25% of the amount by which our adjusted operating earnings, as defined in the management agreement, exceed the
weighted average prices for our common stock in all of our offerings multiplied by the greater of 2.00% or 0.50% plus
one-fourth of the average 10-year treasury rate for such quarter, multiplied by the weighted average number of
common shares outstanding during the quarter. In evaluating investments and other management strategies, the
opportunity to earn incentive compensation based on net income may lead the Manager to place undue emphasis on
the maximization of net income at the expense of other criteria, such as preservation of capital, in order to achieve
higher incentive compensation. Investments with higher yields generally have higher risk of loss than investments
with lower yields.
The Manager manages our portfolio pursuant to very broad investment guidelines and our board does not approve
each investment decision, which may result in our making riskier investments.
The Manager is authorized to follow very broad investment guidelines. While our directors periodically review our
investment guidelines and our investment portfolio, they do not review all of our proposed investments. In addition, in
conducting periodic reviews, the directors may rely primarily on information provided to them by the Manager.
Furthermore, the Manager may use complex strategies, and transactions entered into by the Manager may be difficult
or impossible to unwind by the time they are reviewed by the directors. The Manager has great latitude within the
broad investment guidelines in determining the types of investments it makes for us. Poor investment decisions could
impair our ability to make distributions to our stockholders.
Our management agreement was not negotiated at arm's-length and, as a result, may not be as favorable to us as if it
had been negotiated with a third-party.
At the time the management agreement was negotiated, our officers and two of our directors, Edward E. Cohen and
Jonathan Z. Cohen, were also officers or directors of the Manager or Resource America. As a consequence, our
management agreement was not the result of arm's-length negotiations and its terms, including fees payable, may not
be as favorable to us as if it had been negotiated with an unaffiliated third-party.
Termination of the management agreement by us without cause is difficult and could be costly.
Termination of our management agreement without cause is difficult and could be costly. We may terminate the
management agreement without cause only annually upon the affirmative vote of at least two-thirds of our
independent directors or by a vote of the holders of at least a majority of our outstanding common stock, based upon
unsatisfactory performance by the Manager that is materially detrimental to us or a determination that the
management fee payable to the Manager is not fair. Moreover, with respect to a determination that the management
fee is not fair, the Manager may prevent termination by accepting a mutually acceptable reduction of management
fees. We must give not less than 180 days' prior notice of any termination. Upon any termination without cause, the
Manager will be paid a termination fee equal to four times the sum of the average annual base management fee and
the average annual incentive compensation earned by it during the two 12-month periods immediately preceding the
date of termination, calculated as of the end of the most recently completed fiscal quarter before the date of
termination.
The Manager and Resource America may engage in activities that compete with us.
Our management agreement does not prohibit the Manager or Resource America from investing in or managing
entities that invest in asset classes that are the same as or similar to our targeted asset classes, except that they may not
raise funds for, sponsor or advise any new publicly-traded REIT that invests primarily in mortgage-backed securities,
or MBS, in the United States. The Manager's policies regarding resolution of conflicts of interest may be varied by it
if economic, market, regulatory or other conditions make their application economically inefficient or otherwise
impractical. Moreover, our officers, other than our Chief Financial Officer and several accounting professionals on his
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We have engaged in transactions with entities affiliated with the Manager. Our policies and procedures may be
insufficient to address any conflicts of interest that may arise.
We have established procedures and policies regarding review, approval and ratification of transactions which may
give rise to a conflict of interest between us and persons affiliated or associated with the Manager. In the ordinary
course of our business, we have ongoing relationships and have engaged in transactions with entities affiliated or
associated with the Manager. Our procedures may not be sufficient to address any conflicts of interest that arise.
Our Manager's liability is limited under the management agreement, and we have agreed to indemnify our Manager
against certain liabilities.
Our Manager does not assume any responsibility under the management agreement other than to render the services
called for under it, and will not be responsible for any action of our board of directors in following or declining to
follow its advice or recommendations. Resource America, the Manager, their directors, managers, officers, employees
and affiliates will not be liable to us, any subsidiary of ours, our directors, our stockholders or any subsidiary's
stockholders for acts performed in accordance with and pursuant to the management agreement, except by reason of
acts constituting bad faith, willful misconduct, gross negligence, or reckless disregard of their duties under the
management agreement. We have agreed to indemnify the parties for all damages and claims arising from acts not
constituting bad faith, willful misconduct, gross negligence, or reckless disregard of duties, performed in good faith in
accordance with and pursuant to the management agreement.
We depend upon information systems of our Manager and Resource America to conduct our operations. Systems
failures could significantly disrupt our business.
Our business depends on communications and information systems of our Manager and Resource America. Any
failure or interruption of their systems could cause delays or other problems in our activities which could harm our
operating results, cause the market price of our common stock to decline and reduce our ability to make distributions.
Risks Related to Real Estate Investments
Our real estate debt investments will be subject to the risks inherent in the real estate securing or underlying those
investments which could result in losses to us.
Commercial mortgage loans are secured by, and mezzanine loans depend on, the performance of the underlying
property and are subject to risks of delinquency and foreclosure, and risks of loss, that are greater than similar risks
associated with loans made on the security of single-family residential property. The ability of a borrower to repay a
loan secured by or dependent upon an income-producing property typically depends primarily upon the successful
operation of the property rather than upon the existence of independent income or assets of the borrower. If the net
operating income of the property is reduced, the borrower's ability to repay the loan may be impaired. Net operating
income of an income producing property can be affected by, among other things:
•tenant mix, success of tenant businesses, tenant bankruptcies and property management decisions;
•property location and condition;
•competition from comparable types of properties;
•changes in laws that increase operating expenses or limit rents that may be charged;
•any need to address environmental contamination at the property;
•the occurrence of any uninsured casualty at the property;

•changes in national, regional or local economic conditions and/or the conditions of specific industry segments inwhich our lessees may operate;
•declines in regional or local real estate values;
•declines in regional or local rental or occupancy rates;
•increases in interest rates, real estate tax rates and other operating expenses;
•the availability of debt or equity financing;
•increases in costs of construction material;

•changes in governmental rules, regulations and fiscal policies, including environmental legislation and zoning laws;and
•acts of God, terrorism, social unrest and civil disturbances.
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We risk loss of principal on defaulted mortgage loans we hold to the extent of any deficiency between the value we
can realize from the sale of the collateral securing the loan upon foreclosure, and the loan's principal and accrued
interest. Moreover, foreclosure of a mortgage loan can be an expensive and lengthy process which could reduce the
net amount we can realize on the foreclosed mortgage loan. In a bankruptcy of a mortgage loan borrower, the
mortgage loan will be deemed to be secured only to the extent of the value of the underlying collateral at the time of
bankruptcy as determined by the bankruptcy court, and the lien securing the mortgage loan will be subject to the
avoidance powers of the bankruptcy trustee or debtor-in-possession to the extent the lien is unenforceable under state
law.
For a discussion of additional risks associated with mezzanine loans, see “-Investing in mezzanine debt or mezzanine
or other subordinated tranches of CMBS, bank loans and ABS involves greater risks of loss than senior secured debt
instruments.”
Our investment portfolio may have material geographic, sector, property-type and sponsor concentrations.
We may have material geographic concentrations related to our direct or indirect investments in real estate loans and
properties. We also may have material concentrations in the property types and industry sectors that are in our loan
portfolio. Where we have any kind of concentration risk in our investments, we may be affected by sector-specific
economic or other problems that are not reflected in the national economy generally or in more diverse portfolios. An
adverse development in that area of concentration could reduce the value of our investment and our return on that
investment and, if the concentration affects a material amount of our investments, impair our ability to execute our
investment strategies successfully, reduce our earnings and reduce our ability to make distributions.
The B notes in which we invest may be subject to additional risks relating to the privately negotiated structure and
terms of the transaction, which may result in losses to us.
Historically, we have invested in B notes. A B note is a loan typically secured by a first mortgage on a single large
commercial property or group of related properties and subordinated to a senior note secured by the same first
mortgage on the same collateral. As a result, if a borrower defaults, there may not be sufficient funds remaining for B
note owners after payment to the senior note owners. Since each transaction is privately negotiated, B notes can vary
in their structural characteristics and risks. For example, the rights of holders of B notes to control the process
following a borrower default may be limited in certain investments. We currently own one B note, with a book value
of $16.1 million, and do not expect that we will make further B note investments during 2013. However, depending
upon market and economic conditions, we could resume making B note investments at any time. B notes are less
liquid than other forms of commercial real estate debt investments, such as CMBS, and, as a result, we may be able to
dispose of underperforming or non-performing B note investments only at a significant discount to book value.
Risks Related to Our Organization and Structure
Our charter and bylaws contain provisions that may inhibit potential acquisition bids that you and other stockholders
may consider favorable, and the market price of our common stock may be lower as a result.
Our charter and bylaws contain provisions that may have an anti-takeover effect and inhibit a change in our board of
directors. These provisions include the following:

•

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

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

•result in shares issued or transferred in violation of such restrictions being automatically transferred to a trust for acharitable beneficiary, resulting in the forfeiture of those shares.
•Our charter permits our board of directors to issue stock with terms that may discourage a third-party from acquiring
us.  Our board of directors may amend our charter without stockholder approval to increase the total number of
authorized shares of stock or the number of shares of any class or series and issue common or preferred stock having
preferences, conversion or other rights, voting powers, restrictions, limitations as to distributions, qualifications, or
terms or conditions of redemption as determined by our board. Thus, our board could authorize the issuance of stock
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•

Our charter and bylaws contain other possible anti-takeover provisions.  Our charter and bylaws contain other
provisions, including advance notice procedures for the introduction of business and the nomination of directors, that
may have the effect of delaying or preventing a change in control of us or the removal of existing directors and, as a
result, could prevent our stockholders from being paid a premium for their common stock over the then-prevailing
market price.
Maryland takeover statutes may prevent a change in control of us, and the market price of our common stock may be
lower as a result.
Maryland Control Share Acquisition Act. Maryland law provides that “control shares” of a corporation acquired in a
“control share acquisition” will have no voting rights except to the extent approved by a vote of two-thirds of the votes
eligible to be cast on the matter under the Maryland Control Share Acquisition Act. The act defines “control shares” as
voting shares of stock that, if aggregated with all other shares of stock owned by the acquirer or in respect of which
the acquirer is able to exercise or direct the exercise of voting power (except solely by virtue of a revocable proxy),
would entitle the acquirer to exercise voting power in electing directors within one of the following ranges of voting
power: one-tenth or more but less than one-third, one-third or more but less than a majority, or a majority or more of
all voting power. A “control share acquisition” means the acquisition of control shares, subject to specific exceptions.
If voting rights or control shares acquired in a control share acquisition are not approved at a stockholders' meeting or
if the acquiring person does not deliver an acquiring person statement as required by the Maryland Control Share
Acquisition Act then, subject to specific conditions and limitations, the issuer may redeem any or all of the control
shares for fair value. If voting rights of such control shares are approved at a stockholders' meeting and the acquirer
becomes entitled to vote a majority of the shares entitled to vote, all other stockholders may exercise appraisal rights.
Our bylaws contain a provision exempting acquisitions of our shares from the Maryland Control Share Acquisition
Act. However, our board of directors may amend our bylaws in the future to repeal this exemption.
Business combinations.  Under Maryland law, “business combinations” between a Maryland corporation and an
interested stockholder or an affiliate of an interested stockholder are prohibited for five years after the most recent date
on which the interested stockholder becomes an interested stockholder. These business combinations include a
merger, consolidation, share exchange or, in circumstances specified in the statute, an asset transfer or issuance or
reclassification of equity securities. An interested stockholder is defined as:
•any person who beneficially owns ten percent or more of the voting power of the corporation's shares; or

•
an affiliate or associate of the corporation who, at any time within the two-year period before the date in question, was
the beneficial owner of ten percent or more of the voting power of the then outstanding voting stock of the
corporation.
A person is not an interested stockholder under the statute if the board of directors approved in advance the transaction
by which such person otherwise would have become an interested stockholder. However, in approving a transaction,
the board of directors may provide that its approval is subject to compliance, at or after the time of approval, with any
terms and conditions determined by the board.
After the five-year prohibition, any business combination between the Maryland corporation and an interested
stockholder generally must be recommended by the board of directors of the corporation and approved by the
affirmative vote of at least:
•80% of the votes entitled to be cast by holders of outstanding shares of voting stock of the corporation; and

•
two-thirds of the votes entitled to be cast by holders of voting stock of the corporation other than shares held by the
interested stockholder with whom or with whose affiliate the business combination is to be effected or held by an
affiliate or associate of the interested stockholder.
These super-majority vote requirements do not apply if the corporation's common stockholders receive a minimum
price, as defined under Maryland law, for their shares in the form of cash or other consideration in the same form as
previously paid by the interested stockholder for its shares.
The statute permits exemptions from its provisions, including business combinations that are exempted by the board
of directors before the time that the interested stockholder becomes an interested stockholder.
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Our rights and the rights of our stockholders to take action against our directors and officers are limited, which could
limit your recourse in the event of actions not in your best interests.
Our charter limits the liability of our directors and officers to us and our stockholders for money damages, except for
liability resulting from:
•actual receipt of an improper benefit or profit in money, property or services; or

• a final judgment based upon a finding of active and deliberate dishonesty by the director or officer that was
material to the cause of action adjudicated.

In addition, our charter authorizes us to indemnify our present and former directors and officers for actions taken by
them in those capacities to the maximum extent permitted by Maryland law. Our bylaws require us to indemnify each
present or former director or officer, to the maximum extent permitted by Maryland law, in the defense of any
proceeding to which he or she is made, or threatened to be made, a party by reason of his or her service to us. In
addition, we may be obligated to fund the defense costs incurred by our directors and officers.
Our right to take action against the Manager is limited.
The obligation of the Manager under the management agreement is to render its services in good faith. It will not be
responsible for any action taken by our board of directors or investment committee in following or declining to follow
its advice and recommendations. Furthermore, as discussed above under “− Risks Related to Our Manager,” it will be
difficult and costly for us to terminate the management agreement without cause. In addition, we will indemnify the
Manager, Resource America and their officers and affiliates for any actions taken by them in good faith.
We have not established a minimum distribution payment level and we cannot assure you of our ability to make
distributions in the future. We may in the future use uninvested offering proceeds or borrowed funds to make
distributions.
We expect to make quarterly distributions to our stockholders in amounts such that we distribute all or substantially
all of our taxable income in each year, subject to certain adjustments. We have not established a minimum distribution
payment level, and our ability to make distributions may be impaired by the risk factors described in this report. All
distributions will be made at the discretion of our board of directors and will depend on our earnings, our financial
condition, maintenance of our REIT qualification and other factors as our board of directors may deem relevant from
time to time. We may not be able to make distributions in the future. In addition, some of our distributions may
include a return of capital. To the extent that we decide to make distributions in excess of our current and accumulated
taxable earnings and profits, such distributions would generally be considered a return of capital for federal income
tax purposes. A return of capital is not taxable, but it has the effect of reducing the holder's tax basis in its investment.
Although we currently do not expect that we will do so, we have in the past and may in the future also use proceeds
from any offering of our securities that we have not invested or borrowed funds to make distributions. If we use
uninvested offering proceeds to pay distributions in the future, we will have less funds available for investment and, as
a result, our earnings and cash available for distribution would be less than we might otherwise have realized had such
funds been invested. Similarly, if we borrow to fund distributions, our future interest costs would increase, thereby
reducing our future earnings and cash available for distribution from what they otherwise would have been.
Loss of our exclusion from regulation under the Investment Company Act would require significant changes in our
operations and could reduce the market price of our common stock and our ability to make distributions.
We rely on an exclusion from registration as an investment company afforded by Section 3(a)(1)(C) of the Investment
company Act of 1940, as amended, or the Investment Company Act. To qualify for this exclusion, we do not engage
in the business of investing, reinvesting, owning, holding, or trading securities and we do not own “investment
securities” with a value that exceeds 40% of the value of our total assets (exclusive of government securities and cash
items) on an unconsolidated basis. We may not be able to maintain such a mix of assets in the future, and attempts to
maintain such an asset mix may impair our ability to pursue otherwise attractive investments. In addition, these rules
are subject to change and such changes may have an adverse impact on us. We may need to avail ourselves of
alternative exclusions and exemptions which may require a change in the organizational structure of our business.
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Furthermore, as it relates to our investment in our real estate subsidiary, RCC Real Estate, we rely on an exclusion
from registration as an investment company afforded by Section 3(c)(5)(C) of the Investment Company Act. Given
the material size of RCC Real Estate relative to our 3(a)(1)(C) exclusion, were RCC Real Estate to be deemed to be an
investment company (other than by application of the Section 3(c)(1) exemption for closely held companies and the
Section 3(c)(7) exemption for companies owned by “qualified purchasers”), we would not qualify for our 3(a)(1)(C)
exclusion. Under the Section 3(c)(5)(C) exclusion, RCC Real Estate is required to maintain, on the basis of positions
taken by the SEC staff in interpretive and no-action letters, a minimum of 55% of the value of the total assets of its
portfolio in “mortgages and other liens on and interests in real estate,” which we refer to as Qualifying Interests, and a
minimum of 80% in Qualifying Interests and real estate-related assets, with the remainder permitted to be
miscellaneous assets. Because registration as an investment company would significantly affect RCC Real Estate's
ability to engage in certain transactions or to organize itself in the manner it is currently organized, we intend to
maintain its qualification for this exclusion from registration.
We treat of our investments in CMBS, B Notes and mezzanine loans as Qualifying Interests for purposes of
determining our eligibility for the exclusion provided by Section 3(c)(5) to the extent such treatment is consistent with
guidance provided by the SEC or its staff. In the absence of specific guidance or guidance that otherwise supports the
treatment of these investments as Qualifying Interests, we will treat them, for purposes of determining our eligibility
for the exclusion provided by Section 3(c)(5)(C), as real estate-related assets or miscellaneous assets, as appropriate.
The SEC staff has commenced an advance notice rulemaking initiative, indicating that it is reconsidering its
interpretive policy under Section 3(c)(5)(C) and whether to propose rules to define the basis for the exclusion. We
cannot predict the outcome of this reconsideration or potential rulemaking initiative and its impact on our ability to
rely on the exclusion.
If RCC Real Estate's portfolio does not comply with the requirements of the exclusion we rely upon, it could be forced
to alter its portfolio by selling or otherwise disposing of a substantial portion of the assets that are not Qualifying
Interests or by acquiring a significant position in assets that are Qualifying Interests. Altering its portfolio in this
manner may have an adverse effect on its investments if it is forced to dispose of or acquire assets in an unfavorable
market, and may adversely affect our stock price.
If it were established that we were an unregistered investment company, there would be a risk that we would be
subject to monetary penalties and injunctive relief in an action brought by the SEC, that we would be unable to
enforce contracts with third parties, that third parties could seek to obtain rescission of transactions undertaken during
the period it was established that we were an unregistered investment company, and that we would be subject to
limitations on corporate leverage that would have an adverse impact on our investment returns.
Rapid changes in the values of our real-estate related investments may make it more difficult for us to maintain our
qualification as a REIT or exclusion from regulation under the Investment Company Act.
If the market value or income potential of our real estate-related investments declines as a result of current economic
conditions, increased interest rates, prepayment rates or other factors, we may need to increase our real estate-related
investments and income and/or liquidate our non-qualifying assets in order to maintain our REIT qualification or
exclusion from registration under the Investment Company Act. If the decline in real estate asset values and/or income
occurs quickly, this may be especially difficult to accomplish. This difficulty may be exacerbated by the illiquid
nature of many of our non-real estate assets. We may have to make investment decisions that we otherwise would not
make absent REIT qualification and Investment Company Act considerations.
Tax Risks
Complying with REIT requirements may cause us to forgo otherwise attractive opportunities.
To qualify as a REIT for federal income tax purposes, we must continually satisfy various tests regarding the sources
of our income, the nature and diversification of our assets, the amounts we distribute to our stockholders and the
ownership of our common stock. In order to meet these tests, we may be required to forgo investments we might
otherwise make. Thus, compliance with the REIT requirements may hinder our investment performance.
In particular, at least 75% of our assets at the end of each calendar quarter must consist of real estate assets,
government securities, cash and cash items. For this purpose, “real estate assets” generally include interests in real
property, such as land, buildings, leasehold interests in real property, stock of other entities that qualify as REITs,
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Certain of the assets that we hold or intend to hold, including interests in CDOs or corporate leveraged loans, are not
qualified and will not be qualified real estate assets for purposes of the REIT asset tests. ABS-RMBS and CMBS
securities should generally qualify as real estate assets. However, to the extent that we own non-REMIC collateralized
mortgage obligations or other debt instruments secured by mortgage loans (rather than by real property) or secured by
non-real estate assets, or debt securities that are not secured by mortgages on real property, those securities are likely
not qualifying real estate assets for purposes of the REIT asset test, and will not produce qualifying real estate income.
Further, whether securities held by warehouse lenders or financed using repurchase agreements are treated as
qualifying assets or as generating qualifying real estate income for purposes of the REIT asset and income tests
depends on the terms of the warehouse or repurchase financing arrangement.
We generally will be treated as the owner of any assets that collateralize CDO transactions to the extent that we retain
all of the equity of the securitization vehicle and do not make an election to treat such securitization vehicle as a TRS,
as described in further detail below. It may be possible to reduce the impact of the REIT asset and gross income
requirements by holding certain assets through our TRSs, subject to certain limitations as described below.
Our qualification as a REIT and exemption from U.S. federal income tax with respect to certain assets may depend on
the accuracy of legal opinions or advice rendered or given or statements by the issuers of securities in which we
invest, and the inaccuracy of any such opinions, advice or statements may adversely affect our REIT qualification and
result in significant corporate level tax.
When purchasing securities, we have relied and may rely on opinions or advice of counsel for the issuer of such
securities, or statements, made in related offering documents, for purposes of determining whether such securities
represent debt or equity securities for U.S. federal income tax purposes, and also to what extent those securities
constitute REIT real estate assets for purposes of the REIT asset tests and produce income which qualifies under the
75% REIT gross income test. In addition, when purchasing CDO equity, we have relied and may rely on opinions or
advice of counsel regarding the qualification of interests in the debt of such CDOs for U.S. federal income tax
purposes. The inaccuracy of any such opinions, advice or statements may adversely affect our REIT qualification and
result in significant corporate-level tax.
We may realize excess inclusion income that would increase our tax liability and that of our stockholders.
If we realize excess inclusion income and allocate it to stockholders, this income cannot be offset by net operating
losses of the stockholders. If the stockholder is a tax-exempt entity, then this income would be fully taxable as
unrelated business taxable income under Section 512 of the Internal Revenue Code. If the stockholder is a foreign
person, it would be subject to federal income tax withholding on this income without reduction or exemption pursuant
to any otherwise applicable income tax treaty.
Excess inclusion income could result if we hold a residual interest in a REMIC. Excess inclusion income also could be
generated if we issue debt obligations, such as certain CDOs, with two or more maturities and the terms of the
payments on these obligations bore a relationship to the payments that we received on our mortgage related securities
securing those debt obligations, i.e., if we were to own an interest in a taxable mortgage pool. While we do not expect
to acquire significant amounts of residual interests in REMICs, we do own residual interests in taxable mortgage
pools, which means that we will likely generate significant amounts of excess inclusion income.
If we realize excess inclusion income, we will be taxed at the highest corporate income tax rate on a portion of such
income that is allocable to the percentage of our stock held in record name by “disqualified organizations,” which are
generally cooperatives, governmental entities and tax-exempt organizations that are exempt from unrelated business
taxable income. To the extent that our stock owned by “disqualified organizations” is held in record name by a
broker/dealer or other nominee, the broker/dealer or other nominee would be liable for the corporate level tax on the
portion of our excess inclusion income allocable to the stock held by the broker/dealer or other nominee on behalf of
“disqualified organizations.” We expect that disqualified organizations will own our stock. Because this tax would be
imposed on us, all of our investors, including investors that are not disqualified organizations, would bear a portion of
the tax cost associated with the classification of us or a portion of our assets as a taxable mortgage pool. A regulated
investment company or other pass through entity owning stock in record name will be subject to tax at the highest
corporate rate on any excess inclusion income allocated to its owners that are disqualified organizations. Finally, if we
fail to qualify as a REIT, our taxable mortgage pool securitizations will be treated as separate corporations, for federal
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Failure to qualify as a REIT would subject us to federal income tax, which would reduce the cash available for
distribution to our stockholders.
We believe that we have been organized and operated in a manner that has enabled us to qualify as a REIT for federal
income tax purposes commencing with our taxable year ended on December 31, 2005. However, the federal income
tax laws governing REITs are extremely complex, and interpretations of the federal income tax laws governing
qualification as a REIT are limited. Qualifying as a REIT requires us to meet various tests regarding the nature of our
assets and our income, the ownership of our outstanding stock, and the amount of our distributions on an ongoing
basis.
If we fail to qualify as a REIT in any calendar year and we do not qualify for certain statutory relief provisions, we
will be subject to federal income tax, including any applicable alternative minimum tax on our taxable income, at
regular corporate rates. Distributions to stockholders would not be deductible in computing our taxable income.
Corporate tax liability would reduce the amount of cash available for distribution to our stockholders. Under some
circumstances, we might need to borrow money or sell assets in order to pay that tax. Furthermore, if we fail to
maintain our qualification as a REIT and we do not qualify for the statutory relief provisions, we no longer would be
required to distribute substantially all of our REIT taxable income, determined without regard to the dividends paid
deduction and not including net capital gains, to our stockholders. Unless our failure to qualify as a REIT was excused
under federal tax laws, we could not re-elect to qualify as a REIT until the fifth calendar year following the year in
which we failed to qualify. In addition, if we fail to qualify as a REIT, our taxable mortgage pool securitizations will
be treated as separate corporations for U.S. federal income tax purposes.
Failure to make required distributions would subject us to tax, which would reduce the cash available for distribution
to our stockholders.
In order to qualify as a REIT, in each calendar year we must distribute to our stockholders at least 90% of our REIT
taxable income, determined without regard to the deduction for dividends paid and excluding net capital gain. To the
extent that we satisfy the 90% distribution requirement, but distribute less than 100% of our taxable income, we will
be subject to federal corporate income tax on our undistributed income. In addition, we will incur a 4% nondeductible
excise tax on the amount, if any, by which our distributions in any calendar year are less than the sum of:
•85% of our ordinary income for that year;
•95% of our capital gain net income for that year; and
•100% our undistributed taxable income from prior years.
We intend to make distributions to our stockholders in a manner intended to satisfy the 90% distribution requirement
and to distribute all or substantially all of our net taxable income to avoid both corporate income tax and the 4%
nondeductible excise tax. There is no requirement that a domestic TRS distribute its after-tax net income to its parent
REIT or their stockholders and our U.S. TRSs may determine not to make any distributions to us. However, non-U.S.
TRSs, such as Apidos CDO I, Apidos CDO III, Apidos Cinco CDO, and Apidos CLO VIII, which we discuss in
“Management's Discussion and Analysis of Financial Conditions and Results of Operations,” will generally be deemed
to distribute their earnings to us on an annual basis for federal income tax purposes, regardless of whether such TRSs
actually distribute their earnings.-
Our taxable income may substantially exceed our net income as determined by GAAP because, for example, realized
capital losses will be deducted in determining our GAAP net income but may not be deductible in computing our
taxable income. In addition, we may invest in assets that generate taxable income in excess of economic income or in
advance of the corresponding cash flow from the assets, referred to as phantom income. Although some types of
phantom income are excluded to the extent they exceed 5% of our REIT taxable income in determining the 90%
distribution requirement, we will incur corporate income tax and the 4% nondeductible excise tax with respect to any
phantom income items if we do not distribute those items on an annual basis. As a result, we may generate less cash
flow than taxable income in a particular year. In that event, we may be required to use cash reserves, incur debt, or
liquidate non-cash assets at rates or times that we regard as unfavorable in order to satisfy the distribution requirement
and to avoid corporate income tax and the 4% nondeductible excise tax in that year.
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If we make distributions in excess of our current and accumulated earnings and profits, they will be treated as a return
of capital, which will reduce the adjusted basis of your stock. To the extent such distributions exceed your adjusted
basis, you may recognize a capital gain.
Unless you are a tax-exempt entity, distributions that we make to you generally will be subject to tax as ordinary
income to the extent of our current and accumulated earnings and profits as determined for federal income tax
purposes. If the amount we distribute to you exceeds your allocable share of our current and accumulated earnings and
profits, the excess will be treated as a return of capital to the extent of your adjusted basis in your stock, which will
reduce your basis in your stock but will not be subject to tax. To the extent the amount we distribute to you exceeds
both your allocable share of our current and accumulated earnings and profits and your adjusted basis, this excess
amount will be treated as a gain from the sale or exchange of a capital asset. For risks related to the use of uninvested
offering proceeds or borrowings to fund distributions to stockholders, see “− Risks Related to Our Organization and
Structure − We have not established a minimum distribution payment level and we cannot assure you of our ability to
make distributions in the future.”
Our ownership of and relationship with our TRSs will be limited and a failure to comply with the limits would
jeopardize our REIT qualification and may result in the application of a 100% excise tax.
A REIT may own up to 100% of the securities of one or more TRSs. A TRS may earn specified types of income or
hold specified assets that would not be qualifying income or assets if earned or held directly by the parent REIT. Both
the subsidiary and the REIT must jointly elect to treat the subsidiary as a TRS. A corporation of which a TRS directly
or indirectly owns more than 35% of the voting power or value of the stock will automatically be treated as a TRS.
Overall, no more than 25% (20% for our 2009 and prior taxable years) of the value of a REIT's assets may consist of
stock or securities of one or more TRSs. A TRS will pay federal, state and local income tax at regular corporate rates
on any income that it earns, whether or not it distributes that income to us. In addition, the TRS rules limit the
deductibility of interest paid or accrued by a TRS to its parent REIT to assure that the TRS is subject to an appropriate
level of corporate taxation. The rules also impose a 100% excise tax on certain transactions between a TRS and its
parent REIT that are not conducted on an arm's-length basis.
Resource TRS, Resource TRS II, Resource TRS III, Resource TRS IV, and Resource TRS V will pay federal, state
and local income tax on its taxable income, and its after-tax net income is available for distribution to us but is not
required to be distributed to us. Income that is not distributed to us by our U.S. TRSs will not be subject to the REIT
90% distribution requirement and therefore will not be available for distributions to our stockholders. We anticipate
that the aggregate value of the securities we hold in our TRSs will be less than 25% of the value of our total assets,
including our TRS securities. We will monitor the compliance of our investments in TRSs with the rules relating to
value of assets and transactions not on an arm's-length basis. We cannot assure you, however, that we will be able to
comply with such rules.
Complying with REIT requirements may limit our ability to hedge effectively.
The REIT provisions of the Internal Revenue Code substantially limit our ability to hedge MBS and related
borrowings. Under these provisions, our annual gross income from qualifying and non-qualifying hedges of our
borrowings, together with any other income not generated from qualifying real estate assets, cannot exceed 25% of
our gross income. In addition, our aggregate gross income from non-qualifying hedges, fees and certain other
non-qualifying sources cannot exceed 5% of our annual gross income determined without regard to income from
qualifying hedges. As a result, we might have to limit our use of advantageous hedging techniques or implement those
hedges through Resource TRS. This could increase the cost of our hedging activities or expose us to greater risks
associated with changes in interest rates than we would otherwise want to bear.
The tax on prohibited transactions will limit our ability to engage in transactions, including certain methods of
securitizing mortgage loans, that would be treated as sales for federal income tax purposes.
A REIT's net income from prohibited transactions is subject to a 100% tax. In general, prohibited transactions are
sales or other dispositions of property, other than foreclosure property, but including mortgage loans, held primarily
for sale to customers in the ordinary course of business. We might be subject to this tax if we were able to sell or
securitize loans in a manner that was treated as a sale of the loans for federal income tax purposes. Therefore, in order
to avoid the prohibited transactions tax, we may choose not to engage in certain sales of loans and may limit the
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Tax law changes could depress the market price of our common stock.
The federal income tax laws governing REITs or the administrative interpretations of those laws may be amended at
any time. We cannot predict when or if any new federal income tax law or administrative interpretation, or any
amendment to any existing federal income tax law or administrative interpretation, will become effective and any such
law or interpretation may take effect retroactively. Tax law changes could depress our stock price or restrict our
operations.
Dividends paid by REITs do not qualify for the reduced tax rates provided for under current law.
Dividends paid by REITs are generally not eligible for the reduced 15% maximum tax rate for dividends paid to
individuals(20% for those with taxable income above $400,000 (if single) or $450,000 (if married and filing jointly)
under current law. The more favorable rates applicable to regular corporate dividends could cause stockholders who
are individuals to perceive investments in REITs to be relatively less attractive than investments in the stock of
non-REIT corporations that pay dividends to which more favorable rates apply, which could reduce the value of the
stocks of REITs. For 2013 and subsequent years, dividends from REITs as well as regular corporate dividends will
also be subject to a 3.8% Medicare surtax for taxpayers with modified adjusted gross income above $200,000 (if
single) or $250,000 (if married and filing jointly).
We may lose our REIT qualification or be subject to a penalty tax if the Internal Revenue Service successfully
challenges our characterization of income inclusions from our foreign TRSs.
We likely will be required to include in our income, even without the receipt of actual distributions, earnings from our
foreign TRSs, including from our current and contemplated equity investments in CDOs, such as our investment in
Apidos CDO I, Apidos CDO III, Apidos Cinco CDO, and Apidos CLO VIII. We intend to treat certain of these
income inclusions as qualifying income for purposes of the 95% gross income test applicable to REITs but not for
purposes of the REIT 75% gross income test. The provisions that set forth what income is qualifying income for
purposes of the 95% gross income test provide that gross income derived from dividends, interest and other
enumerated classes of passive income qualify for purposes of the 95% gross income test. Income inclusions from
equity investments in our foreign TRSs are technically neither dividends nor any of the other enumerated categories of
income specified in the 95% gross income test for U.S. federal income tax purposes, and there is no clear precedent
with respect to the qualification of such income for purposes of the REIT gross income tests. However, based on
advice of counsel, we intend to treat such income inclusions, to the extent distributed by a foreign TRS in the year
accrued, as qualifying income for purposes of the 95% gross income test. In addition, in 2011, the IRS issued a private
letter ruling to a REIT reaching a result consistent with our treatment. Nevertheless, because this income does not
meet the literal requirements of the REIT provisions, it is possible that the IRS could successfully take the position
that it is not qualifying income. In the event that it was determined not to qualify for the 95% gross income test, we
would be subject to a penalty tax with respect to the income to the extent it and other nonqualifying income exceeds
5% of our gross income and/or we could fail to qualify as a REIT. See “Federal Income Tax Consequences of Our
Qualification as a REIT.” In addition, if such income was determined not to qualify for the 95% gross income test, we
would need to invest in sufficient qualifying assets, or sell some of our interests in our foreign TRSs to ensure that the
income recognized by us from our foreign TRSs or such other corporations does not exceed 5% of our gross income,
or cease to qualify as a REIT.
We may lose our REIT qualification or be subject to a penalty tax if we modify mortgage loans or acquired distressed
debt in a way that causes us to fail our REIT gross income or asset taxes.
Many of the terms of our mortgage loans, mezzanine loans and B-notes and the loans supporting our MBS have been
modified and may in the future be modified to avoid foreclosure actions and for other reasons. If the terms of the loan
are modified in a manner constituting a “significant modification,” such modification triggers a deemed exchange for tax
purposes of the original loan for the modified loan. In Revenue Procedure 2011-16, the IRS addressed the treatment of
modified mortgage loans and distressed debt for purposes of the REIT gross income and asset tests. Under existing
Treasury Regulations, if a loan is secured by real property and other property and the highest principal amount of the
loan outstanding during a taxable year exceeds the fair market value of the real property securing the loan as of (1) the
date we agreed to acquire or originate the loan or (2) in the event of certain significant modifications, the date we
modified the loan, then a portion of the interest income from such a loan will not be qualifying income for purposes of
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is not entirely clear, a portion of the loan may not be treated as a qualifying “real estate asset” for purposes of the 75%
asset test. The non-qualifying portion of such a loan would be subject to, among other requirements, the 10% value
test.
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Revenue Procedure 2011-16 provides a safe harbor pursuant to which we will not be required to redetermine the fair
market value of the real property securing a loan for purposes of the REIT gross income and asset tests in connection
with a loan modification that is: (1) occasioned by a borrower default; or (2) made at a time when we reasonably
believe that the modification to the loan will substantially reduce a significant risk of default on the original loan. No
assurance can be provided all of our loan modifications have or will qualify for the safe harbor in Revenue Procedure
2011-16. To the extent we significantly modify loans in a manner that does not qualify for that safe harbor, we will be
required to redetermine the value of the real property securing the loan at the time it was significantly modified. In
determining the value of the real property securing such a loan, we generally will not obtain third party appraisals, but
rather will rely on internal valuations. No assurance can be provided that the IRS will not successfully challenge our
internal valuations. If the terms of our mortgage loans, mezzanine loans and B-Notes and loans supporting our
mortgage backed securities are significantly modified in a manner that does not qualify for the safe harbor in Revenue
Procedure 2011-16 and the fair market value of the real property securing such loans has decreased significantly, we
could fail the 75% gross income test, the 75% asset test and/or the 10% value test. Unless we qualified for relief under
certain cure provisions in the Code, such failures could cause us to fail to qualify as a REIT.
We and our subsidiaries have and may invest in future acquire distressed debt, including distressed mortgage loans,
mezzanine loans, B-Notes and MBS. Revenue Procedure 2011-16 provides that the IRS will treat a distressed
mortgage loan acquired by a REIT that is secured by real property and other property as producing in part
non-qualifying income for the 75% gross income test. Specifically, Revenue Procedure 2011-16 indicates that interest
income on a loan will be treated as qualifying income based on the ratio of (1) the fair market value of the real
property securing the loan determined as of the date the REIT committed to acquire the loan and (2) the face amount
of the loan (and not the purchase price or current value of the loan). The face amount of a distressed mortgage loan
and other distressed debt will typically exceed the fair market value of the real property securing the debt on the date
the REIT commits to acquire the debt. We believe that we will continue to invest in distressed debt in a manner
consistent with complying with the 75% gross income test and maintaining our qualification as a REIT.
Revenue Procedure 2011-16 provides a safe harbor pursuant to which we will not be required to redetermine the fair
market value of the real property securing a loan for purposes of the REIT gross income and asset tests in connection
with a loan modification that is: (1) occasioned by a borrower default; or (2) made at a time when we reasonably
believe that the modification to the loan will substantially reduce a significant risk of default on the original loan. No
assurance can be provided that all of the loan modifications have or will be qualify for the safe harbor in Revenue
Procedure 2011-16. To the extent we significantly modify loans in a manner that does not qualify for that safe harbor,
we will be required to redetermine the value of the real property securing the loan at the time it was significantly
modified. In determining the value of the real property securing such a loan, we generally will not obtain third party
appraisals, but rather will rely on internal valuations. No assurance can be provided that the IRS will not successfully
challenge our internal valuations. If the terms of our mortgage loans, mezzanine loans and B-Notes and loans
supporting our MBS are significantly modified in a manner that does not qualify for the safe harbor in Revenue
Procedure 2011-16 and the fair market value of the real property securing such loans has decreased significantly, we
could fail the 75% gross income test, the 75% asset test and/or the 10% value test. Unless we qualified for relief under
certain cure provisions in the Code, such failures could cause us to fail to qualify as a REIT.
The failure of a loan subject to a repurchase agreement or a mezzanine loan to qualify as a real estate asset would
adversely affect our ability to qualify as a REIT.
We have entered into and we intend to continue to enter into sale and repurchase agreements under which we
nominally sell certain of our loan assets to a counterparty and simultaneously enter into an agreement to repurchase
the sold assets. We believe that we have been and will be treated for U.S. federal income tax purposes as the owner of
the loan assets that are the subject of any such agreement notwithstanding that the agreement may transfer record
ownership of the assets to the counterparty during the term of the agreement. It is possible, however, that the IRS
could assert that we did not own the loan assets during the term of the sale and repurchase agreement, in which case
we could fail to qualify as a REIT.
In addition, we have acquired and will continue to acquire mezzanine loans, which are loans secured by equity interest
in a partnership or limited liability company that directly or indirectly owns real property. In Revenue Procedure
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2003-65, the IRS provided a safe harbor pursuant to which a mezzanine loan, if it meets each of the requirements
contained in the Revenue Procedure, will be treated by the IRS as a real estate asset for purposes of the REIT asset
tests, and interest derived from the mezzanine loan will be treated as qualifying mortgage interest for purposes of the
REIT 75% income test. Although the Revenue Procedure provides a safe harbor on which taxpayers may rely, it does
not prescribe rules of substantive tax law. We have acquired and will continue to acquire mezzanine loans that may
not meet all of the requirements for reliance on this safe harbor. In the event we own a mezzanine loan that does not
meet the safe harbor, the IRS could challenge the loan's treatment as a real estate asset for purposes of the REIT asset
and income tests, and if the challenge were sustained, we could fail to qualify as a REIT.
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ITEM 1B.    UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
Philadelphia, Pennsylvania:
We maintain offices through our Manager.  Our Manager maintains executive and corporate offices at One Crescent
Drive in the Philadelphia Navy Yard, Philadelphia, Pennsylvania, under a lease for 13,484 square feet that expires in
May 2019.  Certain of its financial fund management and real estate operations are also located in these offices and at
another office building at One Commerce Square, 2005 Market Street, Philadelphia, Pennsylvania.  The  One
Commerce Square lease, for 59,448 square feet, expires in August 2013 and will not be renewed.
In addition, our Manager leases 21,554 square feet of office space at 1845 Walnut Street, Philadelphia, Pennsylvania,
which is primarily sublet to Atlas Energy, L.P., an affiliated entity of the Manager.  This lease, which expires in May
2013 and will not be renewed, is in an office building in which the Manager owns a 5% equity interest. In October
2012, our Manager signed a ten-year lease which will commence in August 2013 for 28,930 square feet in another
area of the building.
New York, New York:
Our Manager maintains additional executive offices in a 12,930 square foot location at 712 5th Avenue, New York,
New York under a lease agreement that expires in July 2020.  A portion of this office space is sublet to The Bancorp,
Inc., an affiliated entity of our Manager.

ITEM 3. LEGAL PROCEEDINGS
We are not a party to any material legal proceedings.

ITEM 4.MINE SAFETY DISCLOSURES
Not applicable.
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PART II

ITEM 5
.

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

Market Information
Our common stock has been listed on the New York Stock Exchange under the symbol “RSO” since our initial public
offering in February 2006. The following table sets forth for the indicated periods the high and low prices for our
common stock, as reported on the New York Stock Exchange, and the dividends declared and paid during our past
two fiscal years:

High Low Dividends
Declared

December 31, 2012
Fourth Quarter $6.13 $5.36    $0.20 (1)
Third Quarter $6.28 $5.27 $0.20
Second Quarter $5.55 $5.09 $0.20
First Quarter $5.99 $5.39 $0.20

December 31, 2011
Fourth Quarter $6.08 $4.55 $0.25
Third Quarter $6.46 $4.54 $0.25
Second Quarter $6.78 $6.17 $0.25
First Quarter $7.60 $6.59 $0.25
_____________

(1)We distributed a regular dividend of $0.20 on January 28, 2013, to stockholders of record as of December 31,
2012.

We are organized and conduct our operations to qualify as a REIT, which requires that we distribute at least 90% of
our REIT taxable income. Therefore, we intend to continue to declare quarterly distributions on our common stock.
No assurance, however, can be given as to the amounts or timing of future distributions as such distributions are
subject to our earnings, financial condition, capital requirements and such other factors as our board of directors
deems relevant.
As of March 8, 2013, there were 108,034,955 common shares outstanding held by 450 persons of record.
See Item 12 - “Security Ownerships of Certain Beneficial Owners and Management and Related Stockholder Matters”
for information relating to securities authorized for issuance under our equity compensation plans.

Our 8.50% Series A Cumulative Redeemable Preferred Shares, or Series A Preferred Shares, are listed on the NYSE
and traded under the symbol “RSOPrA.” The Series A Preferred Shares were issued in the second and third quarter of
2012. We declared a dividend per share of $0.27153 on the Series A Preferred Shares for the second quarter of 2012,
representing the pro ration of the specified quarterly dividend for the quarter for the period during which the Series A
Preferred Shares were outstanding in the quarter. In each subsequent quarter, we have declared and paid the specified
dividend per share of $0.53125. No dividends are currently in arrears on the Series A Preferred Shares.

Our 8.25% Series B Cumulative Redeemable Preferred Shares, or Series B Preferred Shares, are listed on the NYSE
and traded under the symbol “RSOPrB.” The Series B Preferred Shares were issued in the third and fourth quarter of
2012. We declared a dividend per share of $0.16042 on the Series B Preferred Shares for the third quarter of 2012
representing the pro ration of the specified dividend for the quarter for the period during which the Series B Preferred
Shares were outstanding in the quarter. In each subsequent quarter, we have declared and paid the specified dividend
per share of $0.515625. No dividends are currently in arrears on the Series B Preferred Shares.
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Recent Sales of Unregistered Securities
In accordance with the provisions of the management agreement, on April 30, 2012, July 31, 2012 and October 31,
2012 we issued 28,252, 83,776 and 34,506 shares of common stock, respectively, to our Manager. These shares
represented 25% of the Manager's quarterly incentive compensation fee that accrued for the three months ended
March 31, 2012, for the three months ended June 30, 2012 and for the three months ended September 30, 2012,
respectively. The issuance of these shares was exempt from the registration requirements of the Securities Act
pursuant to Section 4(2) thereof.
Performance Graph
The following line graph presentation compares cumulative total shareholder returns of our common stock with the
Russell 2000 Index and the NAREIT All REIT Index for the period from February 10, 2006 to December 31, 2012.
The graph and table assume that $100 was invested in each of our common stock, the Russell 2000 Index and the
NAREIT All REIT Index on December 31, 2007, and that all dividends were reinvested. This data was furnished by
the Research Data Group.
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ITEM 6 . SELECTED FINANCIAL DATA

SELECTED CONSOLIDATED FINANCIAL INFORMATION OF
RESOURCE CAPITAL CORP AND SUBSIDIARIES

The following selected financial and operating information should be read in conjunction with Item 7 - “Management's
Discussion and Analysis of Financial Condition and Results of Operations” and our financial statements, including the
notes, included elsewhere herein (in thousands, except share data).

As of and for the Years Ended December 31,
2012 2011 2010 2009 2008

Consolidated Statement of Operations Data:
REVENUES:
Interest income $133,330 $109,874 $103,911 $97,593 $134,341
Interest expense 42,792 32,186 36,466 45,427 79,619
Net interest income 90,538 77,688 67,445 52,166 54,722
Other revenues 5,156 11,162 330 85 115
Rental Income 11,463 3,656 35 — —
Net realized gain on sales of investment
securities available-for-sale and loans 4,106 2,643 4,821 1,890 (1,637 )

Net realized and unrealized gain on investment
securities, trading 12,435 837 14,791 — —

Total revenues 123,698 95,986 87,422 54,141 53,200

OPERATING EXPENSES 78,452 62,139 102,733 90,913 58,598

45,246 33,847 (15,311 ) (36,772 ) (5,398 )
OTHER REVENUE (EXPENSE)
Gain on consolidation 2,498 — — — —
Gain on the extinguishment of debt 16,699 3,875 34,610 44,546 1,750
Gain on the settlement of loan — — — — 574
Other expenses — (6 ) 148 (1,435 ) —
Total other revenue (expense) 19,197 3,869 34,758 43,111 2,324
NET INCOME (LOSS) $64,443 $37,716 $19,447 $6,339 $(3,074 )
NET INCOME (LOSS) ALLOCABLE TO
COMMON SHARES $63,199 $37,716 $19,447 $6,339 $(3,074 )

Consolidated Balance Sheet Data:
Cash and cash equivalents $85,278 $43,116 $29,488 $51,991 $14,583
Restricted cash 94,112 142,806 168,192 85,125 60,394
Investment securities trading 24,843 38,673 17,723 — —
Investment securities available-for-sale,
pledged as
collateral, at fair value

195,200 136,188 57,998 39,304 22,466

Investment securities available-for-sale, at fair
value 36,390 4,678 5,962 5,238 6,794

Investment securities held-to-maturity, pledged
as
collateral

— — 29,036 31,401 28,157

Investment in real estate 75,386 48,027 — — —
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Loans, pledged as collateral and net of
allowances of $17.7 million, $27.5 million,
$34.2 million, $47.1 million and $43.9 million

1,793,780 1,772,063 1,443,271 1,557,757 1,684,622

Loans held for sale 48,894 3,154 28,593 8,050 −
Investments in unconsolidated entities 45,413 47,899 6,791 3,605 1,548
Intangible assets 13,192 19,813 — — —
Total assets 2,478,251 2,284,724 1,934,200 1,791,404 1,936,031
Borrowings 1,785,600 1,794,083 1,543,251 1,534,874 1,699,763
Total liabilities 1,864,906 1,855,034 1,585,874 1,562,574 1,749,726
Total stockholders' equity 613,345 429,690 348,326 228,830 186,305

(Back to Index)
40

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

69



(Back to Index)

As of and for the Years Ended December 31,
2012 2011 2010 2009 2008

Per Share Data:
Dividends declared per common share $0.80 $1.00 $1.00 $1.15 $1.60
Net income (loss) per share - basic $0.71 $0.54 $0.41 $0.25 $(0.12 )
Net income (loss) per share − diluted $0.71 $0.53 $0.41 $0.25 $(0.12 )

Weighted average number of shares
outstanding - basic 88,410,272 70,410,131 47,715,082 25,205,403 24,757,386

Weighted average number of shares
outstanding - diluted 89,284,488 70,809,088 47,907,281 25,355,821 24,757,386
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ITEM 7 .MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OFOPERATIONS
The following discussion provides information to assist you in understanding our financial condition and results of
operations.  This discussion should be read in conjunction with our consolidated financial statements and related notes
appearing elsewhere in this report.  This discussion contains forward-looking statements.  Actual results could differ
materially from those expressed in or implied by those forward-looking statements.  Please see “Forward-Looking
Statements” and “Risk Factors” in this Annual Report on Form 10-K for the year ended December 31, 2012 for a
discussion of certain risks, uncertainties and assumptions associated with those statements.
We are a specialty finance company that focuses primarily on commercial real estate and commercial finance.  We are
organized and conduct our operations to qualify as a real estate investment trust, or REIT, under Subchapter M of the
Internal Revenue Code of 1986, as amended.  Our objective is to provide our stockholders with total returns over time,
including quarterly distributions and capital appreciation, while seeking to manage the risks associated with our
investment strategy.  We invest in a combination of real estate-related assets and, to a lesser extent, higher-yielding
commercial finance assets.  We have financed a substantial portion of our portfolio investments through borrowing
strategies seeking to match the maturities and repricing dates of our financings with the maturities and repricing dates
of those investments, and have sought to mitigate interest rate risk through derivative instruments.
We are externally managed by Resource Capital Manager, Inc., or the Manager, a wholly-owned indirect subsidiary of
Resource America, Inc. (NASDAQ: REXI), or Resource America, a specialized asset management company that uses
industry-specific expertise to evaluate, originate, service and manage investment opportunities through its commercial
real estate, commercial finance and financial fund management operating segments.  As of December 31, 2012,
Resource America managed approximately $15.3 billion of assets in these sectors.  To provide its services, the
Manager draws upon Resource America, its management team and their collective investment experience.
We generate our income primarily from the spread between the revenues we receive from our assets and the cost to
finance the purchase of those assets, from management of assets and from hedging interest rate risks.  We generate
revenues from the interest and fees we earn on our whole loans, A notes, B notes, mezzanine debt, commercial
mortgage-backed securities, or CMBS, bank loans, other asset-backed securities, or ABS, and structured note
investments.  We also generate revenues from the rental and other income from real properties we own, from
management of externally originated bank loans and from our investment in an equipment leasing
business.  Historically, we have used a substantial amount of leverage to enhance our returns and we have financed
each of our different asset classes with different degrees of leverage.  The cost of borrowings to finance our
investments is a significant part of our expenses.  Our net income depends on our ability to control these expenses
relative to our revenue.  In our bank loan, CMBS and ABS portfolios, we historically have used warehouse facilities
as a short-term financing source and CDOs and, to a lesser extent, other term financing as long-term financing
sources.  In our commercial real estate loan portfolio, we historically have used repurchase agreements as a short-term
financing source, and CDOs and, to a lesser extent, other term financing as long-term financing sources.  Our other
term financing has consisted of long-term match-funded financing provided through long-term bank financing and
asset-backed financing programs, depending upon market conditions and credit availability.
During 2011 and 2012, the economic environment became more positive in the United States which has resulted in
several positive operating developments for us. Our ability to access the capital markets improved, as we have sold
$73.0 million of common stock through our dividend reinvestment and stock purchase plan and obtained $55.6
million additional capital through a follow-on offering of common stock in September 2012. In addition, we
supplemented our common equity capital raises with issuances of preferred stock in 2012. First, in June 2012 we sold
$6.0 million 8.5% Series A cumulative preferred shares, or Series A. We also entered into an at-the-market sales
agreement and sold $9.8 million of Series A through December 31, 2012. In October 2012, we issued $24.2 million of
8.25% Series B preferred shares, or Series B. We also entered into an at-the-market sales agreement and sold $17.9
million of Series B through February 28, 2013. This brought our total equity raised through our capital market efforts
to $170.5 million, after underwriting commissions and other expenses related to these efforts.
Beginning in 2011, we also began to see a loosening of the credit markets and were able to take advantage of the
situation by establishing several new financing arrangements, a trend that continued in 2012 when we closed two
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financing facilities totaling $250.0 million with Wells Fargo Bank.  We continue to engage in discussions with
potential financing sources about providing commercial real estate term financing to augment and cautiously grow our
loan and security portfolio. We have expanded our borrowings with the use of term and additional repurchase
agreements used primarily to finance newly underwritten commercial real estate loans and the purchase of highly
rated CMBS.   We anticipate replacing these short-term borrowings with longer term financing in the form of
securitization borrowings as that market becomes more accessible and affordable to us.  We expect to be able to grow
our portfolio to a critical amount required to begin exploring these opportunities during 2013. We caution investors
that even as credit through these markets becomes more available, we may not be able to obtain economically
favorable terms.
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Also during 2012, we saw the credit quality in our portfolio stabilize which resulted in decreases in provisions for loan
losses and asset impairments on a combined basis when compared to the combined amount for 2011 ($16.8 million in
2012 from $20.8 million in 2011).  We also saw a marked improvement in other comprehensive income with respect
to our available for sale securities portfolio and interest rate derivatives  (to a loss of $27.1 million at December 31,
2012 from a loss of $46.3 million at December 31, 2011).  While we believe we have appropriately valued the assets
in our investment portfolio at December 31, 2012, we cannot assure you that further impairments will not occur or that
our assets will otherwise not be adversely affected by market conditions.
In terms of our investments and investment portfolio growth, we continued to see increased opportunities to deploy
our capital. Beginning in October 2010 through December 31, 2012, we have underwritten 26 new CRE loans for a
total of $314.8 million, most of which were financed by using capital recycled through our two real estate CDO
securitizations.  We also purchased 31 newly underwritten CMBS for $119.2 million beginning in February 2011
through December 31, 2012, all of which were financed with a Wells Fargo facility. We also purchased eight CMBS
bonds for $34.5 million that were financed by our two CRE CDOs beginning in February 2011 through December 31,
2012. In addition, we purchased four CMBS bonds for $19.7 million that were financed by short-term repurchase
agreements and also purchased nine CMBS bonds for $43.5 million where no debt financing sources were utilized.
We have used recycled capital in our bank loan CLO structures to make new investments at discounts to par.  We
expect that the reinvested capital and related discounts will produce additional income as the discounts are accreted
into interest income.  In addition, the purchase of these investments at discounts allows us to build collateral in the
CLO structures since we receive credit in these structures for these investments at par.  From net discounts of
approximately $27.1 million at December 31, 2012, we recognized income of approximately $18.5 million in our
bank loan CLO portfolio for 2012 and expect to accrete approximately $7.7 million into income in calendar year
2013. However, we have no further capacity in two of our bank loan collaterized loan obligation issuers, or CLOs, and
two real estate CDOs have ended their reinvestment periods.  We continue to have reinvestment capacity in two bank
loan CLOs (Apidos Cinco and Apidos CLO VIII) where the reinvestment periods continue to May 2014 and October
2014, respectively.  We intend to use the existing capacity in our CMBS and commercial real estate, or CRE, term
credit facilities with Wells Fargo of $40.4 million and $56.9 million, respectively, as of February 28, 2013 to help
finance new investments.
Due to these recent investments, our increased ability to access credit markets, our recent capital markets efforts and
our investment of a significant portion of our available unrestricted and restricted cash balances during 2012, we
expect to continue to modestly increase our net interest income into 2013.  However, because we believe that
economic conditions in the United States are fragile, and could be significantly harmed by occurrences over which we
have no control, we cannot assure you that we will be able to meet our expectations, or that we will not experience net
interest income reductions.
As of December 31, 2012, we had invested 83% of our portfolio in CRE assets, 15% in commercial bank loans and
2% in other assets.  As of December 31, 2011, we had invested 69% of our portfolio in CRE assets, 15% in
commercial bank loans, 16% in other investments. 
Results of Operations
Our net income allocable to common shares for the year ended December 31, 2012 was $63.2 million, or $0.71 per
share (basic and diluted) as compared to December 31, 2011 was $37.7 million, or $0.54 per share-basic ($0.53 per
share-diluted), and as compared to net income for the year ended December 31, 2010 of $19.4 million, or $0.41 per
share (basic and diluted).
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Interest Income
The following tables set forth information relating to our interest income recognized for the periods presented (in
thousands, except percentages):

Years Ended
December 31,
2012 2011 2010

Interest income:
  Interest income from loans:
    Bank loans $71,511 $54,833 $44,828
    Commercial real estate loans 37,519 31,906 32,866
       Total interest income from loans 109,030 86,739 77,694

  Interest income from securities:
    CMBS-private placement 11,358 9,290 9,768
    ABS 1,631 1,613 1,466
    Corporate bonds 240 — —
    Residential mortgage-backed securities, or RMBS 1,067 1,521 —
    Other ABS — — 200
       Total interest income from securities 14,296 12,424 11,434

Leasing — — 11,306

Interest income - other:
   Preference payments on structured notes (1) 9,773 10,432 3,112
   Temporary investment in over-night repurchase agreements 231 279 365
     Total interest income - other 10,004 10,711 3,477
Total interest income $133,330 $109,874 $103,911

Year Ended Year Ended Year Ended
December 31, 2012 December 31, 2011 December 31, 2010
Weighted Average Weighted Average Weighted Average
Yield Balance Yield Balance Yield Balance

Interest income:
  Interest income from loans:
    Bank loans 5.94% $1,189,898 5.63% $963,427 4.91% $907,582
    Commercial real estate loans 5.25% $701,836 4.95% $646,121 4.68% $694,153

Interest income from securities:
  CMBS-private placement 5.22% $216,460 5.65% $160,593 6.97% $140,377
  ABS 5.02% $32,087 4.85% $32,879 4.12% $35,295
  Corporate bonds 3.33% $7,229 N/A N/A N/A N/A
  RMBS 3.10% $34,396 2.93% $51,844 N/A N/A
  Other ABS N/A N/A N/A N/A 8.71% $2,300

Leasing N/A N/A N/A N/A 15.61% $75,008

Preference payments on structured
notes 19.07% $51,239 32.95% $31,663 37.69% $8,257
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The following tables summarize interest income for the years indicated (in thousands, except percentages):

Type of Security Coupon
Interest

Unamortized
(Discount)
Premium

Net
 Amortization/
Accretion

Interest
Income

Fee
Income Total

Year Ended December 31, 2012:
Bank loans 4.25 % $(24,465 ) $17,784 $51,580 $2,147 $71,511
Commercial real estate loans 5.05 % $(127 ) 33 35,759 1,727 37,519
   Total interest income from loans 17,817 87,339 3,874 109,030
CMBS-private placement 3.60 % $(8,011 ) 2,635 8,723 — 11,358
RMBS — 1,067 — 1,067
ABS 2.41 % $(3,145 ) 718 913 — 1,631
Corporate bonds 3.69 % $479 (26 ) 266 — 240
Other ABS — — — —
   Total interest income from
securities 3,327 10,969 — 14,296

Leasing — — — —
Preference payments on structured
notes — 9,773 — 9,773

Other — 231 — 231
   Total interest income - other — 10,004 — 10,004
Total interest income $21,144 $108,312 $3,874 $133,330
Year Ended December 31, 2011:
Bank loans 3.76 % $(31,787 ) $15,539 $36,932 $2,362 $54,833
Commercial real estate loans 4.64 % $(160 ) 12 30,249 1,645 31,906
   Total interest income from loans 15,551 67,181 4,007 86,739
CMBS-private placement 3.60 % $(13,391 ) 3,270 6,020 — 9,290
RMBS — 1,521 — 1,521
ABS 2.60 % $(3,812 ) 524 1,089 — 1,613
Other ABS — — — —
   Total interest income from
securities 3,794 8,630 — 12,424

Leasing — — — —
Preference payments on structured
notes — 10,432 — 10,432

Other — 279 — 279
   Total interest income - other — 10,711 — 10,711
Total interest income $19,345 $86,522 $4,007 $109,874
Year Ended December 31, 2010:
Bank loans 3.24 % $(26,568 ) $13,919 $30,051 $858 $44,828
Commercial real estate loans 4.50 % $(171 ) (15 ) 32,163 718 32,866
   Total interest income from loans 13,904 62,214 1,576 77,694
CMBS-private placement 3.79 % $(20,932 ) 4,359 5,409 — 9,768
Securities held-to-maturity 2.45 % $(2,844 ) 409 1,057 — 1,466
Other ABS — 200 — 200
   Total interest income from
securities 4,768 6,666 — 11,434

Leasing — 11,306 — 11,306
Preference payments on structured
notes — 3,112 — 3,112
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Other — 365 — 365
   Total interest income - other — 3,477 — 3,477
Total interest income $18,672 $83,663 $1,576 $103,911
Year Ended December 31, 2012 as compared to Year Ended December 31, 2011  
Aggregate interest income increased $23.5 million (21%) to $133.3 million for the year ended December 31, 2012,
from $109.9 million  for the year ended December 31, 2011. We attribute this increase to the following:
Interest Income from Loans. Aggregate interest income from loans increased $22.3 million (26%) to $109.0 million
for the year ended December 31, 2012 from $86.7 million for the year ended December 31, 2011.
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Interest income on bank loans increased $16.7 million (30%) to $71.5 million for the year ended December 31, 2012
from $54.8 million for the year ended December 31, 2011. This increase resulted primarily from the following
combination of factors:

•

an increase in the weighted average loan balance of $226.5 million to $1.2 billion for the year ended December 31,
2012 from $963.4 million for the year ended December 31, 2011, principally as a result of our new CLO, Apidos
CLO VIII , for which we began acquiring assets in July 2011, and Whitney CLO I ,which we began consolidating in
October 2012 when we acquired a controlling interest. The increase in the weighted average balance was partially
offset by a decrease in the loan asset balances at Apidos I and III as both have reached the end of their reinvestment
period and are now required to use principal proceeds from bank loan payoffs and paydowns to repay outstanding
debt. For the year ended December 31, 2012, Apidos I and III paid down a total of $151.2 million par value of CLOs;
and

•

an increase in the weighted average yield to 5.94% for the year ended December 31, 2012 as compared to 5.63% for
the year ended December 31, 2011, primarily as a result of the increase in accretion income from Apidos CLO VIII
for which we began acquiring assets in July 2011. The increase in accretion income from Apidos VIII was partially
offset by a decrease in accretion income from Apidos I and Apidos III as those CLOs have decreasing asset and
discount balances as both have reached the end of their reinvestment periods.
Interest income on CRE loans increased $5.6 million (18%) to $37.5 million for the year ended December 31, 2012, as
compared to $31.9 million for the year ended December 31, 2011.  This increase is a result of the following
combination of factors:

•

an increase of $55.7 million in the weighted average loan balance to $701.8 million for the year ended  December 31,
2012 from $646.1 million for the year ended December 31, 2011 as we reinvested proceeds from payoffs and
paydowns, classified as restricted CDO cash on our balance sheet, beginning in the fourth quarter of 2011, with the
majority of these proceeds being reinvested during the second and third quarters of 2012. In addition, we began to
originate new loans financed by our Wells Fargo CRE credit facility coupled with new equity raised in 2012; and

•
an increase in the weighted average yield to 5.25% during the year ended December 31, 2012 from 4.95% during the
year ended December 31, 2011 as a result of newly originated real estate loans with higher stated interest rates than
our legacy portfolio and as a result of an acceleration of fees on one loan that paid off in August 2012.
Interest Income from Securities.  Aggregate interest income from securities increased $1.9 million (15%) to $14.3
million for the year ended December 31, 2012 from $12.4 million for the year ended  December 31, 2011.  The
increase in interest income from securities resulted principally from the following:
Interest income on CMBS-private placement increased $2.1 million (22%) to $11.4 million for the year ended
December 31, 2012 as compared to $9.3 million for the year ended December 31, 2011.  The increase resulted from an
increase in the weighted average balance of assets of $55.9 million during the year ended December 31, 2012 to
$216.5 million from $160.6 million for the year ended December 31, 2011 primarily as a result of the purchase of
assets on our Wells Fargo CMBS facility beginning in February 2011 as well as purchases using proceeds from our
stock offerings in 2012.  The increases in interest income on CMBS-private placement as a result of the increase in the
weighted average balance were partially offset by a decrease in the weighted average yield of assets to 5.22% for the
year ended December 31, 2012 from 5.65% for the year ended December 31, 2011  primarily as a result of the
decrease in accretion income during the year ended December 31, 2012. In 2012, securities were purchased at a net
premium as opposed to the net discount of our purchases in prior years.
Interest Income - Other.  Aggregate interest income-other decreased $707,000 (7%) to $10.0 million for the year
ended December 31, 2012 as compared to $10.7 million for the year ended December 31, 2011 and is primarily
related to our trading securities investment program with Resource Capital Markets, Inc., a wholly-owned subsidiary
of Resource America that invested $13.0 million of our funds under an investment management agreement.  The
payments vary from period to period and are based on cash flows from the underlying securities rather than on a
contractual interest rate. The decrease for the year ended December 31, 2012 was primarily related to the sale of 12
securities in September 2012, which meant preference share payments related to those securities ceased as of their
disposition.
Year Ended December 31, 2011 as compared to Year Ended December 31, 2010  
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Aggregate interest income increased $6.0 million (6%) to $109.9 million for the year ended December 31, 2011, from
$103.9 million for the year ended December 31, 2010. We attribute this increase to the following:
Interest Income from Loans. Aggregate interest income from loans increased $9.0 million (12%) to $86.7 million for
the year ended December 31, 2011 from $77.7 million for the year ended December 31, 2010.
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Interest income on bank loans increased $10.0 million (22%) to $54.8 million for the year ended December 31, 2011
from $44.8 million for the year ended December 31, 2010. The increase for the year ended December 31, 2011
resulted primarily from the following:

•
an increase in the weighted average balance of $55.8 million to $963.4 million for the year ended December 31, 2011
from $907.6 million for the year ended December 31, 2010, principally as a result of our new CLO, for which we
began acquiring assets in July 2011;

•an increase in the weighted average rate to 3.76% on bank loans for the year ended December 31, 2011 from 3.24%for the year ended December 31, 2010 primarily because of the increase in spread on these assets; and

•
timing of paydowns and payoffs which caused us to accelerate discounts into income in prior years. The bank loan
market experienced increased prepayment speeds beginning in the third quarter of 2010 which have slowed
considerably since the second quarter of 2011.
The interest income on bank loans was partially offset by CRE loans which produced $31.9 million of interest income
for the year ended December 31, 2011 as compared to $32.9 million for the year ended December 31, 2010, a decrease
of $960,000 (3%). This decrease is primarily related to the decrease of $48.0 million in weighted average balance of
loans to $646.1 million for the year ended December 31, 2011 from $694.2 million for the year ended December 31,
2010 as a result of the sale of $131.6 million (par value) of loans, conversions of loans to equity investments in real
estate of $39.6 million (par value) and the payoff and paydown of $14.4 million (par value) of loans from April 2010
through December 2011.  We began to reinvest these proceeds, classified as restricted cash on our balance sheet,
during the fourth quarter of 2010, with the majority of it being reinvested during the second and third quarters of
2011.
Interest Income from Securities. Aggregate interest income from securities increased $990,000 (9%) to $12.4 million
for the year ended December 31, 2011 from $11.4 million for the year ended December 31, 2010. The increase in
interest income from securities resulted principally from the following:
Interest income from RMBS was $1.5 million for the year ended December 31, 2011 and was the result of RMBS
positions purchased as part of our trading portfolio beginning in the fourth quarter of 2010. We had no such interest
income for the year ended December 31, 2010.
The increase in interest income from RMBS was partially offset by a decrease in interest income from CMBS-private
placement of $478,000 (5%) to $9.3 million for the year ended December 31, 2011 from $9.8 million for the year
ended December 31, 2010.  We attribute the decrease to a decrease in the weighted average yield to 5.65% for the year
ended December 31, 2011 from 6.97% for the year ended December 31, 2010, primarily as a result of a decrease of
$1.2 million in accretion income to $3.2 million during the year ended December 31, 2011 from $4.4 million during
the year ended December 31, 2010.  The decrease in accretion income resulted from the impairment of $42.1 million
of CMBS, at par, and with associated discounts of $3.1 million during the second quarter of 2011 and the elimination
of accretion of those discounts into income.  We no longer recognize discount accretion after we recognize
impairment on securities.
The decrease in weighted average yield was partially offset by an increase in the weighted average balance of assets of
$20.2 million to $160.6 million for the year ended December 31, 2011 from $140.4 million for the year ended
December 31, 2010 principally as a result of the purchase of $102.4 million par value of assets during the year ended
December 31, 2011, and during the last half of the year ended December 31, 2010, primarily through a new financing
facility.
Interest Income - Leasing. Our equipment leasing portfolio generated $11.3 million of interest income for the year
ended December 31, 2010. There was no such income for the year ended December 31, 2011 as a result of the transfer
of our leasing portfolio to LCC as part of our preferred equity investment in LCC.  Our restructured investment in
LCC, however, generated dividend income, as discussed in “- Other Revenue.”
Interest Income - Other. Aggregate interest income-other increased $7.2 million (208%) to $10.7 million for the year
ended December 31, 2011, as compared to $3.5 million for the year ended December 31, 2010 principally from
preference payments on structured notes which generated $10.4 million for the year ended December 31, 2011 as
compared to $3.1 million for the year ended December 31, 2010. We began purchasing assets for this portfolio in June
2010. Payments on these positions vary from period to period and are based on cash flows from the underlying assets
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Interest Expense
The following tables set forth information relating to our interest expense incurred for the periods presented by asset
class (in thousands, except percentages):

Years Ended
December 31,
2012 2011 2010

Interest expense:
Bank loans $21,781 $11,348 $9,573
Commercial real estate loans 7,566 6,397 8,068
CMBS-private placement 1,024 547 —
Leasing — — 5,737
Hedging instruments 7,266 8,415 9,438
Securitized borrowings 1,993 1,859 —
General 3,162 3,620 3,650
   Total interest expense $42,792 $32,186 $36,466
The following table sets forth information relating to our interest expense incurred for the periods presented by asset
class (in thousands, except percentages):

Year Ended Year Ended Year Ended
December 31, 2012 December 31, 2011 December 31, 2010
Weighted Average Weighted Average Weighted Average
Yield Balance Yield Balance Yield Balance

Interest expense:
Bank loans 1.83 % $1,174,495 1.16 % $981,000 1.04 % $906,000
Commercial real estate loans 1.62 % $458,032 1.28 % $499,416 1.46 % $543,345
CMBS-private placement 2.09 % $47,533 2.75 % $19,462 N/A N/A
Leasing N/A N/A N/A N/A 8.81 % $65,176
Hedging instruments 5.13 % $138,581 5.27 % $160,132 4.90 % $181,821
Securitized borrowings (1) 8.79 % $21,399 42.90 % $4,347 N/A N/A
General 4.75 % $65,148 6.39 % $57,249 7.47 % $50,000

(1)
Third party equity holders interest is accounted for as interest expense in our statement of operations using an
imputed interest rate on the underlying subordinated debt.  Prior year amounts do not include a change in an
accounting estimate made in the current year.

(Back to Index)
48

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

82



(Back to Index)

Type of Security Coupon
Interest

Unamortized
Deferred
Debt
and LOC

Net
Amortization

Interest
Expense Other Total

Year Ended December 31,
2012:
Bank loans 1.36 % $7,102 $2,846 (1) $18,935 (1) $— $21,781
Commercial real estate loans 1.08 % $610 2,292 5,274 — 7,566
CMBS-private placement 1.52 % $23 271 753 — 1,024
Hedging 4.97 % $932 — 7,266 — 7,266
Securitized borrowings 14.40 % $— — 3,195 (1,202 ) 1,993
General 4.43 % $734 65 3,097 — 3,162
   Total interest expense $5,474 $38,520 $(1,202 ) $42,792

Year Ended December 31,
2011:
Bank loans 0.94 % $9,948 $1,894 $9,454 $— $11,348
Commercial real estate loans 0.97 % $2,918 1,447 4,950 — 6,397
CMBS-private placement 1.48 % $494 247 300 — 547
Hedging 4.95 % $1,160 — 8,415 — 8,415
Securitized borrowings 15.27 % $— — 1,859 — 1,859
General 5.75 % $917 46 3,574 — 3,620
   Total interest expense $3,634 $28,552 $— $32,186
Year Ended December 31,
2010:
Bank loans 0.85 % $6,197 $1,751 $7,822 $— $9,573
Commercial real estate loans 0.99 % $5,377 2,475 5,593 — 8,068
Leasing 5.12 % $— 364 5,373 — 5,737
Hedging 4.90 % $1,387 — 9,438 — 9,438
General 6.30 % $1,194 46 3,604 — 3,650
   Total interest expense $4,636 $31,830 $— $36,466

Year Ended December 31, 2012 as compared to Year Ended December 31, 2011  
Aggregate interest expense increased $10.6 million (33%) to $42.8 million for the year ended December 31, 2012,
from $32.2 million for the year ended December 31, 2011. We attribute this increase to the following:
Interest expense on bank loans was $21.8 million for the year ended December 31, 2012, as compared to $11.3 million
for the year ended December 31, 2011, an increase of $10.4 million (92%). This increase resulted primarily from the
following combination of factors:

•

an increase in the weighted average balance of the related financings of $193.5 million (20%) to $1.2 billion for the
year ended December 31, 2012 as compared to $981.0 million for the year ended December 31, 2011 due to the
closing of our new CLO, Apidos CLO VIII, which occurred in October 2011 and from the consolidation of Whitney
CLO I which we acquired in October 2012. The increase in weighted average balance of financings from the two new
CLOs was partially offset by the debt amortization of Apidos CDO I and Apidos CDO III as they reached the end of
their reinvestment periods in 2011 and 2012, respectively. During the period July, 31, 2011 through December 31,
2012, Apidos CDO I paid down $116.3 million in principal amount of its CDO notes. During the period from July 1,
2012 through December 31, 2012, Apidos CDO III paid down $40.5 million in principal amount of its CDO notes;
and
•an increase in the weighted average rate to 1.83% for the year ended December 31, 2012 from 1.16% for the year
ended December 31, 2011 primarily as a result of the increase in LIBOR, a reference index for the rates payable on
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average rate than our legacy Apidos CLOs as a result of market conditions at the time that Apidos CLO VIII was
closed.
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Interest expense on commercial real estate loans was $7.6 million for the year ended December 31, 2012, as compared
to $6.4 million for the year ended December 31, 2011, an increase of $1.2 million (18%).  This increase resulted
primarily from the acceleration of deferred debt issuance costs on Resource Real Estate Funding CDO 2007-1, or
RREF CDO 2007, a qualified REIT subsidiary established to complete a CDO issuance secured by CRE loans, CMBS
and property available-for-sale, as a result of note repurchases and deferred debt issuance costs on our new credit
facility during the year ended December 31, 2012, which increased the weighted average cost of these borrowings.
Interest expense on CMBS-private placement increased $477,000 (87%) to $1.0 million for the year ended
December 31, 2012 as compared to $547,000 for the year ended December 31, 2011. This increase is entirely due to
our increased use of a master repurchase agreement facility with Wells Fargo that we entered into in February 2011 to
finance our acquisition of highly-rated CMBS.
These increases were partially offset by a decrease in interest expense on hedging instruments of $1.1 million (14%)
to $7.3 million for the year ended December 31, 2012 as compared to $8.4 million for the year ended December 31,
2011. The decrease in the hedging expense was primarily due to the maturities of $37.9 million notional amount of
hedges beginning in July 2011 through August 2012.
Interest expense on securitized borrowings increased $134,000 (7%) to $2.0 million for the year ended December 31,
2012 as compared to $1.9 million for the year ended December 31, 2011. This interest expense is related to our
subordinated investments in Apidos CLO VIII and Whitney CLO I. The interest expense is imputed by an estimated
internal rate of return based on expected cashflows over the life of each CLO.
This increase was partially offset by a decrease in general interest expense of $458,000 (13%) to 3.2 million for the
year ended December 31, 2012 as compared to $3.6 million for the year ended December 31, 2011. The decrease is
primarily the result of the expiration of a two-year amendment on our trust preferred securities, or TRUPs, on
September 30, 2011 which reduced the contractual interest rate on our TRUPs by 2%.
Year Ended December 31, 2011 as compared to Year Ended December 31, 2010 
Aggregate interest expense decreased $4.3 million (12%) to $32.2 million for the year ended December 31, 2011,
from $36.5 million for the year ended December 31, 2010. We attribute this decrease to the following:
Interest expense on bank loans was $11.3 million for the year ended December 31, 2011, as compared to $9.6 million
for the year ended December 31, 2010, an increase of $1.8 million (19%). This increase resulted primarily from the
following:

•
an increase in the weighted average balance of the related financings of $75.0 million to $981.0 million for the year
ended December 31, 2011 as compared to$906.0 million for the year ended December 31, 2010 due to the financing
of new asset purchases primarily financed by our warehouse line for a new CLO which closed in October 2011.

•
an increase in the weighted average rate to 1.16% for the year ended December 31, 2011 from 1.04% for the year
ended December 31, 2010 primarily as a result of the increase in LIBOR, a reference index for the rates payable on
most of these financings.
Interest expense on commercial real estate loans was $6.4 million for the year ended December 31, 2011, as compared
to $8.1 million for the year ended December 31, 2010, a decrease of $1.7 million (21%).  This decrease resulted
primarily from the following:

•a decrease in the weighted average yield due to decreased amortization of financing costs as a result of fewer CDOnote repurchases during the year ended December 31, 2011 as compared to the year ended December 31, 2010. 

•

a decrease in the weighted average balance of the related financings of $43.9 million to $499.4 million for the year
ended December 31, 2011 as compared to $543.3 million for the year ended December 31, 2010, primarily due to the
repurchase of $10.0 million and $91.4 million of CDO notes in 2011 and 2010, respectively.  In addition, the
reinvestment period of one of our CDOs ended in September 2011 and, consequently, the subsequent paydowns
received on loans held by that CDO were used to pay down $23.0 million of notes issued by the CDO.
Interest expense on CMBS-private placement was $547,000 for the year ended December 31, 2011. There was no
such expense for the year ended December 31, 2010. The increase is due entirely to a Master Repurchase Agreement
with Wells Fargo Bank, National Association that we entered into in February 2011 to use in acquiring highly-rated
CMBS.
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Interest expense with respect to our leasing portfolio was $5.7 million for the year ended December 31, 2010. There
was no such expense for the year ended December 31, 2011 as a result of the transfer of our leasing portfolio to LCC
in exchange for a preferred equity interest in LCC and the simultaneous transfer of the related debt.
Interest expense on hedging instruments decreased $1.0 million (11%) to $8.4 million for the year ended
December 31, 2011 as compared to $9.4 million for the year ended December 31, 2010. The decrease in the hedging
expense was primarily due to a change in the composition of interest rate swaps we held on our books during the year
ended December 31, 2011 as compared to 2010 as a result of the maturities of the hedges related to our CRE portfolio
in 2011 and 2010 and the purchase of new hedges relating to securities we purchased using the Wells Fargo
repurchase facility in 2011.
Other Revenue
The following table sets forth information relating to our other revenue incurred for the periods presented (in
thousands):

Years Ended
December 31,
2012 2011 2010

Other revenue:
   Rental income $11,463 $3,656 $35
   Dividend income 69 3,045 99
   Equity in earnings (loss) of unconsolidated subsidiaries (2,709 ) 112 231
   Fee income 7,068 7,789 —
   Net realized gain on investment securities available-for-sale and
loans 4,106 2,643 4,821

   Net realized and unrealized gain on investment securities, trading 12,435 837 14,791
   Unrealized gain and net interest income on linked transactions, net 728 216 —
Total other revenue $33,160 $18,298 $19,977
Year Ended December 31, 2012 as compared to Year Ended December 31, 2011 
Rental income was $11.5 million and $3.7 million for the years ended December 31, 2012 and 2011, respectively, and
is related to our investments in real estate and to a lesser extent, our property available-for-sale during December 31,
2012 and 2011. We acquired two properties in June 2011, one property in August 2011 and one property in September
2012.
We received dividend income of $69,000 and $3.0 million for the years ended December 31, 2012 and 2011,
respectively, Substantially all of our dividend income for the year ended December 31, 2011 is related to a transaction
whereby on November 16, 2011, we entered into an agreement and exchanged our old preferred interest in LEAF
Commercial Capital, Inc., or LCC, an equipment leasing company, for a new preferred interest in LCC as part of a
recapitalization of the equipment leasing company.  We have accounted for our resulting interest under the equity
method subsequent to November 16, 2011 and, therefore, we no longer record dividend income from this
investment.  As of November 16, 2011, we record our equity interest in other income (expense). For the year ended
December 31, 2012, we recognized a loss of $3.3 million on this investment.
Equity in (loss) earnings of unconsolidated subsidiaries is primarily related to our investment in LCC for which we
realized a loss of $3.3 million for the year ended December 31, 2012. This loss was partially offset by income of
$548,000 related to two real estate joint ventures in which we invest.
We generated management fee income of $7.1 million and $7.8 million for the years ended December 31, 2012 and
2011, respectively, which is related to our February 2011 acquisition of a company that manages bank loan assets and
entitles us to collect senior, subordinated, and incentive fees related to five collateralized loan obligation issuers, or
CLOs.
Net realized gain on investment securities available-for-sale and loans increased $1.5 million (55%) to $4.1 million
for for the year ended December 31, 2012 from $2.6 million for the year ended December 31, 2011. The increase for
the year ended December 31, 2012 is primarily the result of a net loss of $2.4 million on the sale of ABS during the
year ended December 31, 2011. In addition, during the year ended December 31, 2012, there were $1.1 million more
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partially offset by $2.1 million less in gains from the sale of CMBS securities during the year ended December 31,
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Net realized and unrealized gain on investment securities-trading increased $11.6 million (1,386%) to $12.4 million
during the year ended December 31, 2012 as compared to $837,000 during the year ended December 31, 2011
primarily as a result of an improvement in market prices related to the securities in this portfolio in September 2012.
We were able to take advantage of this rally and sold nine securities-trading, for which we recognized realized net
gains of $6.2 million during the three months ended September 30, 2012.
Year Ended December 31, 2011 as compared to Year Ended December 31, 2010 
Rental income was $3.7 million and $35,000 for the years ended December 31, 2011 and 2010, respectively, and is
related to our property available-for-sale and our investments in real estate during the year ended December 31, 2011.
We acquired two properties in June 2011 and one property in August 2011.
We received dividend income of $3.0 million  and $99,000 for the years ended December 31, 2011 and 2010,
respectively, Substantially all of our dividend income for the year ended December 31, 2011 is related to a transaction
whereby on November 16, 2011, we entered into an agreement and exchanged our old preferred interest in LEAF
Commercial Capital, Inc., or LCC, an equipment leasing company, for a new preferred interest in LCC as part of a
recapitalization of the equipment leasing company.  We have accounted for our resulting interest under the equity
method subsequent to November 16, 2011 and, therefore, we no longer record dividend income from this
investment.  As of November 16, 2011, we record our equity interest in other income (expense). 
We generated management fee income of $7.8 million year ended December 31, 2011, which is related to our
February 2011 acquisition of a company that manages bank loan assets that entitles us to collect senior, subordinated,
and incentive fees related to five collateralized loan obligation issuers, or CLOs. There was no such investment during
the year ended December 31, 2010.
Net realized gains on investment securities available-for-sale and loans decreased $2.2 million (45%) to $2.6 million
for the year ended December 31, 2011 from $4.8 million for the year ended December 31, 2010. The decrease is
primarily the result of decreased gains from sales of investments in our CMBS portfolio during the year ended
December 31, 2011 of $1.5 million as well as increased losses from sales of ABS of $1.5 million during the year
ended December 31, 2011 as a result of tax planning with respect to our 75% gross income test for REIT qualification.
The losses were partially offset by increased gains from the sale of Apidos loans of $675,000 during the year ended
December 31, 2011.
Net realized and unrealized gain on investment securities-trading decreased $14.0 million (94%) to a gain of $837,000
for the year ended December 31, 2011, from a gain of $14.8 million for the year ended December 31, 2010. The
decrease in gains is the result of fewer sales of structured finance securities as well as unrealized losses on the
positions we still hold due to the decline in fair market value.
Operating Expenses
The following table sets forth information relating to our operating expenses incurred for the periods presented (in
thousands):

Years Ended
December 31,
2012 2011 2010

Operating expenses:
Management fees − related party $18,512 $11,022 $13,216
Equity compensation − related party 4,636 2,526 2,221
Professional services 4,700 3,791 3,627
Insurance 639 658 759
Rental operating expense 8,046 2,743 46
General and administrative 4,434 3,950 3,015
Depreciation on operating leases — — 4,003
Depreciation and amortization 5,885 4,619 —
Income tax expense 14,602 12,036 5,721
Net impairment losses recognized in earnings 180 6,898 26,804
Provision for loan losses 16,818 13,896 43,321
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Total operating expenses $78,452 $62,139 $102,733

(Back to Index)
52

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

90



(Back to Index)

Year Ended December 31, 2012 as compared to the Year Ended December 31, 2011 
Management fees - related party increased $7.5 million (68%) to $18.5 million for the year ended December 31, 2012
as compared to $11.0 million for the year ended December 31, 2011. These expenses represent compensation in the
form of base management fees and incentive management fees pursuant to our management agreement as well as fees
to the manager of our structured note portfolio. The changes are described below:

•

Incentive management fees to our Manager, which are based upon the excess of adjusted operating earnings, as
defined in the management agreement, over a variable base rate, increased $4.3 million (247%) to $6.0 million for the
year ended December 31, 2012 from $1.7 million for the year ended December 31, 2011. The increase in these fees
was primarily the result of gains on the extinguishment of debt for the year ended December 31, 2012 as well as fewer
realized losses on the charge-off of assets in our CRE and Apidos portfolios. The incentive fee is calculated for each
quarter and the calculation in any quarter is not affected by the results of any other quarter.

•

Base management fees increased by $1.3 million (19%) to $8.3 million for the year ended December 31, 2012 as
compared to $7.0 million for the year ended December 31, 2011. This increase was due to increased stockholders'
equity, a component in the formula by which base management fees are calculated, primarily as a result of the receipt
of $156.6 million of proceeds from the sales of common stock through our Dividend Reinvestment and Stock
Purchase Plan or DRIP, from January 1, 2011 through December 31, 2012 as well as the receipt of $46.6 million and
$55.6 million from the proceeds of our March 2011 and September 2012 secondary common stock offerings and
proceeds from our preferred stock offerings of $42.2 million, received in October 2012.

•

Incentive management fees related to our structured finance manager increased by $1.9 million (83%) to $4.2 million
for the year ended December 31, 2012 as compared to $2.3 million for the year ended December 31, 2011. The
increase in fees is primarily related to the improved economic performance of this portfolio during the year ended
December 31, 2012, which is reflected in gain on investment securities, trading and preference payments on
structured notes.
Equity compensation - related party increased $2.1 million (84%) to $4.6 million for the year ended December 31,
2012 as compared to $2.5 million for the year ended December 31, 2011. These expenses relate to the amortization of
annual grants of restricted common stock to our non-employee independent directors, and annual and discretionary
grants of restricted stock to employees of Resource America who provide investment management services to us
through our Manager. The increase in expense was primarily the result of the issuance of new grants during 2012 and
2011.
Professional services increased $909,000 (24%) to $4.7 million for the year ended December 31, 2012 as compared to
$3.8 million for the year ended December 31, 2011. The increase is primarily the result of an increase of $879,000
related to collateral management fees related to Apidos VIII paid to a third party. We began consolidating Apidos VIII
in October 2011.
Rental operating expense increased $5.3 million (193%) to $8.0 million for the year ended December 31, 2012 as
compared to $2.7 million for the year ended December 31, 2011 and is related to an increase in our investments in real
estate through several acquisitions beginning in June 2011 through September 2012.
General and administrative expense increased $484,000 (12%) to $4.4 million for the year ended December 31, 2012
as compared to $3.9 million for the year ended December 31, 2011. The increase is primarily the result of the
following combination of factors:

•an increase of $152,000 related to the payment to our board investment committee for their services. We resumed
paying these fees in April 2012;

•an increase of $327,000 related to franchise taxes because of increased profitability and equity in our taxable REITsubsidiaries.
Depreciation and amortization increased $1.3 million (27%) to $5.9 million for the year ended December 31, 2012 as
compared to $4.6 million for the year ended December 31, 2011. The increase is related to our acquisition of real
estate in the second and third quarters of 2011 and the third quarter of 2012 and our acquisition of Resource Capital
Asset Management, or RCAM, in February 2011.
Income tax expense increased $2.6 million (21%) to $14.6 million for the year ended December 31, 2012 as compared
to $12.0 million for the year ended December 31, 2011. The increase in income tax expense is attributable to three of
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our legacy CLO structures (Apidos CDO III, Apidos Cinco CDO, and Apidos CLO VIII) and our new CLO structure
(Whitney CLO I) being taxable during the fourth quarter of 2012, which we do not expect to continue into 2013. The
balance of the increased tax expense is primarily due to foreclosure tax related to gains on properties sold during
2012.
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Net impairment losses recognized in earnings decreased $6.7 million (97%) to a charge of $180,000 for the year ended
December 31, 2012 from a charge of $6.9 million for the year ended December 31, 2011. Impairment charges for the
year ended December 31, 2011 were the result of $4.6 million of impairment we recognized on two investment
securities available-for-sale due to their losses being recognized as other than temporary as a result of credit
deterioration and $2.2 million of impairment on our investment in preferred stock and warrants in LCC upon
recapitalization.
Our provision for loan losses increased $2.9 million (21% ) to a provision of $16.8 million for the year ended
December 31, 2012, as compared to a provision of $13.9 million for the year ended December 31, 2011.

Years Ended
December 31
2012 2011

CRE loan portfolio $5,225 $6,478
Bank loan portfolio 11,593 7,418

$16,818 $13,896
CRE Loan Portfolio 
The principal reason for the decrease during the year ended December 31, 2012 as compared to the year ended
December 31, 2011 were improved credit conditions for the borrowers in our CRE portfolio with the exception of
three positions for which we took provisions. The positions had a total par value of $41.8 million and were written
down to $37.3 million for a weighted average write down percentage of 10.9% of par.
Bank Loan Portfolio
The bank loan provision increased by $4.2 million for the year ended December 31, 2012 to $11.6 million as
compared to $7.4 million for the year ended December 31, 2011. The principal reason for the increase in bank loan
provision for the year ended December 31, 2012 was due to the recognition of impairment on four non-performing
loans in our in our bank loan portfolio for the year ended December 31, 2012 as a result of new defaults and an
increase in our general reserve related primarily to the acquisition of our new CLO, Whitney CLO I.
Year Ended December 31, 2011 as compared to the Year Ended December 31, 2010 
Management fees - related party decreased $2.2 million (17%) to $11.0 million for the year ended December 31, 2011
as compared to $13.2 million for the year ended December 31, 2010. These amounts represent compensation in the
form of base management fees and incentive management fees pursuant to our management agreement as well as fees
to the manager of our structured note portfolio. The changes are described below:

•

Base management fees increased by $1.6 million (29%) to $7.0 million for the year ended December 31, 2011 as
compared to $5.4 million for the year ended December 31, 2010. This increase was due to increased stockholders'
equity, a component in the formula by which base management fees are calculated, primarily as a result of the receipt
of $83.6 million of net proceeds from the sales of common stock through our Dividend Reinvestment and Stock
Purchase Plan or DRIP, during the years ended December 31, 2011 as well as the receipt of $46.6 million from the
proceeds of our March 2011 common stock offering.

•

Incentive management fees to our Manager, which are based upon the excess of adjusted operating earnings over a
variable base rate, decreased $2.7 million (61%) to $1.7 million for the year ended December 31, 2011 from $4.4
million for the year ended December 31, 2010. The fees for the year ended December 31, 2010 were driven by $34.6
million of gains on the extinguishment of debt as compared to $3.9 million of gains on the extinguishment of debt for
the year ended December 31, 2011. The incentive fee is calculated for each quarter and the calculation in any quarter
is not affected by the results of any other quarter.

•
Incentive management fees related to our structured finance manager decreased by $1.1 million (32%) to $2.3 million
for the year ended December 31, 2011 from $3.4 million for the year ended December 31, 2010. The decrease in fees
is primarily related to the decline in the performance of this portfolio at December 31, 2011.
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Equity compensation - related party increased $305,000 (14%) to $2.5 million for the year ended December 31, 2011
as compared to $2.2 million for the year ended December 31, 2010. These expenses relate to the amortization of
annual grants of restricted common stock to our non-employee independent directors, and annual and discretionary
grants of restricted stock to several employees of Resource America who provide investment management services to
us through our Manager. The increase in expense was primarily the result of the issuance of new grants during 2011.
The increase was partially offset by our quarterly remeasurement of the value of unvested stock.
Rental operating expense increased $2.7 million to $2.7 million for the year ended December 31, 2011 as compared to
$46,000 for the year ended December 31, 2010 and is related to property available-for-sale and investments in real
estate, which increase through several acquisitions in 2011. There was one such asset at December 31, 2010 compared
to four at December 31, 2011 due to the acquisition of three properties during the year ended December 31, 2011.
General and administrative expense increased $935,000 (31%) to $4.0 million for the year ended December 31, 2011
from $3.0 million for the year ended December 31, 2010. The increase is primarily the result of the following:

•an increase of $257,000 related to transaction costs in connection with our acquisition of an investment in real estatein September 2011;

•increase of $194,000 related to franchise taxes because of increased profitability and equity in our taxable REITsubsidiaries;

•
an increase of $168,000 related to our agreement to reimburse Resource America for the wages, salary and benefits of
our Chairman, our Chief Financial Officer, several accounting professionals, and 50% of the salary and benefits of a
director of investor relations.
Depreciation on operating leases was $4.0 million for the year ended December 31, 2010. There was no such expense
for the year ended December 31, 2011. The expense is related to the depreciation of the assets in the leasing
securitization we acquired in May 2010 which were converted to a preferred equity investment in LCC in January
2011.
Depreciation and amortization was $4.6 million for the year ended December 31, 2011 and is related to our
acquisition of RCAM in February 2011 and our acquisition of real estate in the second and third quarters of 2011.
There were no such investments during the year ended December 31, 2010.
Income tax expense increased $6.3 million (110%) to $12.0 million for the year ended December 31, 2011 as
compared to $5.7 million for the year ended December 31, 2010, of which $4.6 million is due to two of our legacy
CLO structures (Apidos I and Apidos III) being taxable during the fourth quarter of 2011, which we do not expect to
continue into 2012.  The balance of the increased tax expense is primarily due to increased profitability in our trading
portfolio. We expect our effective tax rate on these taxable REIT subsidiaries to be between 45% and 48% for the year
ended December 31, 2012.
Net impairment losses recognized in earnings decreased $19.9 million (74%) to a loss of $6.9 million for the year
ended December 31, 2011 from a loss of $26.8 million for the year ended December 31, 2010. Impairment charges for
the year ended December 31, 2011 consisted of $4.6 million on two CMBS positions and $2.2 million on our
investment in preferred stock and warrants in LCC. Impairment for the year ended December 31, 2010 related to
impairment charges of $26.6 million taken on five CMBS positions.
Our provision for loan and lease losses decreased $29.4 million (68%) to a provision of $13.9 million for the year
ended December 31, 2011, as compared to a provision of $43.3 million for the year ended December 31, 2010.
The following table summarizes information relating to our provision for loan and lease losses for the periods
presented (in thousands):

Years Ended
December 31,
2011 2010

CRE loan portfolio $6,478 $44,357
Bank loan portfolio 7,418 (1,348 )
Lease receivables — 312

$13,896 $43,321
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The principal reason for the decrease for the year ended December 31, 2011 was improved credit conditions for the
borrowers in our CRE portfolio where we have seen a reduction in the magnitude of impaired and defaulted loans due
in large part to successful restructuring of 26 loans.  For the year ended December 31, 2011, we had five positions for
which we took provisions.  The positions had a total par value of $84.4 million and were written down to $63.4
million for a weighted average write down percentage of 24.9% of par. We had eight positions for which we took a
provision during the year ended December 31, 2010.  The positions had a total par value of $88.9 million and were
written down to $51.7 million for a weighted average write-down percentage of 41.8% of par.  The decrease in
provisions for the year ended December 31, 2011 was partially offset by reserves on our bank loan portfolio
principally related to reserves taken on two specific loans in December 2011 as well as by the sale of loans at losses,
primarily during the three months ended December 31, 2011.
Other Revenue (Expense)
The following table sets forth information relating to our other income (expense) incurred for the periods presented (in
thousands):

Years Ended
December 31,
2012 2011 2010

Other Revenue (Expense)
Gain on consolidation 2,498 — —
Gain on the extinguishment of debt 16,699 3,875 34,610
Other income (expense) — (6 ) 148
Total other revenue $19,197 $3,869 $34,758
Year Ended December 31, 2012 as compared to Year Ended December 31, 2011 
Gain on consolidation of $2.5 million is related to the consolidation of Whitney CLO I as a result of our acquisition of
a controlling financial interest where the net fair value of the assets acquired exceeded our purchase price.
Gain on the extinguishment of debt was $16.7 million for the year ended December 31, 2012 and is due to the
repurchase of a portion of the debt issued by Resource Real Estate Funding CDO 2006-1, or RREF CDO 2006-1, a
qualified REIT subsidiary established to complete a CDO issuance secured by CRE loans and CMBS, RREF CDO
2007-1 and Apidos CDO I during the period. The notes, issued at par, were bought back as an investment by us at a
weighted average price of 88.7%. Gain on the extinguishment of debt was $3.9 million for the year ended
December 31, 2011 due to the repurchase of a portion of the debt issued by RREF CDO 2006-1 and RREF CDO
2007-1 during the period. The notes, issued at par, were bought back as an investment by us at a weighted average
price of 61.3%.
Year Ended December 31, 2011 as compared to Year Ended December 31, 2010 
Gain on the extinguishment of debt was $3.9 million for the year ended December 31, 2011 and is due to the buyback
of $10.0 million of the debt issued by our two CRE CDOs during the period.  The notes, issued at par, were bought
back as an investment by us at a weighted average price of 61.3% of par. Gain on the extinguishment of debt was
$34.6 million during the year ended December 31, 2010 and is due to the buyback of $91.4 million of debt issued
by the CRE CDOs.  The notes, issued at par, were repurchased as an investment by us at a weighted average price of
62.1% of par.  The related deferred debt issuance costs were immaterial.

Financial Condition
Summary.
Our total assets at December 31, 2012 were $2.5 billion as compared to $2.3 billion at December 31, 2011.  The
increase in total assets was principally due to the origination of whole loans, purchase of CMBS and the acquisition of
Whitney CLO I.
Investment Portfolio.
The table below summarizes the amortized cost and net carrying amount of our investment portfolio as of
December 31, 2012 and 2011, classified by interest rate type.  The following table includes both (i) the amortized cost
of our investment portfolio and the related dollar price, which is computed by dividing amortized cost by par amount,
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Amortized
cost Dollar price Net carrying

amount Dollar price
Net carrying
amount less
amortized cost

Dollar price

December 31, 2012
Floating rate
RMBS $6,047 36.14 % $5,564 33.25 % $(483 ) (2.89 )%
CMBS-private placement 28,147 100.00 % 12,814 45.52 % (15,333 ) (54.48 )%
Structured notes 9,413 26.67 % 19,279 54.62 % 9,866 27.95  %
Other ABS — — % 23 0.27 % 23 0.27  %
Mezzanine loans (1) 15,845 99.95 % 15,644 98.68 % (201 ) (1.27 )%
Whole loans (1) 533,938 99.64 % 527,018 98.35 % (6,920 ) (1.29 )%
Bank loans (2) 1,178,420 97.09 % 1,168,715 97.08 % (9,705 ) (0.01 )%
Loans held for sale (3) 48,894 92.42 % 48,894 92.38 % — (0.04 )%
ABS Securities 26,479 89.42 % 27,052 91.36 % 573 1.94  %
Corporate bonds 33,767 101.82 % 33,700 101.61 % (67 ) (0.21 )%
   Total floating rate 1,880,950 95.98 % 1,858,703 94.85 % (22,247 ) (1.13 )%
Fixed rate
CMBS-private placement 154,681 68.14 % 158,001 69.61 % 3,320 1.47  %
B notes (1) 16,327 99.30 % 16,121 98.05 % (206 ) (1.25 )%
Mezzanine loans (1) 66,941 99.70 % 66,282 98.73 % (659 ) (0.97 )%
Loans receivable-related party 8,324 100.00 % 8,324 100.00 % — —  %
Total fixed rate 246,273 77.23 % 248,728 78.00 % 2,455 0.77  %
Other (non-interest bearing)
Investment in real estate 75,386 100.00 % 75,386 100.00 % — —  %
Investment in unconsolidated
entities 45,413 100.00 % 45,413 100.00 % — —  %

   Total other 120,799 100.00 % 120,799 100.00 % — —  %
      Grand total $2,248,022 93.70 % $2,228,230 92.87 % $(19,792 ) (0.83 )%
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Amortized
cost Dollar price Net carrying

amount Dollar price
Net carrying
amount less
amortized cost

Dollar price

December 31, 2011
Floating rate
RMBS $8,729 18.60 % $7,120 15.17 % $(1,609 ) (3.43 )%
CMBS-private placement 28,691 100.00 % 8,311 28.97 % (20,380 ) (71.03 )%
Structured notes 27,345 41.53 % 31,553 47.93 % 4,208 6.40  %
ABS 28,513 88.21 % 25,201 77.96 % (3,312 ) (10.25 )%
Other ABS — — % 23 0.28 % 23 0.28  %
Corporate bonds — — % — — % — —  %
Mezzanine loans (1) 53,908 99.97 % 53,077 98.43 % (831 ) (1.54 )%
Whole loans (1) 537,708 99.79 % 515,176 95.61 % (22,532 ) (4.18 )%
Bank loans (2) 1,170,599 97.33 % 1,167,302 97.06 % (3,297 ) (0.27 )%
Loans held for sale (3) 3,154 54.59 % 3,154 54.59 % — —  %
   Total floating rate 1,858,647 93.71 % 1,810,917 91.31 % (47,730 ) (2.40 )%
Fixed rate
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