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Fellow Shareholders:

When we wrote to you last year, the real estate debt and equity markets were effectively closed. In

2009, we experienced continued stress and volatility. In the beginning of the year, asset prices

declined sharply, bottoming out around June. Due to insufficient liquidity, a number of real estate

finance companies were taken over by lenders and others were completely shut down. Credit mar-

kets began to show signs of recovery in the second half of the year, and spreads tightened and bond

prices increased as the markets became more rational in the pricing of risk. For Newcastle, 2009

was all about strengthening our balance sheet and liquidity, maximizing cash flows from our

portfolio and managing credit risk.

Strengthening our balance sheet and liquidity:
In the beginning of 2009, we restructured $154 million of
non-agency recourse debt, eliminating all mark-to-market
provisions and debt covenants. For the year, our goal was
to substantially eliminate this debt. As a result of these
efforts, we reduced these borrowings by $112 million to
$42 million at year-end. By the end of the third quarter of
2010, all of this recourse debt is scheduled to be paid off.

At the same time we were paying off debt, we increased
the unrestricted cash on our balance sheet by $18 million
from $50 million to $68 million at year-end.

Our efforts to increase cash and reduce recourse debt
resulted in an overall liquidity improvement of $130 mil-
lion during the year and allowed us to end 2009 with
more unrestricted cash than short-term non-agency
recourse debt.

In 2009, we also looked for ways to reduce the cost of our
borrowings. For example, we restructured our $100 million
of junior subordinated notes, reducing the interest rate
from 7.57% to 1% for up to six quarters. This resulted in a
total cost savings in 2009 of $5 million. We have since
retired $52 million of this debt at a substantial discount.

In the first quarter of 2010, we tendered for $91 million of our
outstanding preferred stock at a price significantly below
par. This transaction and the junior subordinated note
repurchase were highly accretive to our common stock,
and we eliminated $12 million in annual interest and divi-
dend expense.

Maximizing cash flows:
As you may know, a majority of our operating cash flow
comes from our CDOs. In 2009, our CDOs generated $73
million of cash to Newcastle. We are highly focused on

continuing to maximize this cash flow in three of our
CDOs. We will seek to achieve this by investing in assets
with low risk and high returns, particularly those we can
acquire at a steep discount to par, and by repurchasing
CDO liabilities at accretive levels.

Managing credit risk:

Aggressive portfolio management is key in these times.
We are focused on reducing credit risk and, at the same
time, improving returns and our credit profile. In 2009, we
sold $497 million of assets with an average credit rating of
“BB-" and an average yield of 11%. We purchased $463
million of assets with an average rating of “AA-" and an
average yield of 15%. In 2010, we will continue to seek
ways to opportunistically improve our portfolio.

We enter 2010 with a stronger balance sheet and liquidity
for investment. Our focus for the year will be to rebuild
shareholder value. In the first quarter we made good prog-
ress towards that goal. We will continue to look for oppor-
tunities to buy back our debt at discounted prices and to
invest or deleverage in ways that are accretive to sharehold-
ers. Even though the credit markets have improved, there is
still a long way to go, and that presents great investment
opportunities. Today, investment capital is limited and
companies with cash to invest can dictate the best terms
and structure the most attractive investments.

On behalf of everyone at Newcastle, we thank you for your
continued support as we remain committed to our business
and its future.

s

Kenneth M. Riis
Chief Executive Officer and President















value of the underlying collateral, the key terms of the loan, and the effect of local, industry and broader economic trends
and factors. Pools of loans are also evaluated based on similar criteria, including historical and anticipated trends in defaults
and loss severities for the type and seasoning of loans being evaluated. This information is used to estimate specific
impairment charges on individual loans as well as provisions for estimated unidentified incurred losses on pools of loans.
Significant judgment is required both in determining impairment and in estimating the resulting loss allowance.
Furthermore, we must assess our intent and ability to hold our loan investments on a periodic basis. If we do not have the
intent and ability to hold a loan for the foreseeable future or until its expected payoff, the loan must be classified as “held
for sale” and recorded at the lower of cost or estimated value.

Revenue Recognition on Loans Held for Investment

Income on these loans is recognized similarly to that on our securities and is subject to similar uncertainties and
contingencies, which are also analyzed on at least a quarterly basis. For loans acquired at a discount for credit losses, the
net income recognized is based on a “loss adjusted yield” whereby a gross interest yield is recorded to Interest Income,
offset by a provision for probable, incurred credit losses which is accrued on a periodic basis to Provision for Credit Losses.
The provision is determined based on an evaluation of the loans as described under “Impairment of Loans” above. In the
fourth quarter of 2008, we reclassified all our investments in loans as held for sale as we could no longer express the intent
and ability to hold our loan investment through maturity. A rollforward of the provision is included in Note 5 to our
consolidated financial statements in Part 11, Item 8, “Financial Statements and Supplementary Data.”

Revenue Recognition on Loans Held for Sale

Real estate related, commercial mortgage and residential mortgage loans that are considered held for sale are carried at the
lower of amortized cost or market value determined on either an individual method basis, or in the aggregate for pools of
similar loans. Interest income is recognized to the extent cash is received whereas a change in the market value of loans, to
the extent that the value is not above the cost basis, is recorded in Valuation Allowance. A rollforward of the provision is
included in Note 5 to our consolidated financial statements in Part Il, Item 8, “Financial Statements and Supplementary
Data.”

Recent Accounting Pronouncements

In February 2008, the FASB issued new guidance on accounting for a transfer of a financial asset and a repurchase
financing. It presumes that an initial transfer of a financial asset and a repurchase financing are considered part of the same
arrangement (a linked transaction) unless certain criteria are met. If the criteria are not met, the linked transaction would be
recorded as a net investment, likely as a derivative, instead of recording the purchased financial asset on a gross basis along
with a repurchase financing. This guidance applies to reporting periods beginning after November 15, 2008 and is only
applied prospectively to transactions that occur on or after the adoption date. The adoption of this guidance did not have a
material impact on our financial condition, liquidity or results of operations as we have not entered into any such
transactions since January 2009.

In March 2008, the FASB issued new guidance which applies to reporting periods beginning after November 15, 2008 and
requires enhanced disclosures about an entity’s derivative and hedging activities. It does not change the accounting for such
activities. As a result, while the adoption of this guidance has changed our disclosures, it did not have a material impact on
our financial condition, liquidity or results of operations.

In January 2009, the FASB issued new guidance which amends previous guidance to achieve more consistent
determination of whether an other-than-temporary impairment has occurred. In particular, it changed a requirement to
analyze a security’s estimated cash flows from a market participant’s perspective to an analysis from the perspective of the
holder. It is effective for periods ending after December 15, 2008 and is applied prospectively. Due to the prospective
nature of its adoption, the adoption of this guidance did not have a material impact on our financial condition, liquidity or
results of operations. It did not have a material impact on our impairment analyses subsequent to adoption because we
generally analyze cash flows of securities in a manner consistent with market practice.

In April 2009, the FASB issued new guidance which (i) requires disclosures about the fair value of financial instruments on
an interim basis, (ii) changes the guidance for determining, recording and disclosing other-than-temporary impairment, and
(iii) provides additional guidance for estimating fair value when the volume or level of activity for an asset or liability have
significantly decreased. This guidance was effective for Newcastle as of April 1, 2009. It had a significant impact on our
disclosures, but no material impact on our financial condition, liquidity, or results of operations upon adoption. A
reclassification adjustment of $1.3 billion of loss from Accumulated Deficit to Accumulated Other Comprehensive Income
(Loss) was recorded at adoption but had no net effect on equity. Post-adoption impairment determinations, including the
analysis performed at December 31, 2009, are performed using this new guidance and may result in materially different
conclusions than would have been reached under prior guidance.

In June 2009, the FASB issued new guidance which eliminates the concept of qualified special purpose entities (QSPES),
changes the requirements for reporting a transfer of a portion of financial assets as a sale, clarifies other sale accounting
criteria and changes the initial measurement of a transferor’s interest in transferred financial assets. Furthermore, it requires
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2009, 2008 AND 2007
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Derivatives

Newecastle’s derivatives are recorded on its balance sheet as follows:
December 31,

2009 2008
Derivative Liabilities
Interest rate swaps, treated as hedges $ 178,037 $ 317,757
Non-hedge interest rate swaps 29,117 16,220

$ 207,154 $ 333,977

The following table summarizes financial information related to derivatives (excluding total rate of return swaps,
which are reported separately):
December 31,

2009 2008
Cash flow hedges
Notional amount of interest rate swap agreements $ 2,099,435 $ 2,376,420
Amount of (loss) recognized in OCI on effective portion (173,683) (312,431)
Deferred hedge gain (loss) related to anticipated financings,
which have subsequently occurred, net of amortization 832 932
Deferred hedge gain (loss) related to dedesignation,
net of amortization (8,045) (2,825)
Expected reclassification of deferred hedges from AOCI into
earnings over the next 12 months (4,234) 1,149
Expected reclassification of current hedges from AOCI into
earnings over the next 12 months (90,666) (19,570)
Non-hedge Derivatives
Notional amount of interest rate swap agreements 296,243 182,867

The following table summarizes gains (losses) recorded in relation to derivatives (excluding total rate of return
swaps, which are reported separately):

Income Statement Year Ended December 31,
Location 2009 2008 2007
Cash flow hedges
Gain (loss) on the ineffective portion Other Income (Loss) $ (278) $ 180 $ (1,662)
Gain (loss) immediately recognized at dedesignation Other Income (Loss) (15,223) (14,730) (9,315)
Amount of gain (loss) reclassified from AOCI into income, related to
effective portion Interest Expense (100,046) (62,013) 18,914
Deferred hedge gain reclassified from AOCI into income, related to
anticipated financings Interest Expense 101 94 87
Deferred hedge gain (loss) reclassified from AOCI into income, related to
effective portion of dedesignated hedges Interest Expense (9,547) 786 374
Fair value hedges
Gain (loss) on the effective portion (A) Other Income (Loss) - - 168
Gain (loss) on the ineffective portion Other Income (Loss) - - (48)
Non-hedge derivatives gain (loss) Other Income (Loss) 15,446 (18,451) 6,059

(A) Offset by the unrealized gain (loss) on the associated hedged items which is recognized in earnings.
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8. DEBT OBLIGATIONS
The following table presents certain information regarding Newcastle’s debt obligations and related hedges:

December 31, 2009 December 31, 2008
Collateral
Unhedged Weighted ~ Weighted Face Weighted Aggregate
Outstanding Weighted Average Average Amount Outstanding Average Notional Outstanding
Face Carrying Average Final Stated Funding Maturity  of Floating Rate  Face Amount Amortized Carrying Maturity Floating Rate Amount of Face Carrying
Debt Obligation/Collateral Month Issued Amount Value Funding Cost (A) Maturity Cost (B) (Years) Debt (C) Cost Basis (C) Value (C) (Years)  Face Amount (C) Current Hedges Amount Value
CDO Bonds Payable
CDO IV (D) Mar 2004 $ 369,477 $ 368,111 1.16% Mar 2039 3.00% 28 $ 345770 $ 419419 $ 355,969 $ 243,497 34§ 176,125 $ 177,300 $ 410,085 $ 408,160
CDOV (D) Sep 2004 447,287 445,498 0.94% Sep 2039 2.90% 33 435,099 507,465 391,182 263,095 35 217,218 208,439 454,500 452,178
CDO VI (D) Apr 2005 437,669 436,111 0.73% Apr 2040 3.10% 4.2 429,894 483,517 261,483 207,141 32 159,452 224,815 445,157 442,094
CDO VII (D) Dec 2005 411,550 408,972 0.73% Dec 2050 4.18% 54 405,028 493,984 189,180 148,465 4.0 94,468 298,355 420,534 417,568
CDO VIII Nov 2006 729,313 728,383 0.92% Nov 2052 1.98% 3.8 721,713 828,854 434,819 438,772 33 580,167 161,655 807,500 806,442
CDO IX May 2007 497,000 497,777 0.74% May 2052 1.62% 4.7 497,000 824,390 417,554 422,622 2.2 636,753 91,748 585,750 586,569
CDO X Jul 2007 1,175,000 1,174,076 0.35% Jul 2052 4.51% 5.1 1,175,000 1,375,294 1,003,578 874,932 3.6 305,628 900,408 1,247,750 1,246,970
4,067,296 4,058,928 3.20% 4.3 4,009,504 4,932,923 3,053,765 2,598,524 3.3 2,169,811 2,062,720 4,371,276 4,359,981
Other Bonds Payable
MH Loans (E) Jan 2006 107,003 107,003  LIBOR+0.75% Jan 2009 (E) 5.12% - 107,003 170,452 122,095 122,095 7.5 2,182 - 143,784 143,767
MH Loans (F) Aug 2006 197,397 196,694 LIBOR+1.00% Aug 2011 6.52% 1.5 197,397 243,781 207,557 207,557 6.1 42,047 - 237,976 236,853
304,400 303,697 6.03% 0.9 304,400 414,233 329,652 329,652 6.6 44,229 - 381,760 380,620
Repurchase Agreements (G)
Real estate securities, loans and
properties Various 31,672 31,672 LIBOR+2.13% Various 2.36% 04 31,672 176,648 28,741 28,741 0.5 164,616 - 102,977 102,977
FNMA/FHLMC securities Rolling 39,637 39,637 LIBOR+0.17% Jan 2010 5.01% 0.1 39,637 40,082 41,830 44,045 3.8 - 36,715 173,495 173,495
71,309 71,309 3.83% 0.2 71,309 216,730 70,621 72,786 1.1 164,616 36,715 276,472 276,472
Corporate
Junior subordinated notes payable (H) Mar 2006 102,500 103,264 1.00% (H) Apr 2035 7.28% 26.1 - - - - - - - 100,100 100,100
102,500 103,264 7.28% 26.1 - - - - - - - 100,100 100,100
Subtotal debt obligations 4,545,505 4,537,198 3.49% 45 $ 4385213 $ 5563886 $ 3,454,038 $ 3,000,962 34 $ 2,378,656 $ 2,099,435 $ 5129,608 $ 5,117,173
Financing on subprime mortgage
loans subject to call option (0] 406,217 403,006 406,217 398,026
Total debt obligations $ 4,951,722 $ 4,940,204 $ 5535825 $ 5,515,199

QY
®)
©

©)

(E)
F)
©)

(H)

0]

Weighted average, including floating and fixed rate classes and excluding the amortization of deferred financing costs.
Including the effect of applicable hedges.

Including restricted cash held for reinvestment in CDOs. The face amount and carrying value of Newcastle’s unlevered investments (real estate loans and securities) were $190.3 million and $6.7 million, respectively, as of
December 31, 2009.

CDOs IV, V, VI and VII were not in compliance with their applicable over collateralization tests as of December 31, 2009. Newcastle is not receiving cash flows from these CDOs (other than senior management fees) and expects
these CDOs to remain out of compliance for the foreseeable future.

See further description below.
Of which $10.2 million face amount is recourse financing.

The counterparties on these repurchase agreements include: Goldman Sachs ($39.6 million of FNMA/FHLMC financing), Deutsche Bank ($15.7 million), and Citigroup ($16.0 million). The non-FNMA/FHLMC financings are
subject to scheduled repayments, with the final payment to be made in June 2010.

In April 2009, Newcastle entered into an exchange agreement with the holder of the trust preferred securities under which Newcastle will effectively be accruing interest at a rate of 1.0% per annum beginning February 1, 2009 for
a maximum of six quarters, after which the rate reverts to 7.574% through April 2016 and to LIBOR + 2.25% after April 2016. Pursuant to the exchange, a real estate loan, which was valued at $4.1 million on December 31, 2009,
was pledged as collateral for the junior subordinated notes and will be released at the end of the interest rate modification period.

Issued in April 2006 and July 2007. See Note 5 regarding the securitizations of Subprime Portfolios I and II.

Certain of the debt obligations included above are obligations of consolidated subsidiaries of Newcastle which own the related collateral. In some cases, including
the CDO and Other Bonds Payable, such collateral is not available to other creditors of Newcastle.
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CDO Bonds Payable

In June and July 2007, Newcastle refinanced three prior CDO issuances with a single CDO issuance which aggregated
$1,248 million of issued debt. Newcastle incurred $4.7 million of cash expenses and $8.2 million of non-cash charges
in connection with this extinguishment of debt.

In February 2008, Newcastle repaid in full the debt associated with its first CDO.

During 2008, Newcastle repurchased $24.9 million face amount of CDO bonds for $7.9 million and recorded a gain of
$16.8 million. During 2009, Newcastle repurchased $246.7 million of CDO bonds for $29.9 million and recorded a
gain of $215.3 million.

Since the filing of Newcastle’s Quarterly Report on Form 10-Q for the period ended September 30, 2009 on November
4, 2009, CDO VI failed additional over collateralization tests. The consequences of failing these tests are that an
event of default has occurred and Newcastle may be removed as the collateral manager under the documentation
governing CDO VII. So long as the event of default continues, Newcastle will not be permitted to purchase or sell any
collateral in CDO VII. If Newcastle is removed as the collateral manager of CDO VI, it would no longer receive the
senior management fees from such CDO. As of February 17, 2010, Newcastle has not been removed as collateral
manager. Newcastle does not expect the failure of these additional tests to have a material negative impact on our cash
flows, business, results of operations or financial condition.

As of February 17, 2010, CDOs 1V, V, VI and VII, were not in compliance with their applicable over collateralization
tests and, consequently, Newcastle was not receiving cash flows from these CDOs currently (other than senior
management fees). Based upon Newcastle’s current calculations, Newcastle expects these four portfolios to remain out
of compliance for the foreseeable future. Moreover, given current market conditions, it is possible that all of
Newcastle’s CDOs could be out of compliance with their over collateralization tests as of one or more measurement
dates within the next twelve months.

Other Bonds Payable

In January 2009, the debt for one of Newcastle’s manufactured housing loan portfolios ($107.0 million outstanding at
December 31, 2009) became callable at the option of the lender. The principal and interest payments from the
underlying loans, net of expenses and payments related to interest rate swap contracts, are used to repay the
outstanding debt on a monthly basis.

Repurchase Agreements Subject to ABCP Facility

In December 2006, Newcastle closed a $2 billion asset backed commercial paper (ABCP) facility which provided
Newcastle with the ability to finance its FNMA/FHLMC securities with ABCP. In August through November 2007,
Newcastle refinanced this debt with repurchase agreements. As a result, a non-cash expense of $3.5 million was
recorded related to the write-off of deferred financing costs and other hedge related items.

Credit Facility

In February 2008, Newcastle terminated its credit facility. The credit facility had been unused since July 2007 and the
termination released a significant amount of collateral with which it generated additional liquidity, generally through
selective asset sales. At the date of termination, no amounts were outstanding under the credit facility (and Newcastle
did not incur any material costs related to the termination); at that time, previously incurred and deferred financing
costs of $0.6 million were written off.

Junior Subordinated Notes Payable

In March 2006, Newcastle completed the placement of $100 million of trust preferred securities through its wholly
owned subsidiary, Newcastle Trust | (the “Preferred Trust”). Newcastle owns all of the common stock of the Preferred
Trust. The Preferred Trust used the proceeds to purchase $100.1 million of Newcastle’s junior subordinated notes.
These notes represent all of the Preferred Trust’s assets. The terms of the junior subordinated notes are substantially the
same as the terms of the trust preferred securities.
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On April 30, 2009, Newcastle entered into an exchange agreement with several collateralized debt obligations
managed by a third party pursuant to which Newcastle agreed to exchange newly issued junior subordinated notes due
in 2035 with an initial aggregate principal amount of $101.7 million (the "Notes") for $100 million in aggregate
liquidation amount of trust preferred securities that were previously issued by a subsidiary of Newcastle (the “TRUPSs”)
and were owned by the third party. The Notes accrue interest at a rate of 1.0% per year for a maximum of six quarters,
beginning on February 1, 2009 and the aggregate principal amount of the Notes will increase to $104.9 million by July
30, 2010. Subsequent to that period, the rate reverts to that which Newcastle was required to pay on the TRUPs
(7.574% through April 2016 and at a floating rate of 3-month LIBOR plus 2.25% thereafter). In conjunction with the
exchange, the TRUPs were cancelled and Newcastle pledged 100% of its equity interests in NIC TP LLC, a special
purpose subsidiary that holds Newcastle’s participation in a loan and related deposit account, which were valued at
$4.1 million on December 31, 2009, as collateral. The pledged collateral will be released at the end of the interest rate
modification period. Under the provisions of ASC 470-60, “Troubled Debt Restructurings by Debtors”, this exchange
is considered a troubled debt restructuring which requires Newcastle to account for the effect of the interest
modification prospectively and to record the expenses related to the modification immediately through earnings.

On January 29, 2010, Newcastle Investment Corp. (together with its wholly-owned taxable REIT subsidiary, NIC TRS
LLC, the “Company”), entered into an Exchange Agreement, dated as of January 29, 2010 (the “Exchange
Agreement”), with Taberna Capital Management, LLC and certain of its affiliates (collectively, “Taberna”), pursuant
to which the Company and Taberna agreed to exchange (the “Exchange”) approximately $51.9 million aggregate
principal amount of junior subordinated notes due 2035 for approximately $37.6 million face amount of previously
issued CDO securities and approximately $9.7 million of cash held by the Company. In other words, $51.9 million
face amount of the company’s debt, in the form of junior subordinated notes payable, was repurchased and effectively
retired in exchange for (i) the payment of $9.7 million of cash, and (ii) the reissuance of $37.6 million face amount of
CDO bonds payable (which had previously been repurchased by the Company). In connection with the Exchange, the
Company paid or reimbursed certain expenses incurred by Taberna, various indenture trustees and their respective
advisors in accordance with the terms of the Exchange Agreement. The Company is currently evaluating the impact of
this exchange on its financial results, which will be recorded in the first quarter of 2010.

Maturity Table

Newcastle’s debt obligations (gross of $11.5 million of discounts at December 31, 2009) have contractual maturities as

follows:
Nonrecourse Recourse Total

2010 $ 107,003 $ 81515 $ 188,518
2011 187,191 - 187,191
2012 - - -
2013 - - -
2014 - - -
Thereafter 4,473,513 102,500 4,576,013
Total $ 4,767,707 $ 184,015 $ 4,951,722

Debt Covenants

Newcastle’s non-CDO financings contain various customary loan covenants. Newcastle was in compliance with all of
the covenants in its non-CDO financings as of February 17, 2010.

9. STOCK OPTION PLAN AND EARNINGS PER SHARE

Newcastle is required to present both basic and diluted earnings per share (“EPS”). Basic EPS is calculated by
dividing net income available for common stockholders by the weighted average number of shares of common stock
outstanding during each period. Diluted EPS is calculated by dividing net income available for common stockholders
by the weighted average number of shares of common stock outstanding plus the additional dilutive effect of common
stock equivalents during each period. Newcastle’s common stock equivalents are its stock options. During 2009, 2008
and 2007, Newcastle had no dilutive common stock equivalents (common stock equivalents are not dilutive in periods
of net loss). Net income available for common stockholders is equal to net income less preferred dividends.

In June 2002, Newcastle (with the approval of the board of directors) adopted a nonqualified stock option and incentive
award plan (the "Newcastle Option Plan") for officers, directors, consultants and advisors, including the Manager and
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its employees. The maximum available for issuance is equal to 10% of the number of outstanding equity interests of
Newcastle, subject to a maximum of 10,000,000 shares in the aggregate over the term of the plan.

Upon joining the board, the non-employee directors have been, in accordance with the Newcastle Option Plan,
automatically granted options to acquire an aggregate of 18,000 shares of common stock. The fair value of such
options was not material at the date of grant.

Through December 31, 2009, for the purpose of compensating the Manager for its successful efforts in raising capital
for Newcastle, the Manager has been granted options representing the right to acquire 3,523,727 shares of common
stock, with strike prices subject to adjustment as necessary to preserve the value of such options in connection with the
occurrence of certain events (including capital dividends and capital distributions made by Newcastle). The Manager
options represented an amount equal to 10% of the shares of common stock of Newcastle sold in its public offerings
and the value of such options was recorded as an increase in stockholders’ equity with an offsetting reduction of capital
proceeds received. The options granted to the Manager, which may be assigned by the Manager to its employees, were
fully vested on the date of grant and one thirtieth of the options become exercisable on the first day of each of the
following thirty calendar months, or earlier upon the occurrence of certain events, such as a change in control of
Newecastle or the termination of the Management Agreement. The options expire ten years from the date of issuance.

As of December 31, 2009, Newcastle’s outstanding options were summarized as follows:

Held by the Manager 1,686,447
Issued to the Manager and subsequently assigned

to certain of the Manager's employees 798,162
Held by directors and former directors 14,000
Total 2,498,609

The following table summarizes Newcastle’s outstanding options at December 31, 2009. Note that the last sales price
on the New York Stock Exchange for Newcastle’s common stock in the year ended December 31, 2009 was $2.09 per

share.
Date of Weighted Average  Fair Value At Grant

Recipient Grant/Exercise Number of Options  Exercise Price (A)  Date (Millions) (B)
Directors Various 18,000 $16.98 Not Material
Manager (C) 2002 700,000 $12.60 $0.4
Manager (C) 2003 788,227 $20.99 $1.2
Manager (C) 2004 837,500 $26.66 $1.6
Manager (C) 2005 330,000 $29.20 $1.1
Manager (C) 2006 170,000 $29.02 $0.5
Manager (C) 2007 698,000 $28.58 $2.0
Exercised (C) Prior to 2008 (1,043,118) $15.70
Outstanding 2,498,609 $26.64

(A) The strike prices are subject to adjustment in connection with return of capital dividends. A portion of Newcastle’s 2008 dividends was deemed
return of capital dividends. The effect on the strike prices was not significant.

(B) The fair value of the options was estimated using a lattice-based option valuation model. Since the Newcastle Option Plan has characteristics
significantly different from those of traded options, and since the assumptions used in such model, particularly the volatility assumption, are
subject to significant judgment and variability, the actual value of the options could vary materially from management’s estimate. The
assumptions used in such model for the last three years were as follows:

Date of Grant Volatility Dividend Yield Expected Life (Years) Risk-Free Rate
January 2007 21% 8.82% 5 4.77%
April 2007 21% 9.95% 5 4.65%

The volatility assumption for these options was estimated based primarily on the historical volatility of
Newcastle’s common stock and management’s expectations regarding future volatility. The expected life
assumption for these options was estimated based on the simplified term method. This simplified method was used
because Newcastle did not have sufficient historical data to conclude on the appropriate expected life of its options
and because historical data to date was consistent with the simplified term method.
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10.

(C) The Manager assigned certain of its options to its employees as follows:

Range of Total Unexercised
Date of Grant ~ Strike Prices  Inception to Date

2002 $13.00 17,500
2003 $20.35-$22.85 164,197
2004 $25.75-$31.40 226,125
2005 $29.60 90,750
2006 $29.42 65,025
2007 $27.75-$31.30 234,565

Total 798,162

670,620 of the total options exercised were by the Manager. 368,498 of the total options exercised were by employees
of the Manager subsequent to their assignment. 4,000 of the total options exercised were by directors.

MANAGEMENT AGREEMENT AND RELATED PARTY TRANSACTIONS

Manager

Newcastle entered into the Management Agreement with the Manager in June 2002, as amended, which provided for
an initial term of one year with automatic one year extensions, subject to certain termination rights. After the initial one
year term, the Manager's performance is reviewed annually and the Management Agreement may be terminated by
Newcastle by payment of a termination fee, as defined in the Management Agreement, equal to the amount of
management fees earned by the Manager during the twelve consecutive calendar months immediately preceding the
termination, upon the affirmative vote of at least two-thirds of the independent directors, or by a majority vote of the
holders of common stock. Pursuant to the Management Agreement, the Manager, under the supervision of Newcastle’s
board of directors, formulates investment strategies, arranges for the acquisition of assets, arranges for financing,
monitors the performance of Newcastle's assets and provides certain advisory, administrative and managerial services
in connection with the operations of Newcastle. For performing these services, Newcastle pays the Manager an annual
management fee equal to 1.5% of the gross equity of Newcastle, as defined, including adjustments for return of capital
dividends.

The Management Agreement provides that Newcastle will reimburse the Manager for various expenses incurred by the
Manager or its officers, employees and agents on Newcastle's behalf, including costs of legal, accounting, tax, auditing,
administrative and other similar services rendered for Newcastle by providers retained by the Manager or, if provided
by the Manager's employees, in amounts which are no greater than those which would be payable to outside
professionals or consultants engaged to perform such services pursuant to agreements negotiated on an arm’s-length
basis.

To provide an incentive for the Manager to enhance the value of the common stock, the Manager is entitled to receive
an incentive return (the "Incentive Compensation") on a cumulative, but not compounding, basis in an amount equal to
the product of (A) 25% of the dollar amount by which (1) (a) the Funds from Operations, as defined (before the
Incentive Compensation) of Newcastle per share of common stock (based on the weighted average number of shares of
common stock outstanding) plus (b) gains (or losses) from debt restructuring and from sales of property and other
assets per share of common stock (based on the weighted average number of shares of common stock outstanding),
exceed (2) an amount equal to (a) the weighted average of the price per share of common stock in the IPO and the
value attributed to the net assets transferred to Newcastle by its predecessor, and in any subsequent offerings by
Newecastle (adjusted for prior return of capital dividends or capital distributions) multiplied by (b) a simple interest rate
of 10% per annum (divided by four to adjust for quarterly calculations) multiplied by (B) the weighted average number
of shares of common stock outstanding. As a result of the effect of recording other-than-temporary impairment,
Newecastle expects that there will be no Incentive Compensation payable to the Manager for an indeterminate period of
time.

Amounts Incurred (in millions)

2009 2008 2007
Management Fee.................ooeeeeniis $17.5 $17.9 $17.1
Expense Reimbursement................ 0.5 0.5 0.5
Incentive Compensation.................. - - 6.2

At December 31, 2009, the Manager, through its affiliates, and principals of Fortress, owned 3.8 million shares of
Newcastle’s common stock and the Manager, through its affiliates, had options to purchase an additional 1.7 million
shares of Newcastle’s common stock (Note 9).
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11.

In 2009, principals of Fortress sold an aggregate of 1.1 million common shares of Newcastle to third parties at market
prices.

At December 31, 2009 and December 31, 2008, Due To Affiliates is comprised of $1.5 million and $1.5 million,
respectively, of management fees and expense reimbursements payable to the Manager.

Other Affiliates

In November 2003, Newcastle and a private investment fund managed by an affiliate of its manager co-invested and
each indirectly own an approximately 38% interest in a limited liability company (Note 3) that has acquired a pool of
franchise loans from a third party financial institution. Newcastle’s investment in this entity, reflected as an investment
in an unconsolidated subsidiary on Newcastle’s consolidated balance sheet, was approximately $0.2 million at
December 31, 2009. The remaining approximately 24% interest in the limited liability company is owned by the
above-referenced third party financial institution.

In April 2006, Newcastle securitized Subprime Portfolio | and, through Securitization Trust 2006, entered into a
servicing agreement with a subprime home equity mortgage lender (the “Subprime Servicer”) to service this portfolio.
In July 2006, private equity funds managed by an affiliate of Newcastle’s manager completed the acquisition of the
Subprime Servicer. As compensation under the servicing agreement, the Subprime Servicer will receive, on a monthly
basis, a net servicing fee equal to 0.5% per annum on the unpaid principal balance of the portfolio. In March 2007,
through Securitization Trust 2007, Newcastle entered into a servicing agreement with the Subprime Servicer to service
Subprime Portfolio Il under substantially the same terms. The outstanding unpaid principal balances of Subprime
Portfolios | and Il were approximately $587.4 million and $785.0 million at December 31, 2009, respectively.

As of December 31, 2009, Newcastle held on its balance sheet total investments of $231.5 million face amount of real
estate securities and related loans issued by affiliates of the Manager. Newcastle earned approximately $15.1 million,
$20.4 million and $20.1 million of interest on investments issued by affiliates of the Manager for the years ended
December 31, 2009, 2008 and 2007, respectively.

In each instance described above, affiliates of Newcastle’s manager have an investment in the applicable affiliated fund
and receive from the fund, in addition to management fees, incentive compensation if the fund’s aggregate investment
returns exceed certain thresholds.

COMMITMENTS AND CONTINGENCIES

Stockholder Rights Agreement — Newcastle has adopted a stockholder rights agreement (the "Rights Agreement").
Pursuant to the terms of the Rights Agreement, Newcastle will attach to each share of common stock one preferred
stock purchase right (a "Right"). Each Right entitles the registered holder to purchase from Newcastle a unit consisting
of one one-hundredth of a share of Series A Junior Participation Preferred Stock, par value $0.01 per share, at a
purchase price of $70 per unit. Initially, the Rights are not exercisable and are attached to and transfer and trade with
the outstanding shares of common stock. The Rights will separate from the common stock and will become
exercisable upon the acquisition or tender offer to acquire a 15% beneficial ownership interest by an acquiring person,
as defined. The effect of the Rights Agreement will be to dilute the acquiring party's beneficial interest. Until a Right is
exercised, the holder thereof, as such, will have no rights as a stockholder of Newcastle.

Litigation — Newcastle is, from time to time, a defendant in legal actions from transactions conducted in the ordinary
course of business. Management, after consultation with legal counsel, believes the ultimate liability arising from such
actions which existed at December 31, 2009, if any, will not materially affect Newcastle’s consolidated results of
operations or financial position.

Environmental Costs — As a commercial real estate owner, Newcastle is subject to potential environmental costs. At
December 31, 2009, management of Newcastle is not aware of any environmental concerns that would have a material
adverse effect on Newcastle's consolidated financial position or results of operations.

Debt Covenants — Newcastle's debt obligations contain various customary loan covenants. Furthermore, the maturity
date of one of Newcastle’s debt obligations has passed. See Note 8.

Subprime Securitizations — Newcastle has no obligation to repurchase any loans from either of its subprime
securitizations. Therefore, it is expected that Newcastle’s exposure to loss is limited to the carrying amount of its
retained interests in the securitization entities (Note 5). A subsidiary of Newcastle’s gave limited representations and
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13.

warranties with respect to the second securitization; however, it has no assets and does not have recourse to the general
credit of Newcastle.

Preferred Dividends in Arrears — As of December 31, 2009 and December 31, 2008, $15.8 million and $2.3 million,
respectively, of dividends on Newcastle’s cumulative preferred stock were unpaid and in arrears.

Contingent Gain in CDOs — Newcastle has recorded $1.0 billion of losses in its CDOs in excess of its economic
exposure which must eventually be reversed through amortization, sales at gains, or as gains at the deconsolidation or
termination of the CDOs. See Notes 3, 4 and 5.

INCOME TAXES AND DIVIDENDS

Newcastle Investment Corp. is organized and conducts its operations to qualify as a REIT under the Code. A REIT
will generally not be subject to U.S. federal corporate income tax on that portion of its net income that is distributed to
stockholders if it distributes at least 90% of its REIT taxable income to its stockholders by prescribed dates and
complies with various other requirements. Up to 90% of this distribution requirement may be met through stock
dividends rather than cash, subject to limitations based on the value of Newcastle’s stock.

Since Newecastle distributed 100% of its 2009, 2008 and 2007 REIT taxable income (if any), no provision has been
made for U.S. federal corporate income taxes in the accompanying consolidated financial statements.

Common Stock distributions relating to 2009, 2008, and 2007 were taxable as follows:

Dividends Per Share (A) Ordinary/ Capital
Book Basis Tax Basis Qualified Income Gains Return of Capital
2009 $0.000 $0.000 0.00% None 0.00%
2008 $0.750 $0.750 46.31% None 53.69%
2007 $2.850 $2.850 100.00% None None

(A) Any excess of book basis dividends over tax basis dividends would generally be carried forward to the next year for tax purposes.

During 2009, Newcastle repurchased $246.7 million face amount of its outstanding CDO debt at a discount and
recorded a $215.3 million gain. The gain recorded upon such cancellation of indebtedness is characterized as ordinary
income for tax purposes. In compliance with current tax laws, Newcastle has the ability to defer such ordinary income
to future years and intends to defer all or a portion of such gain for 2009.

As of December 31, 2008, Newcastle had a net operating loss carryforward of $(182.4) million. In addition, Newcastle
had a net long-term capital loss carryforward of $(198.5) million. The net operating loss carryforward and capital loss
carryforward can generally be used to offset ordinary taxable income and taxable capital gains, respectively, in future
years. The amounts of net operating loss carryforward and net long-term capital loss carryforward as of December 31,
2009 will be subject to the finalization of the 2009 tax returns and could be materially different from such amounts as
of December 31, 2008.

SUBSEQUENT EVENTS

These financial statements include a discussion of material events which have occurred subsequent to December 31,
20009 (referred to as “subsequent events™) through the issuance of these consolidated financial statements on February
19, 2010. Events subsequent to that date have not been considered in these financial statements.

On January 29, 2010, Newcastle Investment Corp. (together with its wholly-owned taxable REIT subsidiary, NIC TRS
LLC, the “Company”), entered into an Exchange Agreement, dated as of January 29, 2010 (the “Exchange
Agreement™), with Taberna Capital Management, LLC and certain of its affiliates (collectively, “Taberna™), pursuant
to which the Company and Taberna agreed to exchange (the “Exchange”) approximately $51.9 million aggregate
principal amount of junior subordinated notes due 2035 for approximately $37.6 million face amount of previously
issued CDO securities and approximately $9.7 million of cash held by the Company. In other words, as of February
11, 2010, $51.9 million face amount of the company’s debt, in the form of junior subordinated notes payable, was
repurchased and effectively retired in exchange for (i) the payment of $9.7 million of cash, and (ii) the reissuance of
$37.6 million face amount of CDO bonds payable (which had previously been repurchased by the Company). In
connection with the Exchange, the Company paid or reimbursed certain expenses incurred by Taberna, various
indenture trustees and their respective advisors in accordance with the terms of the Exchange Agreement. The
Company is currently evaluating the impact of this exchange on its financial results, which will be recorded in the first
quarter of 2010.
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14. SUMMARY QUARTERLY CONSOLIDATED FINANCIAL INFORMATION (UNAUDITED)

The following is unaudited summary information on Newcastle’s quarterly operations.

2009 Quarter Ended Year Ended
March 31 (A) June 30 (A) September 30 (A) December 31 December 31

Interest income $ 124,473 $ 87,338 $ 75222 $ 74833 $ 361,866
Interest expense 60,544 54,172 52,438 51,256 218,410

Net interest income (expense) 63,929 33,166 22,784 23,577 143,456
Impairment 307,470 123,407 90,802 26,861 548,540
Other income (loss) (B) 12,304 55,313 128,573 30,789 226,979
Equity in earnings of unconsolidated subsidiaries (C) 13 (28) 296 139 420
Depreciation and amortization 72 73 73 72 290
Other operating expenses 7,519 8,827 7,819 7,446 31,611
Income (loss) from continuing operations (238,815) (43,856) 52,959 20,126 (209,586)
Income (loss) from discontinued operations (33) (142) 79 (222) (318)
Preferred dividends (3,375) (3,376) (3,375) (3,375) (13,501)
Income (loss) applicable to common stockholders $ (242,223) $ (47,374) $ 49,663 $ 16,529 $ (223,405)
Net income (loss) per share of common stock

Basic $ (4.59) _$ (0.90) $ 094 § 031 $ (4.23)

Diluted $ @59 3§ (090) % 094§ 031§ (423

Income (loss) from continuing operations per share of common
stock, after preferred dividends and related accretion

Basic S @59 s (09 8 094 %8 032 § (422

Diluted 3 (459 § —__(090) $ 094 3§ 032 3 (4.22)
Income (loss) from discontinued operations per share of common stock

Basic $ - $ - $ - $ 0.01) $ (0.01)

Diluted $ - 3 - $ - $ (0.01) $ (0.01)
Weighted average number of shares of common stock outstanding

Basic 52,807 52,836 52,905 52,905 52,864

Diluted 52,807 52,836 52,905 52,905 52,864
2008 Quarter Ended Year Ended

March 31 (A) June 30 (A) September 30 (A) December 31 December 31

Interest income $ 132,894 $ 115,018 $ 113,549 $ 107,406 $ 468,867
Interest expense 89,375 73,713 73,651 70,564 307,303

Net interest income (expense) 43,519 41,305 39,898 36,842 161,564
Impairment 69,203 120,424 162,955 2,639,248 2,991,830
Other income (loss) (B) (4,249) 1,390 (15,166) (102,941) (120,966)
Equity in earnings of unconsolidated subsidiaries (C) 708 7,062 419 (32) 8,157
Depreciation and amortization 72 73 73 71 289
Other operating expenses 7,919 8,277 8,450 7,688 32,334
Income (loss) from continuing operations (37,216) (79,017) (146,327) (2,713,138) (2,975,698)
Income (loss) from discontinued operations (3,688) (5,263) 227 (930) (9,654)
Preferred dividends (3,375) (3,376) (3,375) (3,375) (13,501)
Income (loss) applicable to common stockholders $ (44,279) $ (87,656) $ (149,475) $ (2,717,443)  $ (2,998,853)
Net income (loss) per share of common stock

Basic $ (0.84) $ (1.66) $ (2.83) $ (51.48) $ (56.81)

Diluted $ 084§ (166) $ (283) § (51.48) “§ (56.81)

Income (loss) from continuing operations per share of common
stock, after preferred dividends and related accretion

Basic $ 077) $ (1.56) $ (284) $ (51.46) $ (56.63)

Diluted $ 0.77) $ (1.56) $ (284) § (51.46) $ (56.63)
Income (loss) from discontinued operations per share of common stock

Basic $ 0.07) $ (0.10) $ 001 $ 0.02) $ (0.18)

Diluted $ 0.07) § (0.10) $ 001 § 0.02) $ (0.18)
Weighted average number of shares of common stock outstanding

Basic 52,780 52,783 52,789 52,789 52,785

Diluted 52,780 52,783 52,789 52,789 52,785

(A) The Income Available for Common Stockholders shown agrees with Newcastle’s quarterly report(s) on Form 10-Q as filed with the Securities
and Exchange Commission. However, individual line items may vary from such report(s) due to the operations of properties sold, or classified
as held for sale, during subsequent periods being retroactively reclassified to Income for Discontinued Operations for all periods presented
(Note 5).

(B) Excluding equity in earnings of unconsolidated subsidiaries.

© Net of income taxes on related taxable subsidiaries, if any.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.
Item 9A. Controls and Procedures.

(@) Disclosure Controls and Procedures. The Company’s management, with the participation of the Company’s Chief
Executive Officer and Chief Financial Officer, has evaluated the effectiveness of the Company’s disclosure controls
and procedures (as such term is defined in Rules 13a-15(e) and 15d —15(e) under the Securities Exchange Act of 1934,
as amended (the “Exchange Act”)) as of the end of the period covered by this report. The Company’s disclosure
controls and procedures are designed to provide reasonable assurance that information is recorded, processed,
summarized and reported accurately and on a timely basis. Based on such evaluation, the Company’s Chief Executive
Officer and Chief Financial Officer have concluded that, as of the end of such period, the Company’s disclosure
controls and procedures are effective.

(b) Internal Control Over Financial Reporting. There have not been any changes in the Company’s internal control over
financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Acts) during the most
recent fiscal quarter to which this report relates that have materially affected, or are reasonably likely to materially
affect, the Company’s internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting. Internal control over financial reporting is defined in Rule 13a-15(f) and 15d-15(f) under the Securities
Exchange Act of 1934, as amended, as a process designed by, or under the supervision of, the Company’s principal
executive and principal financial officers and effected by the Company’s board of directors, management and other
personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with accounting principles generally accepted in the United States and
includes those policies and procedures that:

e pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions
and dispositions of the assets of the Company;

e provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States, and that
receipts and expenditures of the Company are being made only in accordance with authorizations of
management and directors of the Company; and

e provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect all misstatements.
Projections of any evaluation of effectiveness to future periods are subject to the risks that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31,
2009. In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO) in Internal Control-Integrated Framework.

Based on our assessment, management concluded that, as of December 31, 2009, the Company’s internal control over
financial reporting was effective.

The Company’s independent registered public accounting firm has issued an audit report on the effectiveness of the
Company’s internal control over financial reporting. This report appears at the beginning of “Financial Statements and
Supplementary Data.”

By: /s/ Kenneth M. Riis
Kenneth M. Riis
Chief Executive Officer

By: /s/ Brian C. Sigman
Brian C. Sigman
Chief Financial Officer
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Item 9B. Other Information.
None.

PART I
Item 10. Directors, Executive Officers and Corporate Governance.
Incorporated by reference to our definitive proxy statement for the 2010 annual meeting of stockholders to be filed with the
Securities and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended,
within 120 days after the fiscal year ended December 31, 20009.
Item 11. Executive Compensation.
Incorporated by reference to our definitive proxy statement for the 2010 annual meeting of stockholders to be filed with the
Securities and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended,
within 120 days after the fiscal year ended December 31, 2009.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.
Incorporated by reference to our definitive proxy statement for the 2010 annual meeting of stockholders to be filed with the
Securities and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended,
within 120 days after the fiscal year ended December 31, 20009.
Item 13. Certain Relationships and Related Transactions, Director Independence.
Incorporated by reference to our definitive proxy statement for the 2010 annual meeting of stockholders to be filed with the
Securities and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended,
within 120 days after the fiscal year ended December 31, 2009.
Item 14. Principal Accountant Fees and Services.
Incorporated by reference to our definitive proxy statement for the 2010 annual meeting of stockholders to be filed with the

Securities and Exchange Commission pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended,
within 120 days after the fiscal year ended December 31, 20009.
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PART IV

Item 15. Exhibits; Financial Statement Schedules.

(a) and (c) Financial statements and schedules:
See “Financial Statements and Supplementary Data.”

(b)

Exhibits filed with this Form 10-K:

3.1

3.2

3.3

3.4

3.5

4.1

4.2

4.3

4.4

10.1

10.2

10.3

10.4

12.1
21.1
31.1

31.2

321

32.2

Avrticles of Amendment and Restatement (incorporated by reference to the Registrant’s Registration Statement
on Form S-11 (File No. 333-90578), Exhibit 3.1).

Avrticles Supplementary relating to the Series B Preferred Stock (incorporated by reference to the Registrant’s
Quarterly Report on Form 10-Q for the period ended March 31, 2003, Exhibit 3.3).

Avrticles Supplementary relating to the Series C Preferred Stock (incorporated by reference to the Registrant’s
Report on Form 8-K, Exhibit 3.3, filed on October 25, 2005).

Avrticles Supplementary relating to the Series D Preferred Stock (incorporated by reference to the Registrant’s
Report on Form 8-A, Exhibit 3.1, filed on March 14, 2007).

Amended and Restated By-laws (incorporated by reference to the Registrant’s Current Report on Form 8-K,
Exhibit 3.1, filed on May 5, 2006).

Rights Agreement between the Registrant and American Stock Transfer and Trust Company, as Rights Agent,
dated October 16, 2002 (incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q for the
period ended September 30, 2003, Exhibit 4.1).

Junior Subordinated Indenture between Newcastle Investment Corp. and The Bank of New York Mellon Trust
Company, National Association, dated April 30, 2009 (incorporated by reference to the Registrant’s Report
on Form 8-K, Exhibit 4.1, filed on May 4, 2009).

Pledge and Security Agreement between Newcastle Investment Corp. and The Bank of New York Mellon
Trust Company, National Association, as trustee, dated April 30, 2009 (incorporated by reference to the
Registrant’s Report on Form 8-K, Exhibit 4.2, filed on May 4, 2009).

Pledge, Security Agreement and Account Control Agreement among Newcastle Investment Corp., NIC TP
LLC, as pledgor, and The Bank of New York Mellon Trust Company, National Association, as bank and
trustee, dated April 30, 2009 (incorporated by reference to the Registrant’s Report on Form 8-K, Exhibit 4.3,
filed on May 4, 2009).

Amended and Restated Management and Advisory Agreement by and among the Registrant and FIG LLC
(formerly known as Fortress Investment Group LLC), dated June 23 2003 (incorporated by reference to the
Registrant’s Statement on Form S-11 (File No. 333-106135), Exhibit 10.1).

Newcastle Investment Corp. Nonqualified Stock Option and Incentive Award Plan Amended and Restated
Effective as of February 11, 2004 (incorporated by reference to the Registrant’s Annual Report on Form 10-K
for the year ended December 31, 2005, Exhibit 10.2).

Exchange Agreement between Newcastle Investment Corp. and Taberna Preferred Funding 1V, Ltd., Taberna
Preferred Funding V, Ltd., Taberna Preferred Funding VI, Ltd. and Taberna Preferred Funding VII, Ltd.,
dated April 30, 2009 (incorporated by reference to the Registrant’s Report on Form 8-K, Exhibit 10.1, filed on
May 4, 2009).

Exchange Agreement, dated as of January 29, 2010, by and among Newcastle Investment Corp., Taberna
Capital Management, LLC, Taberna Preferred Funding IV, Ltd., Taberna Preferred Funding V, Ltd., Taberna
Preferred Funding VI, Ltd. and Taberna Preferred Funding VII, Ltd. (incorporated by reference to the
Registrant’s Report on Form 8-K, Exchibt 10.1, filed on February 2, 2010).

Statements re: Computation of Ratios.
Subsidiaries of the Registrant.

Certification of Chief Executive Officer as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Certification of Chief Financial Officer as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, as amended, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized:

NEWCASTLE INVESTMENT CORP.

February 19, 2010

By: /s/ Wesley R. Edens
Wesley R. Edens
Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed below by the
following person on behalf of the Registrant and in the capacities and on the dates indicated.

February 19, 2010
By: s/ Kenneth M. Riis

Kenneth M. Riis
Director and Chief Executive Officer

February 19, 2010

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

February 19, 2010

By: s/ Kevin J. Finnerty
Kevin J. Finnerty
Director

February 19, 2010

By: /s/ Stuart A. McFarland
Stuart A. McFarland
Director

February 19, 2010

By: /s/ David K. McKown
David K. McKown
Director

February 19, 2010

By: /s/ Peter M. Miller
Peter M. Miller
Director
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SPECIAL NOTE REGARDING EXHIBITS

In reviewing the agreements included as exhibits to this Annual Report on Form 10-K, please remember they are included
to provide you with information regarding their terms and are not intended to provide any other factual or disclosure
information about the Company or the other parties to the agreements. The agreements contain representations and
warranties by each of the parties to the applicable agreement. These representations and warranties have been made solely
for the benefit of the other parties to the applicable agreement and:

e should not in all instances be treated as categorical statements of fact, but rather as a way of allocating the risk
tone of the parties if those statements provide to be inaccurate;

e have been qualified by disclosures that were made to the other party in connection wit the negotiation of the
applicable agreement, which disclosures are not necessarily reflected in the agreement;

e may apply standards of materiality in a way that is different from what may be viewed as material to you or other
investors; and

e were made only as of the date of the applicable agreement or such other date or dates as may be specified in the
agreement and are subject to more recent developments.

Accordingly, these representations and warranties may not describe the actual state of affairs as of the date they were made
or at any other time. Additional information about the Company may be found elsewhere in this Annual Report on
Form 10-K and the Company’s other public filings, which are available without charge through the SEC’s website at
http://www.sec.gov. See “Where You Can Find More Information.”
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Exhibit Index

Articles of Amendment and Restatement (incorporated by reference to the Registrant’s Registration
Statement on Form S-11 (File No. 333-90578), Exhibit 3.1).

Articles Supplementary relating to the Series B Preferred Stock (incorporated by reference to the
Registrant’s Quarterly Report on Form 10-Q for the period ended March 31, 2003, Exhibit 3.3).

Articles Supplementary relating to the Series C Preferred Stock (incorporated by reference to the
Registrant’s Report on Form 8-K, Exhibit 3.3, filed on October 25, 2005).

Articles Supplementary relating to the Series D Preferred Stock (incorporated by reference to the
Registrant’s Report on Form 8-A, Exhibit 3.1, filed on March 14, 2007).

Amended and Restated By-laws (incorporated by reference to the Registrant’s Current Report on Form
8-K (Exhibit 3.1, filed on May 5, 2006).

Rights Agreement between the Registrant and American Stock Transfer and Trust Company, as Rights
Agent, dated October 16, 2002 (incorporated by reference to the Registrant’s Quarterly Report on Form
10-Q for the period ended September 30, 2002, Exhibit 4.1).

Junior Subordinated Indenture between Newcastle Investment Corp. and The Bank of New York
Mellon Trust Company, National Association, dated April 30, 2009 (incorporated by reference to the
Registrant’s Report on Form 8-K, Exhibit 4.1, filed on May 4, 2009).

Pledge and Security Agreement between Newcastle Investment Corp. and The Bank of New York
Mellon Trust Company, National Association, as trustee, dated April 30, 2009 (incorporated by
reference to the Registrant’s Report on Form 8-K, Exhibit 4.2, filed on May 4, 2009).

Pledge, Security Agreement and Account Control Agreement among Newcastle Investment Corp., NIC
TP LLC, as pledgor, and The Bank of New York Mellon Trust Company, National Association, as
bank and trustee, dated April 30, 2009 (incorporated by reference to the Registrant’s Report on Form 8-
K, Exhibit 4.3, filed on May 4, 2009).

Amended and Restated Management and Advisory Agreement by and among the Registrant and FIG
LLC (formerly known as Fortress Investment Group LLC), dated June 23, 2003 (incorporated by
reference to the Registrant’s Statement on Form S-11 (File No. 333-106135), Exhibit 10.1).

Newcastle Investment Corp. Nonqualified Stock Option and Incentive Award Plan Amended and
Restated Effective as of February 11, 2004 (incorporated by reference to the Registrant’s Annual
Report on Form 10-K for the year ended December 31, 2005, Exhibit 10.2).

Exchange Agreement between Newcastle Investment Corp. and Taberna Preferred Funding IV, Ltd.,
Taberna Preferred Funding V, Ltd., Taberna Preferred Funding VI, Ltd. and Taberna Preferred Funding
VII, Ltd., dated April 30, 2009 (incorporated by reference to the Registrant’s Report on Form 8-K,
Exhibit 10.1, filed on May 4, 2009).

Exchange Agreement, dated as of January 29, 2010, by and among Newcastle Investment Corp.,
Taberna Capital Management, LLC, Taberna Preferred Funding 1V, Ltd., Taberna Preferred Funding
V, Ltd., Taberna Preferred Funding VI, Ltd. and Taberna Preferred Funding VII, Ltd. (incorporated by
reference to the Registrant’s Report on Form 8-K, Exchibt 10.1, filed on February 2, 2010).
Statements re: Computation of Ratios.

Subsidiaries of the Registrant.

Certification of Chief Executive Officer as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certification of Chief Financial Officer as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.



Exhibit 12.1

RATIO OF EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED DIVIDENDS AND
RATIO OF EARNINGS TO FIXED CHARGES

The following table sets forth our ratio of earnings to combined fixed charges and preferred dividends and our ratio of
earnings to fixed charges for each of the periods indicated:

Year Ended December 31,

2009 (C) 2008 (B) 2007 (A) 2006 2005
Ratio of Earnings to
Combined Fixed Charges and
Preferred Dividends 0.04 (8.32) 0.84 1.31 1.46
Ratio of Earnings to Fixed Charges 0.04 (8.68) 0.86 1.34 1.51

(A) The 2007 deficiencies in each ratio are $77.7 million and $65.1 million, respectively. The 2007 results included
impairment charges. Excluding such charges, the ratios would have exceeded 1 to 1.

(B) The 2008 deficiencies in each ratio are $2.99 billion and $2.98 billion, respectively. The 2008 results included
impairment charges. Excluding such charges, the ratios would have approximately equaled 1 to 1.

(C) The 2009 deficiencies in each ratio are $223.1 million and $209.6 million, respectively. The 2009 results included
impairment charges. Excluding such charges, the ratios would have exceeded 1 to 1.

For purposes of calculating the above ratios, (i) earnings represent “Income (loss) from continuing operations,” excluding
equity in earnings of unconsolidated subsidiaries, from our consolidated statements of operations, as adjusted for fixed
charges and distributions from unconsolidated subsidiaries, and (ii) fixed charges represent “Interest expense” from our
consolidated statements of operations. The ratios are based solely on historical financial information.

These ratios are affected by increasing interest rates. As a result of our match funded financing strategy, increasing interest
rates are expected to generally result in an increase to interest expense without a material effect on net income, thereby
negatively impacting these ratios.
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Exhibit 21.1

NEWCASTLE INVESTMENT CORP. SUBSIDIARIES

STATE/COUNTRY OF
INCORPORATION/FORMATION

. 2520 Ridgewood GP, LLC

. DBNC Peach Holding LLC

. DBNC Peach | Trust

. DBNC Peach LLC

. Fortress Asset Trust

. Fortress Realty Holdings, Inc.

. Impac 1998-C1Carthage Texas, LLC

. Impac CMB Trust 1998-C1

. Impac Commercial Assets Corporation
. Impac Commercial Capital Corporation
. Impac Commercial Holdings, Inc.

. Karl S.A.

. LIV Holdings LLC

. NCT Holdings Il LLC

. NCT Holdings LLC

. Newcastle 2005-1 Asset-Backed Note LLC
. Newcastle 2006-1 Asset-Backed Note LLC
. Newcastle 2006-1 Depositor LLC

. Newcastle CDO IV Corp.

. Newcastle CDO IV Holdings LLC

. Newcastle CDO IV, Ltd.

. Newcastle CDO 1X 1 Limited

. Newcastle CDO 1X 2 Limited

. Newcastle CDO IX Holdings LLC

. Newcastle CDO IX LLC

. Newcastle CDO V Corp.

. Newcastle CDO V Holdings LLC

. Newcastle CDO V, Ltd.

. Newcastle CDO VI, Ltd.

. Newcastle CDO VI Corp.

. Newcastle CDO VI Holding, LLC

. Newcastle CDO VII Corp.

. Newcastle CDO VII Holdings LLC

. Newcastle CDO VII, Limited

. Newcastle CDO VIII 1, Limited

. Newcastle CDO VIII 2, Limited

. Newcastle CDO VIII Holdings LLC

. Newcastle CDO VIII LLC

. Newcastle CDO X Holdings LLC

. Newcastle CDO X Limited

. Newcastle CDO X LLC

. Newcastle Foreign TRS Ltd.

. Newcastle MH | LLC

. Newcastle Mortgage Securities LLC

. Newcastle Mortgage Securities Trust 2004-1

Texas
Delaware
Delaware
Delaware
Delaware
Ontario

Texas
Delaware
California
California
Maryland
Belgium
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Cayman Islands
Cayman Islands
Cayman Islands
Delaware
Delaware
Delaware
Delaware
Cayman Islands
Cayman Islands
Delaware
Delaware
Delaware
Delaware
Cayman Islands
Cayman Islands
Cayman Islands
Delaware
Delaware
Delaware
Cayman Islands
Delaware
Cayman Islands
Delaware
Delaware
Delaware
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Exhibit 21.1

NEWCASTLE INVESTMENT CORP. SUBSIDIARIES

STATE/COUNTRY OF
INCORPORATION/FORMATION

Newcastle Mortgage Securities Trust 2006-1
Newcastle Mortgage Securities Trust 2007-1
Newcastle Trust |

NIC 2 River Place LLC

NIC 4 River Place LLC

NIC Airport Corporate Center LLC

NIC Apple Valley | LLC

NIC Apple Valley Il LLC

NIC Apple Valley 111 LLC

NIC CRALLC

NIC Dayton Towne Center LLC

NICDB LLC

NICDP LLC

NIC OTCLLC

NIC TP LLC

NIC TRS Holdings, Inc.

NIC TRSLLC

NICWL Il LLC

NIC WL LLC

Steinhage B.V.

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Netherlands



EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Kenneth M. Riis, certify that:

1. I have reviewed this annual report on Form 10-K of Newcastle Investment Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4.  The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d — 15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d — 15(f)) for the
registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

February 19, 2010 /s/ Kenneth M. Riis
(Date) Kenneth M. Riis
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Brian C. Sigman, certify that:

1. I have reviewed this annual report on Form 10-K of Newcastle Investment Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4.  The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d — 15(f)) for the registrant
and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared,;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

February 19, 2010 /s/ Brian C. Sigman
(Date) Brian C. Sigman
Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION OF CEO PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Newcastle Investment Corp. (the "Company") for the
annual period ended December 31, 2009 as filed with the Securities and Exchange Commission on the date
hereof (the "Report™), Kenneth M. Riis, as Chief Executive Officer of the Company, hereby certifies, pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best
of his knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

/s/ Kenneth M. Riis
Kenneth M. Riis

Chief Executive Officer
February 19, 2010

This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall
not, except to the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended.

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been
provided to the Company and will be retained by the Company and furnished to the Securities and Exchange
Commission or its staff upon request.



EXHIBIT 32.2

CERTIFICATION OF CFO PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Newcastle Investment Corp. (the "Company™) for the
annual period ended December 31, 2009 as filed with the Securities and Exchange Commission on the date
hereof (the "Report"), Brian C. Sigman, as Chief Financial Officer of the Company, hereby certifies, pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best
of his knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

/s/ Brian C. Sigman
Brian C. Sigman

Chief Financial Officer
February 19, 2010

This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall
not, except to the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended.

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been

provided to the Company and will be retained by the Company and furnished to the Securities and Exchange
Commission or its staff upon request.

End of Filing



The following graph compares the cumulative total return for our common stock (stock price change plus rein-
vested dividends) with the comparable return of four indices: NAREIT All REIT, NAREIT Mortgage REIT,
Russell 2000, and S&P 500. The graph assumes an investment of $100 in the Company’s common stock and in
each of the indices on December 31, 2004 and that all dividends were reinvested. The past performance of our

common stock is not an indication of future performance.
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