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FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements, other than
statements of historical fact included in this report, including, without limitation, statements regarding our financial
position, business strategy and other plans and objectives for our future operations, are forward-looking statements.

These statements include declarations regarding our management’s beliefs and current expectations. In some cases, you

can identify forward-looking statements by terminology such as “may,” “will,” “should,” “could”, “intend,” “consider,” “expec
“plan,” “anticipate,” “believe,” “estimate,” “predict” or “continue” or the negative of such terms or other comparable terminolc
Such statements are not guarantees of future performance and involve a number of assumptions, risks and

uncertainties that could cause actual results to differ materially from expected results. Important factors that could

cause actual results to differ include, but are not limited to, the risks discussed in “Risk Factors” and the following:

9 ¢

29 ¢ LR INT3

uncertainty related to legislation, regulations, regulatory agency actions, government programs and policies, industry
initiatives and evolving best servicing practices;
uncertainty related to claims, litigation and investigations brought by government agencies and private parties
regarding our servicing, foreclosure, modification and other practices;
the characteristics of our servicing portfolio, including prepayment speeds along with delinquency and advance rates;
our ability to grow and adapt our business, including the availability of new loan servicing and other accretive
business opportunities;
uncertainty related to acquisitions, including our ability to close acquisitions and to integrate the systems, procedures
and personnel of acquired assets and businesses;
our ability to contain and reduce our operating costs;
our ability to successfully modify delinquent loans, manage foreclosures and sell foreclosed properties;
our ability to effectively manage our regulatory and contractual compliance obligations;
the adequacy of our financial resources, including our sources of liquidity and ability to fund and recover advances,
repay borrowings and comply with debt covenants;
the loss of the services of our senior managers;
uncertainty related to general economic and market conditions, delinquency rates, home prices and disposition
timelines on foreclosed properties;
uncertainty related to the actions of loan owners, including mortgage-backed securities investors and government
sponsored entities (GSEs), regarding loan put-backs, penalties and legal actions;
uncertainty related to the processes for judicial and non-judicial foreclosure proceedings, including potential
additional costs or delays or moratoria in the future or claims pertaining to past practices;
our reserves, valuations, provisions and anticipated realization on assets;
our ability to effectively manage our exposure to interest rate changes and foreign exchange fluctuations;
our credit and servicer ratings and other actions from various rating agencies;
our ability to maintain our technology systems and our ability to adapt such systems for future operating
environments;

failure of our internal security measures or breach of our privacy protections;

and
uncertainty related to the political or economic stability of foreign countries in which we have operations.

Further information on the risks specific to our business is detailed within this report and our other reports and filings
with the Securities and Exchange Commission (SEC) including our Quarterly Reports on Form 10-Q and Current
Reports on Form 8-K. Forward-looking statements speak only as of the date they were made and except for our
ongoing obligations under the U.S. federal securities laws, we undertake no obligation to update or revise
forward-looking statements whether as a result of new information, future events or otherwise.
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For more information on the uncertainty of forward-looking statements, see “Risk Factors” in this Annual Report.
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PART I

ITEM 1. BUSINESS

GENERAL

Ocwen Financial Corporation is a financial services holding company which, through its subsidiaries, is one of the
largest mortgage companies in the United States. When we use the terms “Ocwen,” “OCN,” “we,” “us” and “our,” we are
referring to Ocwen Financial Corporation and its consolidated subsidiaries. Ocwen is headquartered in Atlanta,
Georgia with offices throughout the United States (U.S.) and in the United States Virgin Islands (USVI) with support
operations in India, the Philippines and Uruguay. Ocwen Financial Corporation is a Florida corporation organized in
February 1988. Ocwen is the fourth largest servicer of mortgage loans in the United States and with its predecessors
has been servicing residential mortgage loans since 1988. We have been originating forward mortgage loans since
2012 and reverse mortgage loans since mid-2013. We are subject to licensing requirements in the jurisdictions in
which we originate and service mortgage loans.

OVERVIEW

Ocwen is a leader in the servicing industry in foreclosure prevention and loss mitigation that helps families stay in
their homes and improves financial outcomes for investors. Our success is driven by state-of-the-art default
management processes. Our leadership in the industry is evidenced by our high cure rate for delinquent loans and
above average rate of continuing performance by borrowers whose loans we have modified. Ocwen has completed
over 450,000 loan modifications since January 2008. We believe we have strong, sustainable competitive advantages
within the servicing business, both in terms of cost and performance. Based on a comparison of Mortgage Industry
Advisory Corporation (MIAC) data to our marginal cost per non-performing loan, we believe our cost to service
non-performing, non-Agency loans is substantially lower than the industry average. Our systems and platform provide
the flexibility and scalability to support our growth. Our success in lowering delinquencies reduces our operating
costs, as delinquent loans are more costly to service than non-delinquent loans, and improves our cash flow by
lowering servicing advances and related financing costs.

We believe that we have competitive advantages and achieve our results through the use of proprietary technology and
processes. Our servicing platform runs on an information technology system that we license under long-term
agreements with Altisource Portfolio Solutions S.A. (Altisource). We believe this system is highly robust and capable
of managing more data than the systems used by most other mortgage servicers. The system utilizes non-linear loss
mitigation models that we believe optimize delinquent borrower resolutions. Altisource leverages software
developers, modelers and psychology professionals who focus on borrower behavior and improvement of resolution
models to continuously improve system performance and outcomes.

We strive to utilize new technology that incorporates consumer psychology to reduce our cost of servicing, improve
customer service and enhance our ability to manage delinquencies. Moreover, we believe that our processes and
technology improve our ability to cost-effectively address evolving servicing practices and regulatory requirements.
For example, Ocwen addressed the requirements for single-point-of-contact through a unique appointment model
approach that would have been difficult to develop without the technology and processes incorporated within our
platform.

In addition to continuing investments in our servicing business, we have also invested in adjacent markets, including
forward and reverse mortgage lending. Ocwen provides forward and reverse mortgages directly, through
call-center-based operations, and indirectly, through brokers, correspondents and relationships with lending partners.
Mortgage lending is a natural extension of our servicing business, as a substantial portion of our lending business
comes from refinancing loans from our servicing portfolio. Liberty Home Equity Solutions, Inc. (Liberty) is the
leading reverse mortgage originator based on industry data for November 2013. Based on Consumer Financial
Protection Bureau (CFPB) data, we estimate the total potential size of the reverse mortgage market at $1.9 trillion, of
which only about 3% has been penetrated to date. We believe the reverse mortgage business is a substantially
under-developed market relative to its potential, and that it provides a potential source of long-term growth for
Ocwen. Ocwen will continue to evaluate new adjacent market opportunities that are consistent with our growth
strategies and to which we believe our competitive advantages in process management and financial services are
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transferable.

Finally, Ocwen has implemented an “asset-light” strategy that we believe will improve returns to our shareholders. The
most important example of this strategy has been the sale of rights to receive servicing fees, excluding ancillary
income, with respect to certain mortgage servicing rights (Rights to MSRs), together with the related servicing
advances, to a third party, Home Loan Servicing Solutions, Ltd. (HLSS), while retaining the rights to subservice the
portfolio. Similarly, we developed a means to mitigate the prepayment risks associated with conventional and
government insured mortgage servicing rights (MSRs) by financing a portion of the servicing fees. On February 26,
2014, we issued $123.6 million of Ocwen Asset Servicing Income Series (OASIS), Series 2014-1 Notes (Notes)
secured by Ocwen-owned MSRs relating to mortgages with an unpaid principal balance (UPB) of approximately

$11.8 billion (such mortgages, the reference pool). Noteholders are entitled to
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receive a monthly payment amount equal to the sum of: a) the designated servicing fee amount (21 basis points of the
UPB of the reference pool); b) any termination payment amounts; c) any excess refinance amounts; and d) the note
redemption amounts, each as defined in the indenture supplement for the Notes. The Notes have a final stated maturity
of February 2028. This transaction is recorded as a financing and mitigates our match-funding risk as a result of
prepayments as the noteholders’ payments vary over the life of the Notes based on the duration of the underlying
MSRs.

CORPORATE STRATEGY

Long-term success for Ocwen is driven by several factors, including:

access to new business opportunities;

{ow operating costs;

strong customer service and quality processes;

superior default management and loss mitigation;

a scalable and compliant servicing platform; and

diverse, cost-effective sources of capital.

Access to New Business

Servicing portfolio and platform acquisitions

Our residential servicing portfolio has grown from 351,595 residential loans with an aggregate UPB of $50.0 billion at
December 31, 2009, to 2,861,918 residential loans with an aggregate UPB of $464.7 billion at December 31, 2013.
Through acquisitions, we have substantially increased the share of our servicing portfolio that is made up of
conventional (loans conforming to the underwriting standards of the government sponsored entities, the Federal
National Mortgage Association (Fannie Mae) or the Federal Home Loan Mortgage Corporation (Freddie Mac)
(collectively, the GSEs and Agency), government insured (loans insured by the Federal Housing Authority (FHA) of
the Department of Housing and Urban Development (HUD) or Department of Veterans Affairs (VA) (collectively,
government insured)) and prime non-Agency loans (loans generally conforming to the underwriting standards of the
GSEs whose UPB exceeds the GSE loan limits, commonly referred to as jumbo loans). At December 31, 2013, these
loans comprise 56.8% of the UPB of our servicing portfolio, up from 24.4% at December 31, 2012.

Significant servicing asset and platform acquisitions during the five-years ended December 31, 2013 are as follows:

Counterparty Acquisition Type Date Loan Count ?ﬁlslilggri)
Saxon (1) Asset May 2010 38,000 $6.9
HomeEq (2) Platform September 2010 134,000 22.4
Litton (3) Platform September 2011 245,000 38.6
Saxon (1) Asset April 2012 132,000 22.2
JPMorgan (4) Asset April 2012 41,200 8.1
Bank of America (5) Asset June 2012 51,000 10.1
Homeward (6) Platform December 2012 421,000 77.0
ResCap (7) Platform February 2013 1,740,000 183.1
Ally (8) Asset April - August 2013 466,900 87.5
OneWest (9) Asset ’;6?;“ 2013 - March 44 90 69.0
Greenpoint (10) Asset December 2013 31,400 6.3

(I)Consists of conventional and non-Agency (includes forward mortgage loans originated as Alt-A and subprime)
MSRs acquired from Saxon Mortgage Services, Inc. (Saxon).

(2)Represents the U.S. non-Agency mortgage servicing business (HomeEq) acquired from Barclays Bank PLC.

(3)Represents the acquisition of the outstanding partnership interests of Litton Loan Servicing LP (Litton), a servicer
and subservicer of primarily non-Agency mortgage loans, from The Goldman Sachs Group, Inc.

(4)Consists of non-Agency MSRs acquired from JP Morgan Chase Bank, N.A. (JPMorgan).

(5)Consists of conventional MSRs acquired from Bank of America, N.A. (Bank of America).

(6)
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On December 27, 2012, completed the merger of O&H Acquisition Corp. (O&H), a wholly-owned subsidiary of
Ocwen, and Homeward Residential Holdings, Inc. (Homeward), a servicer and subservicer of conventional,
government insured and non-Agency mortgage loans and conventional and government insured loan originator,
substantially all of the stock of which was owned by certain private equity funds that were managed by WL Ross &
Co. LLC.
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Represents the acquisition of the U.S. mortgage servicing business (ResCap) of Residential Capital, LLC, a
servicer, subservicer and master servicer of conventional, government insured and non-Agency mortgage loans,
pursuant to a plan under Chapter 11 of Title 11 of the U.S. Bankruptcy Code. Residential Capital, LLC is a
wholly-owned subsidiary of Ally Financial Inc.
Consists of conventional MSRs acquired from Ally Bank (Ally), a wholly-owned subsidiary of Ally Financial Inc.
(8)Ocwen assumed the subservicing agreement between ResCap and Ally at the time of the ResCap acquisition. Upon

completion of the Ally acquisition, the subservicing contract was terminated.

Consists of conventional and non-Agency MSRs acquired from OneWest Bank, FSB (OneWest). The transaction is
(9)closing in tranches with the first closing in August 2013 and the last closing scheduled to take place in the first

quarter 2014.

Consists of primarily non-Agency MSRs from Greenpoint Mortgage Funding, Inc. (Greenpoint), a subsidiary of
(10) ~ .
Capital One Bank, N.A.

We expect servicing assets and platforms to continue to come to market as banks sell or subservice non-core servicing
assets. In addition, banks have legacy mortgage loan portfolios that they may look to sell or subservice. Small
specialty servicers may also view a sale and exit as their highest return alternative, especially given the increasingly
high fixed costs associated with complying with state and federal servicing rules and regulations. We believe servicing
and subservicing opportunities with an aggregate UPB in the range of $1.0 trillion could come to market in the next 3
years.
Subservicing opportunities
We also expect to continue to pursue subservicing transactions. We have increased our subservicing portfolio
significantly, through our business development activities and through platform and asset acquisitions. Our
subservicing portfolio at December 31, 2013 was comprised of approximately 450,000 loans with a UPB of
approximately $67.0 billion, an increase of approximately 185% as compared to subserviced UPB at December 31,
2011. Subservicing opportunities enable us to generate fee revenue at attractive incremental margins without incurring
the capital outlay to purchase servicing rights or the cash flow and financing obligations to fund servicing advances as
the servicer typically reimburses the subservicer for these advances.
Expansion into adjacent markets
Through the Homeward and Liberty acquisitions, we have significantly expanded our forward and reverse mortgage
origination activities, including our direct lending recapture capabilities, providing a source of new MSRs to replenish
our servicing portfolio and offset the impact of amortization and prepayments. We originated or purchased forward
and reverse mortgage loans with a UPB of $6.7 billion and $965.2 million, respectively, in 2013. These platforms
provide us the opportunity to expand into new markets and offer new products, for example prime loans that exceed
the GSE limits (jumbo loans), as market and investor demand develops. We do not currently expect to originate loans
not considered qualified mortgages by the CFPB.
Low Cost Structure
We believe we have a strong, sustainable cost advantage with respect to competing mortgage servicers. For example,
based on a comparison of Mortgage Industry Advisory Corporation (MIAC) cost per non-performing loan as of the
second quarter of 2013 to Ocwen’s marginal cost study for the same period, our cost of servicing non-performing,
non-Agency loans on the REALServicing® platform is approximately 70% lower than industry averages. Our analysis
of the businesses that we have acquired and our discussions with other market participants have also confirmed our
belief that we are an industry leader in terms of our cost to service non-performing loans. We believe that our
substantial cost advantages are primarily a result of proprietary technology and processes as well as through scale and
global sourcing strategies.
Customer Service and Process Management
The technology we lease from Altisource integrates behavioral and psychological principles into the borrower
communication process, which enhances our ability to provide solutions to borrowers. These tools are continuously
improved via feedback loops from controlled testing and monitoring of alternative solutions.
By using these capabilities to tailor “what we say” and “how we say it” to each individual borrower, we create a “market of
one” that is focused on the unique needs of each borrower. As a result, we are able to increase borrower acceptance

)

11



Edgar Filing: OCWEN FINANCIAL CORP - Form 10-K

rates of loan modifications and other resolution alternatives while at the same time lowering re-default rates.

We also continue to develop new programs, such as our innovative “Shared Appreciation Modification” (SAM) which
incorporates principal reductions and lower payments for borrowers while providing a net present value for mortgage
loan investors that is superior to that of foreclosure, including the ability to recoup principal reductions if property
values increase over time. This program was developed in 2012, and was expanded to all eligible states in 2013.

5
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The quality of Ocwen’s servicing of high-risk loans is confirmed by internal benchmarking versus the industry and by
numerous third-party studies, including, for example:

Moody’s Investor Services (January 2013) - Ocwen cured more loans than other subprime servicers and generated
more cash-flow comparing the percentage of loans in static pools that started more than 90 days past due or in
foreclosure and a year later became current, paid-off in full or were 60 days or less past due. Loans in bankruptcy at
the beginning or end of the period were excluded from the Moody’s analysis. The same study also showed that Ocwen
moved subprime loans through foreclosure faster than did other subprime servicers.

BlackBox Logic (September 2013) - Ocwen’s modifications outstanding as a percentage of the portfolio of subprime
securities was 59.2%, the highest across the other large subprime servicers. Ocwen’s re-default rate (more than 60+
days delinquent) outstanding was 26.6%, the lowest across the other large subprime servicers.

Moody’s Investor Services (October 2013) - Ocwen’s performance ranked best among the servicers for the
performance on over 1.1 million loans which were 60+ days delinquent or in foreclosure at the height of the mortgage
crisis in December 2008.

Superior Default Management
We have been consistently successful in reducing delinquencies on acquired business even though these acquired
portfolios were previously managed by servicers that were, in many cases, considered among the best servicers in the
business.
The following table includes the decline in delinquencies (mortgage loans 90 days or more past due) for non-prime
servicing portfolios acquired on or before June 30, 2013, as of December 31, 2013:

Delinquencies (% of UPB)

Upon Boarding

Acquisition Acquisition Date to Ocwen’s December 31, 2013
System

HomeEq September 2010 28.0 % 20.3 %

Litton September 2011 35.0 25.8

Saxon April 2012 28.7 23.5

Homeward December 2012 21.7 17.0

ResCap February 2013 114 94

While increasing borrower participation in modification programs is a critical component of our ability to reduce
delinquencies, equally important is the persistency of those modifications to remain current. As of September 2013,
only 26.9% of Ocwen modifications are 60 or more days delinquent as compared to non-Ocwen servicer re-default
rates of 33.8%, according to data from BlackBox Logic LLC. According to the same data, Ocwen has modified a
larger percentage of its portfolio, 58.8% versus 48.4% for the non-Ocwen large subprime servicers. The data also
confirm our success in generating greater cash flow to investors showing that 76.3% of Ocwen’s subprime borrowers
have made 10 or more payments in the 12 months ending September 2013 as compared to only 65.4% for other large
subprime servicers.

Scalable and Compliant Servicing Platform

We believe that we have the most scalable servicing platform in the industry primarily as a result of our access to
superior technology. The significant growth in our servicing portfolio over the past three years demonstrates our
ability to scale up our platform. On average, we complete all contractual conditions to initial closing in connection
with portfolio acquisitions and transfer onto our platform in 60 to 90 days. Boarding timelines have ranged from 11
days to 150 days. It typically takes longer to fully complete transfers of loans from acquired platforms onto Ocwen’s
platform. Asset only acquisitions are typically boarded more quickly from signing an agreement to initial boarding.
All loans were transferred off of the Homeward platform by April 2013, and we expect to complete the transfer of
loans off of the ResCap platform by June 2014. The length of our integration timelines is driven by our obligations to
our customers, investors and regulators.

We also believe that our platform enables us to operate in a compliant manner in an increasingly complex and highly
regulated environment. While we have and will continue to incur significant operating costs on compliance matters, if

13
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we are able to comply with all applicable regulatory requirements in a manner that is more effective and efficient than
other operators, we will have a competitive advantage over these other operators.

Diverse, Cost-Effective Sources of Capital

A significant portion of our growth since 2009 has been financed through term loans and assets sales under an
increasingly efficient capital strategy which seeks to minimize the cost of capital and reduce the need for new equity
issuance to fund growth. Improving debt markets have allowed us to lower funding costs for both corporate debt and
servicing advance

6
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financing. We will continue to look for opportunities to improve our capital structure from both a strength and cost
perspective. Key examples of our past ability to create and capture value include the asset sales and capital efficiency
strategies discussed below.

Asset Sales

In 2012, we implemented a strategic initiative through our relationship with HLSS that has substantially reduced the
amount of capital that we require. HLSS acquires and holds Rights to MSRs and related servicing advances, and
assumes the obligation to fund new servicing advances in respect to the Rights to MSRs.

Including our initial transaction on March 5, 2012, we have completed sales of Rights to MSRs and related servicing
advances for serviced loans with a UPB of $202.3 billion to HLSS. HLSS may assume the related match funded
liabilities, or we may use the proceeds from the sale to repay the related match funded liabilities. Concurrent with the
sales to HLSS, Ocwen Loan Servicing, LLC (OLS) entered into a subservicing agreement, as amended, with HLSS
under which we will subservice the MSRs if legal ownership of the MSRs transfers to HLSS under the same economic
terms as before any such transfer. Together, these transactions are referred to as the HLSS Transactions. This strategy
has enabled us to finance our substantial growth since early 2012 without the need to raise new equity beyond the
$162.0 million of preferred stock issued to the sellers in connection with the Homeward acquisition as part of the
transaction.

In the future, HLSS may acquire additional MSRs, Rights to MSRs or similar assets from Ocwen and enter into
related subservicing arrangements with Ocwen. HLSS may also acquire MSRs from third parties. If HLSS chooses to
engage Ocwen as a subservicer on these third party acquisitions, the effect could be to increase the size of our
subservicing portfolio with little or no capital requirement on the part of Ocwen.

Capital Efficiency Strategies

As part of an initiative to reorganize the ownership and management of our global servicing assets and operations
under a single entity and cost-effectively expand our U.S.-based origination and servicing activities, Ocwen formed
Ocwen Mortgage Servicing, Inc. (OMS) in 2012 under the laws of the USVI where OMS has its principal place of
business. OMS is located in a federally recognized economic development zone and effective October 1, 2012 became
eligible for certain benefits which have a favorable impact on our effective tax rate.

Our priorities for deployment of excess cash are: (1) supporting the growth of our core servicing and lending
businesses, (2) expanding into similar or complimentary businesses that meet our return on capital requirements, and
(3) repurchasing shares of our common stock.

On October 31, 2013, we announced that our board of directors had authorized a share repurchase program for an
aggregate of up to $500.0 million of our issued and outstanding shares of common stock. The purpose of this plan is to
provide a tax efficient way to return cash to shareholders when it is deemed the shares are attractively priced.
Repurchases may be made in open market transactions at prevailing market prices or in privately negotiated
transactions. Unless we amend the share repurchase program or repurchase the full $500.0 million amount by an
earlier date, the share repurchase program will continue through July 2016. We may use SEC Rule 10b5-1 plans in
connection with our share repurchase program. On February 27, 2014, we announced a general goal of buying at least
the prior quarter’s earnings in the three months following our earnings announcements. We may buy more or less in
any given period and our intentions may change. During the fourth quarter of 2013, we repurchased 1,125,707 shares
of common stock in the open market under this program for a total purchase price of $60.0 million.

BUSINESS LINES

Servicing and Lending are our primary lines of business.

Our Servicing business is primarily comprised of our core residential mortgage servicing business and currently
accounts for the majority of our total revenues. Our servicing clients include some of the largest financial institutions
in the U.S., including Fannie Mae and Freddie Mac and the Government National Mortgage Association (Ginnie
Mae). We are a leader in the servicing industry in foreclosure prevention and loss mitigation that helps families stay in
their homes and improves financial outcomes for investors.

Servicing involves the collection and remittance of principal and interest payments received from borrowers, the
administration of mortgage escrow accounts, the collection of insurance claims, the management of loans that are
delinquent or in foreclosure or bankruptcy, including making servicing advances, evaluating loans for modification
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and other loss mitigation activities and, if necessary, foreclosure referrals and the sale of the underlying mortgaged
property following foreclosure (real estate owned or REO) on behalf of investors or other servicers. Master servicing
involves the collection of payments from servicers and the distribution of funds to investors in mortgage and
asset-backed securities and whole loan packages. We earn

7
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contractual monthly servicing fees pursuant to servicing agreements (which are typically payable as a percentage of
UPB) as well as other ancillary fees in connection with owned MSRs.

We also earn fees under both subservicing and special servicing arrangements with banks and other institutions that
own the MSRs. The owners of MSRs may choose to hire Ocwen as a subservicer or special servicer instead of
servicing the MSRs themselves for a variety of reasons, including not having a servicing platform or not having the
necessary capacity or expertise to service some or all of their MSRs. In a subservicing context, Ocwen may be
engaged to perform all of the servicing functions previously described or it could be a limited engagement (e.g.,
sub-servicing only non-defaulted mortgage loans). Ocwen is also engaged as a special servicer. These engagements
typically involve portfolios of defaulted mortgage loans, which require more work than performing mortgage loans
and involve working out modifications with borrowers or taking properties through the foreclosure process. We
typically earn subservicing and special servicing fees either as a percentage of UPB or on a per loan basis.

In our Lending business, we originate and purchase conventional and government insured forward mortgage loans
through the direct, wholesale and correspondent lending channels of our Homeward operations. We also originate and
purchase Home Equity Conversion Mortgages (HECM or reverse mortgage loans) insured by FHA through our
Liberty operations. We leverage our direct forward mortgage lending channel to pursue refinancing opportunities from
our servicing portfolio, where permitted. After origination, we package and sell the loans in the secondary mortgage
market, through GSE and Ginnie Mae guaranteed securitizations and whole loan transactions. We typically retain the
associated MSRs.

The results of operations for each of our reportable operating segments are contained in the individual business
operations sections of Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Financial information related to reportable operating segments is provided in Note 25 - Business Segment Reporting
to the Consolidated Financial Statements.

COMPETITION

The financial services markets in which we operate are highly competitive. We compete with large and small financial
services companies, including banks and non-bank entities, in the servicing and lending markets. Large banks are
generally the biggest players, and their financial and other resources are far greater than are ours.

The majority of loan servicing in the United States is performed by banks such as Wells Fargo, JPMorgan Chase,
Bank of America and Citibank, which together service approximately 55% of all outstanding mortgage loans on one
to four-family residences as of September 30, 2013. We have, however, observed a substantial shift in the past three
years as large banks have reduced their share of servicing while non-bank servicers, such as Ocwen, have increased
their market share. We have observed that a number of large banks are shifting their focus to core customers -
typically prime loan borrowers that use other services of the bank - and divesting themselves of servicing for
non-prime, or credit impaired, borrowers. Ocwen has benefited from divestitures by large banks, particularly as we
specialize in servicing non-prime portfolios that are often the most expensive portfolios for these large banks to
service. We also believe that the relative strength of our balance sheet as compared to other non-bank servicers is a
source of competitive strength.

In the servicing industry, we compete on the basis of price, quality and counterparty risk. We face fee competition for
subservicing transactions as well as MSR price competition in acquiring servicing portfolios and platforms. Potential
sources of business also examine the quality of our servicing, including our systems and processes, for demonstrating
regulatory compliance. Some of our competitors, including the larger financial institutions, have substantially lower
costs of capital. We believe that our competitive strengths flow from our ability to control and drive down
delinquencies through the use of proprietary technology and processes and our lower cost to service.

In the lending industry, we face significant competition in most areas, including product offerings, rates, pricing and
fees, and customer service. Some of our competitors, including the larger financial institutions, have substantially
lower costs of capital. We believe our competitive strengths flow from our customer service (e.g., time to close) and
our customer relationships, especially our close work with the Lenders One network.

THIRD-PARTY SERVICER RATINGS

HUD, Freddie Mac, Fannie Mae and Ginnie Mae have approved OLS as a loan servicer. We are also the subject of
mortgage servicer ratings issued and revised from time to time by credit rating agencies including Moody’s Investors
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Services, Inc. (Moody’s), Morningstar, Inc. (Morningstar), Standard & Poor’s Rating Services (S&P) and Fitch Ratings
(Fitch).

8
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The following table summarizes our current ratings and outlook by the respective nationally recognized rating
agencies.

Rating Agency Res@entlal Prime Res1d§nt1al . Res@entlal . Master Servicing Date of last action
Servicer Subprime Servicer Special Servicer

Moody’s na SQ2 SQ2 na March 2012

Morningstar na MOR RS1 (1) MOR RS1 na October 2012
November 2012

S&P na Above Average Above Average Average (RM.BS Master
Servicer July
2013)

Fitch RPS3 RPS3 RSS3 RMS3 October 2013

(1)Non-prime rating.

See “Risk Factors - Risks Relating to Our Business” for a discussion of the adverse effects that a downgrade in our
servicer ratings could have on our business, financing activities, financial condition or results of operations.
ALTISOURCE SPIN-OFF

In 2009, we completed the distribution of our Ocwen Solutions (OS) line of business (the Separation) via the spin-off
of a separate publicly traded company, Altisource. OS consisted primarily of Ocwen’s former unsecured collections
business, residential fee-based loan processing businesses and technology platforms. Altisource provides important
technology products and other services to us that support our servicing and origination businesses. In addition, Ocwen
and Altisource continue to provide corporate services to each other under agreements entered into following the
Separation. In 2013, we completed the sale of the diversified fee-based businesses acquired in the Homeward and
ResCap acquisitions to Altisource.

REGULATION

Our business is subject to extensive regulation by federal, state and local governmental authorities, including the
CFPB), the Federal Trade Commission (FTC), the SEC and various state agencies that license, audit and conduct
examinations of our mortgage servicing, origination and collection activities. From time to time, we also receive
requests from federal, state and local agencies for records, documents and information relating to our policies,
procedures and practices regarding our mortgage servicing, origination and collection activities. In addition, the GSEs
and their regulator, the Federal Housing Finance Authority (FHFA), Ginnie Mae, various investors, non-Agency
securitization trustees and others also subject us to periodic reviews and audits.

As a result of the current regulatory environment, we have faced and expect to continue to face increased regulatory
and public scrutiny as well as stricter and more comprehensive regulation of our business. We continue to work
diligently to assess and understand the implications of the regulatory environment in which we operate and the
regulatory changes we are facing. We devote substantial resources to regulatory compliance, while, at the same time,
striving to meet the needs and expectations of our customers and clients.

We must comply with a number of federal, state and local consumer protection laws including, among others, the
Gramm-Leach-Bliley Act, the Fair Debt Collection Practices Act, the Real Estate Settlement Procedures Act
(RESPA), the Truth in Lending Act (TILA), the Fair Credit Reporting Act, the Servicemembers Civil Relief Act, the
Homeowners Protection Act, the Federal Trade Commission Act and, more recently, the Dodd-Frank Wall Street
Reform and Consumer Protection Act (Dodd-Frank Act) and state foreclosure laws. These statutes apply to loan
origination, debt collection, use of credit reports, safeguarding of non-public, personally identifiable information about
our customers, foreclosure and claims handling, investment of and interest payments on escrow balances and escrow
payment features, and mandate certain disclosures and notices to borrowers. These requirements can and do change as
statutes and regulations are enacted, promulgated or amended.

Our failure to comply with applicable federal, state and local consumer protection laws could lead to:

civil and criminal liability;

doss of our licenses and approvals to engage in the servicing of residential mortgage loans;

damage to our reputation in the industry;

tnability to raise capital;
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administrative fines and penalties and litigation, including class action

lawsuits;
governmental investigations and enforcement actions; and
tnability to execute on our business strategy, including our growth plans.
The recent trend among federal, state and local lawmakers and regulators has been toward increasing laws, regulations
and investigative proceedings with regard to residential real estate lenders and servicers. Over the past few years, state
and federal

9
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lawmakers and regulators have adopted a variety of new or expanded laws and regulations, including the Dodd-Frank
Act discussed below. These regulatory and legislative measures, or changes in enforcement practices, could, either
individually, in combination or in the aggregate, require that we further change our business practices, impose
additional costs on us, limit our product offerings, limit our ability to efficiently pursue business opportunities,
negatively impact asset values and reduce our revenues. Accordingly, they could materially and adversely affect our
business and our financial condition, liquidity and results of operations. For additional information, see Item 1A, Risk
Factors, below.

On July 21, 2010, the Dodd-Frank Act was signed into law. The Dodd-Frank Act constitutes a sweeping reform of the
regulation and supervision of financial institutions, as well as the regulation of derivatives, capital market activities
and consumer financial services. Many provisions of the Dodd-Frank Act must be implemented through rule making
by the appropriate federal regulatory agency and will take effect over several years. The ultimate impact of the
Dodd-Frank Act and its effects on our business will, therefore, not be fully known for an extended period of time.
The Dodd-Frank Act is extensive and significant legislation that, among other things:

creates an inter-agency body that is responsible for monitoring the activities of the financial system and
recommending a framework for substantially increased regulation of large interconnected financial services firms;
creates a liquidation framework for the resolution of certain bank holding companies and other large and
interconnected nonbank financial companies;

strengthens the regulatory oversight of securities and capital markets activities by the SEC; and

ereates the CFPB, a new federal entity responsible for regulating consumer financial services.

The CFPB directly affects the regulation of residential mortgage servicing and lending in a number of ways. First, the
CFPB has rule making authority with respect to many of the federal consumer protection laws applicable to mortgage
servicers and lenders, including TILA and RESPA, as reflected in the new rules for servicing and origination that
went into effect on January 10, 2014. Second, the CFPB has supervision, examination and enforcement authority over
consumer financial products and services offered by certain non-depository institutions and large insured depository
institutions. The CFPB’s jurisdiction includes those persons originating, brokering or servicing residential mortgage
loans and those persons performing loan modification or foreclosure relief services in connection with such loans.
Accordingly, we are subject to supervision, examination and enforcement by the CFPB.

On January 17, 2013, the CFPB issued a set of new rules under the Dodd-Frank Act that will require mortgage
servicers to (i) warn borrowers before any interest rate adjustments on their mortgages and provide alternatives for
borrowers to consider, (ii) provide monthly mortgage statements that explicitly breakdown principal, interest, fees,
escrow and due dates, (iii) provide options for avoiding lender-placed (or “forced-placed”) insurance, (iv) provide early
outreach to borrowers in danger of default regarding options to avoid foreclosure, (v) provide that payments be
credited to borrower accounts the day they are received, (vi) require that borrower account records be kept current,
(vii) provide borrowers with increased accessibility to servicing staff and records and (viii) investigate errors within
30 days and improve staff accessibility to consumers, among other things. The new rules took effect on January 10,
2014 and could cause us to modify servicing processes and procedures and to incur additional costs in connection
therewith.

Title XIV of the Dodd-Frank Act contains the Mortgage Reform and Anti-Predatory Lending Act (Mortgage Act).
The Mortgage Act imposes a number of additional requirements on servicers of residential mortgage loans, such as
OLS, by amending certain existing provisions and adding new sections to TILA and RESPA. The penalties for
noncompliance with TILA and RESPA are also significantly increased by the Mortgage Act and could lead to an
increase in lawsuits against mortgage servicers.

The Mortgage Act prevents servicers of residential mortgage loans from taking certain actions, including the
following:

force-placing insurance, unless there is a reasonable belief that the borrower has failed to comply with a contractual
requirement to maintain insurance;

charging a fee for responding to a valid qualified written request;

failing to take timely action to respond to the borrower’s request to correct errors related to payment, payoff amounts,
or avoiding foreclosure;
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failing to respond within 10 business days of a request from the borrower to provide contact information about the
owner or assignee of their loan; and

failing to return an escrow balance or provide a credit within 20 business days of a residential mortgage loan being
paid off by the borrower.

In addition to these restrictions, the Mortgage Act imposes certain new requirements and/or shortens the existing
response time for servicers of residential mortgage loans. These new requirements include the following:
acknowledging receipt of a qualified written request under RESPA within 5 business days and providing a final
response within 30 business days;

10
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promptly crediting mortgage payments received from the borrower on the date of receipt except where payment does
not conform to previously established requirements; and

sending an accurate payoff statement within a reasonable period of time but in no case more than 7 business days after
receipt of a written request from the borrower.

We expect to continue to incur substantial ongoing operational and system costs in order to comply with these new
laws and regulations. Furthermore, there may be additional federal or state laws enacted that place additional
obligations on servicers and originators of residential mortgage loans.

Our Homeward, OLS and Liberty subsidiaries are licensed to originate and/or service forward and reverse mortgage
loans in the jurisdictions in which they operate. The licensed entities are subject to minimum net worth requirements
in connection with these licenses. These minimum net worth requirements are unique to each state and type of license.
Failure to meet these minimum capital requirements can result in the initiation of certain mandatory actions by
federal, state, and foreign agencies that could have a material effect on our results of operations and financial
condition. The most restrictive of these requirements is based on the outstanding UPB of our owned and subserviced
portfolio and was $862.8 million at December 31, 2013. Our licensed subsidiaries were in compliance with all of their
capital requirements at December 31, 2013.

Homeward, OLS and Liberty are also parties to seller/servicer agreements with one or more of the GSEs, FHA, VA
and Ginnie Mae. These seller/servicer agreements contain financial covenants that include capital requirements related
to tangible net worth, as defined in each agreement, as well as extensive requirements regarding servicing, selling and
other matters. To the extent that these requirements are not met, the counterparty may, at its option, utilize a variety of
remedies ranging from sanctions or suspension to termination of the seller/servicer agreements, which would prohibit
future originations or securitizations of forward or reverse mortgage loans or being an approved seller/servicer. We
were in compliance with these net worth requirements at December 31, 2013.

There are a number of foreign laws and regulations that are applicable to our operations in India, Uruguay and the
Philippines, including acts that govern licensing, employment, safety, taxes, corporate social responsibility
obligations, insurance and the laws and regulations that govern the creation, continuation and the winding up of
companies as well as the relationships between shareholders, our corporate entities, the public and the government in
these countries. Non-compliance with the laws and regulations of India, Uruguay or the Philippines could result in (i)
restrictions on our operations in these counties, (ii) fines, penalties or sanctions or (iii) reputational damage.
EMPLOYEES

We had approximately 10,100 and 7,600 employees at December 31, 2013 and 2012, respectively. We maintain
operations in the U.S., USVI, India, the Philippines and Uruguay. At December 31, 2013, approximately 5,700 of our
employees were located in India and approximately 400 in other foreign countries. Of our foreign-based employees,
more than 80% are engaged in our Servicing operations.

SUBSIDIARIES

For a listing of our significant subsidiaries, refer to Exhibit 21 of this Annual Report on Form 10-K.

AVAILABLE INFORMATION

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to
those reports are made available free of charge through our website (www.ocwen.com) as soon as such material is
electronically filed with or furnished to the SEC. The public may read or copy any materials we file with the SEC at
the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 20549. The public may obtain information on
the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet
site that contains reports, proxy and information statements and other information regarding issuers, including Ocwen,
that file electronically with the SEC. The address of that site is www.sec.gov. We have also posted on our website,
and have available in print upon request, the charters for our Audit Committee, Compensation Committee,
Nomination/Governance Committee and Compliance Committee, our Corporate Governance Guidelines, our Code of
Conduct and Ethics and our Code of Ethics for Senior Financial Officers. Within the time period required by the SEC
and the New York Stock Exchange, we will post on our website any amendment to or waiver of the Code of Ethics for
Senior Financial Officers, as well as any amendment to the Code of Conduct and Ethics or waiver thereto applicable
to any executive officer or director. We may post information that is important to investors on our website. The
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information provided on our website is not part of this report and is, therefore, not incorporated herein by reference.

ITEM 1A. RISK FACTORS

An investment in our common stock involves significant risks that are inherent to our business. We describe below the
principal risks and uncertainties that management believes affect or could affect us. The risks and uncertainties
described below
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are not the only ones facing us. You should carefully read and consider the risks and uncertainties described below
together with all of the other information included or incorporated by reference in this report before you make any
decision regarding an investment in our common stock. If any of the following risks actually occur, our business,
financial condition and results of operations could be materially and adversely affected. If this were to happen, the
value of our common stock could significantly decline, and you could lose some or all of your investment.
Risks Relating to Government Regulation and Financial Regulatory Reforms
The business in which we engage is complex and heavily regulated. If we fail to operate our business in compliance
with both existing and future regulations, our business, reputation, financial condition or results of operations could be
materially and adversely affected.
Our business is subject to extensive regulation by federal, state and local governmental authorities, including the
CFPB, the FTC, the SEC and various state agencies that license, audit and conduct examinations of our mortgage
servicing, origination and collection activities. From time to time, we also receive requests from federal, state and
local agencies for records, documents and information relating to our policies, procedures and practices regarding our
mortgage servicing, origination and collection activities. In addition, the GSEs and their regulator, the FHFA, Ginnie
Mae, various investors, non-Agency securitization trustees and others also subject us to periodic reviews and audits.
As a result of the current regulatory environment, we have faced and expect to continue to face increased regulatory
and public scrutiny as well as stricter and more comprehensive regulation of our business. We must devote substantial
resources to regulatory compliance, and we incur, and expect to continue to incur, significant ongoing costs to comply
with new and existing laws and governmental regulation of our business. If we fail to effectively manage our
regulatory and contractual compliance obligations, the resources we are required to devote and our compliance
expenses would likely increase.
We must comply with a number of federal, state and local consumer protection laws including, among others, the
Gramm-Leach-Bliley Act, the Fair Debt Collection Practices Act, the RESPA, TILA, the Fair Credit Reporting Act,
the Servicemembers Civil Relief Act, the Homeowners Protection Act, the Federal Trade Commission Act and, more
recently, the Dodd-Frank Act and state foreclosure laws. These statutes apply to loan origination, debt collection, use
of credit reports, safeguarding of non-public, personally identifiable information about our customers, foreclosure and
claims handling, investment of and interest payments on escrow balances and escrow payment features, and mandate
certain disclosures and notices to borrowers. These requirements can and do change as statutes and regulations are
enacted, promulgated or amended.
Our failure to comply with applicable federal, state and local consumer protection laws could lead to:
doss of our licenses and approvals to engage in our servicing and lending businesses

damage to our reputation in the

industry
governmental investigations and enforcement actions
administrative fines and penalties and litigation
civil and criminal liability, including class action lawsuits
tnability to raise capital
tnability to execute on our business strategy, including our growth plans
Any of these outcomes could materially and adversely affect our business and our financial condition, liquidity and
results of operations.
The recent trend among federal, state and local lawmakers and regulators has been toward increasing laws, regulations
and investigative proceedings with regard to residential mortgage servicing and origination. Over the past few years,
state and federal lawmakers and regulators have adopted a variety of new or expanded laws and regulations, including,
specifically, the Dodd-Frank Act, which is discussed below. These regulatory and legislative measures, or changes in
enforcement practices could, either individually, in combination or in the aggregate, require us to change further our
business practices, impose additional costs on us, limit our product offerings, limit our ability to efficiently pursue
business opportunities, negatively impact asset values and reduce our revenues. Accordingly, they could materially
and adversely affect our business and our financial condition, liquidity and results of operations.
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Governmental bodies may impose regulatory fines or penalties or impose additional requirements or restrictions on

our activities which could increase our operating expenses, reduce our revenues or otherwise adversely affect our
business, financial condition, results of operations, ability to grow and reputation.

We are subject to a number of pending federal and state regulatory investigations, examinations, inquiries and

requests for information which could result in adverse regulatory action against us. For example, on January 18, 2012,
OLS received a subpoena from the New York Department of Financial Services (NY DFS) requesting documents
regarding OLS’ policies, procedures and practices regarding lender-placed or “force-placed” insurance which is required
to be provided for borrowers who allow their hazard insurance policies to lapse. Separately, on December 5, 2012, we
entered into a Consent Order with the
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NY DFS in which we agreed to the appointment of a Monitor to oversee our compliance with an Agreement on
Servicing Practices. The Monitor began its work in 2013, and we continue to cooperate with the Monitor. We devote
substantial resources to regulatory compliance, and we incur, and expect to continue to incur, significant ongoing
costs with respect to compliance in connection with the Agreement on Servicing Practices and the work of the
Monitor. In early February 2014, the NY DFS requested that OLS put an indefinite hold on an acquisition from Wells
Fargo Bank, N.A. (Wells Fargo) of MSRs and related servicing advances relating to a portfolio of approximately
184,000 loans with a UPB of approximately $39.0 billion. The NY DFS expressed an interest in evaluating further our
ability to handle more servicing. We have agreed to place the transaction on indefinite hold. We are cooperating with
the NY DFS on this matter.

In addition, on December 19, 2013, we reached an agreement, which was subject to court approval, involving the
CFPB and various state attorneys general and other state agencies that regulate the mortgage servicing industry
(Regulators). On February 26, 2014, the United States District Court for the District of Columbia entered a consent
judgment approving the agreement. The agreement has four key elements:

A commitment by Ocwen to service loans in accordance with specified servicing guidelines and to be subject to
oversight by an independent national monitor for three years. Ocwen is presently subject to substantially the same
guidelines and oversight with respect to the portion of its servicing portfolio acquired from ResCap in early 2013.

A payment of $127.3 million, which includes a fixed amount for administrative expenses, to a consumer relief fund to
be disbursed by an independent administrator to eligible borrowers. Pursuant to indemnification and loss sharing
provisions of applicable acquisition documents, approximately half of this consumer relief fund payment is to be
funded by the former owners of certain servicing portfolios previously acquired by Ocwen and integrated into Ocwen’s
servicing platform. We established a reserve of $66.9 million with respect to our portion of the payment into the
consumer relief fund. This reserve is expected to cover all of Ocwen’s portion of the consumer relief fund payment.
A commitment by Ocwen to continue its principal forgiveness modification programs to delinquent and underwater
borrowers, including underwater borrowers at imminent risk of default, in an aggregate amount of at least $2 billion
over three years. These and all of Ocwen’s other loan modifications are designed to be sustainable for homeowners
while providing a net present value for mortgage loan investors that is superior to that of foreclosure. Principal
forgiveness as part of a loan modification is determined on a case-by-case basis in accordance with the applicable
servicing agreement. Principal forgiveness does not involve an expense to Ocwen other than the operating expense
incurred in arranging the modification, which is part of Ocwen’s role as loan servicer.

Ocwen and the former owners of certain of the acquired servicing portfolios will receive from the Regulators
comprehensive releases, subject to certain exceptions, from liability with respect to residential mortgage servicing,
modification and foreclosure practices.

One or more of the foregoing regulatory actions or our failure to comply with the commitments we have made with
respect to such regulatory actions or other regulatory actions in the future against us of a similar or different nature
could cause us to incur fines, penalties, settlement costs, damages, legal fees or other charges in material amounts or
could impose additional requirements or restrictions on our activities. Any of these occurrences could increase our
operating expenses and reduce our revenues, hamper our ability to grow or otherwise materially and adversely affect
our business, reputation, financial condition and results of operations.

Our ability to execute on our business strategy, including our growth plans, may be affected by regulatory
considerations.

Our business strategy, including our growth plans, may be affected by regulatory considerations. If our regulators
raise concerns, whether valid or not, regarding any aspect of our business strategy, we may be obliged to alter our
strategy, which could include revisions to our growth plans, or changes with respect to the timing or manner in which
we acquire certain businesses or assets. For example, as discussed above, in early February 2014, the NY DFS
requested that OLS put an indefinite hold on an acquisition of MSRs and related servicing advances from Wells
Fargo, and we agreed to place the transaction on indefinite hold. We are cooperating with the NY DFS on this matter.
We may also have to spend additional resources and devote additional management time to addressing any such
regulatory concerns which would reduce the resources available to address other issues and the time management is
able to devote to other issues.
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The enactment of the Dodd-Frank Act has impacted our business and may continue to do so in ways that we cannot
predict until such time as various rules and regulations related to it are enacted and enforced.

The Dodd-Frank Act constitutes a sweeping reform of the regulation and supervision of financial institutions,
including mortgage servicing, origination, sales and securitization. Among other things, the Dodd-Frank Act creates
the CFPB, a new federal entity responsible for regulating consumer financial services. We have devoted substantial
resources and incurred significant compliance costs responding to the Dodd-Frank Act and rules and regulations
issued thereunder. We expect to continue to devote substantial resources and incur significant costs going forward. In
addition, many provisions of the Dodd-Frank Act must be implemented through rule making by the appropriate
federal regulatory agency and will take effect over
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several years. The ultimate impact of the Dodd-Frank Act and its effects on our business will, therefore, not be fully
known for an extended period of time.

The CFPB is becoming more active in its monitoring of the mortgage servicing and origination sectors. New rules and
regulations or more stringent interpretations of existing rules and regulations by the CFPB could result in increased
compliance costs and, potentially, regulatory action against us.

The CFPB, a federal agency established pursuant to the Dodd-Frank Act, officially began operation on July 21, 2011.
The CFPB is charged, in part, with enforcing laws involving consumer financial products and services, including
mortgage servicing and origination, and is empowered with examination and rule-making authority. While the full
scope of CFPB’s rule-making and regulatory agenda relating to the mortgage servicing and origination sectors is
unclear, it is apparent that the CFPB has taken a very active role, including but not limited to, the issuance of new
servicing and origination rules that went into effect on January 10, 2014. While we continue to evaluate all aspects of
the CFPB’s rule-making and public statements regarding its regulatory agenda, new rules or more stringent
interpretations of existing rules by the CFPB could result in increased compliance costs and, potentially, regulatory
action against us.

Private legal proceedings and related costs alleging failures to comply with applicable laws or regulatory requirements
could adversely affect our financial condition and results of operations.

We are subject to various pending private legal proceedings, including purported class actions, challenging whether
certain of our residential loan servicing practices and other aspects of our business comply with applicable laws and
regulatory requirements. In the future, we are likely to become subject to other private legal proceedings of the same
nature, including purported class actions, in the ordinary course of our business. While we do not believe that the
resolution of any pending proceedings will have a material adverse effect on our financial condition or results of
operations, the outcome of pending legal proceedings is never certain, and it is possible that adverse results in private
legal proceedings could adversely affect our financial results and operations.

Regulatory scrutiny regarding foreclosure processes has lengthened foreclosure timelines, and new laws and
regulations regarding foreclosure procedures could result in additional compliance requirements or result in regulatory
actions against us, which could increase our operating costs, negatively affect our liquidity and adversely affect our
reputation, financial condition and results of operations.

In connection with continuing governmental scrutiny of foreclosure processes and practices in the industry, some
jurisdictions have enacted laws and adopted procedures that have had the effect of increasing the time that it takes to
complete a foreclosure in such jurisdictions. In addition, several state banking regulators and state attorneys general
have publicly announced that they have initiated inquiries into banks and servicers regarding compliance with legal
procedures in connection with mortgage foreclosures, including the preparation, execution, notarization and
submission of documents, principally affidavits, filed in connection with foreclosures.

When a mortgage loan is in foreclosure, we are generally required to continue to advance delinquent principal and
interest to the securitization trust and to make advances for delinquent taxes and insurance and foreclosure costs and
the upkeep of vacant property in foreclosure to the extent that we determine that such amounts are recoverable. These
servicing advances are generally recovered when the delinquency is resolved. Regulatory actions that lengthen the
foreclosure process will increase the amount of servicing advances that we are required to make, lengthen the time it
takes for us to be reimbursed for such advances and increase the costs incurred during the foreclosure process. In
addition, advance financing facilities generally contain provisions that limit the eligibility of servicing advances to be
financed based on the length of time that the servicing advances are outstanding. Certain of our match funded advance
facilities have provisions that limit new borrowings if average foreclosure timelines extend beyond a certain time
period. As a result, an increase in foreclosure timelines could further increase the amount of servicing advances that
we need to fund with our own capital. Such increases in foreclosure timelines could increase our interest expense,
delay the collection of servicing fee revenue until the foreclosure has been resolved and, therefore, reduce the cash
that we have available to pay our operating expenses.

Increased regulatory scrutiny and new laws and procedures could cause us to adopt additional compliance measures
and incur additional compliance costs in connection with our foreclosure processes. We may incur legal and other
costs responding to regulatory inquiries or any allegation that we improperly foreclosed on a borrower. We could also
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suffer reputational damage and could be fined or otherwise penalized if we are found to have breached regulatory
requirements.

FHFA and GSE initiatives and other actions may affect mortgage servicing generally and future servicing fees in
particular.

In 2011, Freddie Mac and Fannie Mae each issued their Servicing Alignment Initiative as directed by the FHFA. The
Servicing Alignment Initiative established new requirements primarily related to loss mitigation processes, including
servicer incentives and compensatory fees that could be charged to servicers based on performance against
benchmarks for various metrics. Through our servicing relationship with Freddie Mac and Fannie Mae, we have
potential exposure to such compensatory fees. It is possible that the compensatory fees could substantially increase the
costs and risks associated with
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servicing Freddie Mac or Fannie Mae non-performing loans. Moreover, due to the significant role Fannie Mae and
Freddie Mac play in the secondary mortgage market, it is possible that compensatory fee requirements and similar
initiatives that they implement could become prevalent in the mortgage servicing industry generally. Other industry
stakeholders or regulators may also implement or require changes in response to the perception that current mortgage
servicing practices and compensation do not serve broader housing policy objectives well. To the extent that FHFA
and/or the GSEs implement reforms that materially affect the market for conventional and/or government insured
loans, there may also be indirect effects on the subprime and Alt-A markets, which could include material adverse
effects on the creation of new mortgage servicing rights, the economics or performance of any mortgage servicing
rights that we acquire, servicing fees that we can charge and costs that we incur to comply with new servicing
requirements.

Federal and state legislative and GSE initiatives in residential mortgage-backed securities, or RMBS, and
securitizations may adversely affect our financial condition and results of operations.

There are federal and state legislative and GSE initiatives that could, once fully implemented, adversely affect our
loan origination business and secured asset financing arrangements. For instance, the risk retention requirement under
the Dodd-Frank Act requires securitizers to retain a minimum beneficial interest in RMBS they sell through a
securitization, absent certain qualified residential mortgage (QRM) exemptions. Once implemented, the risk retention
requirement may result in higher costs of certain lending operations and impose on us additional compliance
requirements to meet servicing and originations criteria for QRMs. Additionally, the amendments to Regulation AB
relating to the registration statement required to be filed by asset-backed securities, or ABS, issuers recently adopted
by the SEC pursuant to the Dodd-Frank Act and other amendments to such regulations and other relevant regulations
has increased and may further increase compliance costs for ABS issuers, such as ourselves, which will in turn
increase our cost of funding and operations.

Potential violations of predatory lending and/or servicing laws could negatively affect our business.

Various federal, state and local laws have been enacted that are designed to discourage predatory lending and
servicing practices. The federal Home Ownership and Equity Protection Act of 1994 (HOEPA) prohibits inclusion of
certain provisions in residential loans that have mortgage rates or origination costs in excess of prescribed levels and
requires that borrowers be given certain additional disclosures prior to origination. Some states have enacted, or may
enact, similar laws or regulations, which in some cases impose restrictions and requirements greater than are those in
HOEPA. In addition, under the anti-predatory lending laws of some states, the origination of certain residential loans,
including loans that are not classified as “high cost” loans under HOEPA or other applicable law, must satisfy a net
tangible benefits test with respect to the related borrower. This test may be highly subjective and open to
interpretation. As a result, a court may determine that a residential loan, for example, does not meet the test even if the
related originator reasonably believed that the test was satisfied. A failure by us to comply with these laws, to the
extent we originate, service or acquire residential loans that are non-compliant with HOEPA or other predatory
lending or servicing laws, could subject us, as an originator or a servicer, or as an assignee, in the case of acquired
loans, to monetary penalties and could result in the borrowers rescinding the affected loans. Lawsuits have been
brought in various states making claims against originators, servicers and assignees of high cost loans for violations of
state law. Named defendants in these cases have included numerous participants within the secondary mortgage
market. If we are found to have violated predatory or abusive lending laws, we could suffer reputational damage, and
we could incur losses which could materially and adversely impact our business, financial condition and results of
operations.

Changes to government loan modification and refinance programs may adversely affect future revenues.

Under government loan modification and refinance programs such as HAMP, a participating servicer may be entitled
to receive financial incentives in connection with modification plans it enters into with eligible borrowers and
subsequent “pay for success” fees to the extent that a borrower remains current in any agreed upon loan modification.
Changes to current programs or future federal, state or local legislative or regulatory actions that result in changes to
the requirements necessary to qualify for government loan modification and refinance programs, or the financial
incentives available to us from such programs, may impact the extent to which we participate in and receive financial
benefits from such programs in the future and may have a material effect on our business. If we decrease our
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participation in government programs such as HAMP, or if the financial benefits from such programs decrease, our
revenues will be adversely affected.

The enactment of the S.A.F.E. Act may adversely affect our business.

The Secure and Fair Enforcement for Mortgage Licensing Act of 2008 (the S.A.F.E. Act) requires the individual
licensing and registration of those engaged in the business of loan origination. The S.A.F.E. Act is designed to
improve accountability on the part of loan originators, combat fraud and enhance consumer protections by
encouraging states to establish a national licensing system and minimum qualification requirements for applicants.
HUD is the federal agency charged with establishing and enforcing a licensing and registration system that meets the
minimum requirements of the S.A.F.E. Act. On December 15, 2009, HUD proposed a rule that would extend the
licensing requirements for loan originators to servicing personnel who are performing modifications. The servicing
industry has responded to this proposed rule by requesting that HUD reconsider its position as the licensing costs and
impact to the modification process will increase the cost of servicing, including our costs of
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servicing any affected mortgage loans. It is not known at this time whether HUD will modify its proposed licensing
requirements for servicing personnel.

There may be material changes to the laws, regulations, rules or practices applicable to reverse mortgage programs
sponsored by HUD and FHA, and securitized by Ginnie Mae which could materially and adversely affect the reverse
mortgage industry as a whole.

The reverse mortgage industry is largely dependent upon rules and regulations implemented by HUD, FHA and
Ginnie Mae. There can be no guarantee that HUD/FHA will retain Congressional authorization to continue the Home
Equity Conversion Mortgage (HECM) program, which provides FHA government insurance for qualifying HECM
loans, or that they will not make material changes to the laws, regulations, rules or practices applicable to reverse
mortgage programs. For example, HUD recently implemented certain lending limits for the HECM program, and it is
anticipated that additional underwriting criteria will be enforced later in 2014 designed to shore up and protect the
FHA insurance fund. In addition, Ginnie Mae’s participation in the reverse mortgage industry may be subject to
economic and political changes that cannot be predicted. Any of the aforementioned circumstances could materially
and adversely affect the performance of the Liberty business and the value of our common stock.

Risks Relating to Our Business

An economic slowdown or a deterioration of the housing market could increase delinquencies, defaults, foreclosures
and advances.

An increase in delinquencies and foreclosure rates could increase both interest expense on advances and operating
expenses and could cause a reduction in income from, and the value of, our servicing portfolio as well as loans.
During any period in which a borrower is not making payments, we are required under most of our servicing
agreements to advance our own funds to meet contractual principal and interest remittance requirements for investors,
pay property taxes and insurance premiums and process foreclosures. We also advance funds to maintain, repair and
market real estate properties on behalf of investors. Most of our advances have the highest standing and are “top of the
waterfall” so that we are entitled to repayment from respective loan or REO liquidations proceeds before most other
claims on these proceeds, and in the majority of cases, advances in excess of respective loan or REO liquidation
proceeds may be recovered from pool level proceeds.

Revenue. An increase in delinquencies may delay the timing of revenue recognition because we recognize servicing
fees as earned which is generally upon collection of payments from borrowers or proceeds from REO liquidations. An
tncrease in delinquencies also leads to lower float balances and float earnings. Additionally, an increase in
delinquencies in our GSE servicing portfolio acquired from Homeward and ResCap will result in lower revenue
because we collect servicing fees from GSEs only on performing loans.

Expenses. Higher delinquencies increase our cost to service loans, as loans in default require more intensive effort to
bring them current or manage the foreclosure process. An increase in advances outstanding relative to the change in
the size of the servicing portfolio can result in substantial strain on our financial resources. This occurs because excess
erowth of advances increases financing costs with no offsetting increase in revenue, thus reducing profitability. If we
are unable to fund additional advances, we could breach the requirements of our servicing agreements. Such
developments could result in our losing our servicing rights, which would have a substantial negative impact on our
financial condition and results of operations and could trigger cross-defaults under our various credit agreements.
Valuation of MSRs. Apart from the risk of losing our servicing rights, defaults are involuntary prepayments resulting
in a reduction in UPB. This may result in higher amortization and impairment in the value of our MSRs.

Adverse economic conditions could also negatively impact our newly acquired lending businesses. For example,
during the economic crisis, total U.S. residential mortgage originations volume decreased substantially. Moreover,
declining home prices and increasing loan-to-value ratios may preclude many potential borrowers from refinancing
their existing loans. Further, an increase in prevailing interest rates could decrease originations volume.

Any setback to the recovery of the residential mortgage market could reduce the number of loans that we service or
originate, adversely affect our ability to sell mortgage loans or increase delinquency rates. Any of the foregoing could
adversely affect our business, financial condition and results of operations.

We may be unable to obtain sufficient capital to meet the financing requirements of our business, which may prevent
us from having sufficient funds to conduct our operations or meet our obligations on our advance facilities.
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Our business requires substantial amounts of capital and our financing strategy includes the use of leverage.
Accordingly, our ability to finance our operations and repay maturing obligations rests in large part on our ability to
continue to borrow money. Our ability to borrow money is affected by a variety of factors including:

limitations imposed on us by existing lending and similar agreements that contain restrictive covenants that may limit
our ability to raise additional debt
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tiquidity in the credit markets

the strength of the lenders from whom we borrow

{imitations on borrowing on advance facilities that are limited by the amount of eligible collateral pledged

An event of default, a negative ratings action by a rating agency, the perception of financial weakness, an adverse
action by a regulatory authority, a lengthening of foreclosure timelines or a general deterioration in the economy that
constricts the availability of credit may increase our cost of funds and make it difficult for us to renew existing credit
facilities or obtain new lines of credit.

Our advance facilities are revolving facilities, and in a typical monthly cycle, we repay up to one-third of the
borrowings under these facilities from collections. During the remittance cycle, which starts in the middle of each
month, we depend on our lenders to provide the cash necessary to make the advances that we are required to make as
servicer. If one or more of these lenders were to fail, we may not have sufficient funds to meet our obligations.

A significant increase in prepayment speeds could adversely affect our financial results.

Prepayment speed is a significant driver of our business. Prepayment speed is the measurement of how quickly
borrowers pay down the UPB of their loans or how quickly loans are otherwise brought current, modified, liquidated
or charged off. Prepayment speeds have a significant impact on our servicing fee revenues, our expenses and on the
valuation of our MSRs as follows:

Revenue. If prepayment speeds increase, our servicing fees will decline more rapidly than anticipated because of the
greater than expected decrease in the UPB on which those fees are based. The reduction in servicing fees would be
somewhat offset by increased float earnings because the faster repayment of loans will result in higher float balances
that generate the float earnings. Conversely, decreases in prepayment speeds result in increased servicing fees but lead
to lower float balances and float earnings.

Expenses. Amortization of MSRs is one of our largest operating expenses. Since we amortize servicing rights in
proportion to total expected income over the life of a portfolio, an increase in prepayment speeds leads to increased
amortization expense as we revise downward our estimate of total expected income. Faster prepayment speeds also
result in higher compensating interest expense. Decreases in prepayment speeds lead to decreased amortization
expense as the period over which we amortize MSRs is extended. Slower prepayment speeds also lead to lower
compensating interest expense.

Valuation of MSRs. We base the price we pay for MSRs and the rate of amortization of those rights on, among other
things, our projection of the cash flows from the related pool of mortgage loans. Our expectation of prepayment
speeds is a significant assumption underlying those cash flow projections. If prepayment speeds were significantly
greater than expected, the carrying value of our MSRs that we account for using the amortization method could
exceed their estimated fair value. When the carrying value of these MSRs exceeds their fair value, we are required to
record an impairment charge which has a negative impact on our financial results. Similarly, if prepayment speeds
were significantly greater than expected, the fair value of our MSRs which we carry at fair value could decrease.
When the fair value of these MSRs decreases, we record a loss on fair value which also has a negative impact on our
financial results.

We may be unable to maintain or expand our servicing portfolio.

Our servicing portfolio may be prepaid prior to maturity, refinanced with a mortgage loan not serviced by us or
involuntarily liquidated through foreclosure or other liquidation process. As a result, our ability to maintain the size of
our servicing portfolio depends on our ability to acquire the right to service or subservice additional pools of mortgage
loans or to originate additional loans for which we retain the MSRs. We may not be able to acquire MSRs or enter into
additional fee-based servicing agreements on terms favorable to us or at all, due to factors such as decreased mortgage
loan production or the regulatory environment. We may not be able to originate as many loans for which we retain the
MSRs as we desire. Although Homeward has been originating mortgage loans since November 2011, its track record
in this line of business is still limited and subject to uncertainty. Furthermore, third party originators have relationships
with more than one correspondent lender and may elect to sell some or all of their loans to one or more correspondent
lenders other than us.

We rely on an experienced senior management team, and the loss of the services of one or more of our senior
managers could have a material adverse effect on us.
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The experience of our senior managers is a valuable asset to us. Our Executive Chairman, William C. Erbey, has been
with us since our founding in 1987, and our President and Chief Executive Officer, Ronald M. Faris, joined us in
1991. Other senior managers have been with us for 10 years or more. We do not have employment agreements with,
or maintain key man life insurance relating to, Mr. Erbey, Mr. Faris or any of our other executive officers. The loss of
the services of our senior managers could have a material adverse effect on us.

17

36



Edgar Filing: OCWEN FINANCIAL CORP - Form 10-K

An inability to attract and retain qualified personnel could harm our business, financial condition and results of
operations.

Our future success also depends, in part, on our ability to identify, attract and retain highly skilled servicing, lending,
finance and technical personnel. We face intense competition for qualified individuals from numerous financial
services and other companies, some of which have far greater resources than we do. We may be unable to identify,
attract and retain suitably qualified individuals, or we may be required to pay increased compensation in order to do
so. If we were to be unable to attract and retain the qualified personnel we need to succeed, our business, financial
condition and results of operations could suffer.

We could have conflicts with Altisource, HLSS, Altisource Asset Management Corporation (AAMC) and Altisource
Residential Corporation (Residential), and our Executive Chairman, other members of our board of directors or
management could have, could appear to have or could be alleged to have conflicts of interest due to his or their
relationships with Altisource, HLSS, AAMC and Residential that may be resolved in a manner adverse to us.

We do a substantial amount of business with Altisource, HLSS, AAMC and Residential. Conflicts may arise between
us and one or more of these entities because of our ongoing agreements with them and because of the nature of our
respective businesses.

Our Executive Chairman is the Chairman of Altisource, HLSS, AAMC and Residential. As a result, he has obligations
to us as well as to Altisource, HLSS, AAMC and Residential and could have, could appear to have or could be alleged
to have conflicts of interest with respect to matters potentially or actually involving or affecting us and Altisource,
HLSS, AAMC and Residential, as the case may be. Our Executive Chairman currently has significant investments in
Altisource, HLSS, AAMC and Residential and certain of our other officers and directors own stock or options in one
or more of Altisource, HLSS, AAMC and Residential. Such ownership interests could create, appear to create or be
alleged to create conflicts of interest with respect to matters potentially or actually involving or affecting us and
Altisource, HLSS, AAMC and Residential, as the case may be.

We have adopted policies, procedures and practices to avoid potential conflicts with respect to our dealings with
Altisource, HLSS, AAMC and Residential, including our Executive Chairmen recusing himself from negotiations
regarding, and approvals of, transactions with these entities. We also manage potential conflicts of interest through
oversight by independent members of our Board of Directors (independent directors constitute a majority of our Board
of Directors), and we will seek to manage these potential conflicts through dispute resolution and other provisions of
our agreements with Altisource, HLSS, AAMC and Residential. There can be no assurance that such measures will be
effective, that we will be able to resolve all potential conflicts with Altisource, HLSS, AAMC or Residential, as the
case may be, or that the resolution of any such conflicts will be no less favorable to us than if we were dealing with a
third party that had none of the connections we have with these businesses.

We are dependent on Altisource for our technology.

We believe that we have competitive strengths and achieve our results through the use of proprietary technology and
processes. Our servicing platform runs on an information technology system that we license under long-term
agreements with Altisource. We believe this system is highly robust and manages more data than the systems used by
most other mortgage servicers. If Altisource were to fail to fulfill its contractual obligations to us or were to become
unable to fulfill them (for example, because it entered bankruptcy), or if Altisource failed to continue to maintain and
develop its technology so as to continue to provide us with competitive strengths, our business could suffer.

We have operations in India, Uruguay and the Philippines that could be adversely affected by changes in the political
or economic stability of India, Uruguay or the Philippines or by government policies in India, Uruguay, the
Philippines or the U.S.

More than 56% of our employees are located in India. A significant change in India’s economic liberalization and
deregulation policies could adversely affect business and economic conditions in India generally and our business in
particular. The political or regulatory climate in the U.S. or elsewhere also could change so that it would not be lawful
or practical for us to use international operations in the manner in which we currently use them. For example, changes
in regulatory requirements could require us to curtail our use of lower-cost operations in India to service our
businesses. If we had to curtail or cease our operations in India and transfer some or all of these operations to another
geographic area, we would incur significant transition costs as well as higher future overhead costs that could
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materially and adversely affect our results of operations.

In addition, we may need to increase the levels of our employee compensation more rapidly than in the past to retain
talent in India. Unless we are able to continue to enhance the efficiency and productivity of our employees, wage
increases in the long term may reduce our profitability.

Our operations in Uruguay and the Philippines are less substantial than our Indian operations. However, they are still
at risk of being affected by the same types of risks that affect our Indian operations. If they were to be so affected, our
business could be materially and adversely affected.
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A downgrade in our servicer ratings could have an adverse effect on our business, financing activities, financial
condition or results of operations.

Standard & Poor’s, Moody’s and Fitch rate us as a mortgage servicer. Favorable ratings from these agencies are
important to the conduct of our loan servicing business. Downgrades in servicer ratings could adversely affect our
ability to finance servicing advances and maintain our status as an approved servicer by Fannie Mae and Freddie Mac.
Downgrades in our servicer ratings could also lead to the early termination of existing advance facilities and affect the
terms and availability of match funded advance facilities that we may seek in the future. In addition, some of our
pooling and servicing agreements require that we maintain specified servicer ratings. Our failure to maintain favorable
or specified ratings may cause our termination as servicer and further impair our ability to consummate future
servicing transactions, which could have an adverse effect on our business, financing activities, financial condition
and results of operations.

If we do not comply with our obligations under our servicing agreements or if others allege non-compliance, our
business and results of operations may be harmed.

We have contractual obligations under the servicing agreements pursuant to which we service mortgage loans. Many
of our servicing agreements require adherence to general servicing standards, and certain contractual provisions
delegate judgment over various servicing matters to us. Our servicing practices, and the judgments that we make in
our servicing of loans, could be questioned by parties to these agreements, such as trustees or master servicers, or by
investors in the trusts which own the mortgage loans or other third parties. Accordingly, we could become subject to
litigation claims seeking damages or other remedies arising from alleged breaches of our servicing agreements. Third
parties have indicated that they might seek to pursue such claims in the future. If we do not comply with our servicing
agreements, we may be terminated as servicer, or we may be required to make indemnification or other payments or
provide other remedies. Even if such allegations against us lack merit, we may have to spend additional resources and
devote additional management time to contesting such allegations which would reduce the resources available to
address, and the time management is able to devote to, other issues.

Loan putbacks and related liabilities for breaches of representations and warranties regarding sold loans could
adversely affect our business.

We have exposure to representation, warranty and indemnification obligations because of our lending, sales and
securitization activities, and our acquisitions to the extent we assume one or more of these obligations and in
connection with our servicing practices. At December 31, 2013, we had provided or assumed representation and
warranty obligations in connection with $89.1 billion of UPB, covering both forward and reverse mortgage loans. At
December 31, 2013, we had outstanding representation and warranty repurchase demands of $158.8 million UPB (753
loans). Homeward’s contracts with purchasers of originated loans contain provisions that require indemnification or
repurchase of the related loans under certain circumstances. Additionally, in one of the servicing contracts that
Homeward acquired in 2008 from Freddie Mac involving non-prime mortgage loans, it assumed the origination
representations and warranties even though it did not originate the loans. While the language in the purchase contracts
varies, they generally contain provisions that require Homeward to indemnify purchasers of related loans or
repurchase such loans if:

representations and warranties concerning loan quality, contents of the loan file or loan underwriting circumstances
are inaccurate

adequate mortgage insurance is not secured within a certain period after closing

& mortgage insurance provider denies coverage

there is a failure to comply, at the individual loan level or otherwise, with regulatory requirements. We believe that, as
a result of the current market environment, many purchasers of residential mortgage loans are particularly aware of
the conditions under which originators must indemnify or repurchase loans and under which such purchasers would
benefit from enforcing any indemnification rights and repurchase remedies they may have.

As our lending business grows, we expect that our exposure to indemnification risks and repurchase requests is likely
to increase. If home values decrease, our realized loan losses from loan repurchases and indemnifications may
increase as well. As a result, our reserve for repurchases may increase beyond our current expectations. If we are
required to indemnify or repurchase loans that we originate and sell, and where we have assumed this risk on loans
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that we service, as discussed above, in either case resulting in losses that exceed our related reserve, our business,
financial condition and results of operations could be adversely affected. We are aware of several recent court actions
in which mortgage loan sellers are defending against repurchase claims have been asserted against them based on
alleged breaches of representations and warranties. The grounds for the defense of such claims include the expiration
of statutes of limitation, lack of notice and opportunity to cure and vitiation of the obligation to repurchase as a result
of foreclosure or charge off of the loan. Ocwen is not a party to any of the actions, but we are the servicer for certain
securitizations involved in such actions. Ocwen has entered into tolling agreements with respect to its role as servicer
for a very small number of securitizations and may enter into additional tolling agreements in the future. Should
Ocwen be made a party to these or similar actions, we may need to defend allegations that we failed to
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service loans in accordance with applicable agreements and that such failures prejudiced the rights of repurchase
claimants against loan sellers. We believe that any such allegations would be without merit and, if necessary, would
vigorously defend against them. If, however, we were required to compensate claimants for losses related to seller
breaches of representations and warranties in respect of loans we service, then our business, financial condition and
results of operations could be adversely affected.

We originate, securitize and service reverse mortgages, which subjects us to additional risks that could have a material
adverse effect on our business, reputation, liquidity, financial condition and results of operations.

As a result of our Liberty acquisition, we originate, securitize and service reverse mortgages. The reverse mortgage
business is subject to substantial risks, including market, credit, interest rate, liquidity, operational, reputational and
legal risks. Generally, a reverse mortgage is a loan available to seniors aged 62 or older that allows homeowners to
borrow money against the value of their home. No repayment of the mortgage is required until the borrower dies,
moves out of the home or the home is sold. A decline in the demand for reverse mortgages may reduce the number of
reverse mortgages we originate, and adversely affect our ability to sell reverse mortgages in the secondary market.
Although foreclosures involving reverse mortgages generally occur less frequently than forward mortgages, loan
defaults on reverse mortgages leading to foreclosures may occur if borrowers fail to maintain their property or fail to
pay taxes or home insurance premiums. A general increase in foreclosure rates may adversely impact how reverse
mortgages are perceived by potential customers and thus reduce demand for reverse mortgages. Finally, as a result of
the Liberty acquisition, we could become subject to negative headline risk in the event that loan defaults on reverse
mortgages lead to foreclosures or evictions of elderly homeowners. All of the above factors could have a material
adverse effect on our business, reputation, liquidity, financial condition and results of operations.

Technology failures could damage our business operations or reputation and increase our costs.

Our business is substantially dependent on our ability to process and monitor a large number of transactions, many of
which are complex, across various parts of our business. These transactions often must adhere to the terms of complex
legal agreements, as well as legal and regulatory standards. In addition, given the volume of transactions that we
process and monitor, certain errors may be repeated or compounded before they are discovered and rectified. We are
responsible for developing and maintaining sophisticated operational systems and infrastructure, which is challenging.
System disruptions and failures may interrupt or delay our ability to provide services to our customers and otherwise
adversely affect our operations. The secure transmission of confidential information over the Internet and other
electronic distribution and communication systems is essential to our maintaining consumer confidence in certain of
our services. Security breaches, computer viruses, hacking and other acts of vandalism could result in a compromise
or breach of the technology that we use to protect our borrowers’ personal information and transaction data. Our
financial, accounting, data processing or other operating systems and facilities may fail to operate properly or become
disabled as a result of events that are wholly or partially beyond our control, such as a spike in transaction volume or
unforeseen catastrophic events, potentially resulting in data loss and adversely affecting our ability to process these
transactions. If one or more of such events occurs, this could potentially jeopardize data integrity or confidentiality of
information processed and stored in, or transmitted through, our computer systems and networks, which could result
in our facing significant losses, reputational damage and legal liabilities.

In addition, consumers generally are concerned with security breaches and privacy on the Internet, and Congress or
individual states could enact new laws regulating the use of technology in our business that could adversely affect us
or result in significant compliance costs.

Our earnings may be inconsistent.

Our past financial performance should not be considered a reliable indicator of future performance, and historical
trends may not be reliable indicators of anticipated financial performance or trends in future periods.

The consistency of our operating results may be significantly affected by inter-period variations in our current
operations including the amount of servicing rights acquired and the changes in realizable value of those assets due to,
among other factors, increases or decreases in prepayment speeds, delinquencies or defaults.

Certain non-recurring gains and losses that have significantly affected our operating results in the past may result in
substantial inter-period variations in financial performance in the future.
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We use estimates in determining the fair value of certain assets, such as MSRs. If our estimates prove to be incorrect,
we may be required to write down the value of these assets which could adversely affect our earnings.

We estimate the fair value of our MSRs by calculating the present value of expected future cash flows utilizing
assumptions that we believe are appropriate and are used by market participants. The methodology used to estimate
these values is complex and uses asset-specific collateral data and market inputs for interest and discount rates and
liquidity dates.
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Valuations are highly dependent upon the reasonableness of our assumptions and the predictability of the relationships
that drive the results of our valuation methodologies. If prepayment speeds increase more than estimated, delinquency
and default levels are higher than anticipated or financial market illiquidity is greater than anticipated, we may be
required to write down the value of certain assets which could adversely affect our earnings.

Our hedging strategies may not be successful in mitigating our exposure to interest rate risk.

We currently have no interest rate swaps to hedge our exposure to variable interest rates under our match funded
advance funding facilities, but we have an interest rate cap in place that limits our exposure to increases in interest
rates on one facility. If we are successful in acquiring additional servicing or subservicing rights, there is no assurance
that we will be able to obtain the fixed rate financing that would be necessary to protect us from the effect of rising
interest rates. Therefore, we may consider utilizing various derivative financial instruments to protect against the
effects of rising rates. In addition, we may use interest rate swaps, U.S. Treasury futures, forward contracts and other
derivative instruments to hedge our interest rate exposure on loans and MSRs measured at fair value. We currently
have no economic hedge positions open to hedge our fair value MSRs. We have entered into forward mortgage
backed securities trades to hedge our mortgage loans held for sale at fair value and to hedge interest rate lock
commitments on loans that we have agreed to originate at a specified rate.

Nevertheless, no hedging strategy can completely protect us. The derivative financial instruments that we select may
not have the effect of reducing our interest rate risks. Poorly designed strategies, improperly executed and documented
transactions or inaccurate assumptions could actually increase our risks and losses. In addition, hedging strategies
involve transaction and other costs. We cannot be assured that our hedging strategies and the derivatives that we use
will adequately offset the risks of interest rate volatility or that our hedging transactions will not result in or magnify
losses.

We are exposed to market risk, including, among other things, liquidity risk, prepayment risk and foreign currency
exchange risk.

We are exposed to liquidity risk primarily because of the highly variable daily cash requirements to support our
servicing business including the requirement to make advances pursuant to servicing contracts and the process of
remitting borrower payments to the custodial accounts. We are also exposed to liquidity risk by our need to originate
and finance mortgage loans and sell mortgage loans into the secondary market. In general, we finance our operations
through operating cash flows and various other sources of funding including match funded agreements, secured lines
of credit and repurchase agreements. We believe that we have adequate financing for the next twelve months.

We are exposed to interest rate risk to the degree that our interest-bearing liabilities mature or reprice at different
speeds, or on different bases, than our interest earning assets or when financed assets are not interest-bearing. Our
servicing business is characterized by non-interest earning assets financed by interest bearing liabilities. Among the
more significant non-interest earning assets are servicing advances and MSRs. At December 31, 2013, we had total
advances and match funded advances of $3.4 billion. We are also exposed to interest rate risk because a portion of our
advance funding and other outstanding debt at December 31, 2013 is variable rate. Rising interest rates may increase
our interest expense. Nevertheless, earnings on float balances partially offset this variability. We currently have no
interest rate swaps in place to hedge our exposure to rising interest rates, but we have one interest rate cap in place.
The MSRs that we carry at fair value are subject to substantial interest rate risk as the mortgage notes underlying the
servicing rights permit the borrowers to prepay the loans. We may enter into economic hedges (derivatives that do not
qualify as hedges for accounting purposes) including interest rate swaps, U.S. Treasury futures and forward contracts
to minimize the effects of loss in value of these MSRs associated with increased prepayment activity that generally
results from declining interest rates. We currently have no economic hedges in place to minimize the effects on our
MSRs carried at fair value of increased prepayment activity in the event of declining interest rates.

In our lending business, we are subject to interest rate and price risk on mortgage loans held for sale from the loan
funding date until the date the loan is sold into the secondary market. Generally, the fair value of a loan will decline in
value when interest rates increase and will rise in value when interest rates decrease. To mitigate this risk, we enter
into forward trades to provide an economic hedge against those changes in fair value on mortgage loans held for sale.
Interest rate lock commitments (IRLCs) represent an agreement to purchase loans from a third-party originator or an
agreement to extend credit to a mortgage applicant, whereby the interest rate is set prior to funding. As such,
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outstanding IRLCs are subject to interest rate risk and related price risk during the period from the date of the
commitment through the loan funding date or expiration date. Our interest rate exposure on these derivative loan
commitments is hedged with freestanding derivatives such as forward contracts. We enter into forward contracts with
respect to fixed rate loan commitments.

We are exposed to foreign currency exchange rate risk in connection with our investment in non-U.S. dollar functional
currency operations to the extent that our foreign exchange positions remain unhedged. Our operations in Uruguay,
the Philippines and India expose us to foreign currency exchange rate risk, but we consider this risk to be
insignificant. We have
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periodically entered into foreign exchange forward contracts to hedge against the effect of changes in the value of the
India Rupee on amounts payable to our subsidiaries in India. No such forward contracts were outstanding as of
December 31, 2013.

We are subject to, among other things, requirements regarding the effectiveness of our internal controls over financial
reporting. If our internal controls over financial reporting are found to be inadequate, our financial condition and
results of operations and the trading price of our common stock may be materially and adversely affected.

Effective internal controls are necessary for us to provide reliable financial reports and prevent fraud. In addition,
Section 404 of the Sarbanes-Oxley Act of 2002, or the Sarbanes-Oxley Act, requires us to evaluate and report on our
internal control over financial reporting. We cannot be certain that these measures will ensure that we implement and
maintain adequate controls over our financial processes and reporting in the future. Even if we conclude that our
internal control over financial reporting provides reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles (GAAP), because of their inherent limitations, internal controls over financial reporting may not prevent or
detect fraud or misstatements. Fraud or misstatement could adversely affect our financial condition and results of
operations. Failure to implement required new or improved controls, or difficulties encountered in their
implementation, could harm our results of operations or cause us to fail to meet our reporting obligations. In addition,
investors could lose confidence in our financial reports and the trading price of our common stock may be adversely
affected if our internal controls over financial reporting are found by management or by our independent registered
public accounting firm not to be adequate.

Risks Relating to Acquisitions

Pursuit of business acquisitions or MSR asset acquisitions exposes us to financial, execution and operational risks that
could adversely affect us.

We are constantly looking for opportunities to grow our business through acquisitions of businesses and assets. The
performance of the businesses and assets we acquire through acquisitions may not match the historical performance of
our other assets. Nor can we assure you that the businesses and assets we acquire will perform at levels meeting our
expectations. We may find that we overpaid for the acquired business or assets or that the economic conditions
underlying our acquisition decision have changed. It may also take several quarters or longer for us to fully integrate
the newly acquired business and assets into our business, during which period our results of operations and financial
condition may be negatively affected. Further, certain one-time expenses associated with such acquisitions may have a
negative impact on our results of operations and financial condition. We cannot assure you that acquisitions will not
adversely affect our results of operations and financial condition.

The risks associated with acquisitions include, among others:

unanticipated issues in integrating servicing, information, communications and other systems

unanticipated incompatibility in servicing, lending, purchasing, logistics, marketing and administration methods

not retaining key employees

the diversion of management’s attention from ongoing business concerns

The integration process can be complicated and time consuming and could potentially be disruptive to borrowers of
loans serviced by the acquired business. If the integration process is not conducted successfully and with minimal
effect on the acquired business and its borrowers, we may not realize the anticipated economic benefits of particular
acquisitions within our expected timeframe, or we could lose subservicing business or employees of the acquired
business. Through acquisitions, we may enter into business lines in which we have not previously operated. Such
acquisitions could require additional integration costs and efforts, including significant time from senior management.
We may not be able to achieve the synergies we anticipate from acquired businesses, and we may not be able to grow
acquired businesses in the manner we anticipate. In fact, the businesses we acquire could decrease in size, even if the
integration process is successful.

Further, prices at which acquisitions can be made fluctuate with market conditions. We have experienced times during
which acquisitions could not be made in specific markets at prices that we considered to be acceptable, and we expect
that we will experience this condition in the future. In addition, in order to finance an acquisition we may borrow
funds, thereby increasing our leverage and diminishing our liquidity, or we could raise additional equity capital, which
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could dilute the interests of our existing shareholders.

The timing of closing of our acquisitions is often uncertain. We have in the past and may in the future experience
delays in closing our acquisitions, or certain tranches of them. For example, we and the applicable seller are often
required to obtain certain contractual consents as a prerequisite to closing, such as the consents of trustees to RMBS
securitization trusts in connections with transfers of MSRs. Accordingly, even if we and the applicable seller are
efficient and proactive, the actions of third parties can impact the timing under which such consents are obtained. We
and the applicable seller may not be able to obtain all of the required consents, which may mean that we are unable to
acquire all of the assets that we wish to acquire. Regulators may have questions relating to aspects of our acquisitions
and we may be required to devote time and resources
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responding to those questions. For example, as discussed above, in early February 2014, the NY DFS requested that
OLS put an indefinite hold on an acquisition from Wells Fargo. We have agreed to place the acquisition on indefinite
hold. We are cooperating with the NY DFS on this matter. It is also possible that we will expend considerable
resources in the pursuit of an acquisition that, ultimately, either does not close or is terminated.

Pursuit of business acquisitions, MSRs or other asset acquisition opportunities exposes us to additional liabilities that
could adversely affect us.

As a result of our pursuit of business acquisitions, MSRs or other asset acquisition opportunities, we may be exposed
to unknown or contingent liabilities associated with the businesses or assets that we acquire, and if these liabilities
exceed our estimates, our results of operations and financial condition may be materially and negatively affected.

As a part of the Litton Acquisition, Goldman Sachs and Ocwen have agreed to indemnification provisions for the
benefit of the other party. While Goldman Sachs has agreed to retain certain potential liabilities for fines and penalties
that could be imposed by certain government authorities relating to Litton’s pre-closing foreclosure and servicing
practices, Goldman Sachs and Ocwen have agreed to share certain losses arising out of potential third-party claims in
connection with Litton’s pre-closing performance under its servicing agreements. Goldman Sachs has agreed to be
liable for (i) 80% of any such losses until the amount paid by Goldman Sachs is equal to 80% of the Goldman Shared
Loss Cap and (ii) thereafter, 20% of any such losses until the amount paid by Goldman Sachs is equal to the Goldman
Shared Loss Cap. Ocwen has agreed to be liable for (i) 20% of any such losses until the amount paid by Ocwen is
equal to 20% of the Goldman Shared Loss Cap, (ii) thereafter, 80% of any such losses until the amount paid by
Ocwen is equal to the Goldman Shared Loss Cap and (iii) thereafter, 100% of any such losses in excess of the
Goldman Shared Loss Cap. The “Goldman Shared Loss Cap” is $123.7 million, or 50%, of the adjusted base purchase
price of the Litton Acquisition. We cannot assure you that the losses incurred by Ocwen will not exceed our original
projections or that Goldman Sachs will fulfill its indemnification obligations.

As a part of the 2012 Saxon MSR Transaction, the sellers and Ocwen have agreed to indemnification provisions for
the benefit of the other party. While the sellers have agreed to retain certain contingent liabilities for losses, fines and
penalties that could result from claims by government authorities and certain third parties relating to pre-closing
foreclosure, servicing and loan origination practices, the sellers and Ocwen have agreed to share certain losses arising
out of potential third-party claims in connection with the seller’s pre-closing performance under its servicing
agreements. The sellers have agreed to be liable for (i) 75% of any such losses until the amount paid by the sellers is
equal to 60% of the Saxon Shared Loss Cap of $83 million and (ii) thereafter, 25% of any such losses until the amount
paid by the sellers is equal to the Saxon Shared Loss Cap. Ocwen has agreed to be liable for (i) first, 25% of any such
losses until the amount paid by the sellers is equal to 60% of the Saxon Shared Loss Cap, (ii) second, 75% of any such
losses until the amount paid by the sellers is equal to the Saxon Shared Loss Cap and (iii) thereafter, 100% of any such
losses in excess of the Saxon Shared Loss Cap. We cannot assure you that the losses incurred by Ocwen will not
exceed our original projections or that the sellers will fulfill their indemnification obligations.

As a part of the Homeward Acquisition, the sellers and Ocwen have agreed to indemnification provisions for the
benefit of the other party. In particular, the sellers have agreed to retain 75% of contingent liabilities for losses arising
out of potential third-party claims in connection with the seller’s pre-closing servicing or accounting errors, settlements
with government authorities, and settlements, penalties or compensatory fees incurred with GSEs, up to $100 million
of such losses. Sellers have escrowed $75 million of the purchase price for the Homeward Acquisition for 21 months
from the date of the closing to pay any amounts owed in respect of such losses. Ocwen has agreed to be liable for (i)
25% of any such losses up to $100 million and (ii) 100% of such losses, if any, in excess of $100 million. We cannot
assure you that the losses incurred by Ocwen will not exceed our original projections or that the sellers will fulfill
their indemnification obligations.

In addition, in connection with the ResCap Acquisition, we assumed potential liabilities with respect to a portfolio of
mortgage loans that, if they are not made current, foreclosed upon or otherwise resolved within specified timeframes,
could result in repurchase demands for affected mortgage loans from Freddie Mac.

We may be required to pay for losses in connection with the above-described or other acquisitions. While we reserve
amounts to pay for any losses in connection with acquisitions in accordance with GAAP, those reserves may not be
adequate over time to cover actual losses, and if any such losses exceed the reserved amount, we would recognize

47



Edgar Filing: OCWEN FINANCIAL CORP - Form 10-K

losses to the extent of such excess, which would adversely affect our net income and stockholders’ equity and,
depending on the extent of such excess losses, could adversely affect our business. It is possible that certain financial
covenants in our credit facilities would be breached by such excess losses.

Risks Relating to Tax Matters

The tax liability to Ocwen as a result of the transfer of assets to OMS could be substantial.

Pursuant to the formation of OMS, Ocwen transferred significant assets to OMS in a taxable transaction. Ocwen
recognized gain, but not loss, on this transfer equal to the excess, if any, of the fair market value of the transferred
assets over Ocwen’s tax basis therein. The fair market value of the transferred assets was based on market standard
valuation methodology
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and confirmed by an independent valuation firm. However, the Internal Revenue Service (the IRS) could challenge
this valuation, and if such a challenge were successful, any tax imposed as a result of the transfer could be significant.
Failure to retain the tax benefits provided by the United States Virgin Islands would adversely affect our financial
condition and results of operations.

OMS is incorporated under the laws of the USVI and is headquartered in Frederiksted, USVI. The USVI has an
Economic Development Commission (EDC), that provides benefits (EDC Benefits) to certain qualified businesses in
Frederiksted that enable us to avail ourselves of significant tax benefits for a 30 year period. OMS received its
certificate to operate as a company qualified for EDC Benefits as of October 1, 2012. It is possible that we may not be
able to retain our qualifications for the EDC Benefits or that changes in U.S. federal, state, local, territorial or USVI
taxation statutes or applicable regulations may cause a reduction in or an elimination of the EDC Benefits, all of
which could result in a significant increase to our tax expense, and, therefore, adversely affect our financial condition
and results of operations.

We may be subject to increased United States federal income taxation.

OMS is incorporated under the laws of the USVI and intends to operate in a manner that will cause a substantial
amount of its net income to be treated as not related to a trade or business within the United States, which will cause
such income to be exempt from current United States federal income taxation. However, because there are no
definitive standards provided by the Internal Revenue Code (the Code), regulations or court decisions as to the
specific activities that constitute being engaged in the conduct of a trade or business within the United States, and as
any such determination is essentially factual in nature, we cannot assure you that the IRS will not successfully assert
that OMS is engaged in a trade or business within the United States with respect to that income.

If the IRS were to successfully assert that OMS has been engaged in a trade or business within the United States with
respect to that income in any taxable year, it may become subject to current United States federal income taxation on
such income.

The tax liability to Ocwen as a result of the Separation could be substantial.

Prior to the Separation, any assets transferred to Altisource or non-U.S. subsidiaries were taxable pursuant to Section
367(a) of the Code, or other applicable provisions of the Code and Treasury regulations. Taxable gains not recognized
in the restructuring were generally recognized pursuant to the Separation itself under Section 367(a). The taxable gain
recognized by Ocwen attributable to the transfer of assets to Altisource equaled the excess of the fair market value of
each asset transferred over Ocwen’s basis in such asset. Ocwen’s basis in some assets transferred to Altisource may
have been low or zero which could result in a substantial tax liability to Ocwen. In addition, the amount of taxable
gain was based on a determination of the fair market value of Ocwen’s transferred assets. The determination of fair
market values of non-publicly traded assets is subjective and could be subject to closing date adjustments or future
challenge by the IRS which could result in an increased U.S. federal income tax liability to Ocwen.

Tax regulations under Section 7874 of the Code, if held applicable to the Separation, could materially increase tax
costs to Ocwen.

IRS tax regulations under Section 7874 can apply to transactions where a U.S. corporation contributes substantially all
of its assets, including subsidiary equity interests, to a foreign corporation and distributes shares of such corporation.
We do not believe that Section 7874 of the Code applies to the Separation because “substantially all” of Ocwen’s assets
were not transferred to the distributed company or its subsidiaries. Ocwen’s board of directors required that Ocwen and
Altisource receive an independent valuation prior to completing the Separation; however, if the IRS were to
successfully challenge the independent valuation, then Ocwen may not be permitted to offset the taxable gain
recognized on the transfer of assets to Altisource with net operating losses, tax credits or other tax attributes. This
could materially increase the tax costs to Ocwen of the Separation.

Risks Relating to Ownership of Our Common Stock

Our common stock price may experience substantial volatility which may affect your ability to sell our common stock
at an advantageous price.

The market price of our shares of common stock has been and may continue to be volatile. For example, the closing
market price of our common stock on the New York Stock Exchange fluctuated during 2013 between $34.58 per share
and $59.97 per share and may continue to fluctuate. Therefore, the volatility may affect your ability to sell our
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common stock at an advantageous price. Market price fluctuations in our common stock may be due to factors both
within and outside our control, including acquisitions, dispositions or other material public announcements or
speculative trading in our stock (e.g., traders “shorting” our common stock), as well as a variety of other factors
including those set forth under “Risk Factors” and “Forward-Looking Statements.”
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In addition, the stock markets in general, including the New York Stock Exchange, have, at times, experienced
extreme price and trading fluctuations. These fluctuations have resulted in volatility in the market prices of securities
that often has been unrelated or disproportionate to changes in operating performance. These broad market
fluctuations may adversely affect the market prices of our common stock.

No assurances can be given as to the amount of shares, if any, that we may repurchase in any given period under our
share repurchase program, and such repurchases could affect our share price and increase share price volatility.

On October 31, 2013, we announced that our Board of Directors had authorized a share repurchase program for an
aggregate of up to $500.0 million of our issued and outstanding shares of common stock. Unless we amend the share
repurchase program or repurchase the full $500.0 million amount by an earlier date, the share repurchase program will
continue through July 2016. Purchases may be made on market or in privately negotiated transactions. We may use
SEC Rule 10b5-1 plans in connection with our share repurchase program. On February 27, 2014, we announced a
general goal of buying at least the prior quarter’s earnings in the three months following our earnings announcements.
However, we may buy more or less in any given period and our intentions may change. In addition, repurchases of our
common stock pursuant to our share repurchase program could affect our stock price and increase its volatility. The
existence of a share repurchase program could also cause our stock price to be higher than it would be in the absence
of such a program. Our share repurchase program will utilize cash that we will not be able to use in other ways to
grow our business.

Our directors and executive officers collectively own a large percentage of our common shares and could influence or
control matters requiring shareholder approval.

Our directors and executive officers and their affiliates collectively own or control approximately 18% of our
outstanding common shares (excluding stock options). This includes approximately 13% owned or controlled by our
executive chairman, William C. Erbey, and approximately 3% owned or controlled by our director and former
chairman, Barry N. Wish. As a result, these shareholders could significantly influence matters requiring shareholder
approval, including the amendment of our articles of incorporation, the approval of mergers or similar transactions
and the election of all directors.

Because of certain provisions of our organizational documents, takeovers may be more difficult possibly preventing
you from obtaining an optimal share price.

Our amended and restated articles of incorporation provide that the total number of shares of all classes of capital
stock that we have authority to issue is 220 million, of which 200 million are common shares and 20 million are
preferred shares. Our Board of Directors has the authority, without a vote of the shareholders, to establish the
preferences and rights of any preferred or other class or series of shares to be issued and to issue such shares. The
issuance of preferred shares could delay or prevent a change in control. Since our Board of Directors has the power to
establish the preferences and rights of the preferred shares without a shareholder vote, our Board of Directors may
give the holders of preferred shares preferences, powers and rights, including voting rights, senior to the rights of
holders of our common shares.

We have 62,000 shares of Series A Perpetual Convertible Preferred Stock (Preferred Shares) outstanding. The holders
of Preferred Shares are entitled to vote on all matters submitted to the stockholders for a vote, voting together with the
holders of the common stock as a single class, with each share of common stock entitled to one vote per share and
each Preferred Share entitled to one vote for each share of common stock issuable upon conversion of the Preferred
Share as of the record date for such vote or, if no record date is specified, as of the date of such vote.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2: PROPERTIES
The following table sets forth information relating to our primary facilities at December 31, 2013:

Location Owned/Leased Square
Footage
Principal executive office:
Atlanta, Georgia (1) Leased 2,094
St. Croix, U.S. Virgin Islands Leased 4,400
Document storage and imaging facility:
West Palm Beach, Florida Leased 51,931
Business operations and support offices
U.S. facilities:
Coppell, Texas (2) Leased 182,700
Waterloo, Iowa (3) Owned 154,980
Addison, Texas (2) Leased 137,992
Fort Washington, Pennsylvania (3) Leased 127,980
Lewisville, Texas (3) Leased 78,413
Jacksonville, Florida (2) Leased 76,075
McDonough, Georgia (4) Leased 62,000
Rancho Cordova, California (5) Leased 53,107
West Palm Beach, Florida Leased 51,546
Houston, Texas (4) Leased 43,014
Eden Prairie, Minnesota (3) Owned 32,283
Burbank, California (3) Leased 18,601
Westborough, Massachusetts (3) Leased 18,158
Offshore facilities:
Mumbai, India (6) Leased 178,508
Bangalore, India (7) Leased 173,980
Pune, India (2) Leased 88,683
Manila, Philippines Leased 45,035
Montevideo, Uruguay Leased 17,463

(1) We sublease this space from Altisource through October 2014.

(2)We assumed the leases in connection with our acquisition of Homeward. We ceased using the Jacksonville, Florida
facility in 2013.

(3) We assumed the leases or acquired the facility in connection with our acquisition of ResCap.
We assumed the lease in connection with our acquisition of Litton. The lease of the Texas facility expired in
August 2012 but was renewed on a temporary basis for approximately one-third of the original space. Ocwen or

(4)the lessor could terminate this lease at any time by providing 150 days prior written notice. We gave notice on the
lease in September 2013 and entered into a new lease for 36,382 square feet of the facility effective January 2014.
We ceased using the Georgia facility in 2012.

(5)We assumed this lease in connection with our acquisition of Liberty.

At December 31, 2013, we were in the process of transferring employees from two older facilities to a new facility.

The total square footage shown includes only facilities that were occupied at December 31, 2013. In March 2014,

employees will relocate from a 23,140 square foot facility, and the transfers will be complete. The leases on the

older facilities will be terminated in the first quarter of 2014.

(7) At December 31, 2013, we were in the process of transferring employees from three older facilities to a new
facility. The total square footage shown includes only facilities that were occupied at December 31, 2013. In March

(6)

52



26

2014, employees

Edgar Filing: OCWEN FINANCIAL CORP - Form 10-K

53



Edgar Filing: OCWEN FINANCIAL CORP - Form 10-K

will relocate from a 56,530 square foot facility, and the transfers will be complete. The leases on the older facilities
will be terminated in the first quarter of 2014.

In addition to the facilities listed in the table above, we also lease other small facilities in Orlando, Florida; Mount
Laurel, New Jersey; Hauppage, New York; Lisle, Illinois; Irvine, California; and St. Croix, USVI.

ITEM 3. LEGAL PROCEEDINGS
See Note 28 — Commitments and Contingencies and Note 30 — Subsequent Events to the Consolidated Financial
Statements. That information is incorporated into this item by reference.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.

PART II

ITEM MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
5. ISSUER PURCHASES OF EQUITY SECURITIES

Price Range of the Company’s Common Stock

The common stock of Ocwen Financial Corporation is traded under the symbol “OCN” on the New York Stock
Exchange (NYSE). The following table sets forth the high and low closing sales prices for our common stock:

High Low

2013

First quarter $41.47 $34.68
Second quarter 45.74 34.58
Third quarter 58.06 41.15
Fourth quarter 59.97 4991
2012

First quarter $16.90 $13.75
Second quarter 18.78 14.54
Third quarter 28.10 18.94
Fourth quarter 38.80 28.64

The closing sales price of our common stock on February 24, 2014 was $39.00.

We have never declared or paid cash dividends on our common stock. We currently do not intend to pay cash
dividends in the foreseeable future but intend to reinvest earnings in our business. The timing and amount of any
future dividends will be determined by our Board of Directors and will depend, among other factors, upon our
earnings, financial condition, cash requirements, the capital requirements of subsidiaries and investment opportunities
at the time any such payment is considered. In addition, the covenants relating to certain of our borrowings contain
limitations on our payment of dividends. Our Board of Directors has no obligation to declare dividends on our
common stock under Florida law or our amended and restated articles of incorporation.
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The following graph compares the cumulative total return on the common stock of Ocwen Financial Corporation since
December 31, 2008, with the cumulative total return on the stocks included in Standard & Poor’s 500 Market Index
and Standard & Poor’s Diversified Financials Market Index.

Total Return Performance (1

Period Ending
Index 12/31/2008 12/31/2009 12/31/2010 12/31/2011 12/31/2012 12/31/2013
Ocwen Financial Corporation 100.00 104.25 103.92 157.73 376.80 604.03
S&P 500 100.00 123.45 139.23 139.23 157.90 204.63
S&P Diversified Financials 100.00 128.53 134.06 92.59 128.59 179.26

(1)Excludes the significant value distributed in 2009 to Ocwen investors in the form of Altisource common equity.
Purchases of Equity Securities by the Issuer and Affiliates

Information regarding repurchases of our common stock during the fourth quarter of 2013 is as follows:

Total number

of shares Approximate dollar

Total number - Average purchased as  value of shares that

Period of shares price paid per part of publicly may yet be purchased
purchased share
announced under the plans
plans
November 1-November 30 667,112 $51.1059 667,112 $465.9 million
December 1-December 31 458,595 $56.5404 458,595 $440.0 million
Total 1,125,707 $53.3198 1,125,707

On September 23, 2013, we entered into amendments to the Senior Secured Term Loan Facility Agreement and the
related Pledge and Security Agreement which permit Ocwen to repurchase of all of its Preferred Stock, which may be
converted to common stock prior to repurchase, and up to $1.5 billion of its common stock, subject, in each case, to
pro forma financial covenant compliance. See Note 15 — Borrowings to the Consolidated Financial Statements for
additional information regarding the terms of this loan. On October 31, 2013, we announced that our board of
directors had authorized a share
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repurchase program for an aggregate of up to $500.0 million of our issued and outstanding shares of common stock.
The purpose of this plan is to provide a tax efficient way to return cash to shareholders when it is deemed the shares
are attractively priced. Unless we amend the share repurchase program or repurchase the full $500.0 million amount
by an earlier date, the share repurchase program will continue through July 2016. We may use SEC Rule 10b5-1 plans
in connection with our share repurchase program. No assurances can be given as to the amount of shares, if any, that
we may repurchase in any given period.

Number of Holders of Common Stock

On February 24, 2014, 135,176,271 shares of our common stock were outstanding and held by approximately 72
holders of record. Such number of stockholders does not reflect the number of individuals or institutional investors
holding our stock in nominee name through banks, brokerage firms and others.

Securities Authorized for Issuance under Equity Compensation Plans

The information contained in our 2014 Proxy Statement under the caption “Equity Compensation Plan Information” is
incorporated herein by reference.

SELECTED FINANCIAL DATA (Dollars in thousands, except per share data and unless otherwise
"indicated)
The selected historical consolidated financial information set forth below should be read in conjunction with Business,
Corporate Strategy and Outlook - Servicing portfolio and platform acquisitions, Management’s Discussion and
Analysis (MD&A) of Financial Condition and Results of Operations, our Consolidated Financial Statements and the
Notes to the Consolidated Financial Statements. The historical financial information presented may not be indicative
of our future performance.

ITEM 6

December 31,

2013 (1) (2) 2012 (1) (2) 2011 (1) 2010 (1) 2009 (3)
Selected Balance Sheet Data
Total Assets $7,873,770 $5,685,962 $4,728,024 $2,921,409 $1,769,350
Loans held for sale $566,660 $509,346 $20,633 $25,803 $33,197
Loans held for investment - 618.018 o . o .
Reverse mortgages
Advances and match funded 3,444,571 3,233,707 3,733,502 2,108,885 968,529
advances
Mortgage servicing rights 2,069,381 764,150 293,152 193,985 117,802
Goodwill 416,558 416,176 70,240 12,810 —
Trading securities, at fair value (4) — — — — 251,156
Total Liabilities $6,017,087 $3,921,168 $3,384,713 $2,016,592 $903,487
Match funded liabilities $2,364,814 $2,532,745 $2,558,951 $1,482,529 $465,691
Financing liabilities 1,284,229 306,308 — — —
Long-term other secured 1,288,740 18,466 563,627 277,542 143,395
borrowings
Investment line (4) — — — — 156,968
Mezzanine equity (5) $60,361 $153,372 $— $— $—
Total stockholders’ equity (6) $1,796,322 $1,611,422 $1,343,311 $904,817 $865,863
Residential Loans and Real Estate
Serviced for Others
Count 2,861,918 1,219,956 671,623 479,165 351,595
UPB $464,651,332 $203,665,716 $102,199,222 $73,886,391 $49,980,077
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Selected Operations Data
Revenue:

Servicing and subservicing fees
Gain (loss) on loans held for sale,
net

Other

Total revenue

Operating expenses

Income from operations

Other income (expense):
Interest expense

Other, net

Other expense, net

Income from continuing
operations before income taxes
Income tax expense

Income (loss) from continuing
operations

Income from discontinued
operations, net of taxes (7)

Net income

Net loss (income) attributable to
non-controlling interests

Net income attributable to Ocwen
stockholders

Preferred stock dividends (5)
Deemed dividend related to
beneficial conversion feature of
preferred stock (5)

Net income attributable to Ocwen
common stockholders

Basic earnings per share
Income (loss) from continuing
operations

Income (loss) from discontinued
operations (7)

Net income attributable to OCN
common stockholders

Diluted earnings per share
Income (loss) from continuing
operations

Income (loss) from discontinued
operations (7)

For the Years Ended December 31,

2013

$1,823,559
121,694

93,020
2,038,273
1,301,294
736,979

(412,842

11,086
(401,756

335,223
41,074
294,149

294,149

294,149
(5,031

(6,989

$282,129

$2.08

$2.08

$2.02

$2.02

2012

$804,407
215

40,581

845,203
363,907
481,296

(223,455

(333
(223,788

257,508
76,585
180,923

180,923

180,923
(85

(60

$180,778

$1.35

$1.35

$1.31

$1.31

2011

$458,838
@

37,055

495,891
239,547
256,344

(132,770
(579
(133,349

122,995
44,672
78,323

78,323

78,331

$78,331

$0.75

$0.75

$0.71

$0.71

2010

$321,699
) —

38,682

360,381

236,474
123,907

) (85,923

) 1,170
) (84,753

39,154
5,545
33,609

4,383
37,992
8

$37,984

$0.34
0.04

$0.38

$0.32

0.04
$0.36

2009 (3)

$264,467

116,261
380,728
235,654
145,074
(62,954

11,141
(51,813

93,261
96,110
(2,849

3,121
272
25

297

$297

$(0.04

0.04

$(0.04

0.04
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Net income attributable to OCN
common stockholders

Weighted average common shares
outstanding

Basic

Diluted (8)

30

135,678,088
139,800,506

133,912,643
138,521,279

104,507,055
111,855,961

100,273,121
107,483,015

78,252,000
78,252,000
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Includes significant business acquisitions, including ResCap (February 2013), Homeward (December 2012), Litton
(September 2011) and HomEq (September 2010). These transactions primarily involved the acquisition of
(1)residential MSRs and related servicing advances. The operating results of the acquired businesses have been
included in our results since their respective acquisition dates. See Note 3 — Business Acquisitions to the
Consolidated Financial Statements for additional information.
During 2013 and 2012, Ocwen completed sales to HLSS of Rights to MSRs together with the related servicing
advances. We accounted for the sales to HLSS of Rights to MSRs as secured financings. As a result, the MSRs
(2)were not derecognized, and a liability was established equal to the sales price. Match funded liabilities were
reduced in connection with these sales. See Note 4 — Sales of Advances and MSRs to the Consolidated Financial
Statements for additional information.
On August 10, 2009, we completed the Separation by a pro-rata distribution of Altisource common stock to Ocwen
shareholders. As a result of the Separation, we eliminated $88.5 million of assets (including goodwill and other
intangibles) and $16.3 million of liabilities from our consolidated balance sheet effective at the close of business on
(3)August 9, 2009 and recorded a $72.1 million reduction in additional paid-in capital. After the separation, the
operating results of Altisource are no longer included in our operating results. As a consequence of the Separation
and related transactions, Ocwen recognized $52.0 million of income tax expense in 2009. OS consolidated
revenues and expenses for 2009 prior to the Separation were $106.3 million and $91.8 million, respectively.
During 2010, we liquidated our remaining investment in auction rate securities and used the proceeds to repay the
(4)investment line. Net realized and unrealized gains (losses) on auction rate securities were $(7.9) million and $11.9
million during 2010 and 2009 respectively.
Ocwen paid $162.0 million of the purchase price to acquire Homeward by issuing 162,000 shares of Series A
Perpetual Convertible Preferred stock (Preferred Shares). On September 23, 2013, Ocwen paid $157.9 million to
repurchase from the holders of the Preferred Shares all 3,145,640 shares of Ocwen common stock that were issued
upon their election to convert 100,000 of the Preferred Shares into shares of Ocwen common stock. See Note 17 —
Mezzanine Equity and Note 26 — Related Party Transactions to the Consolidated Financial Statements for additional
information.
On March 28, 2012, Ocwen issued 4,635,159 shares of its common stock upon redemption and conversion of the
remaining balance of our 3.25% Convertible Notes due 2024. On November 9, 2011, Ocwen completed the public
offering of 28,750,000 shares of common stock at a per share price of $13.00 and received net proceeds of $354.4
million.
On December 3, 2009, we completed the sale of our investment in Bankhaus Oswald Kruber GmbH & Co. KG
(BOK), a wholly owned German banking subsidiary. We have reported the results of operations of BOK in the
consolidated financial statements as discontinued operations. Income from discontinued operations for 2010
represents a true-up of Ocwen’s income tax expense on the sale of BOK.
Prior to the redemption of the 3.25% Convertible Notes, we computed their effect on diluted EPS using the
if-converted method. We did not assume conversion of the 3.25% Convertible Notes to common stock for 2009
because the effect was anti-dilutive. We also use the if-converted method to compute the effect on EPS of the
Preferred Shares; however, we assumed no conversion for 2013 or 2012 because the effect was anti-dilutive.

)

(6)

)

®)

ITEM 7 MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
‘OPERATIONS

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations, as well as

other portions of this Form 10-K, may contain certain statements that constitute forward-looking statements within the
meaning of the federal securities laws. You can identify forward-looking statements by terminology such as “may,” “will,”
“should,” “could”, “intend,” “consider,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict” or “continue” or the ne
terms or other comparable terminology. Such statements are not guarantees of future performance and involve a

number of assumptions, risks and uncertainties that could cause actual results to differ materially from expected

results. You should not place any undue reliance on any forward-looking statement and should consider all

EEINT3 99 ¢ 99 ¢ LT3
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uncertainties and risks discussed in this report, including those under “Forward-Looking Statements” and Item 1A, Risk
Factors above, as well as those provided in any subsequent SEC filings.

OVERVIEW

Ocwen Financial Corporation is a financial services holding company which, through its subsidiaries, is one of the
largest mortgage companies in the United States. We are the fourth largest mortgage servicer in the United States and
are a leader in the servicing industry in helping keep borrowers in their homes through foreclosure prevention. Ocwen
has completed more than 450,000 loan modifications since January 2008 and is an industry leader in completing
sustainable loan modifications as evidenced by the number of completed modifications that remain less than 90 days
delinquent. Through our Homeward and

31
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Liberty lending operations, we purchased or originated 32,311 and 7,443 forward and reverse mortgage loans with a
UPB of $6.7 billion and $965.2 million, respectively, during 2013.

Market Outlook

As discussed in Item 1. Business, we expect servicing assets and platforms to continue to come to market as banks sell
or subservice non-core servicing assets. In addition, banks have legacy mortgage loan portfolios that they may look to
sell or subservice. Small specialty servicers may also view a sale and exit as their highest return alternative, especially
given the increasingly high fixed costs associated with complying with state and federal servicing rules and
regulations. We believe servicing and subservicing opportunities with an aggregate UPB in the range of $1.0 trillion
could come to market in the next 3 years.

We would generally expect lower prepayment rates due to lower refinancing activity in a rising rate environment,
primarily in our performing Agency servicing portfolio. Our non-Agency portfolio has not historically experienced
significant voluntary prepayments. As such, higher interest rates are expected to positively impact our servicing
portfolio. Combined with an improving economy and housing market, which should reduce delinquencies, we
anticipate a favorable environment for our servicing portfolio.

While overall mortgage market forecasts are projecting a decline in new forward mortgage loan originations in 2014
from 2013 (such as the 28% predicted in the Fannie Mae December 2013 Housing/Economic Forecast), we believe we
can mitigate some of the decline with a modest increase in our share of the market through more efficient integration
with our servicing portfolio and continuing investment in our lending channels. The CFPB estimates the total potential
size of the reverse mortgage market at $1.9 trillion, of which only 3% has been tapped. We believe that Liberty’s
strong retail and wholesale operations, combined with low costs and an effective marketing presence, will continue to
maintain a strong market share. Nevertheless, we expect slow growth in 2014 in reverse mortgage volume.

As a result of the current regulatory environment, we have faced and expect to continue to face increased regulatory
and public scrutiny as well as stricter and more comprehensive regulation of our business. We continue to work
diligently to assess and understand the implications of the regulatory environment in which we operate and the
regulatory changes that we are facing. We devote substantial resources to regulatory compliance, while, at the same
time, striving to meet the needs and expectations of our customers and investors.

Operations Summary

Our consolidated operating results for the past three years have been significantly impacted by portfolio and platform
acquisitions. The operating results of the acquired businesses are included in our operating results since their
respective acquisition dates.

We added 2.5 million forward mortgage loans with a UPB of $376.1 billion onto our servicing platforms (boarded)
during the year ended December 31, 2013. The most significant of these are as follows (in millions):

Transaction Type Completion Date  Purchase Price Acquired MSR UPB
ResCap Acquisition (1) (2) (3)  Business February 2013 $2,300 $183,100

Contract
Ally Bank (4) Assumption February 2013 N/A 130,000

April - August

Ally MSR Transaction (5) (6) Asset 2013 621 87,500
OneWest MSR Transaction (7) August 2013 -

8) 9) Asset March 2014 2,491 69,000
Greenpoint MSR Transaction Asset December 2013 456 6,300

Acquired ResCap servicing platform, related assets and assumed liabilities and added approximately 2,450 U.S.

based employees.

Purchase price includes $389.9 million of MSRs and $1.7 billion of servicing advances, net of assumed liabilities

(2)of $74.6 million consisting primarily of accruals for compensatory fees for foreclosures that may ultimately exceed
investor timelines. We recognized goodwill of $207.8 million in connection with the acquisition.

(3)Consists of $55.6 billion conventional and government insured, $55.6 billion non-Agency, $44.9 billion master

servicing and $27.0 billion subservicing. Subsequent to the ResCap acquisition, we acquired $246.4 million UPB

of newly originated government insured MSRs from ResCap at contractually agreed multiples of the applicable

ey
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servicing fee, which approximated market value.
We acquired the MSRs related to $87.5 billion in UPB from Ally Bank in the Ally MSR Transaction and
terminated the subservicing contract with respect to the acquired MSRs.
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Purchase price includes $683.8 million of MSRs and $73.6 million of servicing advances and other receivables, net
(5)of the estimated fair value of the assumed origination representation and warranty obligations of $136.7 million in
connection with the majority of the acquired MSRs.

Consists of conventional MSRs. Prior to the acquisition, we subserviced these loans on behalf of Ally Bank under a
contract assumption in connection with the ResCap Acquisition. We also acquired newly originated conventional
MSRs from Ally Bank through August 31, 2013, at a contractually agreed multiple of the applicable servicing fee,
which approximated market value.

Purchase price and MSR UPB in connection with December and 2014 settlements are preliminary. Final purchase
amounts could be different.

Purchase price consists of $398.8 million of MSRs and $2.1 billion of servicing advances. The OneWest MSR
Transaction is closing in stages with the final closing expected to occur during the first quarter of 2014. Purchase
price, including the final closing, is $2.5 billion, consisting of $406.1 million of MSRs and $2.1 billion of servicing
advances.

(9)UPB consists of $31.2 billion conventional MSRs and $37.8 billion non-Agency MSRs. Additional UPB acquired
in the final closing is estimated to be $849.9 million non-Agency MSRs and $243.9 million conventional MSRs.
Consistent with our “asset-light” strategy, we sell MSRs and Rights to MSRs and related servicing advances to HLSS
and other third parties and retain subservicing. Until such time as legal title to MSR and Rights to MSRs transfers, we

account for the sale transactions as secured financings. To the extent that a sale is accounted for as a financing, the
MSRs remain on our consolidated balance sheet and continue to be amortized. We recognize a financing liability,
which is amortized, and recognize interest expense on the outstanding financing liability. Any excess of the proceeds
received over our carrying value for the MSRs is deferred and amortized over the estimated life of the underlying
MSRs. We may enter into additional MSR and advance sales in the future. We may also consider the sale or financing
of other assets with HLSS or other market participants. See Note 4 — Sales of Advances and MSRs to the Consolidated
Financial Statements for additional information.

The following table includes significant sales of MSRs and Rights to MSRs completed during 2013, including sales
accounted for as secured financings (amounts in millions):

(6)

)

®)

Acoresate Advances and Match Funded
Completion Date Eeree MSR UPB Sold  Match Funded Deferred Gain  Liabilities (1)
Proceeds .
Advances (1) Repaid
HLSS (2):
March $803.9 $15,900.0 $703.2 $3.7 $625.8
May 424.5 10,600.0 376.6 18.9 311.5
July 2,600.0 83,300.0 2,400.0 9.6 1,974.0
October 378.7 — 350.0 10.9 78.7
Other (3):
September 21.5 1,500.0 — 3.2 —
October 13.3 1,000.0 — 1.9 —

Match funded advances include advances sold to SPEs formed for the sole purpose of financing advances on loans
that we service for others. We either account for these sales as secured financing transactions or we consolidate the
SPE because Ocwen is the primary beneficiary of the SPE. The corresponding liability is classified as match
funded liabilities on our Consolidated Balance Sheets.

Consists of Rights to MSRs for non-Agency MSRs, including all such MSRs acquired in the Homeward and
(2)ResCap Acquisitions. Because we retained legal title to the MSRs, the sales of the Rights to MSRs have been
accounted for as financings. See Note 4 — Sales of Advances and MSRs for additional information.

Consists of 2013 vintage conventional MSRs generated on our Homeward lending platform. These transactions
have been accounted for as sales with the gain deferred and recognized over the life of the subservicing contract.

ey

3)
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The following table summarizes our consolidated operating results for the years indicated. We provide a more
complete discussion of operating results in the Segment Results section of the MD&A.
For the years ended December 31,

2013
Consolidated:
Revenue:
Servicing and subservicing
$1,823,559
fees
Gain (loss) on loans held for 121,694
sale
Other 93,020
Total revenue 2,038,273
Operating expenses 1,301,294
Income from operations 736,979
Other income (expense):
Interest expense (412,842 )
Other 11,086
Other expense, net (401,756 )
Income before income taxes 335,223
Income tax expense 41,074
Net income 294,149
Net income (loss) attributable
to non-controlling interests
Net income attributable to
Ocwen stockholders 294,149
Preferred stock dividends (5,031 )
Deemed dividend related to
beneficial conversion feature (6,989 )
of preferred stock
Net income attributable to
Ocwen common stockholders $282,129
Segment income (loss) before
taxes:
Servicing $374,411
Lending 35,624
Corporate Items and Other (74,812 )
$335,223

n/m: not meaningful

2012

$804,407

215

40,581

845,203
363,907
481,296

(223,455)
(333 )
(223,788 )
257,508
76,585
180,923

180,923
(85 )

(60 )

$180,778

$274,363
(258
16,597 )
$257,508

2011

$458,838

@

37,055

495,891
239,547
256,344

(132,770 )

79

(133,349 )

122,995
44,672
78,323

8

78,331

$78,331

$135,880
)y —
(12,885 )
$122,995

$ Change
2013 vs.
2012

$1,019,152

121,479

52,439
1,193,070
937,387
255,683

(189,387
11,419
(177,968
77,715
(35,511
113,226

113,226
(4,946

(6,929

$101,351

$100,048
35,882
(58,215
$77,715

2012 vs.
2011

$345,569

217

3,526

349,312
124,360
224,952

(90,685 )
246
(90,439 )
134,513
31,913
102,600

® )

102,592
(85 )

(60 )

$102,447

$138,483
(258 )
3,712 )
$134,513

% Change

2013 vs.
2012

127

n/m

129
141
258
53

85

80
30

%

(46 )

63

n/m

63

n/m

56

36
n/m
351
30

%

2012 vs.
2011

75 %

10
70
52
88

68

42 )
68

109

71

131

(100 )

131

n/m

n/m

131

102 %
n/m

29

109

2013 versus 2012. Servicing and subservicing fees for 2013 were higher than 2012 primarily as a result of a 250%
increase in the average UPB of our residential servicing portfolio. Platform and asset acquisitions, including
Homeward, ResCap, Ally and OneWest drove the increase in the average size of the residential portfolio as compared
to 2012. The increase in servicing revenue resulting from the increase in the average UPB of the residential portfolio
was offset in part by the effects of changes in the portfolio mix, with a larger proportion attributed to conventional and
government insured loans and to subservicing. Conventional and government insured servicing fees are typically
lower than non-Agency servicing fees, and we generally earn lower fees in connection with subservicing contracts as
compared to servicing contracts. However, the lower fees earned under subservicing contracts are offset by lower
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interest expense on advance financing. The combined servicing and subservicing fees generated by the Homeward,
ResCap, Ally and OneWest portfolios during 2013 were $862.4 million.

Gain on sales of residential mortgage loans from our originations platforms that we acquired as part of the Homeward
and Liberty acquisitions reflected a strong pipeline and higher conversion rates as borrowers reacted to rising
mortgage rates. Margins on new originations were strong for most of the period. Gain on sales generated by the
Homeward and Liberty

34
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platforms during 2013 were $48.6 million and $33.6 million, respectively. Liberty issued $605.0 million of Ginnie
Mae reverse mortgage backed securities during 2013. If a forward mortgage loan in a Ginnie Mae guaranteed
securitization is to be modified, we are obligated to repurchase the loan in order to complete the modification. Once
the modification of the repurchased loan is completed, we can sell the loan into a new Ginnie Mae guaranteed
securitization at the then prevailing market value. In 2013, we recorded $35.1 million in gains on the sale of these
modified loans which had an UPB of $951.8 million.

Other revenues for 2013 were higher than 2012 primarily as a result of $39.1 million in loan origination revenues
from our lending platforms.

Operating expenses, including amortization of our MSRs, increased in 2013 as compared to 2012. Operating expenses
for 2013 include transition and transaction costs related to the Homeward and ResCap platform acquisitions and
integration onto our REALServicing platform and ramp-up expenses for the OneWest acquisition which we estimate
to be a combined $175.0 million. The largest component of these costs relates to Compensation and benefits expense.
We finalized the Homeward platform integration in the second quarter of 2013. The ResCap platform integration
began in July 2013 and is expected to be completed in June 2014. Until we complete the integrations, we incur the
operating costs of maintaining the legacy platforms. Once we complete the integration, we expect our operating
expenses to decline significantly. In addition, in 2013 we recorded a loss of $53.5 million in connection with our
settlement with the CFPB and various state Attorneys General and other agencies that regulate the mortgage servicing
industry regarding certain foreclosure related matters. See Note 28 — Commitments and Contingencies of the
Consolidated Financial Statements for additional information regarding this matter.

Other expense, net for 2013 increased as compared to 2012 primarily as a result of an increase in interest expense. The
increase in interest expense was driven principally by an increase in interest on the financing liabilities that we have
recognized in connection with acquisitions, especially the HLSS transactions and Senior Secured Term Loan (SSTL)
borrowings, offset by a decline in interest on match funded liabilities. The HLSS financing liability has increased from
an average of $92.0 million in 2012 to an average of $512.9 million in 2013. We used the proceeds from the HLSS
transactions to repay advance facility borrowings of $3.0 billion that we incurred to finance the Homeward, ResCap
and Ally acquisitions and to provide a significant part of the financing for the OneWest acquisition. The early
repayment of our advance financing facilities resulted in our writing off to Interest expense $7.3 million of deferred
financing costs associated with those facilities. In certain circumstances, we may be reimbursed for a portion of these
costs by HLSS. During 2013, HLSS reimbursed $1.9 million in deferred financing costs. We also recognized in
earnings $4.1 million of losses on cash flow hedges relating to our advance financing facilities that we had deferred in
Accumulated other comprehensive loss.

In 2013, we recorded a net loss on the extinguishment of debt of $8.7 million versus a net loss of $2.2 million in 2012.
In December 2012 and June 2013, we sold MSRs to an unrelated third party. Because we are required to repurchase
MSRs for any loans that could not be refinanced by the purchaser by certain dates, we account for these sales as
secured financings. Upon repurchase of the MSRs, we derecognize any remaining financing liability related to the
repurchased MSRs. In 2013, we recognized $8.3 million of gains on extinguishment of these financing liabilities.
Offsetting these gains in 2013 are $17.0 million of losses that we recognized when we repaid the balance outstanding
on an earlier SSTL with the proceeds from a new SSTL that we entered into on February 14, 2013. See of Note 15 —
Borrowings of the Consolidated Financial Statements for additional information on the MSR financing liabilities and
the SSTL facilities.

Our effective tax rate for 2013 is lower than the U.S. Federal corporate income tax rate of 35% primarily because of
lower tax rates on our operations in the USVI. As part of an initiative to streamline management of our global
servicing assets and operations and cost-effectively expand our U.S.-based origination and servicing activities, Ocwen
formed OMS in 2012 under the laws of the USVI where OMS has its principal place of business. OMS is located in a
federally recognized economic development zone and, effective October 1, 2012, became eligible for certain benefits
which have a favorable impact on our effective tax rate. Our actual effective tax rate in the future will vary depending
on the mix of U.S. and foreign assets and operations. Although income before income taxes for 2013 increased by
$77.7 million as compared to 2012, income tax expense declined by $35.5 million as our estimated effective tax rate
for 2013 declined to 12.3% as compared to 29.7% for 2012.

67



Edgar Filing: OCWEN FINANCIAL CORP - Form 10-K

2012 versus 2011. Servicing and subservicing fee revenues for 2012 were higher than 2011 primarily as a result of
46% growth in the average UPB of the residential servicing portfolio that included $34.2 billion of servicing and
subservicing added during the second quarter of 2012, principally as a result of acquisitions, including the Saxon MSR
Transaction and the effect of the Litton portfolio for a full year in 2012 as compared to four months in 2011. An
increase in the mix of servicing versus subservicing and a 9% increase in completed modifications also contributed to
the increase in revenues. The Homeward acquisition closed on December 27, 2012, and therefore did not have a
significant impact on revenues.

Operating expenses for 2012 increased principally because of the effects of growth in the servicing portfolio which
resulted in a substantial increase in staffing and higher amortization of MSRs. Newly acquired servicing portfolios
typically have higher delinquencies upon boarding which raises costs relative to increases in UPB. This
disproportionate increase in
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costs results because we incur our highest expenses up-front as we invest in loss mitigation resources and incur
transaction-related costs. However, the effects of the increase in staffing on Compensation and benefits were offset in
part by the 2011 nonrecurring expenses associated with the operations of Litton immediately after the acquisition.
Technology and occupancy costs increased as well, as we added facilities and infrastructure to support the growth.
Operating expenses for 2012 also include a charge of $4.8 million to establish a liability for the remaining lease
payments on the former Litton facility that we vacated. We also incurred a fee of $3.7 million in 2012 as a result of
canceling a planned $200.0 million upsize of the SSTL facility.

Other expense, net increased by $90.4 million primarily due to an increase in interest expense. Higher interest on
borrowings related to acquisitions that closed during 2012 were partially offset by a decline in interest expense on
borrowings transferred to, or repaid with proceeds from, HLSS transactions.

Although income before income taxes for 2012 increased by 109% as compared to 2011, income tax expense
increased by only 71% as a result of a decline in our effective tax rate to 29.7% in 2012 from 36.3% in 2011. Our
effective tax rate for 2012 is lower than the U.S. Federal corporate income tax rate of 35% primarily because of lower
tax rates on our operations in the USVI effective October 1, 2012.
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Financial Condition Summary

During 2013, our balance sheet was significantly impacted by completed acquisitions and transfers of financial assets
that are recorded as secured financings, including the HLSS transactions and reverse mortgage securitizations
completed by Liberty. The following table summarizes our consolidated balance sheet at the dates indicated.

2013 2012 $ Change % Change
Cash $178,512 $220,130 $(41,618 ) (19 )%
anps held for sale §$503.8 million and $426.5 566.660 509,346 57314 1
million carried at fair value)
anns held for investment - reverse mortgages, at 618.018 o 618.018 o/m
fair value
Advances and match funded advances 3,444,571 3,233,707 210,864 7
M‘or.tgage servicing .rlghts ($116.0 million and $85'22,069,381 764.150 1,305,231 171
million carried at fair value)
Deferred tax assets 116,558 96,893 19,665 20
Goodwill 416,558 416,176 382 —
Debt service accounts 129,897 88,748 41,149 46
Other 333,615 356,812 (23,197 ) (7 )
Total assets $7,873,770 $5,685,962 $2,187,808 38
Total Assets by Segment:
Servicing $6,241,757 $4,575,489 $1,666,268 36 %
Lending 1,195,812 476,434 719,378 151
Corporate Items & Other 436,201 634,039 (197,838 ) (31 )
Match funded liabilities $2,364,814 $2,532,745 $(167,931 ) (7 )
F1napc1ng liabilities ($615.6 million and $0 carried 1,084,229 306,308 977.921 319
at fair value)
Other secured borrowings 1,777,669 790,371 987,298 125
Other 590,375 291,744 298,631 102
Total liabilities 6,017,087 3,921,168 2,095,919 53
Mezzanine equity 60,361 153,372 (93,011 ) (61 )
Total stockholders’ equity 1,796,322 1,611,422 184,900 11
Totgl liabilities, mezzanine equity and stockholders $7.873.770 $5.685.962 $2.187.808 38
equity
Total Liabilities by Segment:
Servicing $4,740,734 $3,440,888 $1,299,846 38 %
Lending 1,107,413 388,094 719,319 185
Corporate Item & Other 168,940 92,186 76,754 83

n/m: not meaningful

Loans held for investment - reverse mortgages, at fair value includes reverse mortgage loan securitizations guaranteed
by Ginnie Mae that we accounted for as secured financings. The corresponding financing is recorded in Financing
liabilities. We elected to report both the loans held for investment and the corresponding financing liability at fair
value. Advances and match funded advances increased primarily due to acquired advances of $4.3 billion exceeding
sales of advances to HLSS of $3.8 billion. MSRs increased as a result of acquisitions completed during 2013 of $1.5
billion and new capitalization generated from our lending platform, offset in part by amortization. The increase in

goodwill is the result of goodwill recorded as part of the ResCap Acquisition offset by reductions due to the sale of the
Homeward and ResCap diversified businesses to Altisource in March and April of 2013, respectively.
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Reductions in match funded liabilities are the result of the sale of advances to HLSS and the collection of advances
offset in part by new facilities that we entered into to finance our more recently closed acquisitions. Financing
liabilities increased as a result of the sales of Rights to MSRs to HLSS and Liberty reverse mortgage securitizations
accounted for as secured financings. Other secured borrowings increased primarily as a result of borrowings under the
SSTL in connection with the ResCap acquisition. Other liabilities increased primarily as a result of liabilities that we
assumed in connection with acquisitions, including indemnification obligations, and reserves in connection with legal
and regulatory matters.

Mezzanine equity results from the issuance of $162.0 million of Preferred Shares in connection with the Homeward
acquisition. During the third quarter of 2013, the holders converted 61.7% of the Preferred Shares into common shares
which Ocwen subsequently repurchased.

We repurchased 1,125,707 common shares in the open market at an average price of $53.32 per share in November
and December 2013 under the stock repurchase plan that we announced in October 2013.

SEGMENT RESULTS OF OPERATIONS

Servicing

Servicing involves the collection and remittance of principal and interest payments received from borrowers, the
administration of mortgage escrow accounts, the collection of insurance claims, the management of loans that are
delinquent or in foreclosure or bankruptcy, including making servicing advances, evaluating loans for modification
and other loss mitigation activities and, if necessary, foreclosure referrals and REO sales on behalf of investors or
other servicers. Master servicing involves the collection of payments from servicers and the distribution of funds to
investors in mortgage and asset-backed securities and whole loan packages. We typically earn contractual monthly
servicing fees pursuant to servicing agreements (which are typically payable as a percentage of UPB) as well as other
ancillary fees on mortgage loans for which we own the MSRs. We also earn fees under subservicing and special
servicing arrangements with banks and other institutions that own the MSRs. We typically earn these fees either as a
percentage of UPB or on a per loan basis.

Purchased MSRs generally entitle us to annual fees between 25 and 65 basis points of the average UPB of the loans
serviced. Under subservicing arrangements, where we do not own the MSR, we are generally entitled to an annual fee
of between 10 and 39 basis points of the average UPB, or on a per loan basis. Per loan fees typically vary based on
delinquency status.

We recognize servicing fees as revenue when the fees are earned, which is generally when the borrower makes a
payment or when a delinquent loan is resolved through modification (HAMP or non-HAMP), payoff or through the
sale of the underlying mortgaged property following foreclosure. Our revenue recognition is, therefore, a function of
UPB, the number of payments received and delinquent loans that resolve. When a loan becomes current via our
non-HAMP modification process, deferred servicing fees and late fees are considered earned and are recognized as
revenue. However, if any debt is forgiven as part of a non-HAMP modification, no late fees are collected or earned.
When a loan becomes current via the HAMP modification process, deferred servicing fees are earned and recognized
as revenue. However, late fees are forfeited. Initial HAMP fees are also recognized as revenue at that time. In
addition, under HAMP, if a modified loan remains less than 90 days delinquent, we earn HAMP success fees at the
first, second and third anniversaries of the start of the trial modification.

Servicing fees are supplemented by ancillary income, including:fees from the federal government for HAMP (from
completing new HAMP modifications and from the continued success of prior HAMP modifications on the
anniversary date of the HAMP trial modification):

interest earned on loan payments that we have collected but have not yet remitted to the owner of the mortgage (float
earnings);

referral commissions from brokers for REO properties sold through our network of brokers;

Speedpay® fees from borrowers who pay by telephone or through the Internet; and

late fees from borrowers who were delinquent in remitting their monthly mortgage payments but have subsequently
become current.
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See Note 9 - Mortgage Servicing to the Consolidated Financial Statements for additional information on the
composition of our Servicing revenue.
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Loan Resolutions (Modification and REO Sales)
The importance of loan resolution to our financial performance is heightened by our revenue recognition policies. We
do not recognize delinquent servicing fees or late fees as revenue until we collect cash on the related loan. The
following loan modification scenarios illustrate the typical timing of our revenue recognition. The amounts used are
presented in dollars and are for illustrative purposes only:

When a loan becomes current via a non-HAMP modification, we earn $500 of deferred servicing fees and $300 of
1.1ate fees. To the extent any principal is forgiven as part of a non-HAMP modification, no late fees are collected or

earned.

When a loan becomes current via a HAMP modification, we earn $500 of deferred servicing fees and an initial
2.HAMP fee of $1,000, or $1,500 if the loan was in imminent risk of default. We forfeit late fees in connection with a

HAMP modification.

We earn HAMP success fees of up to $1,000 for HAMP modifications that remain less than 90 days delinquent at

“the first, second and third anniversary of the start of the trial modification.
Loan resolution activities address the pipeline of delinquent loans and generally lead to (i) modification of the loan
terms, (ii) a discounted payoff of the loan (e.g., a “short sale”) or (iii) foreclosure and sale of the resulting REO. The
following process describes our resolution pipeline:

The loan and borrower are evaluated for HAMP eligibility. If HAMP criteria are met, HAMP documentation and

“trial offer phases proceed. The three most common reasons for failure to qualify for HAMP are:
existing loan terms that are already below a 31% debt to income (DTI) ratio;
tnadequate documentation; or
tnadequate or inconsistent income.

If the criteria to qualify for HAMP are not met, the loan and borrower are evaluated utilizing non-HAMP criteria

that are more flexible and focus both on the borrower’s ability to pay and on maximizing net present value for

“investors. If the criteria are met, non-HAMP documentation and trial modification and/or modification phases

proceed.

If the loan and borrower qualify for neither a HAMP nor a non-HAMP modification, liquidation of the loan then

“proceeds either via a discounted payoff, a deed-in-lieu-of-foreclosure or a foreclosure and REO sale.
In addition to the foregoing, all loan modifications must be made in accordance with the applicable servicing
agreement. The applicable servicing agreement may require modifications to, or impose restrictions upon, the general
process outlined above. Some agreements, for example, may forbid any loan modifications.
The majority of loans that we modify are delinquent, although we do modify some performing loans pro-actively
under the American Securitization Forum guidelines. The most common term modified is the interest rate. Some
modifications also involve the forgiveness or forbearance (i.e., rescheduling) of delinquent principal and interest. To
select the best resolution for a delinquent loan, we perform a structured analysis of all options using information
provided by the borrower as well as external data, including recent broker price opinions to value the mortgaged
property. We then use a proprietary model to determine the option with the highest net present value for the loan
investor including an assessment of re-default risk. Loan modifications are designed to achieve, and generally result
in, the highest net present value.
Inquiries into servicer foreclosure practices by state or federal government bodies, regulators or courts are continuing
and bring the possibility of adverse regulatory actions, including extending foreclosure timelines. Foreclosure delays
slow the recovery of delinquent servicing fees and advances. Foreclosure timelines have increased as follows over
each of the past three years:

Increase in Average Foreclosure
Timelines (in Days)

State Foreclosure Process 2013 2012 2011
Judicial 75 130 133
Non-Judicial 33 36 32
39
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Despite this timeline extension, the delinquency rate of our serviced portfolio as a percentage of UPB has declined
from 23.5% at December 31, 2012 to 14.5% at December 31, 2013. While this improvement is due, in part, to the
lower delinquency mix for recent acquisitions, modifications continue to drive down delinquency rates and obviate
foreclosure. Also, fewer loans have entered delinquency, as early intervention loss mitigation and general economic
conditions have improved. It is not possible to predict the full financial impact of changes in foreclosure practices, but
if the extension of timelines causes delinquency rates to rise, this could lead to a delay in revenue recognition and
collections, an increase in operating expenses and an increase in the advance ratio. An increase in the advance ratio
would lead to increased borrowings and higher interest expense.

Advance Obligation

As a servicer or subservicer, we have the obligation to advance funds to securitization trusts in the event that
borrowers are delinquent on their monthly mortgage payments. When a borrower becomes delinquent, we advance
cash to trusts on the scheduled remittance date thus creating a receivable from the trust that is secured by the future
cash flows from the mortgages underlying the trust. We advance principal and interest (P&I Advances), taxes and
insurance (T&I Advances) and legal fees, property valuation fees, property inspection fees, maintenance costs and
preservation costs on properties that have been foreclosed (Corporate Advances). For loans in private-label
securitization trusts, if we determine that our P&I Advances cannot be recovered from the projected future cash flows,
we generally have the right to cease making P&I Advances, declare advances in excess of net proceeds to be
non-recoverable and, in most cases, immediately recover any such excess advances from the general collection
accounts of the respective trust. With T&I and Corporate Advances, we continue to advance if net future cash flows
exceed projected future advances without regard to advances already made. Most of our advances have the highest
reimbursement priority (i.e., they are “top of the waterfall””) so that we are entitled to repayment from respective loan or
REO liquidation proceeds before any interest or principal is paid on the bonds that were issued by the trust. In the
majority of cases, advances in excess of respective loan or REO liquidation proceeds may be recovered from
pool-level proceeds. The costs incurred in meeting these obligations consist principally of the interest expense
incurred in financing the servicing advances. Most, but not all, subservicing agreements provide for more rapid
reimbursement of any advances from the owner of the servicing rights.

Significant Variables

The key variables that have the most significant effect on our operating results in the Servicing segment are aggregate
UPB, product and portfolio mix, delinquencies and prepayment speed.

Aggregate Unpaid Principal Balance. Servicing and subservicing fees are generally expressed as a percentage of UPB,
and growth in the portfolio generally means growth in servicing and subservicing fees. Additionally, a larger servicing
portfolio generates increased ancillary fees and leads to larger custodial account balances generating greater float
earnings. To the extent we grow UPB through the purchase of MSRs, our amortization of MSRs will typically
increase with the growth in the carrying value of our MSRs. We will also incur additional interest expense to finance
servicing advances, and the portfolios that we have acquired generally have had a higher ratio of advances to UPB
than our existing portfolio.

Product and Portfolio Mix. Owned servicing fees generally range from 25 to 65 basis points and entitle the servicer to
certain ancillary fee income. Subservicing fees earned typically range from 10 to 39 basis points on average. Lower
fees earned under subservicing contracts are offset by lower interest expense on advance financing. Servicing fees
earned in connection with our non-Agency servicing portfolio are generally higher than those we earn in connection
with our conventional and government insured servicing portfolios. The average servicing fee earned on our
non-Agency assets is approximately 44 basis points as compared to the conventional average servicing fee of 29 basis
points and the government insured average servicing fee of 32 basis points. Our non-Agency servicing portfolio also
provides the opportunity for higher ancillary income. While the cost to service our non-Agency servicing portfolio is
generally higher, our net margin on non-Agency servicing is higher than margins for our conventional and
government insured servicing.

Delinquencies. Delinquencies have a significant impact on our results of operations and cash flows. Delinquencies
affect the timing of revenue recognition because we recognize servicing fees as earned which is generally upon
collection of payments from the borrower. Delinquencies also affect the custodial accounts that hold funds
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representing collections of principal and interest that we receive from borrowers (float balances) and float earnings.
Non-performing loans are more expensive to service than performing loans because the cost of servicing is higher and,
although collectibility is generally not a concern, advances to the investors increase which results in higher financing
costs.

When borrowers are delinquent, the amount of funds that we are required to advance to the investors on behalf of the
borrowers increases. We incur significant costs to finance those advances. We generally utilize securitization (i.e.,
match funded liabilities) facilities to finance our advances. As a result, increased delinquencies result in increased
interest expense.

The cost of servicing non-performing loans is higher than the cost of servicing performing loans primarily because the
loss mitigation techniques that we must employ to keep borrowers in their homes or to foreclose, if necessary, are
more costly than

40
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the techniques used in handling a performing loan. Procedures involve increased contact with the borrower for
collection and the development of forbearance plans or loan modifications by highly skilled consultants who
command higher compensation. This increase in operating expenses is somewhat offset by increased late fees for

loans that become delinquent but do not enter the foreclosure process. In comparison, when loans are performing we

have fewer interactions with the borrowers, and lower-cost customer service personnel conduct most of those

interactions unless the loan is deemed to be at risk of defaulting.

Prepayment Speed. The rate at which the UPB for a pool or pools of loans declines has a significant impact on our
business. Items reducing UPB include normal principal payments, refinancings, loan modifications involving

forgiveness of principal, voluntary property sales and involuntary property sales such as foreclosures. Prepayment
speed impacts future servicing fees, amortization and valuation of MSRs, float earnings on float balances, interest
expense on advances and compensating interest expense. If we expect prepayment speed to increase, amortization

expense will increase because MSRs are amortized in proportion to total expected servicing income over the life of a
portfolio. The converse is true when expectations for prepayment speed decrease.
The following table presents selected results of operations of our Servicing segment for the years ended December 31.
The amounts presented are before the elimination of balances and transactions with our other segments:

Revenue

Servicing and subservicing fees:
Residential

Commercial

Gain on loans held for sale, net
Process management fees and other
Total revenue

Operating expenses
Compensation and benefits
Amortization of servicing rights
Servicing and origination
Technology and communications
Professional services

Occupancy and equipment

Other operating expenses

Total operating expenses

Income from operations

Other income (expense)
Interest income

Interest expense

Gain (loss) on debt redemption
Other, net

Total other expense, net

Income from continuing operations before

income taxes
n/m: not meaningful

2013

$1,800,598
17,907
1,818,505
39,490
37,926
1,895,921

320,598
282,526
95,180
114,385
34,840
85,767
162,788
1,096,084

799,837

1,599
(398,733
(17,030
(11,262
(425,426

~— O N

$374,411

2012

$791,985
12,575
804,560
36,070
840,630

93,445
72,897
25,028
35,860
19,834
41,645
55,606
344,315

496,315

9

(221,948 )
1,514 )
1,501
(221,952 )

$274,363

2011

$453,590
6,390
459,980

34,854
494,834

79,076
42,996
8,118
28,188
15,203
20,609
37,011
231,201

263,633

110
(132,574 )
3,651

1,060
(127,753 )

$135,880

% Change

2013 vs. 2012 2012 vs. 2011

127
42

126
n/m

126

243
288
280
219
76

106
193
218

61

n/m
80
n/m
(850
92

36

% 75
97
75
n/m

70

18
70
208
27
30
102
50
49

88
92

67
(141

) 42

74

102

%

)
)
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The following table provides selected operating statistics at or for the years ended December 31:
% Change

Residential Assets Serviced
Unpaid principal balance:
Performing loans (1)
Non-performing loans
Non-performing real estate

Total residential assets serviced (2)

Conventional loans (3)
Government insured loans
Non-Agency loans

Total residential loans serviced

Percent of total UPB:

Servicing portfolio

Subservicing portfolio
Non-performing residential assets
serviced (4)

Number of:

Performing loans (1)
Non-performing loans
Non-performing real estate

Total number of residential assets
serviced (2)

Conventional loans (3)
Government insured loans
Non-Agency loans

Total residential loans serviced

Percent of total number:
Servicing

Subservicing

Non-performing residential assets
serviced (4)

42

2013

$397,462,893
59,425,722
7,762,717
$464,651,332

$218,657,915
45,484,303
200,509,114
$464,651,332

85.6
14.4

14.5

2,511,675
308,468
41,775

2,861,918

1,221,483
289,185

1,351,250
2,861,918

84.4
15.6

12.2

%

%

2012

$153,824,497
43,568,536
6,272,683
$203,665,716

$39,724,120
10,022,475
153,919,121
$203,665,716

86.3
13.7

235

982,391
204,325
33,240

1,219,956

215,321
54,632
950,003
1,219,956

86.0
14.0

18.4

%

%

2011

$71,900,689
24,097,130
6,201,403
$102,199,222

$8,918,573
110,332
93,170,317
$102,199,222

77.0
23.0

279

516,923
123,584
31,116

671,623

47,947
695
622,981
671,623

77.5
22.5

21.2

%

%

2013 vs.
2012

158
36
24
128

450
354
30

128

(1

(38

156
51
26

135

467
429
42

135

2
11

(34

%

%

)%

%

%

)%

2012 vs.
2011

114
81

99

345
n/m
65
99

12
40

(16

90
65

82

349
n/m
52
82

11
(38

(13

%

%

%

%

%

%
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% Change
2013 vs. 2012 vs.
2013 2012 2011 2012 2011
Residential Assets Serviced
Average UPB of residential assets
serviced
Servicing $320,907,907 $102,809,182 $67,417,338 212 % 52
Subservicing 94,821,042 15,997,014 13,843,256 493 16
$415,728,949 $118,806,196 $81,260,594 250 46
Prepayment speed (average Constant
Prepayment Rate or CPR) 16.9 % 14.7 % 14.4 % 15 % 2
Average number of residential assets
serviced
Servicing 1,997,691 661,839 436,909 202 % 51
Subservicing 623,210 100,815 94,493 518 7
2,620,901 762,654 531,402 244 44
Residential Servicing and
Subservicing Fees
Loan servicing and subservicing fees:
Servicing $1,236,449 $527,535 $312,836 134 % 69
Subservicing 146,576 45,769 27,404 220 67
1,383,025 573,304 340,240 141 68
HAMP fees 152,081 76,615 42,025 99 82
Late charges 114,963 68,613 38,555 68 78
Loan collection fees 30,960 15,915 11,223 95 42
Custodial accounts (float earnings) 4,895 3,703 2,105 32 76
Other 114,674 53,835 19,442 113 177
$1,800,598 $791,985 $453,590 127 75
Number of Completed Modifications
HAMP 47,758 19,516 12,429 145 % 57
Non-HAMP 66,592 63,434 63,776 5 ¢!
Total 114,350 82,950 76,205 38 9
Financing Costs
Average balance of advances and
$2,844,865 $3,524,321 $2,515,507 (19 )% 40
match funded advances
Average borrowings(5) 2,590,516 2,876,891 1,833,641 (10 ) 57
Interest expense on borrowings (5)(6) 137,806 161,848 125,826 (15 ) 29
Facility costs included in interest 18.917 17.770 22,674 6 22
expense (5)(6)
Discount amortization included in 1.412 3.259 9.354 (57 ) (65
interest expense (6)
Effective average interest rate (5)(6) 5.32 % 5.63 % 6.86 % (6 ) (18

Average 1-month LIBOR 0.19 % 0.24 % 0.23 % (21 ) 4

~—
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% Change
2013 vs. 2012 vs.
2013 2012 2011 2012 2011

Average Employment
India and other 4,873 3,965 2,521 23 % 57 %
U.S.(7) 3,322 661 552 403 20
Total 8,195 4,626 3,073 77 51
Collections on loans serviced for others $84,484,413 $11,387,244 $6,618,201 642 % 72 %

n/m: not meaningful
Performing loans include those loans that are current (less than 90 days past due) and those loans for which

(1)borrowers are making scheduled payments under loan modification, forbearance or bankruptcy plans. We consider
all other loans to be non-performing.

At December 31, 2013, we serviced 834,734 subprime non-Agency loans with a UPB of $146.0 billion. This

(2)compares to 747,908 subprime non-Agency loans with a UPB of $113.4 billion at December 31, 2012 and 548,504
subprime non-Agency loans with a UPB of $84.7 billion at December 31, 2011.

Conventional loans at December 31, 2013 include 36,336 non-Agency loans with a UPB of $11.0 billion that we

(3)subservice and that consist primarily of jumbo loans which exceed loan size limits set by Fannie Mae and Freddie
Mac.

(4)Excludes Freddie Mac loans serviced under special servicing agreements where we have no obligation to advance.
Excludes interest expense related to financing liabilities that we recognized in connection with the HLSS
Transactions. Interest on HLSS financing liabilities amounted to $245.8 million and $54.7 million for the years
ended December 31, 2013 and 2012, respectively. Also excludes an average of $512.9 million and $92.0 million of

(5)HLSS financing liabilities for the years ended December 31, 2013 and 2012, respectively. In 2012, excludes the
effects, which were insignificant, of the facilities assumed in connection with the Homeward Acquisition. See
Note 4 — Sales of Advances and MSRs to the Consolidated Financial Statements for additional information
regarding the HLSS Transactions.

During 2012, in addition to the $57.5 million scheduled quarterly principal repayments on our $575.0 million
SSTL, we made mandatory principal prepayments of $274.5 million using a portion of the proceeds of the HLSS

(6) Transactions. The effective average interest rate declined from 2011 to 2012 principally because we used a portion

of the proceeds from the HLSS Transactions to repay borrowings from higher cost advance funding facilities

before repaying the fixed rate Litton facility in December.

The ResCap and Homeward acquisitions directly added an average of 1,966 and 556 employees, respectively,

during 2013. Average employment for 2012 and 2011 includes 36 and 286 employees, respectively, who

transferred to Ocwen as part of the Litton acquisition. Excluding employees directly added in connection with
these acquisitions, U.S average staffing was 799, 661 and 552 for 2013, 2012 and 2011, respectively.

The following table provides information regarding the changes in our portfolio of residential assets serviced:

(7

Amount of UPB Count

2013 2012 2011 2013 2012 2011
Portfolio at beginning of year $203,665,716 $102,199,222  $73,886,391 1,219,956 671,623 479,165
Additions 370,803,318 120,955,907 41,289,514 2,191,064 631,523 259,788
Servicing transfers (36,385,704 ) (959,575 ) (1,141,691 ) (192,700 ) (5,207 ) (6,299 )
Runoff (73,431,998 ) (18,529,838 ) (11,834,992 ) (356,402 ) (77,983 ) (61,031 )
Portfolio at end of year $464,651,332 $203,665,716 $102,199,222 2,861,918 1,219,956 671,623

2013 versus 2012. Total residential servicing and subservicing fees for 2013 were $1.8 billion, a 127% increase over
2012 primarily due to:

A 250% increase in the average UPB of assets serviced driven primarily by acquisitions and new MSR capitalization
in connection with our lending activities. During 2013, acquired portfolios (including Homeward) added total
servicing and subservicing fees of $862.4 million. This increase was offset in part by runoff of the portfolio as a result
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of principal repayments, modifications, real estate sales and servicing transfers; and
A 38% increase in total completed modifications across all portfolios.
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Offset in part by:

A change in the portfolio product mix, with a larger proportion of the portfolio attributable to conventional and
government insured loans for which we earn lower fees on average;

A change in the portfolio profile, with a larger proportion of the portfolio growth attributable to performing loans,
which leads to lower revenue potential for ancillary and default servicing; and

A change in the portfolio mix, with a larger proportion of the portfolio attributable to subservicing for which we earn
lower fees.

An increase in modifications typically results in higher revenue for the period because when we return a loan to
performing status, we generally recognize any deferred servicing fees and late fees on the loan. For loans modified
under HAMP, which is set to expire on December 31, 2015, we earn HAMP fees in place of late fees. As noted above,
total completed modifications were up 38% with HAMP accounting for 42% of the total versus 24% in 2012. Of the
total modifications completed during 2013, 55% included principal modifications. This compares to 72% in 2012. Our
SAM program accounted for 13% of the total modifications completed during 2013 as compared to 26% for 2012. We
recognized servicing fee, late charge and HAMP fee revenue of $278.0 million and $177.0 million during 2013 and
2012, respectively, in connection with modifications.

The serviced portfolio product mix has changed significantly as a result of the Homeward, ResCap, Ally and OneWest
acquisitions. The proportion of conventional and government insured loans to total serviced assets grew from 24% at
December 31, 2012 to 57% at December 31, 2013. Conventional and government insured loans represented 82% of
the overall growth in the UPB of serviced assets. Conventional and government insured loan servicing fees earned are
typically lower than private-label servicing fees. Continuing growth in our conventional and government insured
serviced assets will result in revenue growth that will lag the growth in UPB. Similarly, the change in the mix of
serviced loans versus subserviced loans results in residential servicing and subservicing revenues growing more
slowly than the UPB of serviced assets. Combined, these changes in portfolio mix resulted in a decrease in annual
revenues to 0.43% of average UPB in 2013 as compared to 0.66% in 2012.

Overall, the non-performing delinquency rate based on UPB dropped from 23.5% at December 31, 2012 to 14.5% at
December 31, 2013 largely due to the ResCap, Ally and OneWest portfolios which had a combined non-performing
rate of 8.9% at December 31, 2013. Excluding the effects of the ResCap, Ally and OneWest acquisitions, the
non-performing rate was 27.3% at December 31, 2013. Improvements in our legacy portfolio delinquency rates
continues to be driven by modifications and improvements in our early loss mitigation efforts. Offsetting these
improvements were higher delinquency rates in our newly boarded OneWest and Greenpoint acquisitions.

We estimate that the balance of deferred servicing fees related to delinquent borrower payments was $583.0 million at
December 31, 2013 compared to $452.0 million at December 31, 2012. The net increase is primarily due to the
portfolio acquisitions during the year offset by collections and resolutions of delinquent loans through modification,
payoff or through the sale of the underlying mortgaged property following foreclosure.

Average prepayment speed (CPR) increased to 16.9% for 2013 compared to 14.7% for 2012. For 2013, principal
reduction modifications, regular principal repayments and other voluntary payoffs accounted for approximately 79%
of average CPR, with real estate sales and other involuntary liquidations accounting for the remaining 21%. For 2012,
total voluntary and involuntary reductions accounted for 51% and 49%, respectively, of average CPR. Principal
reduction modifications accounted for 9% and 17% of our average prepayment speed for 2013 and 2012, respectively.
Primarily as a result of the ResCap Acquisitions and the Ally MSR Transaction, conventional, government insured
and prime non-Agency loans comprise 57% of the total UPB of our servicing portfolio at December 31, 2013 as
compared to 24% at December 31, 2012. These loans have higher voluntary prepayments as compared with our
non-prime portfolios. Low interest rates and improving home values create the ideal environment for voluntary
prepayments.

Gain on loans held for sale, net of $39.5 million for 2013 includes $35.1 million of gains on the sale of modified FHA
and VA loans. As servicer, we are obligated to repurchase loans from Ginnie Mae guaranteed securitizations in order
to complete a modification. Once the modification is completed we pool the loans into new Ginnie Mae guaranteed
securitizations at the then prevailing market value.
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Operating expenses increased by $751.8 million in 2013, or 218%, as compared to 2012 primarily as a result of the
effects of the acquisitions completed during the year.

Compensation and benefits increased by $227.2 million, or 243%, largely as a result of an increase in headcount

resulting from the ResCap and Homeward Acquisitions. The average number of employees added in connection with
these acquisitions were 1,966 and 556, respectively.

Amortization of MSRs increased by $209.6 million in 2013 due principally to $205.9 million of additional

amortization attributable to the Homeward, ResCap, Ally and OneWest acquisitions, offset in part by a decline in
amortization attributable to portfolio runoff.
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Servicing and origination expenses for 2013 are reported net of $30.8 million in gains attributable to changes in fair
value of our MSRs measured at fair value. Excluding these fair value gains, servicing and origination expenses
increased by $100.9 million primarily due to $55.3 million of losses recognized in connection with our Ginnie Mae
servicing, $21.5 million in scheduled interest paid to GSE investors on loans that voluntarily pay off during the month
and increased costs attributable to the legacy Homeward and ResCap servicing platforms. As servicer, we are
obhgated to purchase delinquent loans from Ginnie Mae securitizations immediately prior to foreclosure at a price
equal to the UPB of the loans plus accrued and unpaid interest. Upon resolution of the loan, we file claims for
reimbursement from the FHA or the VA in accordance with the contractual reimbursement levels. We may not be
reimbursed fully for interest and principal losses and expenses to the extent that they exceed reimbursable rates. These
costs are contemplated in the projected cash flows in connection with our Ginnie Mae MSRs.

Technology and communications costs and Occupancy and equipment costs increased by a combined $122.6 million
as we added facilities and infrastructure, largely in connection with the Homeward and ResCap Acquisitions, to
support the residential servicing portfolio growth.

Other operating expenses increased by $107.2 million due in large part to $50.9 million of additional overhead cost
allocations for support services including law, human resources, accounting and finance. We also incurred $34.3
million of outsourcing expenses, primarily in connection with the ResCap servicing platform. The ResCap servicing
platform leverages third-party outsourcing for a variety of functions. We anticipate these costs will be absorbed and/or
diminish as the ResCap assets transition to the REALServicing™ platform.

Interest expense related to the financing liabilities that we recognized in connection with the HLSS Transactions
increased to $245.8 million for 2013 from $54.7 million in 2012. The average balance of the HLSS financing
liabilities increased to $512.9 million in 2013 from $92.0 million in 2012. As discussed in the following paragraphs,
interest expense on the portion of the sales proceeds accounted for as a financing is greater than the interest on the
match funded liabilities that were assumed by HLSS or repaid.

Under the agreements associated with the HLSS Transactions, we agree to remit to HLSS the servicing fees generated
by the MSRs, except for the ancillary fees. HLSS, in turn, pays us a subservicing fee on the related mortgage loans.
The servicing fees that we remit to HLSS, net of the subservicing fees that we receive from HLSS, are accounted for
in part as a reduction of the HLSS financing liability with the remainder accounted for as interest expense.

In the past, we have typically funded 100% of the cost of MSRs with our own capital on which we recognize no
interest expense. In the HLSS Transactions, we effectively finance 100% of the MSRs, and we are also relieved of
both the obligation to fund future servicing advances and the need to bear the cost of financing those advances. A
portion of the fees remitted to HLSS compensates HLSS for relieving us of this obligation. By comparison, in a
traditional secured financing arrangement for financings related to private label securities, we would generally expect
to obtain financing of between 70% and 90% of the value of the pledged assets. For these reasons, the interest expense
paid to HLSS is substantially higher than it would be if we were to retain the MSRs and fund the MSRs and the
advances on our balance sheet. The benefit of the HLSS Transactions is that they give us the ability to redeploy our
capital toward additional acquisitions and to avoid the need to raise additional capital, which would dilute our
shareholders.

Average borrowings of the Servicing segment, excluding the HLSS financing liabilities, decreased by 10% during
2013 as compared to 2012. The decline in these borrowings was driven largely by the 19% decline in the average
balance of advances and match funded advances during the same period. During the fourth quarter of 2012 and
through the first half of 2013, we increased borrowings substantially in order to fund the Homeward, ResCap and Ally
transactions. While the decrease in average borrowings in 2013 is, in part, the result of repayments of match funded
debt from advance collections, the largest contributor to the decline was the HLSS Transactions.

Interest expense, excluding interest on the HLSS financing liabilities, decreased by 15% as compared to the 10%
decrease in average borrowings as the result of several factors. The average effective rate on our borrowings decreased
modestly from 5.63% during 2012 to 5.32% during 2013. This decrease results principally from the effect on 2012 of
the accelerated write-off of $12.6 million of deferred facility costs and unamortized discount when we prepaid a
previous SSTL facility. Excluding the accelerated write-off of financing costs, the 2013 average effective rate also
benefited from a decline in the effective rate on our SSTL debt from 6.18% to 5.85% as a result of decreases both in
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the margin applied to the interest rate index and in the floor placed on the interest rate index. However, the effects of
the 2012 write-off were partly offset in 2013 by the accelerated write-off of $7.3 million of deferred financing costs
associated with three advance financing facilities that were repaid early as a result of the July 1, 2013 HLSS
Transaction and two other facilities that were also repaid ahead of schedule in July and October.

Other, net, for 2013 includes the amortization of $11.5 million of deferred derivative losses on cash flow hedges from
Accumulated other comprehensive loss. Amortization in 2013 includes the accelerated write off of $4.1 million of
deferrals associated with the four advance financing facilities that we repaid and terminated in July. Other, net, for
2013 also includes $1.5 million of amortization of cash flow hedge losses related to the Ally MSR Transaction.
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2012 versus 2011. Residential servicing and subservicing fees for 2012 were 75% higher than 2011 primarily due to:
A 46% increase in the average UPB of assets serviced principally attributable to portfolio acquisitions and shift in
portfolio mix to serviced from subserviced. The acquired portfolios generated incremental servicing fees of $144.7
million during 2012. In addition, we recognized an incremental $164.8 million of servicing fees on 2011 portfolio
acquisitions. Because we acquired the Homeward servicing portfolio on December 27, 2012, it did not have a
significant impact on 2012. These increases were offset in part by runoff of the portfolio as a result of principal
repayments, modifications and real estate sales;

{ncentive fees of $25.0 million earned on subservicing portfolios added during 2012;

A 12.0% increase in the ratio of the UPB of serviced loans to subserviced loans in our portfolio to 86.3% at December
31, 2012 as compared to 77.0% at December 31, 2011 as a result of portfolio acquisitions; and

A 9.0% increase in completed modifications as compared to 2011.

The change in mix of serviced loans versus subserviced loans was one of the factors that resulted in residential
servicing and subservicing revenues growing faster than the loan portfolio UPB as these revenues increased to 0.67%
of average UPB in 2012 as compared to 0.56% in 2011.

The increase in modifications contributed to revenue growth because when we return a loan to performing status we
generally recognize any deferred servicing fees and late fees on the loan. For loans modified under HAMP, we earn
HAMP fees in place of late fees. As noted above, completed modifications were up 9.0% in 2012 with SAM
accounting for 26.0% of our modifications in 2012 and HAMP accounting for 24.0% as compared to 16.0% in 2011.
Of the total modifications completed during 2012, 72.0% included principal modifications. As a result of
modifications:

We recognized loan servicing fees and late charges of $100.7 million and $56.1 million during 2012 and 2011,
respectively, for completed modifications.

We also earned HAMP fees of $76.7 million and $42.0 million in 2012 and 2011, respectively, which included
HAMP success fees of $54.8 million and $27.1 million in 2012 and 2011, respectively, for loans that were still
performing at the one-year anniversary of their modification.

Another factor contributing to the net increase in revenues was the decrease in the delinquency rates of the loans in
our portfolio. Our overall delinquency rates decreased from 27.9% of total UPB at December 31, 2011 to 23.5% at
December 31, 2012 largely because of modifications that drove down delinquency rates and averted foreclosures on
delinquent loans and because of improvements in our early loss mitigation efforts.

Average prepayment speed increased only slightly to 14.7% for 2012 from 14.4% for 2011. In 2012, principal
reduction modifications, regular principal payments and other voluntary payoffs accounted for 51.0% of average CPR
with real estate sales and other involuntary liquidations accounting for the remaining 49.0%. For 2011, total voluntary
and involuntary reductions accounted for 38.0% and 62.0%, respectively, of average CPR. Principal reduction
modifications accounted for 17.0% and 10.0% of our average prepayment speed for 2012 and 2011, respectively.

As of December 31, 2012, we estimate that the balance of deferred servicing fees related to delinquent borrower
payments was $452.0 million compared to $220.0 million at December 31, 2011. The increase is primarily due to
portfolio acquisitions completed in 2012.

Operating expenses increased by $113.1 million in 2012, or 49.0%, as compared to 2011 primarily because of the
effects of portfolio acquisitions in 2012.

€Compensation and benefits increased by $14.4 million, or 18.0%, due to:

A 67% increase in average staffing (excluding employees added as part of the Homeward and Litton acquisitions), as
we increased our headcount to manage the actual and planned increases in the servicing portfolio and the insourcing
of certain foreclosure functions that had previously been outsourced; offset by

$34.0 million of nonrecurring expenses in 2011 that were associated with the Litton acquisition.

Amortization of MSRs increased by $30.0 million in 2012 due principally to $39.7 million of additional amortization
attributed to portfolio acquisitions completed in 2012 offset in part by a decline in amortization on pre-existing MSRs
because of runoff of the portfolio.

Technology and Communications costs and Occupancy and equipment costs increased by a combined $28.7 million
as we have added facilities and infrastructure to support the servicing portfolio growth.
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Servicing and origination expense increased by $16.9 million primarily as a result of growth in the portfolio and a
€6.7 million charge to establish a liability for compensatory fees based on performance against benchmarks for

various metrics associated with the servicing of GSE non-performing loans.
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The comparison between 2012 and 2011 is greatly influenced by acquisition related costs:
2012
$18.2 million of incremental operating expenses attributable to the Litton acquisition consisting primarily of $2.5
million in severance and other employee termination benefits and $11.1 million in occupancy and equipment costs.
Occupancy and equipment costs include $4.8 million to establish a liability for the remaining lease payments on a
former Litton facility that we vacated.
Professional services of $3.7 million in connection with the cancellation of a planned $200.0 million SSTL facility
because cash generated from operations, the sale of assets to HLSS and maximized borrowings under our advance
facilities enabled us to close acquisitions without upsizing the facility.
2011
$51.2 million of operating expenses includes $34.0 million of compensation and benefits, $5.0 million of technology
and communication costs, $5.3 million of professional services and $5.0 million of occupancy costs related to the
Litton acquisition.
Excluding interest on the financing liabilities that we recognized in connection with the HLSS Transactions and the
debt assumed in the Homeward acquisition, interest expense on borrowings for 2012 was 29% higher than in 2011.
This increase was principally the result of:
The effects of an increase in average borrowings under advance facilities principally as a result of acquisitions; and
{nterest on the $575.0 million SSTL that we entered into in connection with the Litton acquisition.
Offset by:
The 2012 transfer of the HomEq advance facility to HLSS;
The 2012 repayment of $2.0 billion of match funded liabilities with the proceeds from the sales of Rights to
MSRs and match funded advances to HLSS;
Lower spreads on advance facilities, particularly as a result of the 3.3875% fixed rate on the Litton advance facility;
and
Prepayments of the prior SSTL in 2011 resulting in the accelerated amortization of $12.6 million of deferred facility
costs and unamortized discount. Excluding this accelerated amortization, the average rate on 2011 borrowings would
have been 6.18%.

Lending

We originate and purchase conventional and government insured forward and reverse mortgage loans through our
direct, wholesale and correspondent lending channels of our Homeward and Liberty operations. We leverage the
direct forward mortgage lending channel to pursue refinancing opportunities from our servicing portfolio, where
permitted. After origination, we package and sell the loans in the secondary mortgage market, through GSE
securitizations and whole loan transactions. We typically retain the associated MSRs. Lending provides a low cost
means of originating MSRs with good return profiles. Loans are acquired through correspondent lender relationships,
broker relationships and by directly originating loans for customers, including refinancing customers in our servicing
portfolio. Our business is well positioned to shift with the market as our Lending business operates with a variable
cost structure enabling us to adapt to changing market demand.

Correspondent Lending. Our forward and reverse correspondent lending channels purchase mortgage loans that have
been originated by a network of approved lenders.

All of the lenders participating in our correspondent lending program are approved by senior lending and credit
management executives. We also employ an ongoing monitoring and renewal process for participating lenders which
includes an evaluation of the performance of the loans they have sold to us. We perform a variety of pre- and
post-funding review procedures to ensure that the loans we purchase conform to our requirements and to the
requirements of the investors to whom we sell loans.

Wholesale Lending. We originate loans through a network of approved brokers. Forward mortgage loans are funded
by Homeward or OLS. Reverse mortgage loans are funded by Liberty. Brokers are subject to a formal approval and
monitoring process. All loans originated through this channel are underwritten by us consistent with the underwriting
standards required by the ultimate investor prior to funding
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Direct Lending. We also originate mortgage loans directly with borrowers through our direct lending business. Our
direct lending business is currently focused on originating loans that are eligible for refinancing under the expanded
federal government’s Home Affordable Refinance Program (HARP or HARP 2.0) program.

48

92



Edgar Filing: OCWEN FINANCIAL CORP - Form 10-K

Our production, by channel, for the year ended December 31, 2013 is as follows (in millions):

Correspondent  Wholesale Direct Other Total
Forward loans (1) $4,967.3 $711.4 $390.2 $669.9 $6,738.8
Reverse loans (2) 179.0 510.2 276.0 — 965.2
Total $5,146.3 $1,221.6 $666.2 $669.9 $7,704.0

(1)Includes loans originated or purchased by Homeward and OLS.

(2)Includes loans originated or purchased by Liberty since the acquisition date of April 1, 2013.

We provide customary origination representations and warranties to investors in connection with our loan sales and
securitization activities. We receive customary origination representations and warranties from our network of
approved originators in connection with loans we purchase through our correspondent lending channel. We recognize
the fair value of the liability for these representations and warranties at the time of sale. In the event we cannot remedy
a breach of a representation or warranty, we may be required to repurchase the loan or provide an indemnification
payment to the investor. To the extent that we have recourse against a third party originator we may recover part or all
of any loss we incur.

Our lending business creates an organic source of growth for our servicing business through the MSRs retained from
originated and purchased loans that are sold into the secondary market. Lending revenues include interest income
earned for the period the loans are on our balance sheet, gain on sale income representing the difference between the
origination value and the sale value of the loan, and fee income earned at origination.

An increasing portion of our servicing portfolio is susceptible to refinance activity during periods of declining interest
rates. This runoff results in a decline in the fair value of our conventional and prime non-Agency serviced portfolio.
Our lending activity mitigates this risk. Origination volume and related gains have historically offset, to a degree, the
economic impact of declining MSR values as interest rates decline.

We are subject to licensing requirements in the jurisdictions in which we originate and service mortgage loans.
Significant Variables

The key variables that have the most significant effect on our operating results in the Lending segment are changes in
the aggregate forward and reverse mortgage market size, GSE and government programs, and the cost to produce a
loan. These variables impact our volume and margins.

Forward Mortgage Lending

Mortgage Rates. Changes in mortgage rates directly impact the demand for both purchase and refinance forward
mortgages. Small changes in mortgage rates directly impact housing affordability for both first time and move-up
home buyers and affect their ability to purchase a home. For refinance loans, current market mortgage rates must be
considered relative to the rates on the current mortgage debt outstanding. As the time and cost to refinance has
decreased, relatively small reductions in mortgage rates can trigger higher refinancing activity. Given the large size of
U.S. residential forward mortgage debt outstanding, the impact of mortgage rate changes can drive significant swings
in mortgage refinance volume. The January 2014 Fannie Mae forecast is projecting a decline in refinance volume
from 2013 to 2014 of approximately 60%.

In April 2013, the FHFA announced a two year extension of HARP to December 31, 2015. This program allows
borrowers with loans sold to Fannie Mae or Freddie Mac prior to June 1, 2009 to refinance through a simplified
process with broader underwriting guidelines, most notably, higher LTVs. Since the HARP program was introduced,
it has provided a boost to lending volumes and higher relative margins. HARP loans provide for effective portfolio
recapture and broader refinance opportunities.

Economic Conditions. General economic conditions impact the capacity for consumer credit and the supply of capital.
More specifically, employment and home prices are variables that each can have a material impact on mortgage
volume. Employment levels, the level of wages and the stability of employment are underlying factors that impact
credit qualification. While the economy has been improving, the rate of improvement in employment has not provided
a significant lift in consumer credit capacity and may not in the near term.

Home prices are significant, yet more complex, in their impact on lending volumes. As home prices go up, home
equity increases and this improves the position of existing home owners either to refinance or to sell their home,
which likely leads to a new home purchase, and a new forward mortgage loan. However, if home prices increase
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rapidly, affordability for first-time and move up buyers can dampen the demand for mortgage loans. The more
restrictive loan to value (LTV), debt to income (DTI) and employment standards that characterize the current market
amplify the significance and sensitivity of employment levels and home prices on the housing market and related
mortgage lending volumes.
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Secondary Market Liquidity. The liquidity of the secondary market impacts the size of the market by defining loan
attributes and credit guidelines investors are willing to buy and at what price. In recent years, the GSEs have been the
dominant provider of secondary market liquidity, keeping the product and credit spectrum relatively homogeneous
and risk averse (higher credit standards). There is ongoing debate about the future role of the GSEs in the mortgage
market, including winding down the GSEs and reducing (e.g., lowering the loan and/or LTV limits) or eliminating
over time the role of the GSEs in guaranteeing mortgages and providing funding for mortgage loans. The timing and
magnitude of any potential change is hard to predict but could have a material impact on secondary market liquidity
and therefore mortgage market size and/or product composition.

Regulatory Environment. Ongoing regulatory development in the mortgage industry has resulted in added costs and
complexity, including operational support, risk and compliance monitoring and oversight, legal and technology costs.
The CFPB proposed and adopted new regulations in 2013, including regulations, effective in January 2014, requiring
mortgage originators to evaluate a borrower’s ability to repay their mortgage. Overall, these rules have the initial effect
of increasing costs and constraining market size. Over time, the cost and market impact should diminish and the size
of the market should benefit from clearly defined and understood requirements.

Margins. Changes in pricing margin are closely correlated with changes in market size. As loan demand and market
capacity move out of alignment, pricing adjusts. In a growing market, margins expand and in a contracting market,
margins tighten as lenders seek to keep their production at or close to full capacity. Managing capacity and cost is
critical as volumes change. The challenge is greatest in the higher cost channels. Our direct and wholesale costs per
loan are approximately six and three times, respectively, the cost in our correspondent channel. We work directly with
the borrower to process, underwrite and close loans in our direct and wholesale channels. In our direct channel, we
also identify the customer and take loan applications. As a result, our direct channel is the most people and cost
intensive and also experiences the greatest volume volatility as this channel is primarily focused on the refinance
(recapture) market.

Reverse Mortgage Lending

The key variables that have the most significant effect on our reverse lending business are changes to programs in
respect of home equity conversion mortgages (HECM), reverse mortgage borrower and investor demand, margins and
future value.

HECM Programs. Reverse mortgages are typically originated under the guidelines of the HECM reverse mortgage
insurance program of HUD. Loans originated under this program are guaranteed by the FHA, which provides
investors with protection against risk of borrower default. In addition, the FHA can be required to repurchase the
underlying HECM when the loan reaches 98% loan to original value. The HUD guidelines require that the borrower
meet certain requirements and pay annual mortgage insurance. The HUD guidelines also place limits on future
borrowings. Changes in HUD guidelines impact our operations to the extent we are required to modify our business
practices to meet these changing requirements. Changes can also increase competition and negatively impact margins.
Borrower and Investor Demand. Changes in HUD guidelines and costs can affect borrower demand for the reverse
mortgage product. Borrower demand for the reverse mortgage product is also influenced by alternative financing
sources such as traditional home equity loans. Investor demand has remained strong due to a number of factors
including, FHA insurance which protects investors against borrower performance risk, and the relatively lower
prepayment risk when compared to other alternative financing sources.

Margins. Our wholesale channel has a largely variable cost structure; hence, gross margins are a function of
competition and secondary market execution. Our retail channel gross margins are impacted by our lead throughput
ratio (success in converting leads into originations), the cost per generated or purchased lead and productivity-based
compensation. Because the retail channel has higher fixed selling and administrative costs, changes in loan volume
can have a significant impact on our net margins.

Future Value. We retain the servicing rights to reverse loans securitized through the Ginnie Mae Home Equity
Conversion Mortgage-Backed Security (HMBS) program. Variable rate HECM loans allow borrowers to make
additional draws in the future. These draws are funded by the servicer and can be subsequently securitized or sold
(Future Value). We do not incur any substantive underwriting, marketing or compensation costs in connection with
these Future Value draws. We recognize the Future Value as borrowers make future draws.
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The following table presents the results of operations of the Lending segment for the year ended December 31, 2013
and for the period December 27, 2012 through December 31, 2012. The amounts presented are before the elimination
of balances and transactions with our other segments:

Year Ended December 27,
2012 through
December 31,
2013 December 31,
2012
Revenue
Gain on loans held for sale, net
Forward mortgages $48,561 $215
Reverse mortgages 33,645 —
82,206 215
Other 38,693 141
Total revenue 120,899 356
Operating expenses
Compensation and benefits 56,394 184
Servicing and origination 12,843 95
Technology and communications 4,402 22
Professional services 4,780 45
Occupancy and equipment 5,420 15
Other operating expenses 14,355 48
Total operating expenses 98,194 409
Income (loss) from operations 22,705 (53 )
Other income (expense)
Interest income 16,295 309
Interest expense (13,508 ) (514 )
Gain on debt redemption 8,349 —
Other, net 1,783 (1 )
Other income (expense), net 12,919 (206 )
Income (loss) before income taxes $35,624 $(259 )

The Lending segment contributed $35.6 million of pre-tax income on $120.9 million of revenue for 2013. The
Homeward lending operation generated $34.8 million of pre-tax income and originated $6.7 billion UPB of forward
mortgage loans with another $1.4 billion UPB recaptured via partnerships. Forward loan margins increased during the
year due to shifts in product mix toward the recapture of loans from our servicing portfolio and traditionally higher
margin FHA and VA originations.

Liberty reverse mortgage operations contributed pre-tax income of $0.8 million on revenues of $47.7 million and
funded reverse mortgage volume of $965.2 million UPB. During the year, the reverse mortgage market shifted from a
primarily fixed rate (70% share) to a variable rate LIBOR product (90% share) as a result of government program
changes. This resulted in lower day one loan size which in turn results in a lower gain on sale. Over time, the loan
balances on these variable rate LIBOR loans increase through subsequent draws. As these additional draws are sold,
we may recognize additional gain on sale. We estimate the pre-tax future value of the available draws related to 2013
production to be $18.7 million.

Operating expenses related to the Homeward and Liberty platforms are driven largely by production volume, with
direct acquisition costs offset by origination fee income included in Other revenue. Interest income consists primarily
of interest earned on newly originated and purchased loans prior to sale to investors. Interest income is offset by

97



Edgar Filing: OCWEN FINA