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If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the
Securities Act of 1933, check the following box: //

If the registrant elects to deliver its latest Form 10-K, as amended, to security holders or a complete and legible facsimile thereof, pursuant to
Item 11(a)(1) of this Form, check the following box: //

If this Form is filed to register additional securities of an offering pursuant to Rule 462(b) under the Securities Act, please check the following
box and list the Securities Act registration number of the earlier effective registration statement for the same offering: //

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering: //

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the
Securities Act registration number of the earlier effective registration statement for the same offering: //

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box: //

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until
the Registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become effective
in accordance with Section 8(a) of the Securities Act of 1933 or until the Registration Statement shall become effective on such date as
the Commission, acting pursuant to said Section 8(a), may determine.

SUBJECT TO COMPLETION, DATED AUGUST 30, 2001

THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE MAY NOT SELL THESE
SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE SECURITIES AND EXCHANGE COMMISSION
IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER TO SELL THESE SECURITIES AND IT IS NOT SOLICITING AN
OFFER TO BUY THESE SECURITIES IN ANY STATE WHERE THE OFFER OR SALE IS NOT PERMITTED.

PROSPECTUS

3,000,000 Shares

New Century Financial Corporation

Common Stock

We are selling 2,700,000 shares of our common stock and certain stockholders are selling 300,000 shares of our common stock. We will not
receive any of the proceeds from the shares sold by the selling stockholders. Our common stock is traded on the Nasdaq National Market under
the symbol "NCEN." On August 29, 2001, the last reported sale price of our common stock was $9.56.

Investing in our common stock involves a high degree of risk. You should carefully consider the information under the heading ''Risk
Factors' beginning on page 7 of this prospectus before buying shares of our common stock.

Per Share Total
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Per Share Total
Public offering price $ $
Underwriting discounts and commissions $ $
Proceeds, before expenses, to us $ $
Proceeds to selling stockholders $ $

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities,
or determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

We have granted the underwriters an option for a period of 30 days to purchase up to 450,000 additional shares of our common stock at the
public offering price to cover over-allotments, if any.

We expect the shares of our common stock will be ready for delivery to purchasers on or about , 2001.

FRIEDMAN BILLINGS
RAMSEY
JEFFERIES & COMPANY, INC.
ADVEST, INC.

The date of this prospectusis  , 2001.

[Description of Map]

Map of the United States showing the locations of New Century's headquarters, Regional/Processing Centers and states with branch offices.
The following text appears above the map: "New Century currently originates loans through 65 Retail Sales Offices operating in 26 states and 36
Wholesale Sales Offices, including 5 Regional Operations Centers, operating in 27 states. New Century is approved to offer mortgage products
in all 50 states."

You should rely only on information contained in this prospectus. We have not authorized anyone to provide you with information
different from that contained in this prospectus. We and the selling stockholders are offering to sell, and seeking offers to buy, shares of
our common stock only in jurisdictions where offers and sales are permitted. The information contained in this prospectus is accurate
only as of the date of this prospectus, regardless of the time of delivery of this prospectus or of any sale of our common stock.

Our name and logo and the names of products and services offered by us are our trademarks, trade names, or service marks. Each
trademark, trade name or service mark of another company appearing in this prospectus belongs to its holder, and does not belong to
us.
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FORWARD-LOOKING STATEMENTS

This prospectus contains or incorporates by reference certain forward-looking statements and we intend that such forward-looking statements
be subject to the safe harbor provisions of the federal securities laws. When used, statements which are not historical in nature, including those
containing words such as "anticipate," "estimate," "should," "expect,"” "believe," "intend," and similar expressions are intended to identify
forward-looking statements. Statements regarding the following subjects are forward-looking by their nature:

our business strategy;

our understanding of our competition;

market trends;

assumptions regarding the early retirement of our residual financing;
projected sources and uses of funds from operations;

potential liability with respect to legal proceedings; and

use of the proceeds of this offering.

These forward-looking statements are subject to various risks and uncertainties, including those relating to:

our access to funding sources and our ability to renew, replace or add to our existing credit facilities on terms comparable to
the current terms;

initiation of a margin call under our warehouse, aggregation or residual financing agreements;
assumptions underlying our residual values and loan loss allowances;
an increase in the prepayment speed or default rate of our borrowers;

the effect of changes in interest rates;
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the condition of the secondary markets for our products;

the negative impact of economic slowdowns or recessions;

management's ability to manage our growth and planned expansion;

the effect of the competitive pressures from other lenders or suppliers of credit in our market;

our ability to reduce the number of loans sold at a discount;

our ability to expand origination volume while reducing overhead; and

the impact of new state or federal legislation or court decisions restricting the activities of lenders or suppliers of credit in
our market.

Other risks, uncertainties and factors, including those discussed under "Risk Factors" in this prospectus, could cause our actual results to differ
materially from those projected in any forward-looking statements we make. We are not obligated to publicly update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise.

You should rely only on the information contained in or incorporated by reference into this prospectus. Neither we nor the underwriters have
authorized any other person to provide you with different information. If anyone provides you with different or inconsistent information, you
should not rely on it. The information in this prospectus is current as of the date of this prospectus. Our business, financial condition, results of
operations and business prospects may have changed since that date.

PROSPECTUS SUMMARY

This summary contains basic information about us and this offering. Because it is a summary, it does not contain all of the information that
you should consider before investing in us. You should read the entire prospectus carefully, including the section entitled "Risk Factors" and our
financial statements and the accompanying notes, before making an investment decision. All references to "we," "us," "our" or the "Company"
mean New Century Financial Corporation, New Century Mortgage Corporation and other consolidated and unconsolidated subsidiaries of such
companies. Unless otherwise specified in this prospectus, all information in this prospectus assumes no exercise of the underwriters’
over-allotment option.

Our Company

We are a leading nationwide specialty mortgage banking company that originates, purchases and sells residential mortgage loans secured
primarily by first mortgages on single-family residences. We offer mortgage products focused on the needs of borrowers who generally do not
satisty the credit, documentation or other underwriting standards prescribed by conventional mortgage lenders and loan buyers, such as Fannie
Mae or Freddie Mac. We originate and purchase loans on the basis of the borrower's ability to repay the mortgage loan, the borrower's historical
pattern of debt repayment and the amount of equity in the borrower's property (as measured by the borrower's loan-to-value ratio, or LTV). We
have been originating and purchasing these types of loans since 1996 and believe we have developed a comprehensive and sophisticated process
for credit evaluation and risk-based pricing allowing us to effectively manage the potentially higher credit risks associated with this segment of
the mortgage industry.

We originate and purchase approximately 75% of our loans through our wholesale network of 7,200 independent mortgage brokers, and the
remainder through our retail network of 65 branch offices located in 26 states and our anyloan.com website. We are authorized to do business in
all 50 states and regularly originate and purchase loans throughout the country. In 2000 and the first six months of 2001, we originated
$4.2 billion and $2.4 billion of loans, respectively. In the second quarter of 2001, we originated record loan production of $1.4 billion, a 24.6%
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increase over the second quarter of 2000. In addition, 90.8% of our loans were rated "B" or better and had an average LTV of 79.3% during the
first six months of 2001. Borrower demand, as evidenced by new loan submissions, continues to remain high. Since our inception, we have
originated in excess of $16 billion in various types of fixed- and adjustable-rate mortgage loans.

We have recently experienced significant improvements in our operating performance resulting in large part from reduced costs, increased
loan volume, lower interest rates and improved market conditions for the sale of our loans. Total revenues for the three months and six months
ended June 30, 2001 were $64.8 million and $112.7 million, respectively, representing an increase of 80.3% and 17.1% over the same periods of
2000. Net earnings for the three months and six months ended June 30, 2001 were $9.9 million and $8.0 million, respectively, as compared to
losses of $8.6 million and $1.3 million for the respective comparative periods in 2000. During the first six months of 2001, we reduced
outstanding residual financing from $176.8 million, or 48.9% of the carrying value of the residual interests, to $119.6 million, or 36.9% of the
carrying value of the residual interests, using cash flow from operations and residual interests. We expect to fully repay our outstanding residual
financing prior to December 31, 2002.

We believe our primary strengths and competitive advantages include our:

management depth and experience in different economic cycles;

cash flow positive business model;

significant cash flows from our residual interests;

seasoned relationships with prominent secondary market investors;

implementation of advanced technology for credit evaluation;

award-winning wholesale e-commerce website; and

high quality customer service.

Recent Operational Highlights

In late 1998, the market for our loans and the availability of capital and financing to mortgage lenders in our industry declined dramatically.
During late 1999 and 2000, there were also significant changes in the general level of interest rates and other economic conditions that adversely
affected our business. In response to these events, we implemented several strategic initiatives that have reduced our risk profile and
significantly improved our recent operating performance and financial results. These initiatives have allowed us to achieve our goal of positive
cash flow from operations for the last two consecutive quarters. The key initiatives include:

Transition to Cash Flow Positive Loan Sales Strategy. During the second quarter of 2000, we changed our loan sales
strategy to optimize cash revenues and liquidity. This strategy helps to protect us against the potential volatility of the
securitization market and reduces the risks inherent in retaining significant residual interests in securitizations. For the three
months ended June 30, 2001, all of our revenues were cash revenues.

Restructured and Reduced Debt. In March 2001, we restructured nearly all of our residual financing, which eliminated our
exposure to margin calls on that debt. In addition, during 2001, we repaid $57.2 million in residual financing and extended
the maturity of our subordinated debt to December 31, 2003, which allowed us to more closely match our payment
obligations with the projected cash flows from our residual interests.
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Reduction of Loan Acquisition Costs. We have substantially reduced our loan acquisition costs by reducing personnel and
other expenses and improving operational efficiencies. Our loan acquisition costs were 2.37% of loan production for the
quarter ended June 30, 2001, down from 2.87% for the quarter ended June 30, 2000.

Sale of Servicing Rights. In 2001, we sold the servicing rights on substantially all of our servicing portfolio to Ocwen
Federal Bank FSB, one of the country's highest-rated special servicers, and entered into a sub-servicing arrangement
whereby Ocwen will service all of our loans. This transaction allowed us to repay debt, eliminate additional servicing
advance obligations, increase our liquidity and reallocate working capital to further support our loan origination activities.

Improved Underwriting Controls. We have implemented a process designed to monitor and adjust our underwriting
guidelines to originate loans that are more widely accepted by loan buyers. We have also taken steps to further reduce
documentation errors, better identify borrower misrepresentations and reduce early payment default with the goal of
decreasing the number of loans we sell at a discount.

Growth and Operating Strategies

The following are our growth and operating strategies:

Increase Loan Originations. We plan to pursue expansion into new geographic markets. Our wholesale division can expand
quickly into new markets with limited investment in infrastructure. For retail expansion, we will continue our practice of
reviewing demographic information about potential markets and opening branches in markets that we conclude can support a
retail branch. We will also continue to deploy new marketing and technology initiatives and expand our product line and
sales personnel in an effort to increase our existing market penetration.

Develop Strategic Alliance Program. We have begun to develop a strategic alliance program to provide our products to
customers of banks, thrifts and other financial institutions and mortgage companies who do not offer such products. We have
recently hired a team of individuals with extensive experience developing such alliances.

Emphasize Cash Flow Positive Operations. We plan to continue to focus our secondary marketing on sales strategies that
will optimize liquidity and cash flow. We also intend to sell retained servicing rights and utilize securitization structures that
generate cash in excess of loan acquisition costs.

Reduce Residual Financing. We expect to reduce residual financing to below $100 million by year-end 2001 and to fully
repay all outstanding residual financing no later than year-end 2002. This will enable us to retain all cash flow from the
residual interests and reduce interest expense. Other than temporary financing to facilitate our securitization structures, we
currently do not intend to incur any additional residual financing.

Increase Loan Holding Period and Loan Pool Size. We plan on increasing the size of pools that we offer for sale in order to
realize higher whole loan sale prices on those pools of loans. Additionally, we plan to increase the number of days we hold
the loans prior to sale, thereby realizing an increase in the net interest income on these loans.

Reduce Loans Sold at Discount. We are devoting significant efforts to reduce the losses that result from loans we sell at a
discount to par value. We have appointed a corporate level Chief Credit Officer, improved the analytics used in evaluating
discount loans and eliminated products resulting in disproportionately high levels of discount loans.
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Further Reduce Loan Acquisition Costs. We continue to focus our efforts on reducing our loan acquisition cost by improving
efficiencies and increasing loan origination volume. Our goal is to achieve a loan acquisition cost of 2.25% by the fourth
quarter of 2001 and 2.0% by the end of 2003.

General Information

Our executive offices are located at 18400 Von Karman Avenue, Suite 1000, Irvine, California 92612 and our telephone number is
(949) 440-7030. Our Internet address is www.ncen.com. The information contained in our website, in www.anyloan.com, or in any websites
linked by our websites, is not a part of this prospectus and you should not rely on such information in deciding whether to invest in our
company. Unless otherwise indicated, all information in this prospectus assumes that the underwriters have not exercised their over-allotment
option.

Recent Developments

In July 2001, we raised gross proceeds of approximately $15 million through a private placement of 1,442,308 shares of our common stock at
$10.40 per share. Friedman, Billings, Ramsey & Co., Inc. served as placement agent for this transaction. Net proceeds to us totaled
approximately $14.15 million. Effective as of August 20, 2001, we registered for resale the shares sold in the private placement on a Form S-3
filed with the Securities and Exchange Commission, and agreed to maintain the effectiveness of the registration for up to two years, subject to
customary exceptions.

In May 2001, CDC Mortgage Capital joined our U.S. Bank syndicated warehouse line as a $70 million participant. In addition, in July 2001,
we entered into a $200 million repurchase agreement with CDC Mortgage Capital. The agreement allows for both funding of loan originations
and aggregation of loans for up to 6 months pending their sale or securitization. The addition of this facility brings our total warehouse and
aggregation credit facilities to $1.4 billion.

3
The Offering
Common stock offered by us 2,700,000 shares™
Common stock offered by the selling stockholders 300,000 sharesV

Common stock outstanding after the offering
Use of proceeds

Nasdaq National Market symbol

1)

19,419,764 shares(V®

For general corporate purposes, including
increasing our capital base to support expansion of
our credit facilities and to finance additional
growth. We also intend to use the proceeds to

(1) open additional offices, (ii) hire additional sales
staff, (iii) fund possible acquisitions of other
mortgage companies and (iv) for other general
corporate purposes.

NCEN

Assumes no exercise of the underwriters' over-allotment option.

@)

The common stock to be outstanding after the offering is based on 16,719,764 shares of common stock outstanding as of August 15, 2001, which

includes the 1,442,308 shares issued in July 2001 through a private placement and excludes:

4,124,400 shares of common stock issuable on the conversion of preferred stock;

2,032,227 shares of common stock issuable on the exercise of outstanding stock options;
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50,000 shares of common stock issuable on the exercise of warrants;

1,846,229 shares of common stock available for issuance under our employee stock purchase plan; and

664,256 shares of common stock available for issuance under our 1995 stock option plan.

4

Summary Consolidated Financial Data

You should read this summary financial data along with "Management's Discussion and Analysis of Financial Condition and Results of
Operations," and our audited and unaudited financial statements and notes thereto that are included elsewhere herein.

Revenues:
Gain (loss) on sale of loans
Interest income
Servicing income
Residual interest income

Other income

Total revenues
Operating expenses

Earnings (loss) before income taxes (benefit)

Income taxes (benefit)

Net earnings (loss)

Basic earnings (loss) per share(1)

Diluted earnings (loss) per share()

Loans receivable held for sale, net

Residual interests in securitizations

Total assets

Borrowings under warehouse lines of credit
Borrowings under aggregation lines of credit
Residual financing

For the Year Ended For the Six Months Ended  For the Three Months
December 31, June 30, Ended June 30,
1998 1999 2000 2000 2001 2000 2001

(in thousands, except per share data)

$ 105,060 $ 121,672 $ 14,952 $ 21,205 $ 58,679 $ (1,605) $ 38,129

47,655 61,457 67,351 36,212 22,975 17,771 13,717
9,072 23,428 30,093 15,555 9,504 7,746 2,998
14,620 27,385 49,867 22,805 20,684 11,481 9,530
1,653 540 907 540 420
176,407 233,942 163,916 96,317 112,749 35,933 64,794
124,099 167,056 200,697 98,260 98,585 50,593 47,435
52,308 66,386 (36,781) (1,943) 14,164 (14,660) 17,359
21,193 27,377 (13,756) (613) 6,123 (6,057) 7,466
$ 31,115 $ 39,509 $ (23,025) $ (1,330) $ 8,041 $ (8,603) $ 9,893
& & ;. & & ___________ ]
$ 2.19 $ 259 $ (1.76) $ 0.19 $ 044 $ 0.63) $ 0.61
& & ;. & & ___________ ]
$ 2.03 $ 211 $ (1.76) $ 0.19) $ 041 $ (0.63) $ 0.51
& & ;. & & ___________ ]
As of December 31, As of June 30,
1998 1999 2000 2000 2001

(in thousands)

$ 356975 $ 442,653 $ 400,089 $ 526,218 $ 588,305

205,395 364,689 361,646 393,906 324,551
624,727 863,709 837,161 985,499 960,926
191,931 234,778 201,705 245,363 275,045
153,912 193,948 202,741 259,041 304,119
122,298 177,493 176,806 205,291 119,641
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As of December 31, As of June 30,
Subordinated debt 20,000 40,000 35,000 40,000
Other liabilities 41,973 64,527 63,760 66,938 65,046
Total stockholders' equity $ 114,613 $ 172,963 $ 152,149 $ 173,866 $ 157,075

1)

See footnote 6 to the unaudited financial statements and footnote 19 to the audited financial statements included in this prospectus for basic and diluted

weighted average number of shares outstanding.

5
For the Six Months Ended For the Three Months
For the Year Ended December 31, June 30, Ended June 30,
1998 1999 2000 2000 2001 2000 2001
(dollars in thousands)

Loan origination and purchase activities:

Wholesale originations $2,382,784 $2,894,517 $3,041,761 $1,502,510 $1,911,189 $793,172 $1,103,236

Retail originations 942,072 1,185,747 1,110,596 564,327 499,263 317,204 280,684

Total loan originations and purchases $3,324,856 $4,080,264 $4,152,357 $2,066,837 $2,410,452 $1,110,376 $1,383,920

I B B B B B

Average principal balance per loan $96 $102 $108 $103 $130 $106 $133
Percent of loans secured by first
mortgages 97.2% 96.7% 95.3% 94.7% 98.6% 93.7% 99.0%
Weighted average initial loan-to-value
ratio 78.2 78.8 78.6 79.0 78.3 79.2 78.6
Originations by product type:

ARMs $1,920,686 $2,610,475 $3,052,481 $1,502,190 $1,957,688 $806,933 $1,141,740

Fixed-rate mortgages 1,404,170 1,469,789 1,099,876 564,647 452,764 303,443 242,180
Weighted average interest rate:

Fixed-rate mortgages 10.0% 10.2% 11.0% 10.9% 10.3% 11.1% 10.0%

ARMs 9.7 9.8 10.4 104 9.7 10.5 9.6

Margin-ARMs 6.1 6.2 6.2 6.1 6.5 6.1 6.6
Loan sales:

Loans sold through whole loan

transactions $1,477,225 $1,033,006 $3,133,205 $1,320,462 $1,839,416 $823,686 $885,587

Loans sold through securitizations 2,265,700 3,017,658 1,029,477 644,454 380,242 214,774 380,242

Loans acquired to securitize (544,704) (61,312)
Net loan sales $3,198,221 $3,989,352 $4,162,682 $1,964,916 $2,219,658 $1,038,460 $1,265,829

I B B B B B
6
RISK FACTORS

You should carefully consider the risks described below before making a decision to buy our common stock. If any of the following risks
actually occurs, our business could be harmed. In that case, the trading price of our common stock could decline, and you may lose all or part of
your investment. When determining whether to buy our common stock you should also refer to the other information in this prospectus,
including our financial statements and the related notes.

10
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If we are unable to maintain adequate financing sources, our earnings and financial position will suffer and jeopardize our ability to
continue operations.

We require substantial cash to support our operating activities and growth plans, which is provided primarily by $1.4 billion in short-term
warehouse and aggregation credit facilities to fund loan originations and purchases pending the pooling and sale of such loans. We also have
residual financing agreements that provide us with financing secured by residual interests we have retained in certain securitization transactions
and securitization transactions involving net interest margin securities, or NIMs. If we cannot maintain or replace these facilities on comparable
terms and conditions, we may incur substantially higher interest expense that would reduce our profitability.

During volatile times in the capital markets, access to warehouse, aggregation and residual financing has been severely constricted. If we are
unable to maintain adequate financing or other sources of capital are not available, we would be forced to suspend or curtail our operations,
which would have a material adverse effect on our results of operations, financial condition and business prospects.

A change in the assumptions we use to determine the value of our residual interests could adversely affect our financial position.

As of June 30, 2001, the value of our residual interests from securitization transactions on our balance sheet was $324.6 million. The value of
these residuals is a function of the delinquency, loss, prepayment and discount rate assumptions we use to determine their value. During 2000,
we changed these assumptions to reflect trends in actual pool performance, prepayment experience and the interest rate environment. As a result
of these changes, we recorded reductions in the value of our residuals by $67.0 million. The reductions consisted of the following components:

$25.6 million resulted from changes to the prepayment and loss assumptions used in the valuation of the residual interests;

$14.5 million resulted from our change in the discount rate on our residuals from 12% to 13% and on our NIM bonds from
14% to 15%; and

$26.9 million resulted from the exercise by Salomon Smith Barney, Inc. of the call provision for our 1998-NC5 security in
December 2000. We do not have any other residual interests that have a call provision similar to 1998-NCS5.

If our actual experience differs materially from the revised assumptions we used to determine the value of our residual interests, future cash
flows and earnings could be negatively affected.

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

The amount of financing we receive under our warehouse and aggregation financing agreements depends in large part on the lender's
valuation of the mortgage loans that secure the financings. Each such credit facility provides the lender the right, under certain circumstances, to
reevaluate the loan collateral that secures our outstanding borrowings at any time. In the event the lender determines that

the value of the loan collateral has decreased, it has the right to initiate a margin call. A margin call would require us to provide the lender with
additional collateral or to repay a portion of the outstanding borrowings. Any such margin call could have a material adverse effect on our results
of operations, financial condition and business prospects.

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

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

11
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Our earnings may decrease because of increases or decreases in interest rates.

Our profitability may be directly affected by changes in interest rates. First, these changes may reduce the spread we earn between the interest
we receive on our loans and our funding costs. Second, a substantial and sustained increase in interest rates could adversely affect borrower
demand for our products. Third, during periods of rising interest rates, the value and profitability of our loans may be negatively affected from
the date of origination or purchase until the date we sell or securitize the loan. Fourth, our adjustable-rate mortgage loans have periodic and
lifetime interest rate caps above which the interest rate on the loans may not rise. In the event of general interest rate increases, the rate of
interest on these mortgage loans could be limited, while the rate payable on the senior certificates representing interests in a securitization trust
into which these loans are sold may be uncapped. This would reduce the amount of cash we receive over the life of our residual interests, and
require us to reduce the carrying value of our residual interests. Fifth, a significant decrease in interest rates could increase the rate at which
loans are prepaid, which also could require us to reduce the carrying value of our residual interests. If prepayments are greater than expected, the
cash we receive over the life of our residual interests would be reduced. Any such change in interest rates could have a material adverse effect on
our results of operations, financial condition and business prospects.

In the event of a default on our subordinated debt, the collateral securing the debt may not provide near-term cash sufficient to repay
the debt.

In addition to financing that is secured by our loans and residual interests, we have also borrowed $40 million in subordinated debt from U.S.
Bank. This debt is secured by a subordinated lien on the collateral that is pledged under our warehouse credit facility with U.S. Bank as well as
by certain rights to our residual interests. Unlike our warehouse, aggregation and residual financing borrowings, which are secured by assets that
we believe would cover the borrowings in the event of a default, we may not have a source of funds to repay the subordinated debt in the event
of a default. We intend to rely primarily on cash flows from our residual interests to repay this debt on or before its December 31, 2003 maturity.
It would be more difficult for us to repay this subordinated debt when due if our residual cash flows fall significantly short of projections and we
are required to use cash flows from operations. Our inability to repay the subordinated debt when due would have a material adverse effect on
our results of operations, financial condition and business prospects.

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

The net cash proceeds received from loan sales consist of the premiums we receive on sales of loans in excess of the outstanding principal
balance, plus the cash proceeds we receive from securitization, minus the discounts on loans that we have to sell for less than the outstanding
principal balance. If we are unable to originate loans at a cost lower than the cash proceeds realized from loan sales, our results of operations,
financial condition and business prospects could be materially adversely affected.

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

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

Our operations could be hurt by an economic slowdown or recession particularly if it results in a decline in the real estate market.

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

Our business is dependent upon conditions in California where we conduct a significant amount of our business.
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For the six months ended June 30, 2001, approximately 44% of the mortgage loans we originated or purchased were secured by property in
California. An overall decline in the economy or the residential real estate market, or the occurrence of a natural disaster, such as an earthquake,
in California could adversely affect the value of the mortgaged properties in California and increase the risk of delinquency, foreclosure,
bankruptcy, or loss on mortgage loans in our portfolio. This would negatively affect our ability to purchase, originate and securitize mortgage
loans, which could have a material adverse effect on our business, financial condition, liquidity and results of operations.

California is currently experiencing an energy crisis. As a result, energy costs, including natural gas and electricity, may increase significantly
in the future. There may also be limitations in the amount of energy resulting in power "blackouts" during short periods of time. Therefore,
because our headquarters, a substantial number of our branch offices and some of the independent brokers in our wholesale network are based in
California, our operations may be disrupted and operating expenses may increase in the future. Any such disruption or increase in expenses
could be material and could

adversely affect our loan originations, margins and our profitability. To date, we have not experienced material increases in our overall operating
expenses. However, if the power outages associated with the energy crisis continue or become more severe, we could experience material
disruptions or cost increases in the future, which could have a material adverse effect on our results of operations, financial condition and
business prospects.

Many of our competitors are larger and have greater financial resources than we do, which could make it difficult for us to compete
successfully, and we could face new competitors.

We face intense competition in the business of originating, purchasing and selling mortgage loans. Many of our competitors are substantially
larger and have considerably greater financial, technical and marketing resources than we do. In addition, certain government-sponsored entities,
such as Fannie Mae and Freddie Mac, are beginning to purchase some categories of non-prime loans, which may cause new competitors to enter
our market and reduce our profit margins.

Certain large finance companies and conforming mortgage originators also originate non-prime mortgage loans to customers similar to the
borrowers we serve. Competitors with lower costs of capital have a competitive advantage over us. In addition, establishing a wholesale lending
operation such as ours requires a relatively small commitment of capital and human resources. This low barrier to entry permits new competitors
to enter our markets quickly and compete with our wholesale lending business, which could have a material adverse effect on our results of
operations, financial condition and business prospects.

Changes in the volume and cost of loans originated by our wholesale division may decrease our loan production and decrease our
earnings.

We depend primarily on independent mortgage brokers and, to a lesser extent, on correspondent lenders for the origination and purchase of
our wholesale mortgage loans, which constitute the majority of our loan production. These independent mortgage brokers have relationships
with multiple lenders and are not obligated by contract or otherwise to do business with us. We compete with these lenders for the independent
brokers' business on pricing, service, loan fees, costs and other factors. Competition from other lenders and purchasers of mortgage loans could
negatively affect the volume and pricing of our wholesale loans, which could have a material adverse effect on our results of operations,
financial condition and business prospects.

A decline in the quality of servicing of the loans that we have recently transferred could lower the value of our residual interests and our
ability to sell or securitize loans.

We recently transferred our servicing portfolio to Ocwen Federal Bank FSB. There is a risk that the transfer of servicing to a third party could
result in reduced collections and increases in delinquencies due to, among other things, borrower confusion, data integrity problems, system
integration issues and poor customer service. A third-party servicing agent may not have the incentive to manage the servicing process in our
best interests. Poor servicing and collections could adversely affect the value of our residual interests and our ability to sell or securitize loans,
which could have a material adverse effect on our results of operations, financial condition and business prospects.

We may be required to repurchase mortgage loans or indemnify investors if we breach representations and warranties, which would
hurt our earnings.

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

10

loan. Likewise, we are required to repurchase or substitute loans if we breach a representation or warranty in connection with our securitizations.
The remedies available to a purchaser of mortgage loans are generally broader than those available to us against the originating broker or
correspondent. Further, if a purchaser enforces its remedies against us, we may not be able to enforce the remedies we have against the sellers.
The repurchased loans typically can only be financed at a steep discount to their repurchase price, if at all. They are also typically sold at a
significant discount to the unpaid principal balance. Significant repurchase activity could negatively affect our cash flow and results of
operations.

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

Several states and cities are considering or have passed laws, regulations or ordinances aimed at curbing predatory lending practices. The
federal government is also considering legislative and regulatory proposals in this regard. In general, these proposals involve lowering the
existing federal Homeownership and Equity Protection Act thresholds for defining a "high-cost" loan, and establishing enhanced protections and
remedies for borrowers who receive such loans. However, many of these laws and rules extend beyond curbing predatory lending practices to
restrict commonly accepted lending activities, including some of our activities. For example, some of these laws and rules prohibit any form of
prepayment charge or severely restrict a borrower's ability to finance the points and fees charged in connection with his or her loan. Passage of
these laws and rules could reduce our loan origination volume. In addition, for reputational reasons and because of the enhanced risk, many
whole loan buyers elect not to purchase any loan labeled as a "high cost" loan under any local, state or federal law or regulation. Accordingly,
these laws and rules could severely constrict the secondary market for a significant portion of our loan production. This would effectively
preclude us from continuing to originate loans that fit within the newly defined thresholds and would have a material adverse effect on our
results of operations, financial condition and business prospects.

A recent federal circuit court decision regarding the legality of yield spread premiums could increase litigation against us and other
mortgage lenders.

In June 2001, the Eleventh Circuit Court of Appeals issued a decision in Culpepper v. Irwin Mortgage Corp. in which the court revisited the
legality of certain payments that lenders commonly make to mortgage brokers, often referred to as yield spread premiums, under the federal Real
Estate Settlement Procedures Act. In 1999, the Department of Housing and Urban Development issued a policy statement taking the position
that lender payments to mortgage brokers, including yield spread premiums, are not per se illegal. The Culpepper decision apparently treats a
much wider category of these payments as illegal. We and other mortgage lenders now face inconsistent judicial decisions about such payments.

If the Culpepper decision is not overturned or otherwise superseded by law or regulation, there could be a substantial increase in litigation
regarding lender payments to brokers. Since July 2001, we have been served with two yield spread premium class actions, which are further
described in "Business Legal Proceedings." The costs of a significant increase in litigation could have a material adverse effect on our results of
operations, financial condition and business prospects.

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

In the course of our business, we may foreclose and take title to residential properties, and could be subject to environmental liabilities with
respect to these properties. We may be held liable to a governmental entity or to third parties for property damage, personal injury, investigation,
and clean-up costs incurred by these parties in connection with environmental contamination, or may be required to investigate or clean up
hazardous or toxic substances, or chemical releases at a property. The costs associated with investigation or remediation activities could be
substantial. In addition, as the owner or
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former owner of a contaminated site, we may be subject to common law claims by third parties based on damages and costs resulting from
environmental contamination emanating from the property. If we ever become subject to significant environmental liabilities, our business,
financial condition, liquidity and results of operations could be materially and adversely affected.

Our charter and bylaws and Delaware law contain provisions that could discourage a takeover.

Our amended and restated certificate of incorporation and our amended and restated bylaws include various provisions that could delay, defer
or prevent a takeover attempt that may be in the best interest of our stockholders. These provisions include the existence of a classified board of

14



Edgar Filing: NEW CENTURY FINANCIAL CORP - Form S-2/A

directors, the ability of our board of directors to issue additional shares of our preferred stock up to 7,460,000 shares without any further
stockholder approval and requirements that (i) our stockholders give advance notice with respect to certain proposals they may wish to present
for a stockholder vote, (ii) our stockholders act only at annual or special meetings and (iii) two-thirds of all directors approve a change in the
number of directors on our board of directors. Issuance of our preferred stock could also discourage bids for the common stock at a premium as
well as create a depressive effect on the market price of our common stock. In addition, provisions in our 1998 transaction with U.S. Bancorp
that provide U.S. Bancorp with certain preemptive rights and anti-dilutive adjustments to its shares may discourage takeover attempts by third
parties.

We are also subject to Section 203 of the Delaware General Corporation Law which, subject to certain exceptions, prohibits a Delaware
corporation from engaging in any business combination with any interested stockholder for a period of three years following the date that the
stockholder became an interested stockholder. The preceding provisions of our charter and bylaws, as well as Section 203 of the Delaware
General Corporation Law, could discourage potential acquisition proposals, delay or prevent a change of control and prevent changes in our
management.

The concentrated ownership of our voting stock by a small group of our stockholders may have an adverse effect on your ability to
influence the direction we will take.

Upon completion of the offering, a small group of our stockholders, comprised of our management team and directors, U.S. Bancorp and
Brookhaven Capital, will beneficially own an aggregate of approximately 70% of the total voting power of our voting stock. These stockholders,
if they were to act in concert, would have majority control and would have the ability to control the approval of certain fundamental corporate
transactions (including mergers, consolidations and sale of assets) and to elect all of the members of our board of directors, whether or not their
actions are in the best interests of our other stockholders.

Various factors may cause the market price of our common stock to become volatile, which could adversely affect our ability to access
the capital markets in the future.

The market price of our common stock may experience fluctuations that are unrelated to our operating performance. In particular, the price of
our common stock may be affected by general market price movements as well as developments specifically related to the consumer finance
industry and the financial services sector. These could include, among other things, interest rate movements, quarterly variations or changes in
financial estimates by securities analysts, or a significant reduction in the price of the stock of another participant in the consumer finance
industry. This volatility may make it difficult for us to access the capital markets through additional secondary offerings of our common stock,
regardless of our financial performance.
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USE OF PROCEEDS

We estimate that the net proceeds to us from the sale of 2,700,000 shares of common stock, based on an assumed offering price of $9.56 per
share, will be $23.7 million, after deducting the underwriting discounts and commissions and estimated offering expenses. We will not receive
any proceeds from the sale of shares from any selling stockholders.

The primary purpose of the offering is to increase our capital base to support expansion of our credit facilities and finance additional growth.
We also intend to use the proceeds from the offering for other general corporate purposes, including to:

open additional offices;

hire additional sales staff; and

fund possible acquisitions of other mortgage companies.

The amounts and timing of these expenditures will vary significantly depending on a number of factors, including, but not limited to, the
amount of cash generated from our operations. We may find it necessary or advisable to use portions of the balance of the net proceeds for other
purposes, and we will have broad discretion in the application of the balance of the net proceeds. Pending these uses, we intend to reduce the
level of outstanding revolving borrowings, invest the net proceeds in United States government securities and other short-term, investment
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any acquisitions. See "Management's Discussion and Analysis of Financial Condition and Results of Operations-Liquidity and Capital
Resources" for additional information regarding our sources and uses of capital.
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CAPITALIZATION

The following table sets forth as of June 30, 2001 our capitalization on an actual basis, on a pro forma basis to give effect to the sale of
1,442,308 shares in a private placement completed in July 2001 and on a pro forma as adjusted basis to give effect to the sale by us of 2,700,000
shares of common stock in this offering at an assumed offering price of $9.56 per share. You should read this information together with the
"Selected Consolidated Financial Data," "Management's Discussion and Analysis of Financial Condition and Results of Operations" and the
financial statements and related notes contained elsewhere in this prospectus.

As of June 30, 2001

Pro Forma
Actual Pro Forma As Adjusted
(in thousands)
Long Term Debt:
Residual financing due December 31, 2002 $ 111,308 $ 111,308 $ 111,308
Subordinated debt due December 31, 2003 40,000 40,000 40,000
Total long term debt 151,308 151,308 151,308

Stockholders' equity:
Preferred Stock, $0.01 par value, 7,500,000 shares authorized and
40,000 shares outstanding $ $ $
Common Stock, $0.01 par value, 45,000,000 shares authorized and
15,175,009 shares actual, 16,617,317 shares pro forma, and

19,317,317 shares pro forma as adjusted issued and outstanding 152 166 193

Additional paid-in capital 90,222 104,357 128,043
Deferred stock compensation (1,317) (1,317) (1,317)

Retained earnings 68,018 68,018 68,018

Total stockholders' equity 157,075 171,224 194,937

Total capitalization $ 308,383 $ 322,532 $ 346,245

This table excludes the following shares:

4,124,400 shares of common stock issuable upon the conversion of preferred stock;

1,873,379 shares of common stock issuable upon the exercise of outstanding stock options;

50,000 shares of common stock issuable upon the exercise of warrants; and

1,855,524 shares of common stock available for issuance under our employee stock purchase plan, and 916,256 shares of
common stock available for issuance under our 1995 stock option plan.
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PRICE OF OUR COMMON STOCK AND DIVIDEND POLICY

Market Information

Our common stock began trading on the Nasdaq National Market in June 1997 under the symbol "NCEN." The following table sets forth the

high and low sale prices for our common stock, as reported by the Nasdaq National Market.

High Low

Fiscal Year Ended December 31, 1998

First Quarter $ 11.88 7.38

Second Quarter 13.00 8.50

Third Quarter 12.63 6.63

Fourth Quarter 13.63 2.75
Fiscal Year Ended December 31, 1999

First Quarter $ 15.25 10.69

Second Quarter 20.50 11.19

Third Quarter 20.00 15.50

Fourth Quarter 17.69 13.31
Fiscal Year Ended December 31, 2000

First Quarter $ 15.75 6.13

Second Quarter 10.13 5.06

Third Quarter 14.25 7.13

Fourth Quarter 12.50 9.75
Fiscal Year Ending December 31, 2001

First Quarter $ 11.00 6.00

Second Quarter 10.60 6.59

Third Quarter (through August 29, 2001) 12.00 9.10

Investors
The approximate number of record holders of our common stock as of the date of this prospectus is 93.

Dividend Policy

We have never declared or paid any cash dividends on our common stock. We currently intend to retain any earnings for use in our business

and do not anticipate paying any cash dividends on our common stock in the foreseeable future. In addition, we are prohibited from paying

dividends under certain of our credit facilities without the prior approval of our lenders.
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SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated statements of operations and balance sheet data for each of the five years ended December 31, 2000 have

been derived from the Company's financial statements audited by KPMG LLP, independent auditors. The operating data for the six months

ended June 30, 2000 and 2001, and the balance sheet data as of those dates are derived from our unaudited financial statements and notes thereto

included elsewhere in this prospectus. Such selected financial data should be read in conjunction with those financial statements and the notes
thereto and with "Management's Discussion and Analysis of Financial Condition and Results of Operations" also included elsewhere herein.

For the Year Ended December 31,
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For the Six Months Ended
June 30,
1996 1997 1998 1999 2000 2000 2001
(in thousands, except per share data)
Statement of Operations Data:

Revenues:
Gain on sale of loans $ 11,630 $ 67,939 $ 105,060 $ 121,672 $ 14,952 $ 21,205 $ 58,679
Interest income 2,846 25,071 47,655 61,457 67,351 36,212 22,975
Servicing income 29 585 9,072 23,428 30,093 15,555 9,504
Residual interest income 5,038 14,620 27,385 49,867 22,805 20,684
Other income 1,653 540 907
Total revenues 14,505 98,633 176,407 233,942 163,916 96,317 112,749

Expenses:
Personnel 6,083 24,840 41,345 54,634 57,418 28,315 37,008
Interest 1,941 20,579 40,328 53,193 72,126 35,478 29,062
General and administrative 2,725 16,037 30,994 42,732 52,601 24,160 24,800
Advertising and promotion 1,169 5,620 8,681 11,767 12,681 7,407 5,158
Professional fees 282 965 2,751 4,730 5,871 2,900 2,557
Total expenses 12,200 68,041 124,099 167,056 200,697 98,260 98,585
Earnings (loss) before income taxes (benefit) 2,305 30,592 52,308 66,886 (36,781) (1,943) 14,164
Income taxes (benefit) 970 12,849 21,193 27,377 (13,756) (613) 6,123
Net earnings (loss) $ 1,335 $ 17,743 $ 31,115 $ 39,509 $ (23,025) $ (1,330) $ 8,041
I I I I I B
Basic earnings (loss) per share(1) $ 253 $ 2.18 $ 2.19 $ 259 $ (1.76) $ 0.19) $ 0.44
I I I I I B
Diluted earnings (loss) per share()) $ 0.20 $ 140 $ 203 $ 211 $ (1.76) $ 0.19 $ 041
I I I I I B

As of December 31, As of June 30,
1996 1997 1998 1999 2000 2000 2001
(in thousands)
Balance Sheet Data:

Loans receivable held for sale, net $ 57,990 $ 276,506 $ 356,975 $ 442,653 $ 400,089 $ 526,218 $ 588,305
Residual interests in securitizations 97,260 205,395 364,689 361,646 393,906 324,551
Total assets 64,638 398,128 624,727 863,709 837,161 985,499 960,926
Borrowings under warehouse lines of credit 41,702 184,426 191,931 234,778 201,705 245,363 275,045
Borrowings under aggregation lines of credit 13,957 70,937 153,912 193,948 202,741 259,041 304,119
Subordinated debt 20,000 40,000 35,000 40,000
Residual financing 53,427 122,298 177,493 176,806 205,291 119,641
Other liabilities 4,576 28,502 41,973 64,527 63,760 66,938 65,046
Total stockholders' equity 4,403 60,836 114,613 172,963 152,149 173,866 157,075
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@)
See footnote 6 to the unaudited financial statements and footnote 19 to the audited financial statments included in this prospectus for basic and diluted
weighted average number of shares outstanding.
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For the Six Months Ended
For the Year Ended December 31, June 30,
1996 1997 1998 1999 2000 2000 2001
(dollars in thousands)
Operating Statistics:
Loan origination and purchase
activities:
Wholesale originations $ 290452 $ 1,265,133 $ 2,382,784 $ 2,894,517 $ 3,041,761 $ 1,502,510 $ 1,911,189
Retail originations 66,487 578,674 942,072 1,185,747 1,110,596 564,327 499,263
Bulk acquisitions 120,794

Total loan originations and
purchases $ 356939 $ 1,964,601 $ 3324856 $ 4,080,264 $ 4,152357 $ 2,066,837 $ 2,410,452

Average principal balance per loan  $ 106 $ 102 $ 9% $ 102 $ 108 $ 103 $ 130
Percent of loans secured by first
mortgages 97.3% 96.9% 97.2% 96.7% 95.3% 94.7% 98.6%
Weighted average initial
loan-to-value ratio 71.5 74.0 78.2 78.8 78.6 79.0 78.3
Originations by product type:
ARMs $ 264510 $ 1,394,133 $ 1,920,686 $ 2,610475 $ 3,052,481 $ 1,502,190 $ 1,957,688
Fixed-rate mortgages 92,429 570,468 1,404,170 1,469,789 1,099,876 564,647 452,764
Weighted average interest rates:
Fixed-rate mortgages 10.4% 9.8% 10.0% 10.2% 11.0% 10.9% 10.3%
ARMs 9.3 9.5 9.7 9.8 104 104 9.7
Margin-ARMs 7.0 7.0 6.1 6.2 6.2 6.1 6.5
Loan sales:
Loans sold through whole loan
transactions $ 298,713 §$ 680,900 $ 1,477,225 $ 1,033,006 $ 3,133,205 $ 1,320,462 $ 1,839,416
Loans sold through
securitizations 1,123,618 2,265,700 3,017,658 1,029,477 644,454 380,242
Loans acquired to securitize (63,718) (544,704) (61,312)
Net loan sales $ 298713 $ 1,740,800 $ 3,198,221 $ 3,989352 $ 4,162,682 $ 1,964916 $ 2,219,658
17

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our financial
statements and related notes. This discussion and analysis contains forward-looking statements that involve risks and uncertainties. Our actual
results could differ materially from those anticipated in these forward-looking statements as a result of certain factors including, but not limited
to, those discussed in "Risk Factors" starting on page 7 and elsewhere in this prospectus.

General
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We are a leading nationwide specialty mortgage banking company that originates, purchases and sells residential mortgage loans secured
primarily by first mortgages on single family residences. Our borrowers generally have considerable equity in the property securing the loan, but
have impaired or limited credit profiles or higher debt-to-income ratios than traditional mortgage lenders allow. Our borrowers also include
individuals who, due to self-employment or other circumstances, have difficulty verifying their income, as well as individuals who prefer the
prompt and personalized service we provide. We originate and purchase loans through our wholesale and retail channels. Wholesale originations
and purchases are through independent mortgage brokers who provide loans through the Wholesale Division of our wholly-owned subsidiary,
New Century Mortgage Corporation, as well as its subsidiary, Worth Funding. We do not purchase bulk pools of loans. Retail originations are
made through New Century Mortgage Corporation's network of branch offices, through its Central Retail Division, and through our anyloan.com
website. After originating or purchasing loans, we then sell those loans through whole loan sales or securitizations. We were incorporated in
Delaware in November 1995 and commenced lending operations in February 1996.

Loan Originations and Purchases

As of June 30, 2001, our Wholesale Division operated through five regional operating centers and 31 additional sales offices. The Wholesale
Division and our Worth Funding subsidiary originated or purchased $1.9 billion in loans during the six months ended June 30, 2001. As of
June 30, 2001, our Retail Branch Operations Division operated through 65 sales offices. Retail originations totaled $499.3 million in loans
during the six months ended June 30, 2001.

Loan Sales and Securitizations

One of our primary sources of revenue is the recognition of gain on sale of our loans through whole loan sales and securitizations. In a whole
loan sale, we recognize and receive a cash gain upon sale. In a securitization, we recognize a gain on sale at the time the loans are sold, and
receive cash flows over the actual life of the loans. The use of a net interest margin security, or NIM, transaction concurrent with or shortly after
a securitization allows us to receive a substantial portion of the gain in cash at the closing of the NIM transaction, rather than over the actual life
of the loans.

Prior to 2000, our loan sale strategy typically included both securitizations and whole loan sales in order to achieve our goal of enhancing
profits while managing cash flows. Because residual financing was readily available, we securitized a significant percentage of our loan
production in order to enhance operating profits and to benefit from future cash flows generated by the residual interests we retained. The
remainder of our production was sold in whole loan sale transactions, which allowed us to generate current cash flow, protect against the
potential volatility of the securitization market and reduce the risks inherent in retaining residual interests in securitizations.

In 2000, we were unable to obtain the same level of residual financing previously available to us. As a result, and in order to manage cash
flows, we transitioned from securitizing the majority of our loans to selling the majority of production for cash in whole loan sales.
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Recent market changes have allowed us to sell loans through securitization on a cash-flow positive basis through the concurrent use of a NIM
transaction. During the second quarter of 2001, we completed a securitization of $380 million of fixed- and adjustable-rate mortgage loans
underwritten by Salomon Smith Barney, Inc. Following the securitization, we issued a NIM security. The net cash proceeds from the two
transactions yielded cash proceeds in an amount comparable to whole loan sales. In addition to the cash proceeds, we retained a relatively small
residual interest that we recorded at its estimated fair value of approximately 1.0% of the securitized collateral.

Residual Interests

In a securitization transaction, we sell a portfolio of mortgage loans to a special purpose entity established for the limited purpose of buying
and reselling mortgage loans. The special purpose entity transfers the mortgage loans to a trust that in turn issues interest-bearing asset-backed
securities generally in an amount equal to the aggregate principal balance of the mortgage loans. One or more investors purchase these
asset-backed securities for cash. The trust uses the cash proceeds to pay us for the mortgage loans. The trust also issues a certificate representing
aresidual interest in the payments on the securitized loans. In addition, we provide credit enhancement for the benefit of the investors in the
form of additional collateral, referred to as the over-collateralization account, or OC Account.

To date, we have elected to fund the required OC Account at the closing of most of our securitizations. The over-collateralization requirement
ranges from 0.75% to 4.75% of the initial securitization bond debt principal balance, or 1.5% to 9.5% of the remaining principal balance after
thirty to thirty-six months of principal amortization. The actual amount of the OC Account is determined by the rating agencies based upon their
assessment of the loan pool characteristics. When funding all of the OC Account up front, we begin to receive cash flow from our residual
interests immediately. When we do not fund the OC Account up front, we do not receive cash flow until the OC Account requirement is
satisfied. Cash flows from our residual interests are subject to certain delinquency or credit loss tests, as defined by the rating agencies or the
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bond insurance companies. Over time, we receive distributions from the OC Account subject to the performance of the mortgage loans in each
securitization.

At the closing of each securitization, we add to our balance sheet the residual interest retained based on our calculation of the present value of
estimated future cash flows to be received by us. The residual interest we record consists of the OC Account and the net interest receivable, or
NIR. Combined, these are referred to as the residual interests.

Management reviews on a quarterly basis the underlying assumptions used to value each residual interest and adjusts the carrying value of the
securities based on actual experience and trends in the industry. To determine the residual asset value, cash flow is projected for each security.
To project cash flow, we use base assumptions for the constant prepayment rate, or CPR, and losses for each product type based on historical
performance. Each security is updated to reflect actual performance to date, and the base assumption for CPR and loss is then used to project
performance of the security from that date forward. If the actual performance of the security differs materially from the base assumptions with
respect to CPR or loss, adjustments are made. The London Interbank Offer Rate, or LIBOR, forward curve is then used to project future interest
rates and finalize cash flow projections for each security. The projected cash flows are then discounted at a range of 13% - 20% to establish the
net book value of our residual interests.

During the second quarter of 2000, we recorded a $21.2 million write-down to our residual interests issued prior to 2000. This write-down
resulted primarily from our decision to increase the discount rates used to value the residual interests. During the fourth quarter of 2000, we
recorded a write-down of $45.8 million. Approximately $26.9 million of this write-down stemmed from Salomon Smith Barney's exercise of the
call option in connection with our 1998-NCS5 securitization transaction
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with Salomon. None of our other securitization transactions contains such a call feature. The remainder of the fourth quarter write-downs
resulted from (i) a continuing increase in prepayment speeds, which occurred despite the increase in interest rates, and (ii) an increase in overall
loss assumptions.

During the quarter ended June 30, 2001, based on recent historical experience, we increased the loss assumptions used to determine the value
of our residual interests. However, the favorable interest rate environment and the current LIBOR forward curve resulted in an increase in the
value of the residual interests that offset the loss in value related to the higher loss assumptions. Therefore, there was no adjustment to the
carrying value of the residuals at June 30, 2001.

The following table sets forth loan sales and securitizations for the periods indicated:

For the Year Ended December 31, For the Six Months Ended June 30,
1998 1999 2000 2000 2001
(in thousands) (in thousands)

Securitizations $ 2,265,700 $ 3,017,658 $ 1,029,477 $ 644,454 $ 380,242
Whole loan sales 1,477,225 1,033,006 3,133,205 1,320,462 1,839,416
Subtotal 3,742,925 4,050,664 4,162,682 1,964,916 2,219,658
Less: Loans acquired to securitize (544,704) (61,312)

Net loan sales $ 3,198,221 $ 3,989,352 $ 4,162,682 $ 1,964,916 $ 2,219,658

[¢3)
Loans acquired to securitize represent loans sold back to us by whole loan investors for the purpose of securitizing those loans. These loan acquisitions
are effected at current market prices for such loans.

In recent quarters, whole loan buyers have tended to confine their purchases to loans with very specific attributes rather than merely
purchasing a full cross section of a seller's production. Likewise, in recent quarters, buyers have tended to perform more rigorous due diligence
reviews of loan pools, and have typically elected to exclude a significant percentage of loans from a pool on various bases.
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During the third quarter of 2000, we revised our underwriting guidelines to eliminate certain loans or loan attributes that our whole loan
investors are not willing to buy. These guideline adjustments, such as the elimination of high-cost mortgages and loans to borrowers whose
credit bureau scores are less than 500, were designed to allow us to originate the types of loans that are more closely aligned to the guidelines of
our whole loan investors. We are continuing to focus on changes that will increase the percentage of our loans that are sold at a premium and
reduce the severity of loss on loans sold at a discount.

During the six months ended June 30, 2001, we sold approximately $190.5 million in loans at a discount to their outstanding principal
balance. Almost all of these loans were originated prior to December 31, 2000. These loans consisted of delinquent loans, loans with
documentation defects or loans that were rejected by whole loan buyers because of certain characteristics. The weighted-average gain on sale on
the loans we sold at a premium during this period was 103.62%. After taking into account discounted loan sales, the net gain on sale was
reduced to 102.14%. As a result of the high volume of discounted loan sales, the unsold aged inventory of loans held for sale decreased to
$22.3 million as of June 30, 2001, from $78.6 million as of December 31, 2000.
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Results of Operations
The following table sets forth our results of operations as a percentage of total revenues for the periods indicated:

For the Six Months

For the Year Ended December 31, Ended June 30,
1998 1999 2000 2000 2001
Revenues:

Gain on sale of loans 59.6% 52.0% 9.1% 22.0% 52.0%

Interest income 27.0 26.3 41.1 37.6 20.4

Servicing income 5.1 10.0 18.4 16.1 8.4

Residual interest income 8.3 11.7 30.4 23.7 18.4

Other income 0 0 1.0 0.6 0.8

Total revenues 100.0 100.0 100.0 100.0 100.0

Total expenses 70.3 714 122.4 102.0 87.5

Earnings (loss) before income taxes (benefit) 29.7 28.6 (22.4) 2.0) 12.5

Income taxes (benefit) 12.0 11.7 (8.4) 0.6) 5.4
Net earnings (loss) 17.7% 16.9% (14.0)% (1.9)% 7.1%

| | | | |

Six Months Ended June 30, 2001 Compared to Six Months Ended June 30, 2000
Originations and Purchases

We originated and purchased $2.4 billion in loans for the six months ended June 30, 2001, compared to $2.1 billion for the six months ended
June 30, 2000, an increase of 16.6%. Wholesale loan originations and purchases were $1.9 billion, or 79.3%, of total originations and purchases
for the six months ended June 30, 2001. Retail loan originations and purchases were $499.3 million, or 20.7%, of total originations and
purchases for the six months ended June 30, 2001. For the same period in 2000, wholesale and retail originations and purchases totaled
$1.5 billion, or 72.7%, and $564.2 million, or 27.3%, respectively, of total originations and purchases.

Loan Sales and Securitizations

Whole loan sales increased to $1.8 billion for the six months ended June 30, 2001, from $1.3 billion for the corresponding period in 2000, an
increase of 39.3%. This increase is the result of higher production volume in 2001, as well as an increase in the percentage of whole loan sales
versus securitizations. Loans sold through whole loan sales represented 82.9% of total loan sales in the six months ended June 30, 2001,
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compared to 67.2% for the corresponding period in 2000. Securitizations decreased to $380.2 million for the six months ended June 30, 2001,
from $644.5 million for the comparable period in 2000, a decrease of 41.0%.

Revenues

Total revenues for the six months ended June 30, 2001 increased by 17.1% to $112.7 million, from $96.3 million for the six months ended
June 30, 2000. This increase was primarily due to a $21.2 million fair value adjustment to residual interests in the second quarter of 2000, which
reduced gain on sale of loans during this period. After the effect of the adjustment, revenues for the six months ended June 30, 2001 decreased
by $4.8 million. This decrease was the result of decreases in interest and servicing income, partially offset by an increase in the gain from loan
sales and securitizations.
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Gain on Sale. The components of the gain on sale of loans are illustrated in the following table:

For the Six Months Ended June
30,

2000 2001

(in thousands)

Gain from whole loan sale transactions $ 33,136 $ 47,631

Gain from securitization of loans 35,116 19,103

Non-cash gain from servicing asset 3,138 4,938

Cash gain on sale of servicing rights 1,973

Securitization expenses (3,050) (1,509)
Accrued interest (3,804) (745)
Provision for losses (5,850) (5,441)
Fair value adjustment of residual interests (21,197)

Non-refundable loan fees" 29,969 28,708

Premiums paid® (14,753) (10,269)
Origination costs (31,500) (25,100)
Hedging losses (610)
Gain on sales of loans $ 21,205 $ 58,679

(€]
Non-refundable loan fees represent points and fees collected from borrowers.

@)
Premiums paid represent fees paid to brokers for wholesale loan originations and purchases.

Interest Income. Interest income decreased by 36.6% to $23.0 million for the six months ended June 30, 2001, compared to $36.2 million for
the same period in 2000, primarily due to a decrease in the average inventory of loans receivable held for sale that resulted from our closing of
loan sale transactions throughout the six month period in 2001, compared to sales predominantly at the end of each quarter in 2000.

Servicing Income. Servicing income decreased by 38.9% to $9.5 million for the six months ended June 30, 2001, from $15.6 million for the
six months ended June 30, 2000. This decrease resulted from the sale of $4.8 billion in mortgage loan servicing rights to Ocwen Federal Bank
FSB during the first quarter of 2001. The initial transfer of $242.1 million of this servicing portfolio to Ocwen was completed in June 2001, and
the balance was transferred to Ocwen in August 2001. Due to this transfer, we no longer receive servicing fees and related income on this
portion of our portfolio.

Residual Interest Income. Residual interest income decreased slightly to $20.7 million for the quarter ended June 30, 2001 from $22.8 million
for the corresponding period in 2000, a decrease of 9.3%, as a result of the decrease in the average balance of residual interests in securitizations.
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Expenses

Operating expenses increased slightly to $98.6 million for the six months ended June 30, 2001 from $98.3 million for the comparable period
in 2000, an increase of 0.3%. Personnel expenses increased to $37.0 million for the six months ended June 30, 2001 from $28.3 million for the
same period in 2000 as a result of higher loan origination and purchase volume. In addition, the amount of personnel expense that is directly
related to the origination process and reported as a reduction in gain on sale of loans decreased to $25.1 million for the six months ended
June 30, 2001 from $31.5 million for the comparable period in 2000. Interest expense decreased to $29.1 million for the six months ended
June 30, 2001 from $35.5 million for the same period in 2000, primarily due to a decrease in the average warehouse and aggregation borrowings
secured by the inventory of loans receivable held for
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sale that resulted from closing loan sale transactions throughout the period in 2001, compared to sales predominantly at quarter-end in 2000.
Income Taxes

Income taxes increased to $6.1 million for the six months ended June 30, 2001 from a benefit of $613,000 for the comparable period in 2000.
This increase resulted from an increase in pretax income, as well as an increase in the effective tax rate to 43.2% for the six months ended
June 30, 2001, from 31.5% for the comparable period in 2000. The effective tax rate is affected by goodwill amortization, which is not
deductible for tax purposes. After adjusting for this difference, the effective tax rate for both periods was the same.

Residual Interests

Residual interests in securitizations decreased to $324.6 million at June 30, 2001, from $393.9 million at June 30, 2000, a decrease of 17.6%.
The decrease resulted from the $45.8 million write-down in December 2000, and the call of 1998-NC5 in January 2001, partially offset by a
third quarter 2000 securitization.

During the quarter ended June 30, 2001, based on recent historical experience, we increased the loss assumptions used to determine the value
of our residual interests. However, the favorable interest rate environment and the current LIBOR forward curve resulted in an increase in the
value of the residual interests that offset the loss in value related to the higher loss assumptions. Therefore, there was no adjustment to the
carrying value of the residuals at June 30, 2001.

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999
Originations and Purchases

We originated and purchased $4.2 billion in loans for the year ended December 31, 2000, compared to $4.1 billion for the year ended
December 31, 1999, an increase of 1.8%. Loans originated and purchased through our Wholesale Division and Worth Funding were $3.1 billion,
or 73.3%, of total originations and purchases for the year ended December 31, 2000. Loans originated through our Retail Branch Operations and
Central Retail Division were $1.1 billion, or 26.7%, of total originations and purchases for the year ended December 31, 2000. Our subsidiary,
Primewest Funding, merged with another subsidiary, New Century Mortgage Corporation, during the latter part of 2000 and became a part of
our Central Retail Operations.

Loan Sales and Securitizations

Whole loan sales for the year ended December 31, 2000 increased to approximately $3.2 billion, or 203.3%, from $1.0 billion for the
corresponding period in 1999. This increase is the result of our election to sell a greater percentage of our loan originations and purchases
through whole loan sales during 2000. Securitizations decreased to $1.0 billion for the year ended December 31, 2000, from $3.0 billion for the
year ended December 31, 1999, a decrease of 65.9%.

Revenues

Total revenues for the year ended December 31, 2000 decreased to $163.9 million, or 29.9%, from $233.9 million for the year ended
December 31, 1999, due primarily to $67.0 million in adjustments recorded to our residual interests in securitizations, including a $26.9 million
loss resulting from the call and subsequent resale of the collateral underlying the 1998 NC-5 security. This adjustment reduced the gain on sale
of loans, which decreased to $15.0 million for the year ended December 31, 2000, or 87.7%, from $121.7 million for the year ended
December 31, 1999.
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We sold $4.2 billion in loans for the year ended December 31, 2000, consisting of $3.2 billion through whole loan sale transactions and
$1.0 billion through securitizations.

Gain On Sale. The components of the gain on sale of loans are illustrated in the following table:

For the Years Ended December
31,

1999 2000

(in thousands)

Gain from whole loan sale transactions $ 30,749 $ 73,737
Non-cash gain from securitizations (NIR gains) 169,980 54,035
Non-cash gain from servicing asset 16,368 8,009
Cash gain (loss) from securitizations/NIMs transactions (4,670) 2,062
Securitization expenses (17,161) (4,637)
Accrued interest (14,807) (7,201)
Fair value adjustment of residual interests (23,000) (67,006)
Provision for losses (2,549) (15,451)
Non-refundable loan fees 54,598 61,085
Premiums, net (22,355) (27,287)
Origination costs (63,300) (62,800)
Hedging gains (losses) (2,181) 406
Gain on sales of loans $ 121,672  $ 14,952

Interest Income. Interest income for the year ended December 31, 2000 increased to $67.4 million, or 9.6%, from $61.5 million for the same
period in 1999. Interest income is earned on loans held in inventory for sale. This interest income accrues during periods when loans are
accumulated for future sales and increases as loan originations and purchases increase. The increase in interest income for the year ended
December 31, 2000 is the result of a higher average inventory of loans held for sale compared to the corresponding period in 1999. The average
inventory held for sale for the year ended December 31, 2000, based on quarter-end balances, was $452.5 million, compared to $387.7 million
for the corresponding period in 1999.

Servicing Income. Servicing income for the year ended December 31, 2000 increased to $30.1 million, or 28.4%, from $23.4 million for the
year ended December 31, 1999. This increase was a result of the increase in our servicing portfolio. Since the transfer of the servicing platform
to Ocwen, we continue to receive the interest income on the residual interests but no longer receive the servicing fees and related income on the
portion of the portfolio that was sold.

Residual Interest Income. Residual interest income for the year ended December 31, 2000 increased to $49.9 million, or 82.1%, from
$27.4 million for the year ended December 31, 1999. Residual interest income increased as a result of the increase in the average balance of
residual interests in securitizations, from $261.3 million in 1999 to $385.5 million in 2000.

Expenses

Operating expenses increased by 20.1% to $200.7 million for the year ended December 31, 2000, from $167.1 million for 1999. Interest
expense increased to $72.1 million for the year ended December 31, 2000 from $53.2 million for the year ended December 31, 1999, as a result
of the higher average loan inventory and related warehouse and aggregation borrowings, as well as an increase in subordinated debt and residual
financing outstanding. General and administrative expenses increased to $52.6 million for the year ended December 31, 2000 from $42.7 million
for 1999 as a result of (i) costs
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incurred to develop new technology, including our automated underwriting system, (ii) costs incurred to develop our anyloan.com website, and
(iii) separation expenses associated with the decrease in staff from 1,770 employees at December 31, 1999 to 1,511 employees at December 31,
2000.

Income Taxes

Income taxes decreased to a benefit of $13.8 million for the year ended December 31, 2000, from an expense of $27.4 million for 1999. This
decrease resulted from a decrease in pretax income, as well as a different effective tax rate applied to the two periods. The effective tax rate of
37.4% used to calculate the tax benefit for the year ended December 31, 2000 was reduced from 40.9% by the effect of the portion of the
Company's state net operating loss carryforward that is forfeited under California tax law.

Residual Interests
The carrying value of our residual interests at December 31, 1999 and December 31, 2000 is summarized below:

As of December 31,

1999 2000

(in thousands)

Book value of securities $ 369,689 $ 361,646
Less: General valuation allowance for NIR (5,000)
Net carrying value $ 364,689 $ 361,646

During the second quarter of 2000, we recorded a $21.2 million write-down to our residual interests we issued prior to 2000. This write-down
resulted primarily from our decision to increase the discount rates used to value our residual interests. During the fourth quarter of 2000, we
recorded a total write-down of $45.8 million. Approximately $26.9 million of this adjustment stemmed from Salomon Smith Barney's exercise
of a call option for our 1998-NCS5 securitization transaction. None of our other securitization transactions contain such a call feature. The
remainder of the fourth quarter write-downs resulted from (i) a continuing increase in prepayment speeds which occurred despite the increase in
interest rates, and (ii) an increase in overall loss assumptions.

Year Ended December 31, 1999 Compared to Year Ended December 31, 1998
Originations and Purchases

We originated and purchased $4.1 billion in loans for the year ended December 31, 1999, compared to $3.3 billion for the year ended
December 31, 1998. Loans originated and purchased through our Wholesale Division were $2.9 billion, or 70.9%, of our total originations and
purchases for the year ended December 31, 1999. Loans originated through our Retail Division, including anyloan.com, were $1.0 billion, or
25.1%, of our total originations and purchases for the year ended December 31, 1999. Loans originated through our subsidiary, Primewest, were
$163.1 million, or 4.0%, of our total originations and purchases for the year ended December 31, 1999. For the same period in 1998, Wholesale,
Retail and Primewest originations and purchases totaled $2.4 billion, or 71.7%, $842.8 million, or 25.3%, and $99.3 million, or 3.0%,
respectively, of our total originations and purchases.
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Loan Sales and Securitizations

Whole loan sales for the year ended December 31, 1999 decreased to $1.0 billion, or 30.1%, from $1.5 billion for the corresponding period in
1998. This decrease resulted from our election to sell a greater percentage of our loan originations and purchases through securitizations due to
whole loan prices remaining at historically low levels. Securitizations increased to $3.0 billion for the year ended December 31, 1999, from
$2.3 billion for the year ended December 31, 1998, a increase of 33.2%.

Revenues
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Total revenues for the year ended December 31, 1999 increased to $233.9 million, or 32.6%, from $176.4 million for the year ended
December 31, 1998, due primarily to the increase in loan originations, purchases and sales as well as the growth in the servicing portfolio in
1999. Gain on sale of loans increased to $121.7 million, or 15.8%, for the year ended December 31, 1999, from $105.1 million for the year
ended December 31, 1998 due to the increase in loan sales in 1999.

We sold $4.0 billion in loans for the year ended December 31, 1999, of which $1.0 billion were sold through whole loan sale transactions and
$3.0 billion were sold through securitizations. The loans we sold through securitizations included $61.3 million in loans that we acquired from a
whole loan investor in the third quarter of 1999 for the purpose of securitizing the loans.

Gain on Sale. The components of the gain on sale of loans are illustrated in the following table:

For the Years Ended December
31,

1998 1999

(in thousands)

Gain from whole loan sale transactions $ 58,001 $ 30,749
Non-cash gain from securitizations (NIR gains) 168,065 169,980
Non-cash gain from servicing asset 8,791 16,368
Cash gain (loss) from securitizations/NIMs transactions (4,664) (4,670)
Securitization expenses (13,664) (17,161)
Accrued interest (11,818) (14,807)
Fair value adjustment of residual interests (5,900) (23,000)
General valuation allowance for NIR (7,500)

Provision for losses (6,400) (2,549)
Non-refundable loan fees 47,933 54,598
Premiums, net (58.,816) (22,355)
Origination costs (62,783) (63,300)
Hedging losses (6,185) (2,181)
Gain on sales of loans $ 105,060 $ 121,672

Interest Income. Interest income for the year ended December 31, 1999 increased to $61.5 million, or 29.0%, from $47.7 million for the same
period in 1998. Interest income is earned on loans held in inventory for sale. Such interest income accrues during periods when loans are
accumulated for future sales, and increases as loan originations and purchases increase. The increase in interest income for the year ended
December 31, 1999 is the result of a higher average inventory of loans held for sale compared to the corresponding period in 1998. The average
inventory held for sale for the year ended December 31, 1999, based on quarter-end balances, was $387.7 million, compared to $302.6 million
for the corresponding period in 1998.
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Servicing Income. Servicing income for the year ended December 31, 1999 increased to $23.4 million, or 158.2%, from $9.1 million for the
year ended December 31, 1998, as a result of an increase in the servicing portfolio and our assumption of all servicing responsibilities for loans
previously sub-serviced by Advanta Mortgage Corporation.

Residual Interest Income. Residual interest income for the year ended December 31, 1999 increased to $27.4 million, or 87.3%, from
$14.6 million for the year ended December 31, 1998. The increase in residual interest income resulted from an increase in the residual interests
in the securitizations, from $205.4 million at December 31, 1998 to $364.7 million at December 31, 1999.

Expenses

Operating expenses increased 34.6% to $167.1 million for the year ended December 31, 1999, from $124.1 million in 1998. Personnel
expenses increased to $54.6 million for the year ended December 31, 1999, from $41.3 million for 1998, as a result of higher loan origination
and purchase volume in 1999 and an increase in staffing from 1,417 employees at December 31, 1998 to 1,770 employees at December 31,
1999. Interest expense increased to $53.2 million for the year ended December 31, 1999 from $40.3 million for the year ended December 31,
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1999, as a result of the higher average loan inventory and related warehouse and aggregation borrowings, as well as an increase in residual
financing outstanding. General and administrative expenses increased to $42.7 million for the year ended December 31, 1999 from $31.0 million
for 1998, as a result of increased loan origination and purchase volume in 1999. Advertising and promotion expenses increased to $11.8 million
for the year ended December 31, 1999 from $8.7 million for the year ended December 31, 1998, as a result of costs incurred in conducting
market research and media testing, including radio and television.

Income Taxes

Income tax expense increased to $27.4 million for the year ended December 31, 1999 from $21.2 million for 1998. This increase resulted
from an increase in pretax income, as well as a slight increase in the effective tax rate in 1999 to 40.9%, from 40.5% in 1998.

Residual Interests
The carrying value of our residual interests at December 31, 1998 and December 31, 1999 is summarized below:

As of December 31,

1998 1999

(in thousands)

Book value of securities $ 215,895 $ 369,689
Less: General valuation allowance for NIR (10,500) (5,000)
Net carrying value $ 205,395 $ 364,689

During the fourth quarter, we recorded a $10 million adjustment to our residual interests issued prior to 1999, representing approximately
2.7% of the total carrying value of residual interests, and resulting in a $0.31 cent decrease in fourth quarter diluted net earnings per share. This
adjustment was the result of (i) a continuing increase in prepayment speeds that occurred despite the increase in interest rates, and (ii) an
increase in overall static pool loss assumption to 2.50%.
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Quarterly Results of Operations

The following data was derived from unaudited consolidated financial information for each of the ten quarters ending June 30, 2001. This data
has been prepared on the same basis as the audited financial statements contained elsewhere in this prospectus and, in the opinion of
management, includes all adjustments necessary for the fair presentation of the information for the periods presented. This information should be
read in conjunction with the financial statements and notes thereto. The operating results in any quarter are not necessarily indicative of the
results that may be expected for any future period.

For the Three Months Ended

September December September December
March 31, June 30, 30, 31, March 31, June 30, 30, 31, March 31, June 30,
1999 1999 1999 1999 2000 2000 2000 2000 2001 2001

(in thousands, except per share amounts)

Revenues:

Gain (loss) on sale of

loans $ 29428 $ 30,187 $ 35275 $ 26,782 $§ 22,810 $ (1,605) $ 20,265 $ (26,518) $ 20,550 $ 38,129
Interest income 15,318 13,656 16,014 16,469 18,441 17,771 15,338 15,801 9,258 13,717
Servicing income 4,006 5,234 6,222 7,966 7,809 7,746 7,654 6,883 6,506 2,998
Residual interest

income 5,459 6,881 5,525 9,520 11,324 11,481 13,369 13,694 11,154 9,530
Other income 540 564 549 487 420
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For the Three Months Ended

Total revenues 54,211 55,958 63,036 60,737 60,384 35,933 57,190 10,409 47,955 64,794
Expenses:

Personnel 12,191 12,602 13,964 15,877 13,244 15,071 11,830 17,273 18,100 18,908
Interest 12,416 10,936 13,640 16,201 18,087 17,391 18,562 18,086 16,095 12,967
General and

administrative 9,474 9,761 10,722 12,775 11,488 12,672 14,575 13,866 13,165 11,635
Advertising and

promotion 2,385 2,742 3,466 3,174 3,464 3,943 2,682 2,592 2,784 2,374
Professional services 1,120 1,316 956 1,338 1,384 1,516 1,235 1,736 1,006 1,551
Total expenses 37,586 37,357 42,748 49,365 47,667 50,593 48,884 53,553 51,150 47,435

Earnings (loss) before

income taxes (benefit) 16,625 18,601 20,288 11,372 12,717 (14,660) 8,306 (43,144) (3,195) 17,359
Income taxes (benefit) 6,813 7,722 8,360 4,482 5,444 (6,057) 3,569 (16,712) (1,343) 7,466
Net earnings (loss) $ 9812 $ 10879 $ 11,928 $ 6,890 $ 7273 § (8,603)$ 4737 $ (26432)$  (1.852)$ 9,893

Basic earnings (loss)
per share $ 0.66 $ 073 $ 078 $ 042 $ 045 $ 0.63) $ 027 $ (1.84) $ 0.19 $ 0.61

Diluted earnings (loss)
per share $ 055 $ 0.60 $ 0.62 $ 0.36 $ 038 $ (0.63) $ 024 $ (1.84) $ 0.19) $ 0.51

Quarterly volatility in revenues has primarily been the result of adjustments to the fair value of our residual interests. The loss on sale of loans
in the second and fourth quarters of 2000 resulted from write-downs in the carrying value of residual interests of $21.2 million and
$45.8 million, respectively. Residual interests in securitizations increased through 1999 and the first half of 2000, and have since declined as a
result of the decrease in securitization activity. Interest income earned on our inventory of loans receivable held for sale has fluctuated as a result
of the timing of loan sales, which affects the holding periods of the loans. Our servicing portfolio grew steadily until the March 2001 sale to
Ocwen Federal Bank FSB.

Expenses have grown generally in proportion to the growth in loan origination volume. While increased volume resulted in higher general and
administrative expenses, consolidation and operating efficiencies have resulted in only moderate growth in overhead.

Our quarterly results are likely to vary due to a number of factors, such as:

the state of the secondary market for our loans;
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the interest rate environment, which affects demand for our product as well as the value of our residuals; and

economic conditions in the markets we serve.

For the Three Months Ended

March  June September December March  June September December March June
31, 30, 30, 31, 31, 30, 30, 31, 31, 30,
1999 1999 1999 1999 2000 2000 2000 2000 2001 2001
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For the Three Months Ended

Revenues:

Gain (loss) on sale of loans 54.2% 53.9% 56.0% 44.1% 37.8% (4.5)% 35.4% (254.8)% 42.8% 58.9%
Interest income 283 244 25.3 27.1 30.5 495 26.8 151.8 19.3 21.2
Servicing income 7.4 9.4 9.9 13.1 129 216 13.4 66.1 13.6 4.6
Residual interest income 10.1 12.3 8.8 15.7 18.8 319 23.4 131.6 23.3 14.7
Other income 1.5 1.0 5.3 1.0 0.6
Total revenues 100.0% 100.0% 100.0% 100.0%  100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Expenses:

Personnel 224 226 22.2 26.2 219 419 20.6 165.9 37.7 29.1
Interest 22.9 19.5 21.6 26.7 30.0 484 32.5 173.8 33.6 20.0
General and administrative 17.5 17.4 17.0 21.0 19.0 353 25.5 133.2 27.5 18.0
Advertising and promotion 44 49 5.5 5.2 5.7 11.0 4.7 24.9 5.8 3.7
Professional services 2.1 2.4 1.5 2.2 2.3 4.2 2.2 16.7 2.1 2.4
Total expenses 69.3% 66.8% 67.8% 81.3% 78.9% 140.8% 85.5% 514.5% 106.7% 73.2%

Earnings (loss) before

income taxes (benefit) 30.7% 33.2% 32.2% 18.7% 21.1% (40.8)% 14.5% (414.5)% 6.7)% 26.8%
Income taxes (benefit) 12.6 13.8 13.3 7.4 9.0 (16.9) 6.2 (160.6) (2.8) 11.5
Net earnings (loss) 18.1% 19.4% 18.9% 11.3% 12.1% (23.9)% 8.3% (253.9)% 39% 153%

Liquidity and Capital Resources

We need to borrow substantial sums of money each quarter to originate and purchase mortgage loans. We do not purchase bulk pools of loans.
We need separate credit arrangements to hold these loans until we have aggregated a pool that we sell through securitization or whole loan sales.

We use our syndicated warehouse line of credit led by U.S. Bank National Association, as well as the warehouse and aggregation facility with
CDC Mortgage Capital, to finance the actual funding of our loan originations and purchases. After we fund loans on our warehouse lines and all
loan documentation is complete, we generally transfer the loans to one of our aggregation facilities. We then sell through securitization or whole
loan sales the loans within two or three months and pay down the aggregation facilities with the proceeds.

In prior periods, when we securitized loans, we generally needed financing secured by the residual interests that we received in the
transaction. The investment bank that underwrote the securitization typically provided this financing. During the second quarter of 2001, as a
result of a NIM transaction in connection with our securitization, we realized net cash proceeds in an amount similar to whole loan sales. Subject
to market conditions, we expect to continue to utilize this form of securitization in future periods.

Our credit facilities contain customary covenants including maintaining specified levels of liquidity and net worth, restricting indebtedness
and investments and requiring compliance with applicable laws. If we fail to comply with any of these covenants, the lender has the right to

terminate the facility and require immediate repayment. In addition, if we default under one facility, it would generally trigger a
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default under our other facilities. The material terms and features of our various credit facilities are as follows:

The U.S. Bank Warehouse Credit Agreement. We have a $300.0 million syndicated warehouse line of credit led by U.S. Bank National
Association that expires in May 2002 and bears interest at a rate equal to the one-month LIBOR plus 1.625%. At June 30, 2001, the balance
outstanding under the warehouse line of credit was $275.0 million.

Borrowings under the warehouse line are generally secured by first mortgages funded through the facility. Within seven business days of
funding, we are required to deposit the mortgage note and file with U.S. Bank to be held as collateral. If the file is incomplete, U.S. Bank ceases
to count the loan when it calculates our available borrowing capacity. As a consequence, we are essentially forced to use our own cash to carry
the loan until the file defect can be cured and the loan can be resubmitted under the warehouse line. As of June 30, 2001, our "zero collateral"
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balance was not material and did not affect our liquidity.

The warehouse line is contingent upon having a committed "take-out" generally a committed aggregation facility or a forward sale
commitment for the financed loans. The advance rate for a loan on the warehouse line is generally calculated as the lesser of (i) 99% of the
unpaid principal balance of the loan and (ii) the take-out commitment level minus 2.0%.

CDC Warehouse and Aggregation Facility. In July 2001, we entered into a $200 million repurchase agreement with CDC Mortgage Capital.
The agreement allows for both funding of loan originations and aggregation of loans for up to six months pending their sale or securitization.
The facility expires in July 2002 and bears interest at rates ranging from 0.95% to 1.25% above the one-month LIBOR. The advance rate on
loans is a maximum of 100% of the outstanding principal balance. We began using this facility in tandem with the U.S. Bank warehouse line of
credit in late July 2001.

Salomon Aggregation Facility. As of June 30, 2001, we had a $500 million aggregation facility with Salomon Smith Barney, which bears
interest at a rate generally equal to the one-month LIBOR plus 1.25%. This facility expires in December 2001, but can be terminated by
Salomon upon 28 days written notice. As of June 30, 2001, the outstanding balance on the facility was $177.5 million.

Salomon Loan Agreement for Delinquent and Problem Loans. We also have a $25.0 million Master Loan and Security Agreement with
Salomon that is secured by delinquent or problem loans and by properties we obtained in foreclosures. This facility also expires in
December 2001 and bears interest at a rate equal to the one-month LIBOR plus 2.00%. As of June 30, 2001, the outstanding balance on this
facility was $1.7 million.

Morgan Stanley Aggregation Facility. We also have a $400 million aggregation facility with Morgan Stanley Dean Witter Mortgage Capital.
It expires in November 2001 and bears interest at a rate generally equal to the one-month LIBOR plus 1.05%. As of June 30, 2001, the balance
outstanding under this facility was $124.9 million.

PaineWebber Aggregation and Residual Financing Facility. In addition, we have a $300 million uncommitted aggregation and residual
financing facility with PaineWebber Real Estate Securities. We expect to terminate this facility upon retirement of the outstanding residual
financing projected to occur prior to year-end 2001. As of June 30, 2001, the balance outstanding under the residual financing portion of this
facility was $2.0 million. There was no outstanding balance under the aggregation portion of this facility as of June 30, 2001.

Residual Financing Arrangements. As of June 30, 2001, we had residual financing arrangements with Salomon, Greenwich Capital Markets,
PaineWebber, and Countrywide Warehouse Lending,
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whereby each lender provides financing secured by our residual interests in securitizations as well as our residual interests from NIM
transactions.

The Salomon facility is structured as a repurchase arrangement and does not have a specified limit. All cash flows from the financed residuals
are directed to pay down the facility. Based upon current projections, we expect these cash flows to be adequate to cover the minimum monthly
and quarterly pay-down obligations. If there is a shortfall, we will be required to make up the difference using our general working capital. As of
June 30, 2001, the outstanding balance under the Salomon facility was $111.3 million. We expect the facility to be repaid prior to its maturity in
December 2002.

The Greenwich residual financing facility had an outstanding balance of $4.6 million as of June 30, 2001 and will be repaid by October 2001.
The PaineWebber facility is uncommitted, and is built into the overall $300 million limit for that facility. As of June 30, 2001, the balance
outstanding under the residual financing portion of this facility was $2.0 million. There was no outstanding balance under the aggregation
portion of this facility as of June 30, 2001. The Countrywide residual financing facility is structured as a rolling monthly repurchase agreement
requiring a principal reduction of $133,000 per month until the expected repayment date of July 2002. The outstanding balance under this
facility as of June 30, 2001 was $1.7 million. These facilities bear interest at a range of 1.75% - 5.0% above the one-month LIBOR.

Other Borrowings

During 1999 and 2000, U.S. Bancorp provided us with a total of $40 million in subordinated debt secured by a second lien on our Warehouse
Agreement collateral as well as subordinate interests in our residuals. This debt bears interest at a rate of 12% per year and expires in
December 2003.
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We have a discretionary, non-revolving $5.0 million line of credit with an affiliate of U.S. Bank that is secured by our furniture and
equipment. Advances under this facility are made periodically at the discretion of the lender and bear interest at a fixed-rate established at the
time of each advance for a term of three years. As of June 30, 2001, the balance outstanding under this facility was $1.1 million and the
weighted-average interest rate was 9.7%. In addition, as of June 30, 2001, we had various non-revolving operating lease agreements totaling
$18.3 million.

Residual Cash Flows

We expect to have repaid all residual financing by the end of 2002. The majority of the funds for the repayment come from the residual cash
flows themselves. Once the residual financing is repaid, we anticipate that the residual cash flows will be a significant source of liquidity and
working capital for us to support future operations.

Recent Private Placement

In July 2001, we raised gross proceeds of approximately $15 million through a private placement of 1,442,308 shares of our common stock at
$10.40 per share. Friedman, Billings, Ramsey & Co., Inc. served as placement agent for this transaction. Net proceeds to us totaled
approximately $14.15 million. In connection with this transaction, we registered for resale the shares sold in the private placement, effective as
of August 20, 2001, and agreed to maintain the effectiveness of the registration for up to two years, subject to customary exceptions.

Cash Flow

For the six months ended June 30, 2001, cash flow from operations provided approximately $10.3 million in cash. Positive cash flow from
operations resulted primarily from improved execution of our secondary marketing strategy. One of our objectives in our business plan for 2001
was to achieve
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cash flow positive operations. To that end, we have focused on a loan sale strategy that emphasizes maximization of cash flow and a cost
reduction strategy to improve both cash flow and profit margins. We have made significant progress during the second quarter in achieving our
goals for 2001 relative to both maximizing cash flow from loan sales and reducing operating expenses.

Our loan origination and purchase programs still require significant cash investments, including the funding of: (i) fees paid to brokers and
correspondents in connection with generating loans through wholesale lending activities; (ii) commissions paid to sales employees to originate
loans; (iii) any difference between the amount funded per loan and the amount advanced under the current warehouse facility; (iv) principal and
interest payments on residual financing in excess of cash flows we have received from residuals; and (v) income tax payments arising from the
recognition of gain on sale of loans. We also require cash to fund ongoing operating and administrative expenses, including capital expenditures
and debt service. Our sources of operating cash flow include: (i) the premium advance component of the aggregation facilities; (ii) cash
premiums obtained in whole loan sales and securitizations; (iii) mortgage origination income and fees; and (iv) interest income on loans held for
sale.

During the first two quarters of 2001, we generated additional cash from investing activities as a result of two non-recurring transactions.
First, we received cash in connection with the call of the 1998-NCS5 securitization in January 2001. The proceeds we received as holder of
residual interests in this transaction totaled $32.4 million, of which $25.9 million was used to pay down residual financing on this security,
$0.7 million covered disposition expenses, and $5.8 million increased our cash and liquidity.

In addition, in March 2001, we received approximately $36.9 million in cash from the sale of servicing rights and servicing advance
receivables to Ocwen, of which $32.9 million was used to pay down short-term borrowing and $4.0 million increased our cash and liquidity.

Liquidity Strategy for 2001

We took steps early in 2001 to improve our liquidity and cash flow. The Ocwen transaction allowed us to pay down approximately
$32.9 million in debt and also receive approximately $4.0 million in cash. Moreover, as a result of the Ocwen transaction, we are no longer
obligated to make servicing advances on our securitized loans. At the same time, however, our sale to Ocwen reduced servicing cash flows by
approximately $3.5 million in the second quarter. Upon completion of the transfer of servicing to Ocwen, we discontinued our loan servicing
operations.

In addition, the amendment of our Salomon residual financing arrangement makes us substantially less vulnerable to margin calls on our
residual financing. Likewise, the extension of the maturity of the U.S. Bank subordinated debt allows us to time repayment of that debt to
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coincide with the anticipated cash flows from our residual interests.

We intend to continue to concentrate on improving cash flow in order to maintain cash-flow positive operations. Our principal strategies will
be (i) continuing to reduce the loan acquisition cost for loans, with a goal of reducing it to 2.25% by the end of 2001 and to 2.0% by the end of
2003, (ii) reducing the number of loans that we must sell at a discount as a result of defects because they are rejected by loan buyers or because
the borrower failed to make the first payment, (iii) reducing the size of the average loss on sale for those loans that are sold at a discount,

(iv) improving the gain on sale of loans sold at a premium, and (v) increasing net interest income by holding loans for a longer period of time
prior to their sale or securitization. There can be no assurance that we will be able to achieve these goals and operate on a cash flow neutral or
cash flow positive basis.
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Subject to the various uncertainties described above, and assuming that we will be able to successfully execute our liquidity strategy, we
anticipate that our liquidity, credit facilities and capital resources will be sufficient to fund our operations for the foreseeable future.

Quantitative and Qualitative Market Risk Disclosure

Market risk generally represents the risk of loss that may result from the potential change in the value of a financial instrument due to
fluctuations in interest rates. Market risk is inherent to both derivative and non-derivative financial instruments, and accordingly, the scope of
our market risk management includes all market risk sensitive financial instruments.

We monitor the value of our residual interests using various scenarios for interest rate, prepayment and loss assumptions. Certain financial
instruments perform poorly in an increasing or decreasing interest rate environment, other instruments may perform well, and others may not be
impacted at all.

We use several tools and risk management strategies to monitor and address interest rate risk. Such tools allow us to monitor and evaluate our
exposure to these risks and to manage the risk profile of our residual interest portfolio in response to changes in the market risk.

We measured the sensitivity of the current value of our residual interests to changes in interest rates. Changes in interest rates are defined as
instantaneous and sustained parallel interest rate movements in 50 basis point increments in the forward LIBOR curve. We estimated the fair
value of our residual interests assuming there would be no changes in interest rates from those at period end. Once we established the base case,
we projected cash flows for each of the defined interest rate scenarios. These projections were then compared with the base case to determine the
estimated change to the fair value of our residual interests.

The following table summarizes the sensitivity analysis of change in the fair value of our residual interests as of December 31, 2000 and June
30, 2001:

Change in fair value as of:

December 31, June 30,
2000 2001
Increase of 100 basis points (6.4)% 5.2)%
Increase of 50 basis points 3.0)% 2.7%
Decrease of 50 basis points 5.9% 2.8%
Decrease of 100 basis points 8.3% 5.6%

Income Taxes

We account for income taxes by using the asset and liability method. Under the asset and liability method, deferred tax assets and liabilities
are recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities
of a change in tax rates is recognized in income in the period that includes the enactment date.

Newly Issued Accounting Pronouncements
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In June 1998, the FASB issued Statement of Financial Accounting Standards No. 133, "Accounting for Derivative Securities and Hedging
Activities," as amended by SFAS No. 137 and SFAS No. 138 (collectively, "SFAS No. 133"). SFAS No. 133 establishes accounting and
reporting standards for derivative instruments, including certain derivative instruments imbedded in other contracts (collectively referred to as
derivatives) and for hedging activities. It requires that an entity recognize all derivatives
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as either assets or liabilities in the statement of financial position and measure those instruments at fair value. If certain conditions are met, a
derivative may be specifically designated as (i) a hedge of the exposure to changes in the fair value of a recognized asset or liability or an
unrecognized firm commitment, (ii) a hedge of the exposure to variable cash flows of a forecasted transaction, or (iii) a hedge of the foreign
currency exposure of a net investment in a foreign operation, an unrecognized firm commitment, an available for sale security, or a foreign
currency-denominated forecasted transaction.

Under SFAS No. 133, an entity that elects to apply hedge accounting is required to establish at the inception of the hedge the method it will
use for assessing the effectiveness of the hedging derivative and the measurement approach for determining the ineffective aspect of the hedge.
Those methods must be consistent with the entity's approach to managing risk. This statement became effective on January 1, 2001.

On January 1, 2001, we adopted SFAS No. 133. As of December 31, 2000, we had already recognized all outstanding derivatives at fair value
with the offset through earnings. Consequently, the adoption of SFAS No. 133 did not result in any adjustment to the recorded value of our
derivative hedging instruments.

In September 2000, FASB issued SFAS No. 140 to replace SFAS No. 125, "Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities." SFAS No. 140 provides the accounting and reporting guidance for transfers and servicing of financial assets and
extinguishments of liabilities. Statement No. 140 is the authoritative accounting literature for: (i) securitization transactions involving financial
assets; (ii) sales of financial assets; (iii) servicing assets a