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References in this report to “we,” “our,” “us” or the “Company” refer to Front Yard Residential Corporation and its consolidated subsidiaries, unless
otherwise indicated. References in this report to “AAMC” refer to Altisource Asset Management Corporation and its consolidated subsidiaries, unless
otherwise indicated.
Special note on forward-looking statements
Our disclosure and analysis in this Quarterly Report on Form 10-Q contain “forward-looking statements” within the meaning of Section 27A of the Securities
Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). In some cases,
you can identify forward-looking statements by the use of forward-looking terminology such as “may,” “will,” “should,” “expects,” “intends,” “plans,”
“anticipates,” “believes,” “estimates,” “predicts” or “potential” or the negative of these words and phrases or similar words or phrases that are predictions of
or indicate future events or trends and that do not relate solely to historical matters. You can also identify forward-looking statements by discussions of
strategy, plans or intentions.
The forward-looking statements contained in this report reflect our current views about future events and are subject to numerous known and unknown risks,
uncertainties, assumptions and changes in circumstances that may cause our actual results to differ significantly from those expressed in any forward-looking
statement. Factors that may materially affect such forward-looking statements include, but are not limited to:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

our ability to implement our business strategy;
our ability to make distributions to our stockholders;
our ability to acquire single-family rental assets for our portfolio;
the impact of changes to the supply of, value of and the returns on single-family rental assets;
our ability to successfully integrate newly acquired properties into our portfolio of single-family rental properties;
our ability to successfully perform property management services for our single-family rental assets at the standard and/or the cost that we
anticipate;
our ability to predict our costs;
our ability to effectively compete with our competitors;
our ability to apply the proceeds from financing activities or asset sales to target single-family rental assets in a timely manner;
our ability to sell non-core assets on favorable terms and on a timely basis or at all;
the failure to identify unforeseen expenses or material liabilities associated with asset acquisitions through the due diligence process prior
to such acquisitions;
changes in the market value of our single-family rental properties and real estate owned;
changes in interest rates;
our ability to obtain and access financing arrangements on favorable terms or at all;
our ability to maintain adequate liquidity;
our ability to retain our engagement of AAMC;
the failure of our third party vendors to effectively perform their obligations under their respective agreements with us;
our failure to maintain our qualification as a REIT;
our failure to maintain our exemption from registration under the Investment Company Act;
the results of our strategic alternatives review and risks related thereto;
the impact of adverse real estate, mortgage or housing markets;
the impact of adverse legislative, regulatory or tax changes; and
general economic and market conditions.

While forward-looking statements reflect our good faith beliefs, assumptions and expectations, they are not guarantees of future performance. Such forwardlooking statements speak only as of their respective dates, and we assume no obligation to update them to reflect changes in underlying assumptions or
factors, new information or otherwise. For a further discussion of these and other factors that could cause our future results to differ materially from any
forward-looking statements, please see Part II, Item 1A in this Quarterly Report on Form 10-Q and “Item 1A. Risk factors” in our Annual Report on Form 10-K
for the year ended December 31, 2018.
ii
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Part I
Item 1. Financial Statements (Unaudited)
Front Yard Residential Corporation
Condensed Consolidated Balance Sheets
(In thousands, except share and per share amounts)

June 30, 2019

December 31, 2018

(unaudited)
Assets:
Real estate held for use:
Land
Rental residential properties
Real estate owned

$

392,769
1,665,790
34,317

$

395,532
1,667,939
40,496

Total real estate held for use
Less: accumulated depreciation

2,092,876
(171,278)

2,103,967
(137,881)

Total real estate held for use, net
Real estate assets held for sale
Mortgage loans at fair value
Cash and cash equivalents
Restricted cash
Accounts receivable
Goodwill
Prepaid expenses and other assets

1,921,598
30,826
4,372
45,563
35,827
16,079
13,376
34,466

1,966,086
146,921
8,072
44,186
36,974
11,591
13,376
43,045

Total assets
Liabilities:
Repurchase and loan agreements
Accounts payable and accrued liabilities
Payable to AAMC

$

2,102,107

$

2,270,251

$

1,624,200
68,671
3,992

$

1,722,219
72,672
3,968

Total liabilities

1,696,863

1,798,859

—

—

Commitments and contingencies (Note 8)
Equity:
Common stock, $0.01 par value, 200,000,000 authorized shares; 53,826,458 shares issued and
outstanding as of June 30, 2019 and 53,630,204 shares issued and outstanding as of December
31, 2018
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss

538
1,186,683
(760,468)
(21,509)

Total equity

536
1,184,132
(700,623)
(12,653)

405,244
$

Total liabilities and equity

2,102,107

See accompanying notes to condensed consolidated financial statements.
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471,392
$

2,270,251
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Front Yard Residential Corporation
Condensed Consolidated Statements of Operations
(In thousands, except share and per share amounts)
(Unaudited)
Three months ended June 30,
2019
Revenues:
Rental revenues

$

51,553

Total revenues
Expenses:
Residential property operating expenses
Property management expenses
Depreciation and amortization
Acquisition and integration costs
Impairment
Mortgage loan servicing costs
Interest expense
Share-based compensation
General and administrative
Management fees to AAMC
Total expenses
Net gain (loss) on real estate and mortgage loans

Six months ended June 30,

2018
$

2019

40,906

$

2018

104,178

$

80,671

51,553

40,906

104,178

80,671

18,968
3,538
19,936
651
1,576
194
21,165
1,811
7,992
3,556

14,248
2,949
18,761
759
2,143
319
16,338
1,094
2,477
3,697

37,405
7,213
42,321
2,862
2,596
581
42,675
2,930
13,758
7,131

28,103
5,886
37,951
792
9,718
674
32,401
680
5,150
7,487

79,387

62,785

159,472

128,842

3,842

(306)

12,619

(1,940)

Operating loss
Casualty (losses) loss reversals, net
Insurance recoveries
Other (expense) income

(23,992)
(184)
11
(846)

(22,185)
520
115
214

(42,675)
(577)
538
(797)

(50,111)
520
115
790

Loss before income taxes
Income tax expense

(25,011)
6

(21,336)
—

(43,511)
14

(48,686)
—

Net loss
Loss per share of common stock - basic:
Loss per basic share
Weighted average common stock outstanding - basic
Loss per share of common stock - diluted:
Loss per diluted share
Weighted average common stock outstanding - diluted
Dividends declared per common share

$

(25,017)

$

(21,336)

$

(43,525)

$

(48,686)

$

(0.47)
53,714,998

$

(0.40)
53,520,486

$

(0.81)
53,672,835

$

(0.91)
53,487,459

$

(0.47)
53,714,998

$

(0.40)
53,520,486

$

(0.81)
53,672,835

$

(0.91)
53,487,459

$

0.15

$

0.15

$

See accompanying notes to condensed consolidated financial statements.
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0.30

$

0.30
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Front Yard Residential Corporation
Condensed Consolidated Statements of Comprehensive Loss
(In thousands)
(Unaudited)
Three months ended June 30,
2019
Net loss

$

(25,017)

Other comprehensive loss:
Change in fair value of interest rate caps
Losses from interest rate caps reclassified into earnings from
accumulated other comprehensive loss
Net other comprehensive loss
Comprehensive loss

$

Six months ended June 30,

2018
$

2019

(21,336)

$

$

(48,686)

(3,482)

—

(11,091)

—

1,248

—

2,235

—

(2,234)

—

(8,856)

—

(27,251)

$

(21,336)

$

See accompanying notes to condensed consolidated financial statements.
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2018

(43,525)

(52,381)

$

(48,686)
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Front Yard Residential Corporation
Condensed Consolidated Statements of Stockholders' Equity
(In thousands, except share and per share amounts)
(Unaudited)
Common Stock
Number of
Shares

Additional
Paid-in
Capital

Amount
$

536
—
—
—

53,630,204
—
—
—
—
—

—
—

—
—

—
(18,508)

(6,622)
—

March 31, 2019
Common shares issued under share-based
compensation plans, net of shares withheld for
employee taxes
Shares withheld for taxes upon vesting of restricted
stock
Dividends on common stock ($0.15 per share)
Share-based compensation
Change in fair value of cash flow hedging
derivatives
Net loss

53,630,204

536

1,185,251

(727,193)

(19,275)

234,389

2

59

June 30, 2019

53,826,458

—
—
—

—
—

538

$

1,186,683

$

(760,468)

(12,653)
—
—
—

Total Equity
$

439,319

61

—
—
—

(438)
(8,258)
1,811

(2,234)
—
$

(21,509)

471,392
96
(8,158)
1,119
(6,622)
(18,508)

—

—
(25,017)

See accompanying notes to condensed consolidated financial statements.
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$

—
(8,258)
—

—
—
$

(700,623)
96
(8,158)
—

—

(438)
—
1,811

—
—
$

1,184,132
—
—
1,119

Accumulated
Comprehensive
Loss

December 31, 2018
Adoption of ASC 842 (Note 1)
Dividends on common stock ($0.15 per share)
Share-based compensation
Change in fair value of cash flow hedging
derivatives
Net loss

(38,135)
—
—

$

Accumulated
Deficit

(2,234)
(25,017)
$

405,244
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Front Yard Residential Corporation
Condensed Consolidated Statements of Stockholders' Equity (continued)
(In thousands, except share and per share amounts)
(Unaudited)
Common Stock
Number of
Shares

Additional
Paid-in
Capital

Amount

December 31, 2017
Common shares issued under share-based
compensation plans, net of shares withheld for
employee taxes
Dividends on common stock ($0.15 per share)
Share-based compensation
Net loss

53,447,950

$

44,187
—
—
—

1
—
—
—

March 31, 2018
Common shares issued under share-based
compensation plans, net of shares withheld for
employee taxes
Shares withheld for taxes upon vesting of
restricted stock
Dividends on common stock ($0.15 per share)
Share-based compensation
Net loss

53,492,137

535

1,181,019

92,502

1

—

(22,836)
—
—
—

—
—
—
—

June 30, 2018

53,561,803

$

534

536

$ 1,181,327

$

106
—
(414)
—

(537,259)

$

644,602

—
—
—
—

107
(8,071)
(414)
(27,350)

(572,680)

—

608,874

—

1

—
(8,142)
—
(21,336)
$

—

Total Equity

—
(8,071)
—
(27,350)

(602,158)

See accompanying notes to condensed consolidated financial statements.
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$

—

(240)
—
1,094
—
$ 1,181,873

Accumulated
Comprehensive
Loss

Accumulated
Deficit

—
—
—
—
$

—

(240)
(8,142)
1,094
(21,336)
$

580,251
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Front Yard Residential Corporation
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)
Six months ended June 30,
2019

2018

Operating activities:
Net loss

$

(43,525)

$

(48,686)

Adjustments to reconcile net loss to net cash used in operating activities:
Net (gain) loss on real estate and mortgage loans

(12,619)

1,940

42,321

37,951

Impairment

2,596

9,718

Share-based compensation

2,930

680

Amortization of deferred financing costs

2,528

2,554

Depreciation and amortization

Casualty losses (loss reversals), net
Insurance recoveries
Change in fair value of interest rate cap derivatives in profit or loss

577

(520)

(538)

(115)

2,235

—

Changes in operating assets and liabilities:
Accounts receivable
Deferred leasing costs
Prepaid expenses and other assets
Accounts payable and accrued liabilities

2,630

(1,216)

(1,418)

(1,276)

(30)

(1,447)

(6,557)

Payable to AAMC

3,812

24

Net cash (used in) provided by operating activities

101

(8,846)

3,496

Investing activities:
Investment in real estate
Investment in renovations
Payment of real estate tax advances

(7,374)

(6,701)

(13,707)

(16,520)

(29)

Proceeds from mortgage loan resolutions and dispositions

(154)

1,690

Receipt of mortgage loan payments
Proceeds from dispositions of real estate
Proceeds from casualty insurance

4,643

138

173

144,432

62,118

1,550

—

126,700

43,559

Proceeds from exercise of stock options

137

108

Payment of tax withholdings on share-based compensation plan awards

(76)

—

(438)

(240)

(16,237)

(16,102)

Net cash provided by investing activities
Financing activities:

Shares withheld for taxes upon vesting of restricted stock
Dividends on common stock
Proceeds from repurchase and loan agreements

32,068

Repayments of repurchase and loan agreements

(131,983)

—
(30,430)

Investment in interest rate cap derivative

—

(936)

Financing-related deposits

—

(11,259)

Principal repayments of finance leases

(463)

—

Payment of financing costs

(632)

(945)

(117,624)

(59,804)

Net cash used in financing activities
Net change in cash, cash equivalents and restricted cash

230

Cash, cash equivalents and restricted cash as of beginning of the period

(12,749)

81,160
$

Cash, cash equivalents and restricted cash as of end of the period

See accompanying notes to condensed consolidated financial statements.
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81,390

161,488
$

148,739
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Front Yard Residential Corporation
Condensed Consolidated Statements of Cash Flows (continued)
(In thousands)
(Unaudited)
Six months ended June 30,
2019

2018

Supplemental disclosure of cash flow information:
Cash paid for:
Interest

$

Income taxes

38,911

$

—

29,970
58

Non-cash investing and financing transactions:
Transfer of mortgage loans to real estate owned, net

$

Changes in accrued capital expenditures
Changes in receivables from mortgage loan resolutions and dispositions, payments and real estate tax advances
to borrowers, net

3,740
(2,064)
(68)

Changes in receivables from real estate owned dispositions

8,767

Change in other comprehensive loss from cash flow hedges

$

64
183
628
(1,954)

(8,856)

—

Right-of-use lease assets recognized - operating leases

1,485

—

Right-of-use lease assets recognized - finance leases

1,103

—

Operating lease liabilities incurred

1,437

—

Finance lease liabilities incurred

1,109

—

Dividends declared but not paid

8,376

8,383

See accompanying notes to condensed consolidated financial statements.
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Front Yard Residential Corporation
Notes to Condensed Consolidated Financial Statements
June 30, 2019
(Unaudited)
1. Organization and Basis of Presentation
Front Yard Residential Corporation (“we,” “our,” “us,” or the “Company”) is a Maryland real estate investment trust (“REIT”) focused on acquiring, owning
and managing single-family rental (“SFR”) properties throughout the United States. We conduct substantially all of our activities through our wholly owned
subsidiary, Front Yard Residential, L.P., and its subsidiaries.
On August 8, 2018, we acquired a property management firm (our “internal property manager”) and commenced the internalization of our property
management function. During the first quarter of 2019, we completed the transition of property management for our SFR properties that were previously
externally managed to our internal property management platform. We anticipate that all SFR properties acquired in the future will also be managed
internally.
As of June 30, 2019, we had a core rental portfolio of 14,421 homes. In addition, we had 291 rental homes that are identified for future sale, and we had a
small portfolio of mortgage loans and non-rental real estate owned (“REO”) properties remaining from our previous mortgage loan portfolio acquisitions. We
have engaged third-party service providers to service these remaining mortgage loans and to manage non-rental real estate owned (“REO”) and certain other
properties. We are currently preparing these non-core assets for future disposition in order to create additional liquidity and purchasing power to continue
building our core rental portfolio.
We are managed by Altisource Asset Management Corporation (“AAMC” or our “Manager”). AAMC provides us with dedicated personnel to administer
certain aspects of our business and perform certain of our corporate governance functions. AAMC also provides oversight of our acquisition and management
of SFR properties and the ongoing management of our remaining residential mortgage loans and REO properties. See Note 9 for a description of this relatedparty relationship.
Basis of presentation and use of estimates
The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States (“U.S. GAAP”). All wholly owned subsidiaries are included, and all intercompany accounts and transactions have been
eliminated.
The unaudited interim condensed consolidated financial statements and accompanying unaudited condensed consolidated financial information, in our
opinion, contain all adjustments that are of a normal recurring nature and are necessary for a fair presentation of our financial position, results of operations
and cash flows for the interim periods. The interim results are not necessarily indicative of results for a full year. We have omitted certain notes and other
information from the interim condensed consolidated financial statements presented in this Quarterly Report on Form 10-Q as permitted by Securities and
Exchange Commission (“SEC”) rules and regulations. These condensed consolidated financial statements should be read in conjunction with our annual
consolidated financial statements included within our 2018 Annual Report on Form 10-K, which was filed with the SEC on February 27, 2019.
Use of estimates
The preparation of condensed consolidated financial statements in conformity with U.S. GAAP requires us to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the condensed consolidated financial statements
and the reported amounts of revenues and expenses during the reporting periods. Actual results could differ materially from those estimates.
Recently issued accounting standards
Adoption of recent accounting standards
In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-02, Leases (Topic 842). ASU
2016-02 requires that lessees recognize assets and liabilities for leases with lease terms greater than twelve months in the statement of financial position and
also requires improved disclosures to help users of financial statements better understand the amount, timing and uncertainty of cash flows arising from
leases. Accounting by
8
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lessors is substantially unchanged from prior practice as lessors will continue to recognize lease revenue on a straight-line basis. The FASB has also issued
multiple ASUs amending certain aspects of Topic 842. ASU 2016-02, as amended, also provides for certain practical expedients related to the identification
and classification of leases that commenced before the effective date, initial direct costs for leases that commenced before the effective date and the ability to
use hindsight in evaluating lessee options to extend or terminate a lease or to purchase the underlying asset. ASU 2016-02 is effective for fiscal years
beginning after December 15, 2018, including interim reporting periods within those fiscal years. We have applied the amendments in ASU 2016-02 on a
modified retrospective transition basis as of January 1, 2019, the effective date of the standard. We elected the “package of practical expedients,” which
permits us not to reassess our prior conclusions about lease identification, lease classification and initial direct costs under the new standard. We did not elect
the use-of-hindsight or the practical expedient pertaining to land easements; the latter not being applicable to us. The new standard also provides practical
expedients for an entity's ongoing accounting. We elected the short-term lease exemption for all leases for which we are lessee that qualify; as a result, we will
not recognize right-of-use assets or lease liabilities for qualifying leases. We also elected the practical expedient to not separate lease and non-lease
components. Effective January 1, 2019, we recognized aggregate right-of-use lease assets as a component of prepaid expenses and other assets and lease
liabilities as a component of accounts payable and accrued expenses, resulting in a nominal aggregate transition adjustment to retained earnings. For more
information on our leasing activity, see Note 7.
In January 2017, the FASB issued ASU No. 2017-04, Intangibles - Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment. ASU
2017-04 simplifies the accounting for goodwill impairment by removing step two of the goodwill impairment test, which had involved determining the fair
value of individual assets and liabilities of a reporting unit to measure goodwill. Instead, goodwill impairment will be determined as the excess of a reporting
unit’s carrying value over its fair value, not to exceed the carrying amount of goodwill. ASU 2017-04 is effective for annual reporting periods beginning after
December 15, 2019 and early adoption is permitted. We adopted ASU 2017-04 effective June 30, 2019. Though it changed our goodwill impairment testing
process, the adoption of ASU 2017-04 did not have a material impact on our consolidated financial statements.
Recently issued accounting standards not yet adopted
In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (Topic 326) Measurement of Credit Losses on Financial Instruments,
which amends the guidance on measuring credit losses on financial assets held at amortized cost. The amendment is intended to address the issue that the
previous “incurred loss” methodology was restrictive for an entity's ability to record credit losses based on not yet meeting the “probable” threshold. The new
language will require these assets to be valued at amortized cost presented at the net amount expected to be collected with a valuation provision. This ASU is
effective for fiscal years beginning after December 15, 2019. The amendments in ASU 2016-13 should be applied on a modified retrospective transition basis.
We expect to adopt this standard on January 1, 2020. While we are still evaluating the overall impact of this ASU, we do not expect the adoption of this
standard to have a material impact on our consolidated financial statements because the standard, as amended, excludes receivables arising from operating
leases, which represent the majority of our receivables.
2. Asset Acquisitions and Dispositions
Real estate assets
Real estate acquisitions
During the three months ended June 30, 2019 and 2018, we acquired 43 and 19 SFR properties, respectively, for an aggregate purchase price of $5.5 million
and $2.4 million, respectively.
During the six months ended June 30, 2019 and 2018, we acquired 57 and 54 SFR properties, respectively, for an aggregate purchase price of $7.4 million
and $6.7 million, respectively.
Real estate dispositions
During the three months ended June 30, 2019 and 2018, we sold 160 and 137 properties, respectively. Net proceeds of these sales were $27.9 million and
$25.0 million, respectively.
During the six months ended June 30, 2019 and 2018, we sold 736 and 330 properties, respectively. Net proceeds of these sales were $153.2 million and
$60.2 million.
9

Mortgage loans
Mortgage loan dispositions and resolutions
During the three months ended June 30, 2019 and 2018, we resolved 5 and 9 mortgage loans, respectively, primarily through short sales, refinancing and
foreclosure sales. Net proceeds of these resolutions were $0.6 million and $0.7 million, respectively.
During the six months ended June 30, 2019 and 2018, we resolved 13 and 21 mortgage loans, respectively, primarily through short sales, refinancing and
foreclosure sales. Net proceeds of these resolutions were $1.6 million and $1.8 million, respectively.
The following table presents the components of net gain (loss) on real estate and mortgage loans during the three and six months ended June 30, 2019 and
2018 ($ in thousands):
Three months ended June 30,
2019
Conversion of mortgage loans to REO, net
Change in fair value of mortgage loans, net
Net realized gain on mortgage loans
Net realized gain (loss) on sales of real estate
Net gain (loss) on real estate and mortgage loans

Six months ended June 30,

2018

2019

2018

$

137
176
204
3,325

$

147
43
212
(708)

$

752
292
727
10,848

$

284
106
99
(2,429)

$

3,842

$

(306)

$

12,619

$

(1,940)

3. Real Estate Assets, Net
The following table presents the number of real estate assets held by the Company by status as of the dates indicated:
June 30, 2019

Held for Use

Held for Sale

Total Portfolio

Rental Properties:
Leased
Listed and ready for rent
Unit turn
Renovation

13,498
360
498
65

—
—
—
—

13,498
360
498
65

Total rental properties
Previous rentals identified for sale
Legacy REO

14,421
148
33

143
27

291
60

14,602

170

14,772

December 31, 2018
Rental Properties:
Leased
Listed and ready for rent
Unit turn
Renovation

13,546
434
428
136

423
8
18
2

13,969
442
446
138

Total rental properties
Previous rentals identified for sale
Legacy REO

14,544
158
56

188
48

346
104

14,758

687

15,445

For properties held for sale or identified for future sale, management has determined to divest these properties because they do not meet our residential rental
property investment criteria.
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Impairment on real estate
During the three months ended June 30, 2019 and 2018, we recognized $1.6 million and $2.1 million, respectively, of impairment on our real estate assets
held for sale.
During the six months ended June 30, 2019 and 2018, we recognized $2.6 million and $9.7 million, respectively, of impairment on our real estate held for
sale.
4. Mortgage Loans
The following table sets forth information related to our mortgage loans at fair value, the related unpaid principal balance and market value of underlying
properties by delinquency status as of June 30, 2019 and December 31, 2018 ($ in thousands):
Fair Value and Carrying
Value

Number of Loans

Unpaid Principal Balance

Market Value of
Underlying Properties (1)

June 30, 2019
Current
30 days past due
90 days past due
Foreclosure

19
1
13
24

$

2,083
56
393
1,840

$

2,750
135
5,374
6,184

$

4,419
90
4,923
8,329

Mortgage loans at fair value

57

$

4,372

$

14,443

$

17,761

December 31, 2018
Current
60 days past due
90 days past due
Foreclosure

20
1
17
36

$

1,827
115
649
5,481

$

2,701
148
6,019
12,376

$

4,353
180
5,418
16,097

8,072

$

21,244

$

26,048

74 $
Mortgage loans at fair value
________
(1) The market values of the underlying properties are estimated based on BPOs.
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5. Fair Value of Financial Instruments
The following table sets forth the carrying value and fair value of our financial assets and liabilities by level within the fair value hierarchy as of June 30,
2019 and December 31, 2018 ($ in thousands):

Carrying Value
June 30, 2019
Recurring basis (assets)
Mortgage loans at fair value
$
Interest rate cap derivatives (1)
Not recognized on condensed consolidated balance sheets
at fair value (liabilities)
Repurchase and loan agreements

4,372
3,276

Level 1

Level 2

Level 3

Quoted Prices in
Active Markets

Observable Inputs
Other Than Level 1
Prices

Unobservable Inputs

$

—
—

1,624,200

$

—
3,276

—

$

4,372
—

1,634,870

December 31, 2018
Recurring basis (assets)
Mortgage loans at fair value
$
8,072 $
—
Interest rate cap derivatives (1)
14,367
—
Not recognized on consolidated balance sheets at fair value
(liabilities)
Repurchase and loan agreements
1,722,219
—
_____________
(1) Included within prepaid expenses and other assets in the condensed consolidated balance sheets.

$

—
14,367

—

$

8,072
—

1,734,152

—

We have not transferred any assets from one level to another level during the six months ended June 30, 2019 or during the year ended December 31, 2018.
The fair values of our mortgage loans are estimated based on (i) market information, to the extent available and as adjusted for factors specific to individual
mortgage loans, or (ii) as determined by AAMC's proprietary discounted cash flow model. The fair value of our interest rate cap derivatives are estimated
using a discounted cash flow analysis based on the contractual terms of the derivatives.
The following table sets forth the changes in our mortgage loans during the three and six months ended June 30, 2019 and 2018 ($ in thousands):
Three months ended June 30,
2019

Six months ended June 30,

2018

2019

2018

Mortgage loans at fair value, beginning balance
Net gain on mortgage loans
Mortgage loan dispositions, resolutions and payments
Real estate tax advances to borrowers
Selling costs on loans held for sale
Transfer of mortgage loans to real estate owned, net

$

4,848
531
(660)
17
—
(364)

$

10,274
473
(783)
15
—
(201)

$

8,072
1,771
(1,760)
29
—
(3,740)

$

11,477
358
(2,006)
96
(83)
(64)

Mortgage loans at fair value, ending balance

$

4,372

$

9,778

$

4,372

$

9,778

Change in unrealized gain (loss) on mortgage loans at fair value held
at the end of the period (1)
$
187
$
(159) $
189
_____________
(1) Included in net gain (loss) on real estate and mortgage loans in the interim condensed consolidated statements of operations.
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The significant unobservable inputs used in the fair value measurement of certain of the remaining mortgage loans are discount rates, forecasts of future home
prices, alternate loan resolution probabilities, resolution timelines and the value of underlying properties. Significant changes in any of these inputs in
isolation could result in a significant change to the fair value measurement. A decline in the discount rate in isolation would increase the fair value. A
decrease in the housing pricing index in isolation would decrease the fair value. Individual loan characteristics such as location and value of underlying
collateral affect the loan resolution probabilities and timelines. An increase in the loan resolution timeline in isolation would decrease the fair value. A
decrease in the value of underlying properties in isolation would decrease the fair value.
The following table sets forth quantitative information about the significant unobservable inputs used to measure the fair value of certain of our mortgage
loans:
Input
Equity discount rate
Debt to asset ratio
Cost of funds
Annual change in home pricing index
Loan resolution probabilities — modification
Loan resolution probabilities — liquidation
Loan resolution probabilities — paid in full
Loan resolution timelines (in years)
Value of underlying properties

June 30, 2019

December 31, 2018

17.0%
65.0%
3.5% over 1 month LIBOR
-2.56% to 8.26%
0% to 5.9%
37.3% to 100%
0% to 62.7%
0.1 to 6.1
$53,000 to $1,567,000

17.0%
65.0%
3.5% over 1 month LIBOR
-0.55% to 16.79%
0% to 5.9%
38.8% to 100%
0% to 61.2%
0.1 to 6.1
$50,000 to $2,500,000

6. Borrowings
Our operating partnership and certain of its Delaware statutory trust and/or limited liability company subsidiaries, as applicable, have entered into master
repurchase agreements and loan agreements to finance the acquisition and ownership of the SFR properties, other REO properties and the remaining
mortgage loans in our portfolio. We have effective control of the assets associated with these agreements and therefore have concluded these are financing
arrangements.
We pay interest on all of our borrowings as well as certain other customary fees, administrative costs and expenses each month. As of June 30, 2019, the
average annualized interest rate on borrowings under our repurchase and loan agreements was 4.42%, excluding amortization of deferred debt issuance costs
and loan discounts.
13
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The following table sets forth data with respect to our repurchase and loan agreements as of June 30, 2019 and December 31, 2018 ($ in thousands):
Maximum
Borrowing
Capacity

Amount
Outstanding

Maturity Date

Interest Rate

CS Repurchase Agreement

11/15/2019

1-month LIBOR + 2.30%

Nomura Loan Agreement

4/3/2020

1-month LIBOR + 2.30%

HOME II Loan Agreement

11/9/2019

(1)

1-month LIBOR + 2.10%

HOME III Loan Agreement

11/9/2019

(1)

1-month LIBOR + 2.10%

HOME IV Loan Agreement (A)

12/9/2022

HOME IV Loan Agreement (B)

12/9/2022

Term Loan Agreement

Amount of
Available
Funding

Book Value of
Collateral

June 30, 2019
$

88,160

$

250,000

$

161,840

$

90,723

36,294

250,000

213,706

(2)

83,270

83,270

—

99,185

(2)

89,150

89,150

—

110,134

4.00%

114,201

114,201

—

143,787

4.00%

114,590

114,590

—

144,585

4/6/2022

5.00%

99,782

99,782

—

112,211

FYR SFR Loan Agreement

9/1/2028

4.65%

508,700

508,700

—

577,710

MS Loan Agreement

12/7/2023

1-month LIBOR + 1.80%

504,986

504,986

—

(3)

1,639,133
Less: unamortized loan discounts

(4,263)

Less: deferred debt issuance costs

(10,670)
$

1,624,200

$

193,654

$

2,014,679

$

$

250,000

$

41,867

601,199

375,546

$

1,921,401

56,346

$

224,934

December 31, 2018
CS Repurchase Agreement

11/15/2019

1-month LIBOR + 3.00%

Nomura Loan Agreement

4/5/2020

1-month LIBOR + 3.00%

30,497

250,000

219,503

48,388

HOME II Loan Agreement

11/9/2019

1-month LIBOR + 2.10%

83,270

83,270

—

100,461

HOME III Loan Agreement

11/9/2019

1-month LIBOR + 2.10%

89,150

89,150

—

111,542

HOME IV Loan Agreement (A)

12/9/2022

4.00%

114,201

114,201

—

145,461

HOME IV Loan Agreement (B)

12/9/2022

4.00%

114,590

114,590

—

146,479

Term Loan Agreement

4/6/2022

5.00%

100,000

100,000

—

114,401

FYR SFR Loan Agreement

9/1/2028

4.65%

508,700

508,700

—

585,563

MS Loan Agreement

12/7/2023

1-month LIBOR + 1.80%

504,986

504,986

—

1,739,048
Less: unamortized loan discounts

(4,896)

Less: deferred debt issuance costs

(11,933)
$

$

2,014,897

$

1,722,219

_____________
(1) Represents initial maturity date. We have the option to extend the maturity date for up to three successive one-year extensions.
(2) The interest rate is capped at 4.40% under an interest rate cap derivative. See Note 11.
(3) The interest rate is capped at 4.30% under an interest rate cap derivative. See Note 11.
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Additional details regarding the above repurchase and loan agreements are as follows:
CS Repurchase Agreement
Credit Suisse AG (“CS”) is the lender on the repurchase agreement entered into on March 22, 2013, (the “CS Repurchase Agreement”), which has been
amended on several occasions. Under the terms of the CS Repurchase Agreement, as collateral for the funds drawn thereunder, subject to certain conditions,
our operating partnership and/or one or more of our limited liability company subsidiaries will sell to the lender equity interests in the Delaware statutory
trust subsidiary that owns the applicable underlying mortgage or REO assets on our behalf, or the trust will directly sell such underlying mortgage assets. We
may be required to repay a portion of the amounts outstanding under the CS Repurchase Agreement should the loan-to-value ratio of the funded collateral
decline. The price paid by the lender for each mortgage or REO asset we finance under the CS Repurchase Agreement is based on a percentage of the market
value of the mortgage or REO asset and, in the case of mortgage assets, may depend on its delinquency status. With respect to funds drawn under the CS
Repurchase Agreement, our applicable subsidiary is required to pay the lender interest monthly and certain other customary fees, administrative costs and
expenses to maintain and administer the CS Repurchase Agreement. We do not collateralize any of our repurchase facilities with cash. The CS Repurchase
Agreement contains customary events of default and is fully guaranteed by us.
Nomura Loan Agreement
Nomura Corporate Funding Americas, LLC (“Nomura”) is the lender under a loan agreement dated April 10, 2015 (the “Nomura Loan Agreement”), which
has been amended on several occasions. As of June 30, 2019, the maximum funding capacity of the Nomura Loan Agreement was $250.0 million, all of
which is uncommitted but available to us subject to our meeting certain eligibility requirements.
Under the terms of the Nomura Loan Agreement, subject to certain conditions, Nomura may advance funds to us from time to time, with such advances
collateralized by SFR properties and other REO properties. The advances paid under the Nomura Loan Agreement with respect to the applicable properties
from time to time will be based on a percentage of the market value of the properties. We may be required to repay a portion of the amounts outstanding
under the Nomura Loan Agreement should the loan-to-value ratio of the funded collateral decline.
The Nomura Loan Agreement contains events of default (subject to certain materiality thresholds and grace periods), including payment defaults, breaches of
covenants and/or certain representations and warranties, cross-defaults, certain material adverse changes, bankruptcy or insolvency proceedings and other
events of default customary for this type of transaction. The remedies for such events of default are also customary for this type of transaction and include the
acceleration of the principal amount outstanding under the Nomura Loan Agreement and the liquidation by Nomura of the SFR and REO properties then
subject thereto. The Nomura Loan Agreement is fully guaranteed by us.
Seller Financing Arrangements
We have entered into the following facilities, each of which were initially seller financing arrangements:
•

In connection with the seller financing related to the an acquisition of SFR properties on March 30, 2017, our wholly owned subsidiary, HOME SFR
Borrower II, LLC (“HOME Borrower II”), entered into the HOME II Loan Agreement with entities sponsored by Amherst Holdings, LLC (“Amherst”).
On November 13, 2017, HOME Borrower II entered into an amended and restated loan agreement, which was acquired by Metropolitan Life
Insurance Company (“MetLife”). HOME Borrower II has the option to extend the HOME II Loan Agreement beyond the initial maturity date for
three successive one-year extensions, provided, among other things, that there is no event of default under the HOME II Loan Agreement on each
maturity date. The HOME II Loan Agreement is cross-defaulted and cross-collateralized with the HOME III Loan Agreement.

•

In connection with the seller financing related to an acquisition of SFR properties on June 29, 2017, our wholly owned subsidiary, HOME SFR
Borrower III, LLC (“HOME Borrower III”), entered into the HOME III Loan Agreement with entities sponsored by Amherst. On November 13, 2017,
HOME Borrower III entered into an amended and restated loan agreement, which was acquired by MetLife. HOME Borrower III has the option to
extend the HOME III Loan Agreement beyond the initial maturity date for three successive one-year extensions, provided, among other things, that
there is no event of default under the HOME III Loan Agreement on each maturity date. The HOME III Loan Agreement is also cross-defaulted and
cross-collateralized with the HOME II Loan Agreement.
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•

In connection with the seller financing related to an acquisition of SFR properties on November 29, 2017, our wholly owned subsidiary, HOME SFR
Borrower IV, LLC (“HOME Borrower IV”), entered into two separate loan agreements with entities sponsored by Amherst (collectively, the “HOME
IV Loan Agreements”). The HOME IV Loan Agreements were acquired by MetLife on November 29, 2017.

Under the terms of the HOME II Loan Agreement, the HOME III Loan Agreement and the HOME IV Loan Agreements, each of the facilities are non-recourse
to us and are secured by a lien on the membership interests of HOME Borrower II, HOME Borrower III, HOME Borrower IV and the acquired properties and
other assets of each entity, respectively. The assets of each entity are the primary source of repayment and interest on their respective loan agreements,
thereby making the cash proceeds of rent payments and any sales of the acquired properties the primary sources of the payment of interest and principal by
each entity to the respective lenders.
Each loan agreement also includes customary events of default, the occurrence of which would allow the respective lenders to accelerate payment of all
amounts outstanding thereunder. We have limited indemnification obligations for wrongful acts taken by HOME Borrower II, HOME Borrower III or HOME
Borrower IV under their respective loan agreements in connection with the secured collateral. Even though the HOME II Loan Agreement, the HOME III
Loan Agreement and the HOME IV Loan Agreements are non-recourse to us and all of our subsidiaries other than the entities party to the respective loan
agreements, we have agreed to limited bad act indemnification obligations to the respective lenders for the payment of (i) certain losses arising out of certain
bad or wrongful acts of our subsidiaries that are party to the respective loan agreements and (ii) the principal amount of each of the facilities and all other
obligations thereunder in the event we cause certain voluntary bankruptcy events of the respective subsidiaries party to the loan agreements. Any of such
liabilities could have a material adverse effect on our results of operations and/or our financial condition.
Term Loan Agreement
On April 6, 2017, RESI TL1 Borrower, LLC (“TL1 Borrower”), our wholly owned subsidiary, entered into a credit and security agreement (the “Term Loan
Agreement”) with American Money Management Corporation, as agent, on behalf of Great American Life Insurance Company and Great American Insurance
Company as initial lenders, and each other lender added from time to time as a party to the Term Loan Agreement. We may be required to make prepayments
of a portion of the amounts outstanding under the Term Loan Agreement under certain circumstances, including certain levels of declines in collateral value.
The Term Loan Agreement includes customary events of default, the occurrence of which would allow the lenders to accelerate payment of all amounts
outstanding thereunder. The Term Loan Agreement is non-recourse to us and is secured by a lien on the membership interests of TL1 Borrower and the
properties and other assets of TL1 Borrower. The assets of TL1 Borrower are the primary source of repayment and interest on the Term Loan Agreement,
thereby making the cash proceeds received by TL1 Borrower from rent payments and any sales of the underlying properties the primary sources of the
payment of interest and principal by TL1 Borrower to the lenders. We have limited indemnification obligations for wrongful acts taken by TL1 Borrower and
RESI TL1 Pledgor, LLC, the sole member of TL1 Borrower, in connection with the secured collateral for the Term Loan Agreement.
FYR SFR Loan Agreement
On August 8, 2018, FYR SFR Borrower, LLC (“FYR SFR Borrower”), our wholly owned subsidiary, entered into loan agreement (the “FYR SFR Loan
Agreement”) with Berkadia Commercial Mortgage LLC, as lender (“Berkadia”) secured by 2,798 properties acquired on August 8, 2018 (the “RHA Acquired
Properties”) as well as 2,015 other properties already owned by us and previously financed on our existing warehouse facilities with other lenders (together,
the “FYR SFR Collateral Properties”). The FYR SFR Loan Agreement was originated as part of the Federal Home Loan Mortgage Corporation’s (“Freddie
Mac”) single-family rental pilot program and has been purchased from Berkadia by Freddie Mac. The FYR SFR Loan Agreement contains customary events
of default and is secured by the equity interests of FYR SFR Borrower and mortgages on the collateral properties. In connection with the FYR SFR Loan
Agreement, we maintained $7.6 million and $2.9 million in escrow for future payments of property taxes and repairs and maintenance as of June 30, 2019 and
December 31, 2018, respectively.
MS Loan Agreement
On December 7, 2018, our wholly owned subsidiary, HOME SFR Borrower, LLC (“HOME Borrower”), entered into a loan agreement (the “MS Loan
Agreement”) with Morgan Stanley Bank, N.A. (“Morgan Stanley”) and such other persons that may
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from time to time become a party to the MS Loan as lenders. The MS Loan Agreement can be prepaid without penalty at any time after December 7, 2021.
The MS Loan Agreement contains customary events of default and is secured by the equity interests in HOME Borrower and mortgages on its 4,262 SFR
properties. In connection with the MS Loan Agreement, we maintained $9.2 million and $8.2 million in escrow for future payments of property taxes,
insurance, HOA dues and repairs and maintenance as of June 30, 2019 and December 31, 2018, respectively.
Compliance with covenants
Our repurchase and loan agreements require us and certain of our subsidiaries to maintain various financial and other covenants customary to these types of
indebtedness. The covenants of each facility may include, without limitation, the following:
•
•
•
•
•
•
•
•

reporting requirements to the agent or lender,
minimum adjusted tangible net worth requirements,
minimum net asset requirements,
limitations on the indebtedness,
minimum levels of liquidity, including specified levels of unrestricted cash,
limitations on sales and dispositions of properties collateralizing certain of the loan agreements,
various restrictions on the use of cash generated by the operations of properties, and
a minimum fixed charge coverage ratio.

We are currently in compliance with the covenants and other requirements with respect to the repurchase and loan agreements.
Counterparty risk
We monitor our lending partners’ ability to perform under the repurchase and loan agreements, including the obligation of lenders under repurchase
agreements to resell the same assets back to us at the end of the term of the transaction, and have concluded there is currently no reason to doubt that they
will continue to perform under the repurchase and loan agreements as contractually obligated.
Reliance on financing arrangements
Our business model relies to a significant degree on both short-term financing and longer duration asset-backed financing arrangements, and we generally do
not carry sufficient liquid funds to retire any of our short-term obligations upon their maturity. Prior to or upon such short-term maturities, management
generally expects to (1) refinance the remaining outstanding short-term facilities, obtain additional financing or replace the short-term facilities with longerterm facilities and (2) continue to liquidate certain non-core real estate and mortgage loan assets, which will generate cash to reduce the related financing. We
are in continuous dialogue with our lenders, and we are currently not aware of any circumstances that would adversely affect our ability to complete such
refinancings. We believe we will be successful in our efforts to refinance or obtain additional financing based on our recent success in renewing our
outstanding facilities and obtaining additional financing with new counterparties and our ongoing relationships with lenders.
7. Leases
Front Yard as Lessor
Our primary business is to lease single-family homes to families throughout the United States. Our leases to tenants generally have a term of one year with
potential extensions, including month-to-month leases after the initial term. These leases are classified as operating leases.
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Future contractual rents for the 13,498 properties that were leased as of June 30, 2019 are as follows ($ in thousands):
2019 (1)
2020
2021
2022
2023
Thereafter

$

71,865
35,069
1,343
60
—
—

$

108,337

_____________
(1) Excludes the six months ended June 30, 2019.
Front Yard as Lessee
We lease office space and automobiles throughout the United States to support our property management function. We include lease right-of-use assets as a
component of prepaid assets and other expenses, and we include lease liabilities as a component of accounts payable and accrued liabilities.
Operating Leases
Our office leases, which are operating leases, are generally for terms of one to five years and generally include renewal options, which we include in
determining our lease right-of-use assets and lease liabilities to the extent that a renewal option is reasonably certain of being exercised. We do not record
lease right-of-use assets or lease liabilities for leases with an initial maturity of one year or less. Along with rents, we are generally required to pay common
area maintenance, taxes and insurance, each of which vary from period to period and are therefore expensed as incurred. As of June 30, 2019, we applied a
weighted average discount rate of 4.68% to our office leases. We determine the discount rate for each lease to be either the discount rate stated in the lease
agreement or the rate that we would be charged to finance real estate assets. Our weighted average remaining lease term was 2.3 years.
During the three and six months ended June 30, 2019, our operating leases resulted in rent expense of $0.1 million and $0.3 million, respectively, related to
long-term leases and a nominal amount related to short-term leases as well as a nominal amount of common area maintenance expense, which is allocated
amongst property management expenses and general and administrative expenses. At June 30, 2019, we had operating lease right-of-use assets of $1.2
million.
The following table presents a maturity analysis of our operating leases as of June 30, 2019 ($ in thousands):
Operating Lease Liabilities
2019 (1)
2020
2021
2022
2023
Thereafter

$

Total lease payments
Less: interest
Lease liabilities $
_____________
(1) Excludes the six months ended June 30, 2019.
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239
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—
—
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66
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Finance Leases
Our vehicle leases, which are finance leases, are each for an initial term of 36 months with the option to renew on a month-to-month basis. In determining our
lease right-of-use assets and lease liabilities, we include such future month-to-month extensions based on our historical average period of use for our vehicles.
We have elected to combine the lease and non-lease components, which relate primarily to maintenance services. At June 30, 2019, the weighted average
discount rate applied to our vehicle leases was 7.6% based on the rates implied in the individual lease agreements and our weighted average remaining lease
term was 3.8 years.
During the three and six months ended June 30, 2019, our finance leases resulted in $0.2 million and $0.3 million, respectively, of amortization of our lease
right-of-use assets, which we include as a component of residential property operating expense, property management expenses, general and administrative
expenses, and a nominal amount of interest expense from our lease liabilities. At June 30, 2019, we had finance lease right-of-use assets of $3.3 million.
The following table presents a maturity analysis of our finance leases as of June 30, 2019 ($ in thousands):
Finance Lease Liabilities
2019 (1)
2020
2021
2022
2023
Thereafter

$

Total lease payments
Less: interest
Lease liabilities $
_____________
(1) Excludes the six months ended June 30, 2019.
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8. Commitments and Contingencies
Litigation, claims and assessments
Information regarding reportable legal proceedings is contained in the “Commitments and Contingencies” note in the financial statements provided in our
Annual Report on Form 10-K for the year ended December 31, 2018. We establish reserves for specific legal proceedings when we determine that the
likelihood of an unfavorable outcome is probable and the amount of loss can be reasonably estimated. We do not currently have any reserves for our legal
proceedings. The following updates and restates the description of the previously reported Martin v Altisource Residential Corporation et al. matter:
Martin v. Altisource Residential Corporation et al.
On March 27, 2015, a putative shareholder class action complaint was filed in the United States District Court of the Virgin Islands by a purported
shareholder of the Company under the caption Martin v. Altisource Residential Corporation, et al., 15-cv-00024. The action names as Defendants the
Company, our former Chairman, William C. Erbey, and certain officers and a former officer of the Company and alleges that the Defendants violated federal
securities laws by, among other things, making materially false statements and/or failing to disclose material information to the Company's shareholders
regarding the Company's relationship and transactions with AAMC, Ocwen Financial Corporation (“Ocwen”) and Home Loan Servicing Solutions, Ltd.
These alleged misstatements and omissions include allegations that the Defendants failed to adequately disclose the Company's reliance on Ocwen and the
risks relating to its relationship with Ocwen, including that Ocwen was not properly servicing and selling loans, that Ocwen was under investigation by
regulators for violating state and federal laws regarding servicing of loans and Ocwen’s lack of proper internal controls. The complaint also contains
allegations that certain of the Company's disclosure documents were false and misleading because they failed to disclose fully the entire details of a certain
asset management agreement between the Company and AAMC that allegedly benefited AAMC to the detriment of the Company's shareholders. The action
seeks, among other things, an award of monetary damages to the putative class in an unspecified amount and an award of attorney’s and other fees and
expenses.
In May 2015, two of our purported shareholders filed competing motions with the court to be appointed Lead Plaintiff and for selection of lead counsel in the
action. Subsequently, opposition and reply briefs were filed by the purported shareholders with respect to these motions. On October 7, 2015, the court
entered an order granting the motion of Lei Shi to be Lead Plaintiff and denying the other motion to be Lead Plaintiff.
On January 23, 2016, the Lead Plaintiff filed an amended complaint.
On March 22, 2016, Defendants filed a motion to dismiss all claims in the action. The Plaintiff filed opposition papers on May 20, 2016, and the Defendants
filed a reply brief in support of the motion to dismiss the amended complaint on July 11, 2016.
On November 14, 2016, the Martin case was reassigned to Judge Anne E. Thompson of the United States District Court of New Jersey. In a hearing on
December 19, 2016, the parties made oral arguments on the motion to dismiss, and on March 16, 2017 the Court issued an order that the motion to dismiss
had been denied. On April 17, 2017, the Defendants filed a motion for reconsideration of the Court’s decision to deny the motion to dismiss. On April 21,
2017, the Defendants filed their answer and affirmative defenses. Plaintiff filed an opposition to Defendants’ motion for reconsideration on May 8, 2017. On
May 30, 2017, the Court issued an order that the motion for reconsideration had been denied. Shortly thereafter, discovery commenced.
On October 10, 2018, the Lead Plaintiff filed a second amended complaint, which added a second Lead Plaintiff to the case. The allegations and causes of
action asserted by the Plaintiffs were virtually identical to the prior complaint, except that they added what the Plaintiffs claimed was additional detail in
support of their allegations.
On December 7, 2018, the Defendants moved to dismiss the second amended complaint in its entirety. Plaintiffs filed their opposition to the motion on
December 31, 2018, and Defendants filed their reply brief on January 24, 2019. On February 21, 2019, Judge Thompson issued an order that granted
Defendants’ motion and dismissed the second amended complaint in its entirety.
On February 26, 2019, the Court granted Plaintiffs’ request for leave to file a Third Amended Complaint within 14 days. On March 12, 2019, Plaintiffs filed
their Third Amended Complaint, and on April 12, 2019, Defendants moved to dismiss the Third Amended and Restated Complaint in its entirety. Plaintiffs
filed their opposition to the motion to dismiss on May 13, 2019, and Defendants filed their reply in support of the motion on May 31, 2019. On June 12,
2019, Judge Thompson issued an Order granting in part and denying in part Defendants’ motion to dismiss the Third Amended Complaint. Specifically,
Judge
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Thompson granted Defendants’ motion to dismiss any alleged misrepresentation made after each Plaintiff’s final purchase of securities. Judge Thompson
denied Defendants’ motion to dismiss on the remaining grounds.
On June 26, 2019, Defendants filed a motion to certify interlocutory appeal to the Third Circuit of Judge Thompson’s Order granting in part and denying in
part Defendants’ motion to dismiss the Third Amended Complaint. Plaintiffs filed their opposition to the motion on July 10, 2019 and Defendants’ reply in
support of the motion was filed on July 24, 2019.
Separately, on July 5, 2019, Judge Thompson accepted the case schedule proposed by the parties. Discovery is ongoing. The deadline for the completion of
fact discovery is November 8, 2019, the deadline for the completion of expert discovery is January 30, 2020, and the deadline to submit dispositive motions
is February 27, 2020.
We believe this complaint is without merit. At this time, we are not able to predict the ultimate outcome of this matter, nor can we estimate the range of
possible loss, if any.
Potential purchase price adjustments of certain acquired properties
Certain of the properties we acquired on November 29, 2017 are subject to potential purchase price adjustments in accordance with the related purchase and
sale agreement, which may result in an upward or downward adjustment of up to 10% of the purchase price related to the affected properties. The purchase
price adjustment will be determined based on the rental rates achieved for the properties within 24 months after the closing date. We currently do not expect
to recognize a material purchase price adjustment related to these properties.
9. Related-Party Transactions
Terms of the Amended AMA
Front Yard and AAMC entered into an amended and restated asset management agreement (the “Amended AMA”) on May 7, 2019 (the “Effective Date”).
The Amended AMA amends and restates, in its entirety, the asset management agreement previously entered into on March 31, 2015, as amended on April 7,
2015. The Amended AMA has an initial term of five years and will renew automatically each year thereafter for an additional one-year term, subject in each
case to the termination provisions further described below.
Management Fees
The Amended AMA provides for the following management fee structure, which is subject to certain performance thresholds and an Aggregate Fee Cap (as
described below):
•

Base Management Fee. Front Yard will pay a quarterly base management fee (the “Base Management Fee”) to AAMC as follows:
◦

Initially, commencing on the Effective Date and until the Reset Date (as defined below), the quarterly Base Management Fee will be (i)
$3,584,000 (the “Minimum Base Fee”) plus (ii) an additional amount (the “Additional Base Fee”), if any, of 50% of the amount by which Front
Yard's per share Adjusted AFFO (as defined in the Amended AMA) for the quarter exceeds $0.15 per share (provided that the Base Management
Fee for any calendar quarter prior to the Reset Date cannot be less than the Minimum Base Fee or greater than $5,250,000). Beginning in 2021,
the Base Management Fee may be reduced, but not below the Minimum Base Fee, in the fourth quarter of each year by the amount that Front
Yard's AFFO (as defined below) on a per share basis is less than an aggregate of $0.60 for the applicable calendar year (the “AFFO Adjustment
Amount”); and

◦

Thereafter, commencing in the first quarter after which the quarterly Base Management Fee first reaches $5,250,000 (the “Reset Date”), the Base
Management Fee will be 25% of the sum of (i) the applicable Annual Base Fee Floor plus (ii) the amount calculated by multiplying the
applicable Manager Base Fee Percentage by the amount, if any, that Front Yard's Gross Real Estate Assets (as defined below) exceeds the
applicable Gross Real Estate Assets Floor (in each case of the foregoing clauses (i) and (ii), as set forth in the table below), minus (iii) solely in
the case of the fourth quarter of a calendar year, the AFFO Adjustment Amount (if any); provided, that the Base Management Fee for any
calendar quarter shall not be less than the Minimum Base Fee.
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Gross Real Estate Assets (1)

Annual Base Fee Floor

Manager Base Fee
Percentage

Gross Real Estate Assets
Floor

Up to $2,750,000,000
$21,000,000
0.325%
$2,250,000,000
$2,750,000,000 –
$3,250,000,000
$22,625,000
0.275%
$2,750,000,000
$3,250,000,000 –
$4,000,000,000
$24,000,000
0.250%
$3,250,000,000
$4,000,000,000 –
$5,000,000,000
$25,875,000
0.175%
$4,000,000,000
$5,000,000,000 –
$6,000,000,000
$27,625,000
0.125%
$5,000,000,000
$6,000,000,000 –
$7,000,000,000
$28,875,000
0.100%
$6,000,000,000
Thereafter
$29,875,000
0.050%
$7,000,000,000
_______________
(1) Gross Real Estate Assets is generally defined as the aggregate book value of all residential real estate assets owned by Front Yard and its
subsidiaries before reserves for depreciation, impairment or other non-cash reserves as computed in accordance with GAAP.
In determining the Base Management Fee, “AFFO” is generally calculated as GAAP net income (or loss) adjusted for (i) gains or losses from debt
restructuring and sales of property; (ii) depreciation, amortization and impairment on residential real estate assets; (iii) unconsolidated
partnerships and joint ventures; (iv) acquisition and related expenses, equity based compensation expenses and other non-recurring or non-cash
items; (v) recurring capital expenditures on all real estate assets and (vi) the cost of leasing commissions.
For any partial quarter during the term of the Amended AMA, the Base Management Fee is subject to proration based on the number of calendar
days under the Amended AMA in such period.
•

Incentive Fee. AAMC may earn an annual Incentive Fee to the extent that Front Yard's AFFO exceeds certain performance thresholds. The annual
Incentive Fee, if any, shall be an amount equal to 20% of the amount by which Front Yard's AFFO for the calendar year (after the deduction of Base
Management Fees but prior to the deduction of Incentive Fees) exceeds 5% of Gross Shareholder Equity (as defined below).
In each calendar year, the Incentive Fee will be limited to the extent that any portion of the Incentive Fee for such calendar year (after taking into
account any AFFO Adjustment Amount and the payment of the Incentive Fee) would cause the AFFO per share for such calendar year to be less than
$0.60 (the “Incentive Fee Adjustment”). For any partial calendar year under the Amended AMA, the Incentive Fee amount (and Incentive Fee
Adjustment, if any) for that partial calendar year is subject to proration based on the number of calendar days of the year that the Amended AMA is
in effect.
Gross Shareholder Equity for purposes of the Amended AMA is generally defined as the arithmetic average of all shareholder equity as computed in
accordance with GAAP and adding back all accumulated depreciation and changes due to non-cash valuations (including those recorded as a
component of accumulated other comprehensive income) and other non-cash adjustments, in each case, as of the first day of such calendar year, the
first day of each of the second, third and fourth calendar quarters of such calendar year and the first day of the succeeding calendar year.
Front Yard has the flexibility to pay up to 25% of the annual Incentive Fee to AAMC in shares of its common stock, subject to certain conditions
specified in the Amended AMA.

Aggregate Fee Cap
The aggregate amount of the Base Management Fees and Incentive Fees payable to AAMC in any calendar year cannot exceed the “Aggregate Fee Cap,”
which is generally defined as follows:
•

For any calendar year in which average Gross Real Estate Assets is less than $2,250,000,000, the aggregate fees payable to AAMC shall not exceed
$21,000,000; or
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•

For any calendar year in which average Gross Real Estate Assets exceeds $2,250,000,000, the aggregate fees payable to AAMC shall not exceed the
sum of (i) the applicable Aggregate Fee Floor plus (ii) the amount calculated by multiplying the applicable Aggregate Fee Percentage by the
amount, if any, by which average Gross Real Estate Assets exceed the applicable Gross Real Estate Assets Floor, in each case as set forth in the table
below.
Gross Real Estate Assets
$2,250,000,000 –
$2,750,000,000
$2,750,000,000 –
$3,250,000,000
$3,250,000,000 –
$4,000,000,000
$4,000,000,000 –
$5,000,000,000
$5,000,000,000 –
$6,000,000,000
$6,000,000,000 –
$7,000,000,000
Thereafter

Aggregate Fee Floor

Aggregate Fee Percentage

Gross Real Estate Assets Floor

$21,000,000

0.650%

$2,250,000,000

$24,250,000

0.600%

$2,750,000,000

$27,250,000

0.500%

$3,250,000,000

$31,000,000

0.450%

$4,000,000,000

$35,500,000

0.250%

$5,000,000,000

$38,000,000
$39,250,000

0.125%
0.100%

$6,000,000,000
$7,000,000,000

Expenses and Expense Budget
AAMC is responsible for all of its own costs and expenses other than the expenses related to compensation of Front Yard’s dedicated general counsel. Front
Yard and its subsidiaries pay their own costs and expenses, and, to the extent such Front Yard expenses are initially paid by AAMC, Front Yard is required to
reimburse AAMC for such reasonable costs and expenses.
Termination Provisions
The Amended AMA may be terminated without cause (i) by Front Yard for any reason, or no reason, or (ii) by Front Yard or AAMC in connection with the
expiration of the initial term or any renewal term, in either case with 180 days' prior written notice. If the Amended AMA is terminated by Front Yard without
cause or in connection with the expiration of the initial term or any renewal term, Front Yard shall pay a termination fee (the “Termination Fee”) to AAMC in
an amount generally equal to three times the arithmetical mean of the aggregate fees actually paid or payable with respect to each of the three immediately
preceding completed calendar years (including any such prior years that may have occurred prior to the Effective Date). Upon any such termination by Front
Yard, Front Yard shall have the right, at its option, to license certain intellectual property and technology assets from AAMC.
If the Termination Fee becomes payable (except in connection with a termination by AAMC for cause, which would require the payment of the entire
Termination Fee in cash), at least 50% of the Termination Fee must be paid in cash on the termination date and the remainder of the Termination Fee may be
paid, at Front Yard’s option, either in cash or, subject to certain conditions specified in the Amended AMA, in Front Yard common stock in up to 3 equal
quarterly installments (without interest) on each of the six-, nine- and twelve-month anniversaries of the termination date until the Termination Fee has been
paid in full.
Front Yard may also terminate the Amended AMA, without the payment of a Termination Fee, upon a change of control of AAMC as described in the
Amended AMA and “for cause” upon the occurrence of certain events including, without limitation, a final judgment that AAMC or any of its agents,
assignees or controlled affiliates has committed a felony or materially violated securities laws; AAMC’s bankruptcy; the liquidation or dissolution of AAMC;
a court determination that AAMC has committed fraud or embezzled funds from Front Yard; a failure of Front Yard to qualify as a REIT as a result of any
action or inaction of AAMC; an uncured material breach of a material provision of the Amended AMA; or receipt of certain qualified opinions from AAMC
or Front Yard's independent public accounting firm that (i) with respect to such opinions relating to AAMC, are reasonably expected to materially adversely
affect either AAMC’s ability to perform under the Amended AMA or Front Yard, or (ii) with respect to such opinions relating to Front Yard, such opinions are
a result of AAMC's actions or inaction; in each case, subject to the exceptions and conditions set forth in the Amended AMA. AAMC may terminate the
Amended AMA upon an uncured default by Front Yard under the Amended AMA and receive the Termination Fee. A termination “for cause” may be
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effected by Front Yard with 30 days' written notice or by AAMC with 60 days' written notice. Upon any termination by Front Yard “for cause,” Front Yard
shall have the right, at its option, to license certain intellectual property and technology assets from AAMC.
Transition Following Termination
Following any termination of the Amended AMA, AAMC is required to cooperate in executing an orderly transition to a new manager or otherwise in
accordance with Front Yard’s direction including by providing transition services as requested by Front Yard for up to one (1) year after termination or such
longer period as may be mutually agreed (including by assisting Front Yard with the recruiting, hiring and/or training of new replacement employees) at cost
(but not more than the Base Management Fee at the time of termination).
If the Amended AMA with AAMC were terminated, our financial position and future prospects for revenues and growth could be materially adversely
affected.
Terms of the Former AMA with AAMC
On March 31, 2015, we entered into an asset management agreement (the “Former AMA”) with AAMC. The Former AMA, which became effective on April 1,
2015, provided for a management fee structure as follows:
•

Base Management Fee. AAMC was entitled to a quarterly base management fee equal to 1.5% of the product of (i) our average invested capital (as
defined in the Former AMA) for the quarter multiplied by (ii) 0.25, while we had fewer than 2,500 SFR properties actually rented (“Rental
Properties”). The base management fee percentage increased to 1.75% of invested capital while we had between 2,500 and 4,499 Rental Properties
and increased to 2.0% of invested capital while we had 4,500 or more Rental Properties;

•

Incentive Management Fee. AAMC was entitled to a quarterly incentive management fee equal to 20% of the amount by which our return on
invested capital (based on AFFO defined as our net income attributable to holders of common stock calculated in accordance with GAAP plus real
estate depreciation expense minus recurring capital expenditures on all of our real estate assets owned) exceeded an annual hurdle return rate of
between 7.0% and 8.25% (or 1.75% and 2.06% per quarter), depending on the 10-year treasury rate. To the extent that we had an aggregate shortfall
in the return rate over the previous seven quarters, that aggregate return rate shortfall was added to the normal quarterly return hurdle for the next
quarter before AAMC was entitled to an incentive management fee. The incentive management fee increased to 22.5% while we had between 2,500
and 4,499 Rental Properties and increased to 25% while we had 4,500 or more Rental Properties. No incentive management fee under the Former
AMA has been payable to AAMC because our return on invested capital (as defined in the Former AMA) did not exceed the cumulative required
hurdle rate; and

•

Conversion Fee. AAMC was entitled to a quarterly conversion fee equal to 1.5% of the market value of the SFR homes leased by us for the first time
during the applicable quarter.

Because we had more than 4,500 Rental Properties, AAMC was entitled to receive a base management fee of 2.0% of our invested capital and a potential
incentive management fee percentage of 25% of the amount by which we exceeded our then-required return on invested capital threshold.
Under the Former AMA, we reimbursed AAMC for the compensation and benefits of the General Counsel dedicated to us and certain other out-of-pocket
expenses incurred by AAMC on our behalf.
The Former AMA required that AAMC continue to serve as our exclusive asset manager for an initial term of 15 years from April 1, 2015, with two potential
five-year extensions, subject to our achieving an average annual return on invested capital of at least 7.0%. Neither party was entitled to terminate the Former
AMA prior to the end of the initial term, or each renewal term, other than termination by (a) us and/or AAMC “for cause” for certain events such as a material
breach of the Former AMA and failure to cure such breach, (b) us for certain other reasons such as our failure to achieve a return on invested capital of at least
7.0% for two consecutive fiscal years after the third anniversary of the Former AMA and (c) us in connection with certain change of control events.
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Summary of related-party transactions
The following table presents our significant transactions with AAMC, which is a related party, for the periods indicated ($ in thousands):
Three months ended June 30,
2019

2018

Base management fees (1)
$
3,556 $
3,644 $
Conversion fees (1)
—
53
Expense reimbursements (2)
342
219
______________
(1) Included in management fees to AAMC in the condensed consolidated statements of operations.
(2) Included in general and administrative expenses in the condensed consolidated statements of operations.

Six months ended June 30,
2019

2018
7,102
29
670

$

7,371
116
481

10. Share-Based Payments
Equity Incentive Plan
Our non-management directors each received annual grants of restricted stock units. These restricted stock units are eligible for settlement in the number of
shares of our common stock having a fair market value of $75,000 on the date of grant. Subject to accelerated vesting in limited circumstances, the restricted
stock units vest on the earlier of the first anniversary of the date of grant or the next annual meeting of stockholders, with distribution mandatorily deferred
for an additional two years thereafter until the third anniversary of grant (subject to earlier distribution or forfeiture upon the respective director’s separation
from the Board of Directors). The awards were issued together with dividend equivalent rights. In respect of dividends paid to our stockholders prior to the
vesting date, dividend equivalent rights accumulate and are expected to be paid in a lump sum in cash following the vesting date, contingent on the vesting
of the underlying award. During any period thereafter when the award is vested but remains subject to settlement, dividend equivalent rights are expected to
be paid in cash on the same timeline as underlying dividends are paid to our stockholders.
During the six months ended June 30, 2018, we granted an aggregate of 35,984 restricted stock units, respectively, with a weighted average grant date fair
value of $10.64 per share. In addition, upon the departure of one of the members of our Board of Directors on March 26, 2018, 3,495 of previously issued
restricted stock units vested and 701 restricted stock units were forfeited, in each case with a grant date fair value of $14.30.
We have also made grants of restricted stock units and stock options to certain employees of AAMC with service-based or market-based vesting criteria. Our
service-based awards vest in equal annual installments on each of the first three anniversaries of the grant date, subject to acceleration or forfeiture. Our
market-based awards vest in three equal annual installments on the first, second and third anniversary of the later of (i) the date of the award and (ii) the date
of the satisfaction of certain performance criteria, subject to acceleration or forfeiture. The performance criteria is satisfied on the date on which the sum of (a)
the average price per share for the consecutive 20-trading-day period ending on such date plus (b) the amount of all reinvested dividends, calculated on a pershare basis from the date of grant through such date, shall equal or exceed 125% of the price per share on the date of grant (the “Performance Goal”); provided
however that the Performance Goal must be attained no later than the fourth anniversary of the grant date. In the event that the Performance Goal is not
attained prior to the fourth anniversary of the grant date, the market-based awards shall expire.
On March 29, 2019, we granted an aggregate of 419,657 service-based restricted stock units and 280,320 market-based restricted stock units to certain of our
employees and employees of AAMC with a weighted average grant date fair value of $9.27 per share and $7.39 per share, respectively.
We recorded $1.8 million and $2.9 million of share-based compensation expense for the three and six months ended June 30, 2019, respectively, and we
recorded $1.1 million and $0.7 million for the three and six months ended June 30, 2018, respectively. As of June 30, 2019 and December 31, 2018, we had
$7.1 million and $4.1 million, respectively, of unrecognized share-based compensation cost remaining with respect to awards granted under the Equity
Incentive Plan to be recognized over a weighted average remaining estimated term of 1.2 years and 1.0 year, respectively.
Prior to the second quarter of 2018, our share-based compensation awarded to employees of AAMC fluctuated with changes in the market value of our
common stock, among other factors. In the second quarter of 2018, the Financial Accounting Standards
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Board issued Accounting Standards Update 2018-07: Compensation - Stock Compensation (Topic 718), which we adopted effective April 1, 2018. This
adoption resulted in (i) the fair value of share-based compensation awards granted to management of AAMC prior to April 1, 2018 being fixed at the
transition date fair value and (ii) the fair value of awards granted subsequent to April 1, 2018 to be measured at the grant date fair value, thus eliminating
periodic fluctuations of share-based compensation expense that previously arose from changes in our common stock price.
2012 Conversion Option Plan and 2012 Special Conversion Option Plan
On December 21, 2012, as part of our separation transaction from ASPS, we issued stock options under the 2012 Conversion Option Plan and 2012 Special
Conversion Option Plan to holders of ASPS stock options to purchase shares of our common stock in a ratio of one share of our common stock to every three
shares of ASPS common stock. The options were granted as part of our separation to employees of ASPS and/or Ocwen solely to give effect to the exchange
ratio in the separation, and we do not include share-based compensation expense related to these options in our consolidated statements of operations
because they are not related to our incentive compensation. As of June 30, 2019, options to purchase an aggregate of 16,834 shares of our common stock
were remaining under the Conversion Option Plan and Special Conversion Option Plan.
11. Derivatives
We may enter into derivative contracts from time to time in order to mitigate the risk associated with our variable rate debt. We do not enter into derivatives
for investment or trading purposes. Derivatives are carried at fair value within prepaid expenses and other assets in our condensed consolidated balance sheet.
Upon execution, we may or may not designate such derivatives as accounting hedges.
Designated Hedges
We have entered into various interest rate cap agreements to mitigate potential increases in interest payments on our floating rate debt. The interest rate caps
we currently hold have been designated as and are being accounted for as cash flow hedges with changes in fair value recorded in other comprehensive
income or loss each reporting period. Amounts reported in accumulated other comprehensive income or loss related to derivatives will be reclassified to
interest expense as interest payments are made on our variable rate debt. During the next 12 months, we estimate that $5.4 million will be reclassified to
interest expense.
No gain or loss was recognized related to hedge ineffectiveness or to amounts excluded from effectiveness testing on our cash flow hedges during the three
and six months ended June 30, 2019. Prior to the fourth quarter of 2018, none of our derivatives were designated as hedges.
The table below summarizes our interest rate cap instruments as of June 30, 2019 ($ in thousands):
Effective Date
November 2, 2018
October 16, 2018
October 16, 2018

Termination Date
May 9, 2024
October 15, 2022
October 15, 2022

Strike Rate

Benchmark Rate

2.50%
2.30%
2.30%

One-month LIBOR
One-month LIBOR
One-month LIBOR

Notional Amount
$

505,000
83,270
89,149

Non-Designated Hedges
On September 29, 2016, we entered into an interest rate cap to manage the economic risk of increases in the floating rate portion of a previous loan
agreement. The interest rate cap had a strike rate on one-month LIBOR of 2.938%, a notional amount of $489.3 million and a termination date of November
15, 2018. On March 16, 2018, we paid a premium of $0.9 million to amend the strike rate to 1.80%. During the three and six months ended June 30, 2018, we
recognized $0.2 million of interest expense related to changes in the fair value of this interest rate cap.
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Tabular Disclosure of Fair Values of Derivative Instruments on the Condensed Consolidated Balance Sheets ($ in thousands)
Asset Derivatives
Fair Value as of
Balance Sheet Location
Derivatives designated as hedging instruments:
Interest rate caps

June 30, 2019

Other assets

Total

December 31, 2018

$

3,276

$

14,367

$

3,276

$

14,367

Tabular Disclosure of the Effect of Derivative Instruments on the Condensed Consolidated Statements of Operations ($ in thousands)
Amount of Gain (Loss) Recognized in OCI
on Derivative (effective portion)
Three Months ended June 30,
2019

2018

Location of Gain
(Loss) Reclassified
from Accumulated
OCI into Net Loss

Amount of Gain (Loss) Reclassified from
Accumulated OCI into Net Loss (effective
portion)

Total Amount of Interest Expense
Presented in the Condensed Consolidated
Statements of Operations

Three Months ended June 30,

Three Months ended June 30,

2019

2018

2019

2018

Derivatives in
cash flow
hedging
relationships
Interest rate
caps

$

(3,482)

$

—

Amount of Gain (Loss) Recognized in OCI
on Derivative (effective portion)
Six Months ended June 30,
2019

2018

Interest expense

$

Location of Gain
(Loss) Reclassified
from Accumulated
OCI into Net Loss

(1,248)

$

—

Amount of Gain (Loss) Reclassified from
Accumulated OCI into Net Loss (effective
portion)

$

21,165

$

16,338

Total Amount of Interest Expense
Presented in the Condensed Consolidated
Statements of Operations

Six Months ended June 30,

Six Months ended June 30,

2019

2019

2018

2018

Derivatives in
cash flow hedging
relationships
Interest rate caps

$

(11,091)

$

—

Interest expense

$

(2,235)

$

—

$

42,675

$

32,401

Amount of Gain (Loss) on Derivative Recognized in Net Loss
Location of Gain (Loss)
Recognized on Derivative in
Net Loss

Three Months ended June 30,
2019

2018

Derivatives not designated as hedging instruments
Interest rate caps

Interest expense

$

—

$

(23)

Amount of Gain (Loss) on Derivative Recognized in Net Loss
Location of Gain (Loss)
Recognized on Derivative in
Net Loss

Six Months ended June 30,
2019

2018

Derivatives not designated as hedging instruments
Interest rate caps

Interest expense

$

—

$

(191)

12. Income Taxes
As a REIT, we must meet certain organizational and operational requirements, including the requirement to distribute at least 90% of our annual REIT
taxable income (excluding capital gains) to our stockholders. As a REIT, we generally will not be subject to federal income tax to the extent we distribute our
REIT taxable income to our stockholders and provided we satisfy the REIT requirements, including certain asset, income, distribution and stock ownership
tests. If we fail to qualify as a REIT, and do not qualify for certain statutory relief provisions, we will be subject to U.S. federal, state and local income taxes
and
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may be precluded from qualifying as a REIT for the subsequent four taxable years following the year in which our REIT qualification was lost. As a REIT, we
may also be subject to federal taxes if we engage in certain types of transactions.
Our condensed consolidated financial statements include the operations of our taxable REIT subsidiary (“TRS”), which is subject to federal, state and local
income taxes on its taxable income. From inception through June 30, 2019, the TRS has operated at a cumulative taxable loss, which resulted in our
recording a deferred tax asset with a corresponding valuation allowance.
As of June 30, 2019 and 2018, we did not accrue interest or penalties associated with any unrecognized tax benefits. We recorded nominal state and local tax
expense along with nominal penalties and interest on income and property for each of the three and six months ended June 30, 2019 and 2018.
13. Earnings Per Share
The following table sets forth the components of diluted loss per share (in thousands, except share and per share amounts):
Three months ended June 30,
2019
Numerator
Net loss

$

Denominator
Weighted average common stock outstanding – basic
Weighted average common stock outstanding – diluted
Loss per basic common share
Loss per diluted common share

(25,017)

$

53,714,998
53,714,998
$
$

Six months ended June 30,

2018

(0.47)
(0.47)

2019

(21,336)

$

53,520,486
53,520,486
$
$

(0.40)
(0.40)

2018

(43,525)

$

53,672,835
53,672,835
$
$

(0.81)
(0.81)

(48,686)

53,487,459
53,487,459
$
$

(0.91)
(0.91)

We excluded the items presented below from the calculation of diluted loss per share as they were antidilutive for the periods indicated:
Three months ended June 30,
2019
Denominator (in weighted-average shares)
Stock options
Restricted stock

63,545
500,142

2018
70,166
234,924

Six months ended June 30,
2019
55,747
410,890

2018
85,070
221,839

Pursuant to the Amended AMA, we have the flexibility to pay up to 25% of the Incentive Fee to AAMC in shares of our common stock. In addition, up to
50% of a Termination Fee, if payable, may be paid in shares of our common stock. Should we choose to do make any such payments in shares of our common
stock, our earnings available to common stockholders would be diluted to the extent of such issuance.
14. Segment Information
Our primary business is the acquisition and ownership of SFR assets. Our primary sourcing strategy is to acquire these assets by purchasing SFR properties,
either on an individual basis or in pools. As a result, we operate in a single segment focused on the acquisition and ownership of rental residential properties.
15. Subsequent Events
Management has evaluated the impact of all subsequent events through the issuance of these condensed consolidated interim financial statements and has
determined that there were no subsequent events requiring adjustment or disclosure in the financial statements.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Our Company
Front Yard Residential Corporation, (“we,” “our,” “us,” or the “Company”) is an industry leader in providing quality, affordable rental homes to America’s
families in a variety of suburban communities that have easy accessibility to metropolitan areas. Our tenants enjoy the space and comfort that is unique to
single-family housing at reasonable prices. Our mission is to provide our tenants with affordable houses they are proud to call home.
We are a Maryland real estate investment trust (“REIT”), and we conduct substantially all of our activities through our wholly owned subsidiary, Front Yard
Residential, L.P., and its subsidiaries. We conduct a single-family rental (“SFR”) business with the objective of becoming one of the top SFR equity REITs
serving American families and their communities.
Our strategy is to build long-term stockholder value through the efficient management and continued growth of our portfolio of SFR homes, which we target
to operate at an attractive yield. We believe there is a compelling opportunity in the SFR market with around 17 million families currently renting, of which
only approximately 2% are institutionally managed, and we believe that we have implemented the right strategic plan to capitalize on the sustained growth
in SFR demand. By being in the affordable SFR space, we provide a viable solution for the underserved affordable, working-class housing market by giving
an important alternative to families who cannot afford or do not want to own their home. We target the moderately priced single-family home market that, in
our view, offers attractive yield opportunities and one of the best-available avenues for growth.
In order to capitalize on this opportunity, we are focused on (i) maximizing the scale and operating efficiencies of our internal property management
platform; (ii) identifying and acquiring large portfolios and smaller pools of high-yielding SFR properties; (iii) selling certain rental and non-rental real estate
owned (“REO”) properties that do not meet our targeted rental criteria and mortgage loans to generate cash that we may reinvest in acquiring additional SFR
properties and (iv) when deemed necessary or advisable, extending the duration of our financing arrangements to better match the long-term nature of our
rental portfolio and, at times, reducing our exposure to floating interest rate fluctuations.
We are managed by Altisource Asset Management Corporation (“AAMC” or our “Manager”), on which we rely to provide us with dedicated personnel to
administer our business and perform certain of our corporate governance functions. AAMC also provides portfolio management services in connection with
our acquisition and management of SFR properties and the ongoing disposition and management of our remaining REO properties and residential mortgage
loans.
Management Overview
The second quarter of 2019 was the first full quarter of operations subsequent to the internalization of our property management function. After completing
the transfer of homes well ahead of schedule, we encountered challenges common to any undertaking of this magnitude, such as extended unit turnover
timelines, increased repair and maintenance expense and decreased collections of overdue balances. We have begun the process of mitigating these issues,
and we expect to see improvement in our operational results going forward.
During the second quarter of 2019, we also continued to build long-term value for our stockholders through the renegotiation of the asset management
agreement with AAMC and the continued disposition of non-core assets.
On May 7, 2019, we amended and restated our asset management agreement with AAMC (the “Amended AMA”). We believe the Amended AMA provides an
improved fee structure that we believe further aligns interests between Front Yard and AAMC. The management fees payable under the Amended AMA are
subject to ongoing performance thresholds and an aggregate fee cap aimed to prevent such fees from increasing our general and administrative expenses
above industry standards based on the size of our gross real estate asset base. Importantly, the Amended AMA also provides for a termination option that
would, if exercised, provide an industry-standard termination fee to AAMC that did not exist prior to the amendment, while providing Front Yard with the
flexibility to further internalize if the Front Yard board of directors determines it is in its stockholders’ best interest to do so. For further details of the
Amended AMA, refer to Item 1 - Financial Statements (Unaudited) - Note 9, “Related-Party Transactions.”
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We have continued to target optimized performance of our SFR portfolio by marketing certain rental properties for sale that do not meet our strategic
objectives. During the quarter ended June 30, 2019, we sold 141 non-core rental homes on an individual basis, and we have identified 291 non-core rental
properties for sale as of June 30, 2019. In addition, we disposed of 19 non-rental REO properties, and we had 60 non-rental REO properties remaining to be
sold as of June 30, 2019. We believe these non-core property sales will allow us to improve our operating efficiency, further simplify our statement of
operations and balance sheet, recycle capital that may be used to purchase pools of stabilized rental homes at attractive yields, repurchase common stock, pay
down debt or utilize the proceeds for such other purposes as we determine will best serve our stockholders.
We also have continued to improve our financing structures. On April 5, 2019 we amended our loan agreement (the “Nomura Loan Agreement”) with Nomura
Corporate Funding Americas, LLC (“Nomura”) to, among other things, reduce the interest rate spread over one-month LIBOR from 3.00% to 2.30%, improve
certain advance rates and modify the facility's fee structure, resulting in a net reduction of fees to us. In addition, on April 26, 2019, we amended our
repurchase agreement (the “CS Repurchase Agreement”) with Credit Suisse AG (“CS”) to reduce the interest rate spread over one-month LIBOR from 3.00%
to 2.30% for funding under the facility secured by rental properties and reduce the fee structure of the facility. These enhancements to our short-term facilities
will result in interest savings while also providing us with additional flexibility in deploying our capital.
We have been executing on a strategy to unlock what we believe is embedded value in our assets and platform. Despite these efforts, we do not believe our
current share price accurately reflects the value of the company. As previously announced, to maximize value for shareholders, we have formed a committee
comprised of independent directors (the “Review Committee”) to explore strategic alternatives. The Review Committee, in conjunction with its independent
financial advisor, is currently reviewing strategic alternatives available to Front Yard.
We believe the foregoing developments are critical to our strategy of building long-term stockholder value through the creation of a large portfolio of
internally managed SFR homes that we target operating at an attractive yield.
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Portfolio Overview
Real Estate Assets
The following table presents the number of real estate assets by status as of the dates indicated:
Held for Use
June 30, 2019

Stabilized

Non-Stabilized

Total

Held for Sale

Total Portfolio

Rental properties:
Leased
Listed and ready for rent
Unit turn
Renovation

13,498
352
498
—

—
8
—
65

13,498
360
498
65

—
—
—
—

13,498
360
498
65

Total rental portfolio
Previous rentals identified for sale
Legacy REO

14,348
—
—

73
148
33

14,421
148
33

143
27

291
60

14,348

254

14,602

170

14,772

December 31, 2018
Rental properties:
Leased
Listed and ready for rent
Unit turn
Renovation

13,546
409
428
—

—
25
—
136

13,546
434
428
136

423
8
18
2

13,969
442
446
138

Total rental portfolio
Previous rentals identified for sale
Legacy REO

14,383
—
—

161
158
56

14,544
158
56

188
48

346
104

14,383

375

14,758

687

15,445

We define a property as stabilized once it has been renovated and then initially leased or available for rent for a period greater than 90 days. All other homes
are considered non-stabilized. Homes are considered stabilized even after subsequent resident turnover. However, homes may be removed from the stabilized
home portfolio and placed in the non-stabilized home portfolio due to renovation during the home lifecycle or because they are identified for sale. At
June 30, 2019, 94.1% of our stabilized properties were leased.
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The following table sets forth a summary of our real estate portfolio as of June 30, 2019 ($ in thousands):
State

Carrying
Value (1) (2)

Number of Properties

Georgia
Florida
Texas
Tennessee
North Carolina
Alabama
Indiana
Minnesota
Missouri
Oklahoma
All other rentals

4,360
2,095
1,937
1,470
867
720
666
488
462
305
1,051

Total rental portfolio
Rental properties held for sale
Previous rentals identified for sale
Legacy REO

$

14,421
143
148
60

Average Age in Years

475,471
308,912
279,952
206,001
116,217
81,142
83,599
73,053
65,944
43,436
156,346

37
40
29
24
26
42
24
88
41
28
36

1,890,073
23,190
18,091
21,070

36
52
51
55

14,772 $
1,952,424
36
Total
_____________
(1) The carrying value of an asset held for use is based on historical cost plus renovation costs, net of any accumulated depreciation and impairment. Assets
held for sale are carried at the lower of the carrying amount or estimated fair value less costs to sell.
(2) The carrying value of certain properties acquired on November 29, 2017 are included based upon the initial purchase price, certain of which are subject
to potential purchase price adjustment provisions as set forth in the purchase and sale agreement. For additional information, refer to the “Liquidity and
Capital Resources - Potential Purchase Price Adjustments of Certain Acquired Properties” section below.
Real Estate Acquisitions and Dispositions
The following table summarizes changes in our real estate assets for the periods indicated:
Three months ended June 30,
2019
Beginning count of real estate assets
Acquisitions
Dispositions
Mortgage loan conversions to REO, net (1)
Other additions

Six months ended June 30,

2018
14,885
43
(160)
4
—

2019
12,416
19
(137)
(1)
—

14,772
12,297
Ending count of real estate assets
_____________
(1) Subsequent to the foreclosure sale, we may be notified that the foreclosure sale was invalidated for certain reasons.

2018
15,445
57
(736)
4
2

12,574
54
(330)
(1)
—

14,772

12,297

For further information regarding our real estate acquisition and disposition activities, refer to Item 1 - Financial Statements (Unaudited) - Note 2, “Asset
Acquisitions and Dispositions.”
Mortgage Loan Assets
As of June 30, 2019, we had 57 remaining mortgage loans with an aggregate UPB of approximately $14.4 million, an aggregate market value of underlying
properties of approximately $17.8 million and a carrying value of $4.4 million. As of December 31, 2018, we had 74 mortgage loans with an aggregate UPB
of approximately $21.2 million, an aggregate market value of underlying properties of $26.0 million and a carrying value of $8.1 million.
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Mortgage Loan Resolutions and Dispositions
The following table summarizes changes in our mortgage loans at fair value for the periods indicated:
Three months ended June 30,
2019
Mortgage Loans at Fair Value
Beginning
Resolutions and dispositions
Mortgage loan conversions to REO, net (1)

Six months ended June 30,

2018
66
(5)
(4)

2019
99
(9)
1

57
91
Ending
_____________
(1) Subsequent to the foreclosure sale, we may be notified that the foreclosure sale was invalidated for certain reasons.

2018
74
(13)
(4)

111
(21)
1

57

91

For further information regarding our mortgage loan resolutions and disposition activities, refer to Item 1 - Financial Statements (Unaudited) - Note 2, “Asset
Acquisitions and Dispositions.”
Metrics Affecting Our Consolidated Results
Revenues
Our revenues primarily consist of rental revenues. Minimum contractual rents from leases are recognized on a straight-line basis over the terms of the leases in
residential rental revenues. Therefore, actual amounts billed in accordance with the lease during any given period may be higher or lower than the amount of
rental revenue recognized for the period. We believe the key variables that will affect our rental revenues over the long term will be the size of our SFR
portfolio, average occupancy levels and rental rates. The majority of our leases are for a term of one year. As these leases permit the residents to leave at the
end of the lease term without penalty, we anticipate our rental revenues will be affected by declines in market rents more quickly than if our leases were for
longer terms. Short-term leases may result in high turnover, which involves expenses such as additional renovation costs and leasing expenses or reduced
rental revenues. Our rental properties had an average annual rental rate of $15,336 per home for the 13,498 stabilized properties that were leased at June 30,
2019.
Our investment strategy is to develop a portfolio of SFR properties in the United States that provides attractive risk-adjusted returns on invested capital. In
determining which properties we retain for our rental portfolio, we consider various objective and subjective factors, including but not limited to gross and
net rental yields, property values, renovation costs, location in relation to our coverage area, property type, HOA covenants, potential future appreciation and
neighborhood amenities.
Expenses
Our expenses primarily consist of the following:
i.

Residential property operating expenses. Residential property operating expenses are expenses associated with our ownership and operation of
residential properties, including expenses towards repairs, utility expenses on vacant properties, turnover costs, property taxes, insurance, HOA dues
and certain personnel cost for repair and maintenance employees.

ii. Property management expenses. Property management expenses include certain personnel costs of property management employees and other costs
incurred in the oversight and management of our portfolio of homes.
iii. Depreciation and amortization. Depreciation and amortization is a non-cash expense associated with the ownership of real estate and generally
remains consistent over the life of an asset since we depreciate our properties on a straight-line basis. Depreciation and amortization also includes
the amortization of our in-place lease intangible assets and lease commissions, which generally are amortized for periods of one year or less. The
level of amortization of in-place lease intangible assets will vary depending upon our acquisition activity.
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iv. Acquisition and integration costs. Acquisition and integration costs include expenses associated with acquisitions as well as duplicative or nonrecurring costs associated with the internalization of our property management function. We expect the majority of our asset acquisitions will not
meet the definition of a business; therefore, we expect that the majority of acquisition costs will be capitalized into the cost basis of such assets.
v.

Impairment. Impairment represents the amount by which we estimate the carrying amount of a property will not be recoverable.

vi. Mortgage loan servicing costs. Mortgage loan servicing costs are primarily for servicing fees, foreclosure fees and advances of residential property
insurance.
vii. Interest expense. Interest expense consists of the costs to borrow money in connection with our debt financing of our portfolios.
viii. Share-based compensation. Share-based compensation is a non-cash expense related to the restricted stock units and stock options issued pursuant
to our authorized share-based compensation plans.
ix. General and administrative. General and administrative expenses consist of the costs related to the general operation and overall administration of
our business, including compensation and benefits of certain employees. In addition, general administrative expenses include expense
reimbursements to AAMC, which include the compensation and benefits of the General Counsel dedicated to us and certain out-of-pocket expenses
incurred by AAMC on our behalf.
x.

Management fees to AAMC. Under the Amended AMA, our management fees to AAMC include a quarterly Base Management Fee and a potential
annual Incentive Fee, each of which are dependent upon our performance and are subject to potential downward adjustments and an aggregate fee
cap. Beginning in the third quarter of 2019, the quarterly Base Management Fee under the Amended AMA is subject to a minimum of $3,584,000.
Under the Former AMA, our management fees to AAMC included a base management fee and a conversion fee. The base management fee was
calculated as a percentage of our average invested capital, and the conversion fee was based on the number and value of mortgage loans and/or REO
properties that Front Yard converted to rental properties for the first time in each period. For information regarding our management fees to AAMC,
refer to Item 1 - Financial Statements (Unaudited) - Note 9, “Related-Party Transactions.”

Other Factors Affecting Our Consolidated Results
We expect our results of operations will be affected by various factors, many of which are beyond our control, including the following:
Portfolio Size
The size of our SFR portfolio will impact our operating results. Generally, as the size of our investment portfolio grows, the amount of revenue we expect to
generate will increase. A growing investment portfolio, however, will drive increased expenses, including possibly higher property management fees,
property operating expenses and, depending on our performance, fees payable to AAMC. We may also incur additional interest expense if we incur
additional debt to finance the purchase of assets.
The growth of our SFR portfolio will depend on our ability to identify and acquire SFR properties and other single-family residential assets. Generally, we
expect that our SFR portfolio may grow at an uneven pace, as opportunities to acquire SFR properties may be irregularly timed and may involve portfolios of
varying sizes. The timing and extent of our success in acquiring such assets cannot be predicted. In addition, as we continue to identify rental properties for
sale in order to optimize our operating results, we may experience a decrease in our SFR portfolio if we are not able to successfully identify and acquire
replacement SFR properties.
Financing
Our ability to grow our business is dependent on the availability of adequate financing, including additional equity financing, debt financing or a
combination thereof, in order to meet our objectives. We intend to leverage our investments with debt, the level of which may vary based upon the particular
characteristics of our portfolio and on market conditions. To the extent available at the relevant time, our financing sources may include term loan facilities,
warehouse lines of credit, securitization financing, structured financing arrangements, seller financing loan arrangements, repurchase agreements and bank
credit
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facilities, among others. We may also seek to raise additional capital through public or private offerings of debt or equity securities, depending upon market
conditions. To qualify as a REIT under the Internal Revenue Code, we will need to distribute at least 90% of our taxable income each year to our
stockholders. This distribution requirement limits our ability to retain earnings and thereby replenish or increase capital to support our activities.
Liquidation of Non-Core Assets
We continuously monitor the performance of our assets and expect to liquidate certain assets that no longer meet our investment criteria, including certain
rental properties in sub-scale markets or that do not generate attractive returns, REO properties that do not meet our investment criteria, and the mortgage
loans remaining in our portfolio. We generally sell real estate assets on an individual basis, and we liquidate our mortgage loans as a result of a short sale,
foreclosure sales to third parties, REO conversions, full debt pay-offs of the mortgage loan by the borrower, negotiated settlements or one or more potential
loan portfolio sales. We believe these non-core asset sales will allow us to improve our operating efficiency, further simplify our statement of operations and
balance sheet, recycle capital that may be used to purchase pools of stabilized rental homes at attractive yields, repurchase common stock, pay down debt or
to utilize the proceeds for such other purposes as we determine will best serve our stockholders.
Results of Operations
The following sets forth discussion of our results of operations for the three and six months ended June 30, 2019 versus the three and six months ended June
30, 2018. Our results of operations for the periods presented are not indicative of our expected results in future periods.
Three and six months ended June 30, 2019 compared to three and six months ended June 30, 2018
Rental revenues
Rental revenues increased to $51.6 million and $104.2 million for the three and six months ended June 30, 2019, respectively, compared to $40.9 million
and $80.7 million for the three and six months ended June 30, 2018, respectively. This increase is primarily attributable to an increase in the average number
of leased properties to 13,643 and 13,611 for the three and six months ended June 30, 2019, respectively, from 11,077 and 11,001 for the three and six
months ended June 30, 2018, respectively.
Our rental revenues depends primarily on the number of SFR properties in our portfolio as well as changes in the occupancy levels and rental rates for our
residential rental properties. We expect to generate increasing rental revenues from increases in rents on existing properties upon the re-lease of properties or
renewal of existing leases. Because our lease terms generally are expected to be one year, our occupancy levels and rental rates will be highly dependent on
localized residential rental markets and our renters’ desire to remain in our properties. In addition, we continuously evaluate opportunities to grow our rental
portfolio, which would increase our rental revenues.
Residential property operating expenses
Residential property operating expenses increased to $19.0 million and $37.4 million for the three and six months ended June 30, 2019, respectively, from
$14.2 million and $28.1 million for the three and six months ended June 30, 2018, respectively. This increase is primarily due to an increased total number of
properties in our real estate portfolio, partially offset by (i) our having fewer non-rental REO properties and (ii) a higher proportion of properties being leased
properties, which are generally less costly to operate because the tenant is responsible for certain ongoing expenses. During the three and six months ended
June 30, 2019, the average count of properties in our rental portfolio increased to 14,459 and 14,487 properties, including 13,643 and 13,611 average leased
properties, respectively, compared to 11,920 and 11,938 properties, including 11,077 and 11,001 average leased properties, respectively, during the three
and six months ended June 30, 2018.
Our residential property operating expenses for occupied rental properties depends primarily on residential property taxes and insurance, property
management costs, HOA dues and repair and maintenance expenditures. Our residential property operating expenses for non-rental REO properties and
vacant rental properties also includes utilities, property preservation and repairs and maintenance. With the internalization of our property management
function, our residential property operating expenses will be dependent on our ability to control costs and perform unit turns and secure new tenants in a
timely manner. Further, in periods when we are successful in growing our portfolio, we generally expect to incur increasing residential property operating
expenses beginning in such periods.
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Property management expenses
Property management expenses increased to $3.5 million and $7.2 million for the three and six months ended June 30, 2019, respectively, from $2.9 million
and $5.9 million for the three and six months ended June 30, 2018, respectively. This increase is primarily due to growth in the number of properties in our
real estate portfolio.
Depreciation and amortization
We incurred $19.9 million and $42.3 million in depreciation and amortization for the three and six months ended June 30, 2019, respectively, compared to
$18.8 million and $38.0 million for the three and six months ended June 30, 2018, respectively. This increase is primarily due to growth in our rental
portfolio. During the three and six months ended June 30, 2019, the average count of properties in our rental portfolio increased to 14,459 and 14,487
properties, respectively, compared to 11,920 and 11,938 properties during the three and six months ended June 30, 2018, respectively. We expect to incur
increasing depreciation and amortization as we place more residential properties into leasing service. Depreciation and amortization are non-cash
expenditures that generally are not expected to be indicative of the market value or condition of our residential rental properties.
Depreciation and amortization includes amortization of lease-in-place intangible assets associated with our real estate acquisitions and will vary depending
upon our acquisition activity. We recognized $0.2 million and $2.7 million of lease-in-place intangible asset amortization for the three and six months ended
June 30, 2019, respectively, compared to $2.2 million and $5.2 million for the three and six months ended June 30, 2018, respectively.
Acquisition and integration costs
We incurred $0.7 million and $2.9 million of acquisition and integration costs for the three and six months ended June 30, 2019, respectively, compared to
$0.8 million for the three and six months ended June 30, 2018. The increase is primarily driven by duplicative or non-recurring costs associated with the
internalization of our property management function incurred during 2019.
Impairment
We recognized $1.6 million and $2.6 million of impairment on our real estate assets for the three and six months ended June 30, 2019, respectively,
compared to $2.1 million and $9.7 million for the three and six months ended June 30, 2018, respectively. These declines are primarily driven by the
reduction in the remaining non-rental REO in our portfolio.
For our real estate held for use, if the carrying amount of the asset exceeds the sum of its undiscounted future operating and residual cash flows, an
impairment loss is recorded for the difference between estimated fair value of the asset and the carrying amount. If an increase in the fair value of our held for
use properties is noted at a subsequent measurement date, we do not recognize the subsequent recovery. For our real estate held for sale, we record the
properties at the lower of either the carrying amount or its estimated fair value less estimated selling costs. If the carrying amount exceeds the estimated fair
value, as adjusted, we record impairment equal to the amount of such excess. If an increase in the fair value of our held for sale properties is noted at a
subsequent measurement date, a gain is recognized to the extent of any previous impairment recognized. The majority of the valuation impairments we
realize relates to our real estate assets held for sale, and we expect to recognize lower valuation impairments in future periods as our portfolio of non-rental
assets declines.
Mortgage loan servicing costs
We incurred $0.2 million and $0.6 million of mortgage loan servicing costs for the three and six months ended June 30, 2019, respectively, compared to $0.3
million and $0.7 million for the three and six months ended June 30, 2018, respectively. We incur mortgage loan servicing and foreclosure costs as our
mortgage loan servicers provide servicing for our loans and pay for advances relating to property insurance, foreclosure attorney fees, foreclosure costs and
property preservation. We generally expect our mortgage loan servicing costs to decrease as we continue to liquidate our remaining mortgage loans.
36

(table of contents)

Interest expense
Interest expense relates to borrowings under our debt facilities and includes amortization of deferred debt issuance costs and loan discounts and mark-tomarket adjustments of our interest rate caps. Interest expense increased to $21.2 million and $42.7 million for the three and six months ended June 30, 2019,
respectively, from $16.3 million and $32.4 million for the three and six months ended June 30, 2018, respectively. The increase was driven by increased
average borrowings under our repurchase and loan agreements, partially offset by decreases in the fixed component of our contractual interest rates achieved
through amendment or refinance of certain of our debt. This increase also includes non-cash interest expense related to our interest rate cap derivatives, which
increased to $1.2 million and $2.2 million for the three and six months ended June 30, 2019, respectively, compared to $0.2 million for the three and six
months ended June 30, 2018 due to our entry into three interest rate caps during the fourth quarter of 2018.
Certain interest rates under our repurchase and loan agreements are subject to change based on changes in the relevant index. We also expect our interest
expense to increase as our debt increases to fund and/or leverage our ownership of existing and future portfolios we may acquire.
Share-based compensation
Share-based compensation expense was $1.8 million and $2.9 million for the three and six months ended June 30, 2019, respectively, compared to $1.1
million and $0.7 million for the three and six months ended June 30, 2018, respectively. This increase is primarily due to grants of restricted stock units to
certain of our employees and employees of AAMC on March 29, 2019 and May 24, 2018.
Prior to the second quarter of 2018, our share-based compensation awarded to employees of AAMC fluctuated with changes in the market value of our
common stock, among other factors. In the second quarter of 2018, the Financial Accounting Standards Board issued Accounting Standards Update 2018-07:
Compensation - Stock Compensation (Topic 718), which we adopted on April 1, 2018. This adoption resulted in (i) the fair value of share-based
compensation awards granted to management of AAMC prior to April 1, 2018 being fixed at the transition date fair value and (ii) the fair value of awards
granted subsequent to April 1, 2018 to be measured at the grant date fair value, thus eliminating periodic fluctuations of share-based compensation expense
that previously arose from changes in our common stock price.
General and administrative expenses
General and administrative expenses increased to $8.0 million and $13.8 million for the three and six months ended June 30, 2019, respectively, from $2.5
million and $5.2 million for the three and six months ended June 30, 2018, respectively. The increase was driven by (i) ongoing non-ordinary course
securities litigation costs and expenses related to the contested proxy related to our 2019 Annual Meeting of Stockholders; (ii) costs associated with
renegotiating the AMA; and (iii) costs associated with the newly internalized property management function, such as salaries for employees in certain
support functions.
Management fees
We incurred base management fees to AAMC of $3.6 million and $7.1 million during the three and six months ended June 30, 2019, respectively, compared
to $3.6 million and $7.4 million during the three and six months ended June 30, 2018, respectively. The decrease in base management fees is primarily
driven by a reduction in our average invested capital (as defined in the Former AMA).
We incurred conversion fees to AAMC of $0 and $29,000 during the three and six months ended June 30, 2019, respectively, compared to $53,000 and
$116,000 during the three and six months ended June 30, 2018, respectively. Conversion fees have fluctuated dependent upon the number and fair market
value of properties converted to rented properties for the first time during the quarter.
Due to our entry into the Amended AMA, we expect that the management fees will increase over time but at a lower rate as we grow SFR properties in our
portfolio, and we will no longer pay conversion fees to AAMC.
37

(table of contents)

Net gain (loss) on real estate and mortgage loans
The following table presents the components of net gain (loss) on real estate and mortgage loans during the three and six months ended June 30, 2019 and
2018 ($ in thousands):
Three months ended June 30,
2019
Conversion of mortgage loans to REO, net
Change in fair value of mortgage loans, net
Net realized gain on mortgage loans
Net realized gain (loss) on sales of real estate
Net gain (loss) on real estate and mortgage loans

Six months ended June 30,

2018

2019

2018

$

137
176
204
3,325

$

147
43
212
(708)

$

752
292
727
10,848

$

284
106
99
(2,429)

$

3,842

$

(306)

$

12,619

$

(1,940)

The fair value of mortgage loans is based on a number of factors that are difficult to predict and may be subject to adverse changes in value depending on the
financial condition of borrowers, as well as geographic, economic, market and other conditions. Therefore, we may experience losses on our remaining
mortgage loans in future periods.
Liquidity and Capital Resources
As of June 30, 2019, we had cash and cash equivalents of $45.6 million compared to $44.2 million as of December 31, 2018. Our liquidity reflects our ability
to meet our current obligations (including our operating expenses and, when applicable, retirement of, and margin calls relating to, our financing
arrangements) and make distributions to our stockholders. We are required to distribute at least 90% of our taxable income each year to our stockholders to
qualify as a REIT under the Internal Revenue Code. This distribution requirement limits our ability to retain earnings and thereby replenish or increase
capital to support our activities.
We were initially funded with $100.0 million on December 21, 2012. Since our inception, our primary sources of liquidity have been proceeds from equity
offerings, borrowings under our repurchase and loan agreements and securitization financings, cash generated from our rental portfolio and liquidations of
non-core assets. We expect that our existing business strategy will require additional debt and/or equity financing. Our Manager continues to explore a
variety of financing sources to support our growth, including, but not limited to, debt financing through bank warehouse lines of credit, additional and/or
amended repurchase agreements, term financing, seller financing arrangements, securitization transactions and additional debt or equity offerings. Based on
our current borrowing capacity, leverage ratio and anticipated additional debt financing transactions, we believe that these sources of liquidity will be
sufficient to enable us to meet anticipated short-term (one year) liquidity requirements, including paying expenses on our existing residential rental portfolio,
funding distributions to our stockholders, paying fees to AAMC under the AMA and general corporate expenses. However, there can be no assurance as to
how much additional financing capacity such efforts will produce, what form the financing will take or that such efforts will be successful. If we are unable to
renew, replace or expand our sources of financing, our business, financial condition, liquidity and results of operations may be materially and adversely
affected.
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Repurchase and Loan Agreements
The following table sets forth data with respect to our repurchase and loan agreements as of June 30, 2019 and December 31, 2018 ($ in thousands):
Maximum
Borrowing
Capacity

Amount
Outstanding

Maturity Date

Interest Rate

CS Repurchase Agreement

11/15/2019

1-month LIBOR + 2.30%

Nomura Loan Agreement

4/3/2020

1-month LIBOR + 2.30%

HOME II Loan Agreement

11/9/2019

(1)

1-month LIBOR + 2.10%

HOME III Loan Agreement

11/9/2019

(1)

1-month LIBOR + 2.10%

HOME IV Loan Agreement (A)

12/9/2022

HOME IV Loan Agreement (B)

12/9/2022

Term Loan Agreement

Amount of
Available
Funding

Book Value of
Collateral

June 30, 2019
$

88,160

$

250,000

$

161,840

$

90,723

36,294

250,000

213,706

(2)

83,270

83,270

—

99,185

(2)

89,150

89,150

—

110,134

4.00%

114,201

114,201

—

143,787

4.00%

114,590

114,590

—

144,585

4/6/2022

5.00%

99,782

99,782

—

112,211

FYR SFR Loan Agreement

9/1/2028

4.65%

508,700

508,700

—

577,710

MS Loan Agreement

12/7/2023

1-month LIBOR + 1.80%

504,986

504,986

—

(3)

1,639,133
Less: unamortized loan discounts

(4,263)

Less: deferred debt issuance costs

(10,670)
$

1,624,200

$

193,654

$

2,014,679

$

$

250,000

$

41,867

601,199

375,546

$

1,921,401

56,346

$

224,934

December 31, 2018
CS Repurchase Agreement

11/15/2019

1-month LIBOR + 3.00%

Nomura Loan Agreement

4/5/2020

1-month LIBOR + 3.00%

30,497

250,000

219,503

48,388

HOME II Loan Agreement

11/9/2019

1-month LIBOR + 2.10%

83,270

83,270

—

100,461

HOME III Loan Agreement

11/9/2019

1-month LIBOR + 2.10%

89,150

89,150

—

111,542

HOME IV Loan Agreement (A)

12/9/2022

4.00%

114,201

114,201

—

145,461

HOME IV Loan Agreement (B)

12/9/2022

4.00%

114,590

114,590

—

146,479

Term Loan Agreement

4/6/2022

5.00%

100,000

100,000

—

114,401

FYR SFR Loan Agreement

9/1/2028

4.65%

508,700

508,700

—

585,563

MS Loan Agreement

12/7/2023

1-month LIBOR + 1.80%

504,986

504,986

—

1,739,048
Less: unamortized loan discounts

(4,896)

Less: deferred debt issuance costs

(11,933)
$

$

2,014,897

$

1,722,219

_____________
(1) Represents initial maturity date. We have the option to extend the maturity date for up to three successive one-year extensions.
(2) The interest rate is capped at 4.40% under an interest rate cap derivative.
(3) The interest rate is capped at 4.30% under an interest rate cap derivative.
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275,849

609,619
$

2,086,848
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Additional details regarding the above repurchase and loan agreements are as follows:
CS Repurchase Agreement
CS is the lender on the repurchase agreement entered into on March 22, 2013, which has been amended on several occasions. Under the terms of the CS
Repurchase Agreement, as collateral for the funds drawn thereunder, subject to certain conditions, our operating partnership and/or one or more of our limited
liability company subsidiaries will sell to the lender equity interests in the Delaware statutory trust subsidiary that owns the applicable underlying mortgage
or REO assets on our behalf, or the trust will directly sell such underlying mortgage assets. We may be required to repay a portion of the amounts outstanding
under the CS Repurchase Agreement should the loan-to-value ratio of the funded collateral decline. The price paid by the lender for each mortgage or REO
asset we finance under the CS Repurchase Agreement is based on a percentage of the market value of the mortgage or REO asset and, in the case of mortgage
assets, may depend on its delinquency status. With respect to funds drawn under the CS Repurchase Agreement, our applicable subsidiary is required to pay
the lender interest monthly and certain other customary fees, administrative costs and expenses to maintain and administer the CS Repurchase Agreement.
We do not collateralize any of our repurchase facilities with cash. The CS Repurchase Agreement contains customary events of default and is fully
guaranteed by us.
Nomura Loan Agreement
Nomura is the lender under a loan agreement dated April 10, 2015, which has been amended on several occasions. As of June 30, 2019, the maximum funding
capacity of the Nomura Loan Agreement was $250.0 million, all of which is uncommitted but available to us subject to our meeting certain eligibility
requirements.
Under the terms of the Nomura Loan Agreement, subject to certain conditions, Nomura may advance funds to us from time to time, with such advances
collateralized by SFR properties and other REO properties. The advances paid under the Nomura Loan Agreement with respect to the applicable properties
from time to time will be based on a percentage of the market value of the properties. We may be required to repay a portion of the amounts outstanding
under the Nomura Loan Agreement should the loan-to-value ratio of the funded collateral decline.
The Nomura Loan Agreement contains events of default (subject to certain materiality thresholds and grace periods), including payment defaults, breaches of
covenants and/or certain representations and warranties, cross-defaults, certain material adverse changes, bankruptcy or insolvency proceedings and other
events of default customary for this type of transaction. The remedies for such events of default are also customary for this type of transaction and include the
acceleration of the principal amount outstanding under the Nomura Loan Agreement and the liquidation by Nomura of the SFR and REO properties then
subject thereto. The Nomura Loan Agreement is fully guaranteed by us.
Seller Financing Arrangements
We have entered into the following facilities, each of which were initially seller financing arrangements:
•

In connection with the seller financing related to the an acquisition of SFR properties on March 30, 2017, our wholly owned subsidiary, HOME SFR
Borrower II, LLC (“HOME Borrower II”), entered into the HOME II Loan Agreement with entities sponsored by Amherst Holdings, LLC (“Amherst”).
On November 13, 2017, HOME Borrower II entered into an amended and restated loan agreement, which was acquired by Metropolitan Life
Insurance Company (“MetLife”). HOME Borrower II has the option to extend the HOME II Loan Agreement beyond the initial maturity date for
three successive one-year extensions, provided, among other things, that there is no event of default under the HOME II Loan Agreement on each
maturity date. The HOME II Loan Agreement is cross-defaulted and cross-collateralized with the HOME III Loan Agreement.

•

In connection with the seller financing related to an acquisition of SFR properties on June 29, 2017, our wholly owned subsidiary, HOME SFR
Borrower III, LLC (“HOME Borrower III”), entered into the HOME III Loan Agreement with entities sponsored by Amherst. On November 13, 2017,
HOME Borrower III entered into an amended and restated loan agreement, which was acquired by MetLife. HOME Borrower III has the option to
extend the HOME III Loan Agreement beyond the initial maturity date for three successive one-year extensions, provided, among other things, that
there is no event of default under the HOME III Loan Agreement on each maturity date. The HOME III Loan Agreement is also cross-defaulted and
cross-collateralized with the HOME II Loan Agreement.
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•

In connection with the seller financing related to an acquisition of SFR properties on November 29, 2017, our wholly owned subsidiary, HOME SFR
Borrower IV, LLC (“HOME Borrower IV”), entered into two separate loan agreements with entities sponsored by Amherst (collectively, the “HOME
IV Loan Agreements”). The HOME IV Loan Agreements were acquired by MetLife on November 29, 2017.

Under the terms of the HOME II Loan Agreement, the HOME III Loan Agreement and the HOME IV Loan Agreements, each of the facilities are non-recourse
to us and are secured by a lien on the membership interests of HOME Borrower II, HOME Borrower III, HOME Borrower IV and the acquired properties and
other assets of each entity, respectively. The assets of each entity are the primary source of repayment and interest on their respective loan agreements,
thereby making the cash proceeds of rent payments and any sales of the acquired properties the primary sources of the payment of interest and principal by
each entity to the respective lenders.
Each loan agreement also includes customary events of default, the occurrence of which would allow the respective lenders to accelerate payment of all
amounts outstanding thereunder. We have limited indemnification obligations for wrongful acts taken by HOME Borrower II, HOME Borrower III or HOME
Borrower IV under their respective loan agreements in connection with the secured collateral. Even though the HOME II Loan Agreement, the HOME III
Loan Agreement and the HOME IV Loan Agreements are non-recourse to us and all of our subsidiaries other than the entities party to the respective loan
agreements, we have agreed to limited bad act indemnification obligations to the respective lenders for the payment of (i) certain losses arising out of certain
bad or wrongful acts of our subsidiaries that are party to the respective loan agreements and (ii) the principal amount of each of the facilities and all other
obligations thereunder in the event we cause certain voluntary bankruptcy events of the respective subsidiaries party to the loan agreements. Any of such
liabilities could have a material adverse effect on our results of operations and/or our financial condition.
Term Loan Agreement
On April 6, 2017, RESI TL1 Borrower, LLC (“TL1 Borrower”), our wholly owned subsidiary, entered into a credit and security agreement (the “Term Loan
Agreement”) with American Money Management Corporation, as agent, on behalf of Great American Life Insurance Company and Great American Insurance
Company as initial lenders, and each other lender added from time to time as a party to the Term Loan Agreement. We may be required to make prepayments
of a portion of the amounts outstanding under the Term Loan Agreement under certain circumstances, including certain levels of declines in collateral value.
The Term Loan Agreement includes customary events of default, the occurrence of which would allow the lenders to accelerate payment of all amounts
outstanding thereunder. The Term Loan Agreement is non-recourse to us and is secured by a lien on the membership interests of TL1 Borrower and the
properties and other assets of TL1 Borrower. The assets of TL1 Borrower are the primary source of repayment and interest on the Term Loan Agreement,
thereby making the cash proceeds received by TL1 Borrower from rent payments and any sales of the underlying properties the primary sources of the
payment of interest and principal by TL1 Borrower to the lenders. We have limited indemnification obligations for wrongful acts taken by TL1 Borrower and
RESI TL1 Pledgor, LLC, the sole member of TL1 Borrower, in connection with the secured collateral for the Term Loan Agreement.
FYR SFR Loan Agreement
On August 8, 2018, FYR SFR Borrower, LLC (“FYR SFR Borrower”), our wholly owned subsidiary, entered into a loan agreement (the “FYR SFR Loan
Agreement”) with Berkadia Commercial Mortgage LLC, as lender (“Berkadia”) secured by 2,798 properties acquired on August 8, 2018 (the “RHA Acquired
Properties”) as well as 2,015 other properties already owned by us and previously financed on our existing warehouse facilities with other lenders (together,
the “FYR SFR Collateral Properties”). The FYR SFR Loan Agreement was originated as part of the Federal Home Loan Mortgage Corporation’s (“Freddie
Mac”) single-family rental pilot program and has been purchased from Berkadia by Freddie Mac. The FYR SFR Loan Agreement contains customary events
of default and is secured by the equity interests of FYR SFR Borrower and mortgages on the collateral properties. In connection with the FYR SFR Loan
Agreement, we maintained $7.6 million and $2.9 million in escrow for future payments of property taxes and repairs and maintenance as of June 30, 2019 and
December 31, 2018, respectively.
MS Loan Agreement
On December 7, 2018, our wholly owned subsidiary, HOME SFR Borrower, LLC (“HOME Borrower”), entered into a loan agreement (the “MS Loan
Agreement”) with Morgan Stanley Bank, N.A. (“Morgan Stanley”) and such other persons that may
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from time to time become a party to the MS Loan as lenders. The MS Loan Agreement can be prepaid without penalty at any time after December 7, 2021.
The MS Loan Agreement contains customary events of default and is secured by the equity interests in HOME Borrower and mortgages on its 4,262 SFR
properties. In connection with the MS Loan Agreement, we maintained $9.2 million and $8.2 million in escrow for future payments of property taxes, HOA
dues and repairs and maintenance as of June 30, 2019 and December 31, 2018, respectively.
Compliance with Covenants
Our repurchase and loan agreements require us and certain of our subsidiaries to maintain various financial and other covenants customary to these types of
indebtedness. The covenants of each facility may include, without limitation, the following:
•
•
•
•
•
•
•
•

reporting requirements to the agent or lender,
minimum adjusted tangible net worth requirements,
minimum net asset requirements,
limitations on the indebtedness,
minimum levels of liquidity, including specified levels of unrestricted cash,
limitations on sales and dispositions of properties collateralizing certain of the loan agreements,
various restrictions on the use of cash generated by the operations of properties, and
a minimum fixed charge coverage ratio.

We are currently in compliance with the covenants and other requirements with respect to the repurchase and loan agreements.
Counterparty Risk
We monitor our lending partners’ ability to perform under the repurchase and loan agreements, including the obligation of lenders under repurchase
agreements to resell the same assets back to us at the end of the term of the transaction, and have concluded there is currently no reason to doubt that they
will continue to perform under the repurchase and loan agreements as contractually obligated.
Advance Rates
As amended, the CS Repurchase Agreement and the Nomura Loan Agreement provide for the lender to finance our portfolio at advance rates (or purchase
prices). Advance rates for our mortgage loans, REO and SFR properties currently range from 55% to 75% of the discounted value of the underlying asset as
described below. Our overall advance rate under the CS Repurchase Agreement and the Nomura Loan Agreement was 61.4% of estimated fair value at
June 30, 2019. The advance rate on each of the HOME II Loan Agreement, HOME III Loan Agreement and the HOME IV Loan Agreements was 75% of the
aggregate purchase price at acquisition. The advance rate on the Term Loan Agreement, the FYR SFR Loan Agreement and the MS Loan Agreement was
72%, 68.5% and 70% of the BPO value of the underlying properties at the time of funding, respectively. We do not collateralize any of our repurchase
facilities with cash.
The lender determines the discounted asset value by applying a “haircut,” which is the percentage discount that a lender applies to the market value of an
asset serving as collateral for a borrowing under a repurchase or loan agreement for the purpose of determining whether such borrowing is adequately
collateralized. Under these agreements, the haircut ranges from 10% to 25%, depending on the class of asset serving as collateral. We believe these are typical
market terms that are designed to provide protection for the lender to collateralize its advances to us in the event the collateral declines in value. The
weighted average contractual haircut applicable to the assets that serve as collateral for the CS Repurchase Agreement and the Nomura Loan Agreement
decreased to 8.9% of the estimated fair value (based on BPOs) of such assets at June 30, 2019 from 11.1% at December 31, 2018. The haircut applied will
vary from period to period dependent upon the assets that serve as collateral under the CS and Nomura agreements. Under these agreements, if the carrying
value of the collateral declines beyond certain limits, we would have to either (a) provide additional collateral or (b) repurchase certain assets under the
agreement to maintain the applicable advance rate.
Effective April 5, 2019, a haircut is no longer applied to the estimated fair value of stabilized assets serving as collateral under the Nomura Loan Agreement.
The decrease in amounts outstanding under our repurchase and loan agreements from December 31, 2018 to June 30, 2019 is primarily due to reductions of
debt upon the liquidation of non-core property sales.
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The following table sets forth data with respect to our contractual obligations under our repurchase and loan agreements as of and for the three months ended
June 30, 2019, December 31, 2018 and June 30, 2018 ($ in thousands):
Three Months Ended
June 30, 2019
Balance at end of period
Maximum month end balance outstanding during the period
Weighted average quarterly balance
Amount of available funding at end of period

$

December 31, 2018

1,639,133
1,642,330
1,640,397
375,546

$

June 30, 2018

1,739,048
1,739,048
1,718,342
275,849

$

1,251,998
1,260,724
1,259,436
338,472

Repurchases of Common Stock
The Board of Directors has authorized a stock repurchase program under which we may repurchase up to $100.0 million in shares of our common stock. At
June 30, 2019, a total of $51.5 million in shares of our common stock had been repurchased to date under this authorization. Repurchased shares are held as
shares available for future issuance and are available for general corporate purposes.
Potential Purchase Price Adjustments of Certain Acquired Properties
Certain of the properties we acquired on November 29, 2017 are subject to potential purchase price adjustments in accordance with the related purchase and
sale agreement, which may result in an upward or downward adjustment of up to 10% of the purchase price related to the affected properties. The purchase
price adjustment will be determined based on the rental rates achieved for the properties within 24 months after the closing date. We currently do not expect
to recognize a material purchase price adjustment related to these properties.
Cash Flows
We report and analyze our cash flows, including cash, cash equivalents and restricted cash, based on operating activities, investing activities and financing
activities. The following table sets forth our cash flows for the periods indicated ($ in thousands):
Six months ended June 30,
2019
Net cash (used in) provided by operating activities
Net cash provided by investing activities
Net cash used in financing activities

$

Net change in cash, cash equivalents and restricted cash

$

2018
(8,846)
126,700
(117,624)
230

$

3,496
43,559
(59,804)

$

(12,749)

Net cash used in operating activities for the six months ended June 30, 2019 consisted primarily of cash operating expenses in excess of revenues and net
payments of accounts payable and accrued liabilities. Net cash provided by operating activities for the six months ended June 30, 2018 consisted primarily
of rental revenues in excess of cash expenses.
Net cash provided by investing activities for the six months ended June 30, 2019 and 2018 consisted primarily of proceeds from dispositions of real estate,
partially offset by investments in real estate and renovations.
Net cash used in financing activities for the six months ended June 30, 2019 and 2018 consisted primarily of net repayments of repurchase and loan
agreements and payment of dividends on common stock.
Off-balance Sheet Arrangements
We had no off-balance sheet arrangements as of June 30, 2019 or December 31, 2018.
Recent Accounting Pronouncements
See Item 1 - Financial Statements (Unaudited) - Note 1, “Organization and basis of presentation - Recently issued accounting standards.”
43

(table of contents)

Critical Accounting Judgments
Accounting standards require information in financial statements about the risks and uncertainties inherent in significant estimates, and the application of
generally accepted accounting principles involves the exercise of varying degrees of judgment. Certain amounts included in or affecting our financial
statements and related disclosures must be estimated, which requires us to make certain assumptions with respect to values or conditions that cannot be
known with certainty at the time our condensed consolidated financial statements are prepared. These estimates and assumptions affect the amounts we report
for our assets and liabilities, our revenues and expenses during the reporting period and our disclosure of contingent assets and liabilities at the date of our
condensed consolidated financial statements. Actual results may differ significantly from our estimates, and any effects on our business, financial position or
results of operations resulting from revisions to these estimates are recorded in the period in which the facts that give rise to the revision become known.
For additional details on our critical accounting judgments, please see Item 7. “Management's Discussion and Analysis of Financial Condition and Results of
Operations - Critical Accounting Judgments” in our Annual Report on Form 10-K for the year ended December 31, 2018 as filed with the Securities and
Exchange Commission (“SEC”) on February 27, 2019.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk
Market risk includes risks that arise from changes in interest rates, foreign currency exchange rates, commodity prices, equity prices and other market changes
that affect market sensitive instruments. The primary market risks that we are currently exposed to are real estate risk and interest rate risk. A substantial
portion of our investments are, and we expect will continue to be, comprised of single-family residential properties. The primary driver of the value of this
asset class is the fair value of the underlying real estate.
Real Estate Risk
Residential property values are subject to volatility and may be affected adversely by a number of factors, including, but not limited to: national, regional
and local economic conditions (which may be adversely affected by industry slowdowns and other factors); local real estate conditions (such as an
oversupply of housing); construction quality, age and design; demographic factors; and retroactive changes to building or similar codes. Although decreases
in property values may allow us to acquire additional homes with more attractive yields, such decreases could lead to increased unit turnover as more tenants
may choose to purchase their own home or difficulties in refinancing, including our ability to finance existing collateral at the same level of funding or at the
existing rate.
Interest Rate Risk
We are exposed to interest rate risk from our (a) debt financing activities and (b) ownership of residential mortgage loans. Interest rate risk is highly sensitive
to many factors, including governmental monetary and tax policies, domestic and international economic and political considerations and other factors
beyond our control. Changes in interest rates may affect our interest expense related to the funding of our real estate portfolios.
We have undertaken and may continue to undertake risk mitigation activities with respect to our debt financing interest rate obligations. A portion of our
debt financing is, and will likely continue to be, based on a floating rate of interest calculated on a fixed spread over the relevant index, as determined by the
particular financing arrangement. A significantly rising interest rate environment could have an adverse effect on the cost of such financing. To mitigate this
risk, we have used, and may continue to use, derivative financial instruments such as interest rate caps in an effort to reduce the variability of earnings caused
by changes in the interest rates we pay on our debt.
These derivative transactions will be entered into solely for risk management purposes, not for investment purposes. When undertaken, these derivative
instruments likely will expose us to certain risks such as price and interest rate fluctuations, timing risk, volatility risk, credit risk, counterparty risk and
changes in the liquidity of markets. Therefore, although we expect to transact in these derivative instruments purely for risk management, they may not
adequately protect us from fluctuations in our financing interest rate obligations.
We have entered into multiple interest rate caps in order to manage the risk of increases in the floating rate portion of our variable rate debt. We will be
reimbursed by the counterparties of the interest rate caps to the extent that the one-month LIBOR exceeds the applicable strike rate based on the scheduled
notional amount. We are also exposed to counterparty risk should any of the counterparties fail to meet their obligations under the terms of the agreement.
We currently borrow funds on our repurchase and loan facilities at variable rates. At June 30, 2019, we had $124.5 million of variable rate debt outstanding
that was not protected by interest rate hedge contracts and $677.4 million that was protected by interest rate caps. The estimated aggregate fair market value
of this variable rate debt was $797.6 million. If the weighted average interest rate on this variable rate debt had been 100 basis points higher or lower, the
annual interest expense would increase by $1.8 million or decrease by $7.8 million, respectively.
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Item 4. Controls and Procedures
The Company maintains disclosure controls and procedures that are designed to ensure that information required to be disclosed in the Company's filings
under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) is recorded, processed, summarized and reported within the time periods
specified in the SEC's rules and forms and to ensure that such information is accumulated and communicated to the Company’s management, including its
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.
Our Chief Executive Officer and Chief Financial Officer have evaluated the effectiveness of our disclosure controls and procedures (as defined in Rule 13a15(e) and Rule 15d-15(e) of the Exchange Act) as of the end of the period covered by this quarterly report. Based upon that evaluation, management has
determined that the Company's disclosure controls and procedures were effective as of June 30, 2019.
Controls Related to HavenBrook Partners, LLC
On August 8, 2018, we acquired HavenBrook Partners, LLC (“HavenBrook”) and the 3,236 properties that it managed (the “RHA Acquired Properties”). We
have sold 406 of the RHA Acquired Properties, leaving 2,830 of the RHA Acquired Properties in our portfolio at June 30, 2019. HavenBrook provides
property management services with respect to the RHA Acquired Properties, and we have transitioned our externally managed rental properties to the
HavenBrook property management platform.
SEC guidance permits management to omit an assessment of an acquired business's internal control over financial reporting from management's assessment of
internal control over financial reporting for a period not to exceed one year from the date of acquisition. As of the date of this report, we are in the process of
evaluating the control processes of HavenBrook with respect to the RHA Acquired Properties. Accordingly, we have excluded such processes performed by
HavenBrook from our assessment of internal control over financial reporting as of June 30, 2019.
Changes in Internal Control over Financial Reporting
There have been no changes in the Company's internal control over financial reporting during the fiscal quarter ended June 30, 2019 that have materially
affected, or are reasonably likely to materially affect, the Company's internal control over financial reporting.
Limitations on Controls
Our disclosure controls and procedures and internal control over financial reporting are designed to provide reasonable assurance of achieving their
objectives as specified above. Management does not expect, however, that our disclosure controls and procedures or our internal control over financial
reporting will prevent or detect all error or fraud. Any control system, no matter how well designed and operated, is based upon certain assumptions and can
provide only reasonable, not absolute, assurance that its objectives will be met. Further, no evaluation of controls can provide absolute assurance that
misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if any, within the Company have been detected.
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Part II
Item 1. Legal Proceedings
Information regarding reportable legal proceedings is contained in Part I, “Item 3. Legal Proceedings” in our Annual Report on Form 10-K for the year
ended December 31, 2018. The following updates and restates the description of the previously reported Martin v Altisource Residential Corporation et al.
matter:
Martin v. Altisource Residential Corporation et al.
On March 27, 2015, a putative shareholder class action complaint was filed in the United States District Court of the Virgin Islands by a purported
shareholder of the Company under the caption Martin v. Altisource Residential Corporation, et al., 15-cv-00024. The action names as Defendants the
Company, our former Chairman, William C. Erbey, and certain officers and a former officer of the Company and alleges that the Defendants violated federal
securities laws by, among other things, making materially false statements and/or failing to disclose material information to the Company's shareholders
regarding the Company's relationship and transactions with AAMC, Ocwen Financial Corporation (“Ocwen”) and Home Loan Servicing Solutions, Ltd.
These alleged misstatements and omissions include allegations that the Defendants failed to adequately disclose the Company's reliance on Ocwen and the
risks relating to its relationship with Ocwen, including that Ocwen was not properly servicing and selling loans, that Ocwen was under investigation by
regulators for violating state and federal laws regarding servicing of loans and Ocwen’s lack of proper internal controls. The complaint also contains
allegations that certain of the Company's disclosure documents were false and misleading because they failed to disclose fully the entire details of a certain
asset management agreement between the Company and AAMC that allegedly benefited AAMC to the detriment of the Company's shareholders. The action
seeks, among other things, an award of monetary damages to the putative class in an unspecified amount and an award of attorney’s and other fees and
expenses.
In May 2015, two of our purported shareholders filed competing motions with the court to be appointed Lead Plaintiff and for selection of lead counsel in the
action. Subsequently, opposition and reply briefs were filed by the purported shareholders with respect to these motions. On October 7, 2015, the court
entered an order granting the motion of Lei Shi to be Lead Plaintiff and denying the other motion to be Lead Plaintiff.
On January 23, 2016, the Lead Plaintiff filed an amended complaint.
On March 22, 2016, Defendants filed a motion to dismiss all claims in the action. The Plaintiff filed opposition papers on May 20, 2016, and the Defendants
filed a reply brief in support of the motion to dismiss the amended complaint on July 11, 2016.
On November 14, 2016, the Martin case was reassigned to Judge Anne E. Thompson of the United States District Court of New Jersey. In a hearing on
December 19, 2016, the parties made oral arguments on the motion to dismiss, and on March 16, 2017 the Court issued an order that the motion to dismiss
had been denied. On April 17, 2017, the Defendants filed a motion for reconsideration of the Court’s decision to deny the motion to dismiss. On April 21,
2017, the Defendants filed their answer and affirmative defenses. Plaintiff filed an opposition to Defendants’ motion for reconsideration on May 8, 2017. On
May 30, 2017, the Court issued an order that the motion for reconsideration had been denied. Shortly thereafter, discovery commenced.
On October 10, 2018, the Lead Plaintiff filed a second amended complaint, which added a second Lead Plaintiff to the case. The allegations and causes of
action asserted by the Plaintiffs were virtually identical to the prior complaint, except that they added what the Plaintiffs claimed was additional detail in
support of their allegations.
On December 7, 2018, the Defendants moved to dismiss the second amended complaint in its entirety. Plaintiffs filed their opposition to the motion on
December 31, 2018, and Defendants filed their reply brief on January 24, 2019. On February 21, 2019, Judge Thompson issued an order that granted
Defendants’ motion and dismissed the second amended complaint in its entirety.
On February 26, 2019, the Court granted Plaintiffs’ request for leave to file a Third Amended Complaint within 14 days. On March 12, 2019, Plaintiffs filed
their Third Amended Complaint, and on April 12, 2019, Defendants moved to dismiss the Third Amended and Restated Complaint in its entirety. Plaintiffs
filed their opposition to the motion to dismiss on May 13, 2019, and Defendants filed their reply in support of the motion on May 31, 2019. On June 12,
2019, Judge Thompson issued an Order granting in part and denying in part Defendants’ motion to dismiss the Third Amended Complaint. Specifically,
Judge Thompson granted Defendants’ motion to dismiss any alleged misrepresentation made after each Plaintiff’s final purchase of securities. Judge
Thompson denied Defendants’ motion to dismiss on the remaining grounds.
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On June 26, 2019, Defendants filed a motion to certify interlocutory appeal to the Third Circuit of Judge Thompson’s Order granting in part and denying in
part Defendants’ motion to dismiss the Third Amended Complaint. Plaintiffs filed their opposition to the motion on July 10, 2019 and Defendants’ reply in
support of the motion was filed on July 24, 2019.
Separately, on July 5, 2019, Judge Thompson accepted the case schedule proposed by the parties. Discovery is ongoing. The deadline for the completion of
fact discovery is November 8, 2019, the deadline for the completion of expert discovery is January 30, 2020, and the deadline to submit dispositive motions
is February 27, 2020.
We believe this complaint is without merit. At this time, we are not able to predict the ultimate outcome of this matter, nor can we estimate the range of
possible loss, if any.
Item 1A. Risk Factors
There have been no material changes in our risk factors since December 31, 2018 except as provided below. For information regarding our risk factors, you
should carefully consider the risk factors discussed in “Item 1A. Risk factors” in our Annual Report on Form 10-K for the year ended December 31, 2018 filed
with the SEC on February 27, 2019.
We are exploring strategic alternatives, but there can be no assurance that we will be successful in identifying or consummating any strategic alternatives,
that strategic alternatives will yield additional value for stockholders, or that exploration of strategic alternatives will not adversely impact the Company.
On May 21, 2019, we announced that our Board of Directors had initiated a process to review strategic alternatives to enhance stockholder value. There can
be no assurance that the exploration of strategic alternatives will result in the identification or consummation of any transaction or any other particular
outcome. Speculation regarding any developments related to the review of strategic alternatives and perceived uncertainties related to the future of the
Company could cause our stock price to fluctuate significantly.
The exploration of strategic alternatives could result in the diversion of management’s attention from our existing business; failure to achieve financial or
operating objectives; incurrence of significant transaction expenses; failure to retain, attract or strengthen our relationships with key personnel; and exposure
to potential litigation in connection with this process and effecting any transaction or strategic alternative. If we are unable to mitigate these or other
potential risks related to the uncertainty caused by our exploration of strategic alternatives, it may disrupt our business or could have a material adverse effect
on our business, financial condition or results of operations.
There can be no assurance that any potential transaction or other strategic alternative, if identified, evaluated and consummated, will provide greater value to
our stockholders than that reflected in the current stock price. Further, our Board of Directors may determine to suspend or terminate the exploration of
strategic alternatives at any time due to various factors. Any potential transaction or other outcome of this process is also dependent upon a number of factors
that may be beyond our control, including among other factors, market conditions, industry trends, regulatory limitations and the interest of third parties in
our business.
We may be adversely affected by changes in LIBOR reporting practices, the method in which LIBOR is determined or the use of alternative reference rates.
Our variable rate debt and interest rate caps are currently indexed to the London Interbank Offered Rate (“LIBOR”). In July 2017, the United Kingdom
regulator that regulates LIBOR announced its intention to phase out LIBOR rates by the end of 2021. It is impossible to predict the further effect of this
announcement, any changes in the methods by which LIBOR is determined or other reforms to LIBOR that may be enacted. In April 2018, the Federal
Reserve Bank of New York commenced publishing the Secured Overnight Financing Rate (“SOFR”), an alternative reference rate proposed by the Alternative
Reference Rates Committee (“ARRC”), a group of major market participants convened by the U.S. Federal Reserve, with participation by SEC Staff and other
regulators. SOFR is based on transactions in the more robust U.S. Treasury repurchase market and has been proposed as the alternative to LIBOR for use in
derivatives and other financial contracts that currently rely on LIBOR as a reference rate. ARRC has proposed a paced market transition plan
to SOFR from LIBOR, and organizations are currently working on industry-wide and company-specific transition plans as it relates to derivatives and cash
markets exposed to LIBOR. At this time, no consensus exists as to what rate or rates may become accepted alternatives to LIBOR, and it is impossible to
predict whether and to what extent banks will continue to provide LIBOR submissions to the administrator of LIBOR, whether LIBOR rates will cease to be
published or supported before or after 2021 or whether additional reforms to LIBOR may be enacted. Such developments and any other legal or regulatory
changes in the method by which LIBOR is
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determined or the transition from LIBOR to a successor benchmark may result in, among other things, a sudden or prolonged increase or decrease in LIBOR, a
delay in the publication of LIBOR and/or changes in the rules or methodologies of LIBOR, which may discourage market participants from continuing to
administer or to participate in LIBOR’s determination and, in certain situations, could result in LIBOR no longer being determined and published. If a
published U.S. dollar LIBOR rate is unavailable after 2021, the interest rates on our variable rate debt or strike rates on our interest rate caps that are indexed
to LIBOR may be determined using various alternative methods, any of which may result in interest obligations that are more or less than or do not otherwise
correlate over time with the payments that would have been made on such debt or received on such interest rate caps if U.S. dollar LIBOR was available in its
current form. Further, the same costs and risks that may lead to the unavailability of U.S. dollar LIBOR may make one or more of the alternative methods
impossible or impracticable to determine. Any of these proposals or consequences could have a material adverse effect on our financing costs, and, to the
extent our interest rate cap arrangements cannot adequately protect against all such possibly adverse consequences, such proposals or consequences could
adversely affect our financial condition, operating results and cash flows.
Item 4. Mine Safety Disclosures
Not applicable.
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Item 6. Exhibits
Exhibits
Exhibit Number

Description

2.1

Separation Agreement, dated as of December 21, 2012, between Front Yard Residential Corporation and Altisource Portfolio Solutions
S.A. (incorporated by reference to Exhibit 2.1 of the Registrant's Current Report on Form 8-K filed with the SEC on December 28,
2012).

2.2

Membership Interest Purchase and Sale Agreement, dated September 30, 2016, between MSR I, LP and Front Yard Residential, L.P.
(incorporated by reference to Exhibit 2.1 of the registrant's Current Report on Form 8-K filed with the SEC on October 3, 2016).

2.3

Purchase and Sale Agreement, dated September 30, 2016, between Firebird SFE I, LLC and Front Yard Residential, L.P. (incorporated
by reference to Exhibit 2.2 of the registrant's Current Report on Form 8-K filed with the SEC on October 3, 2016).

2.4

Purchase Agreement, dated August 8, 2018, by and among FYR SFR Purchaser, LLC, RHA 1 Inc., RHA 2 Inc., RHA 3 Inc.,
HavenBrook Partners, LLC, Rental Home Associates LLC and each of the unitholders of HavenBrook identified therein (incorporated
by reference to Exhibit 2.1 of the Registrant's Current Report on Form 8-K filed with the SEC on August 9, 2018).†

3.1

Articles of Restatement of Front Yard Residential Corporation (incorporated by reference to Exhibit 3.3 of the registrant's Current
Report on Form 8-K filed with the SEC on April 8, 2013).

3.2

By-laws of Front Yard Residential Corporation (incorporated by reference to Exhibit 3.2 of the Registrant's Registration Statement on
Form 10 filed with the SEC on December 5, 2012).
Amendment No. 2 to Second Amended and Restated Loan and Security Agreement, dated as of April 5, 2019, among Nomura
Corporate Funding Americas, LLC, and ARLP REO I, LLC, on behalf of itself and with respect to QRS Series of ARLP REO I, LLC and
TRS Series of ARLP REO I, LLC; ARLP REO II, LLC, on behalf of itself and with respect to QRS Series of ARLP REO II, LLC and TRS
Series of ARLP REO II, LLC; ARLP REO III, LLC, on behalf of itself and with respect to QRS Series of ARLP REO III, LLC and TRS
Series of ARLP REO III, LLC; ARLP REO IV, LLC, on behalf of itself and with respect to QRS Series of ARLP REO IV, LLC and TRS
Series of ARLP REO IV, LLC; ARLP REO V, LLC, on behalf of itself and with respect to QRS Series of ARLP REO V, LLC and TRS
Series of ARLP REO V, LLC; ARLP REO VI, LLC, on behalf of itself and with respect to QRS Series of ARLP REO VI, LLC and TRS
Series of ARLP REO VI, LLC; ARLP REO VII, LLC, on behalf of itself and with respect to QRS Series of ARLP REO VII, LLC and TRS
Series of ARLP REO VII, LLC; ARLP REO 400, LLC, on behalf of itself and with respect to QRS Series of ARLP REO 400, LLC and
TRS Series of ARLP REO 400, LLC; and ARLP REO 500, LLC, on behalf of itself and with respect to QRS Series of ARLP REO 500,
LLC and TRS Series of ARLP REO 500, LLC and each other Delaware limited liability company that is organized in series that may be
subsequently added as a party thereto (incorporated by reference to Exhibit 10.1 of the registrant's Current Report on Form 8-K filed
with the SEC on April 10, 2019).
Amended and Restated Asset Management Agreement, dated as of May 7, 2019, by and among Front Yard Residential Corporation,
Front Yard Residential, L.P. and Altisource Asset Management Corporation (incorporated by reference to Exhibit 10.1 of the
registrant's Current Report on Form 8-K filed with the SEC on May 8, 2019).
Agreement, date May 21, 2019, by and among Front Yard Residential Corporation and Snow Park Capital Partners, LP (incorporated
by reference to Exhibit 10.1 of the registrant's Current Report on Form 8-K filed with the SEC on May 21, 2019).
Certification of CEO Pursuant to Section 302 of the Sarbanes-Oxley Act
Certification of CFO Pursuant to Section 302 of the Sarbanes-Oxley Act
Certification of CEO Pursuant to Section 906 of the Sarbanes-Oxley Act
Certification of CFO Pursuant to Section 906 of the Sarbanes-Oxley Act
XBRL Instance Document
XBRL Taxonomy Extension Schema Document
XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Definition Linkbase Document
XBRL Extension Labels Linkbase
XBRL Taxonomy Extension Presentation Linkbase Document

10.1

10.2

10.3

31.1*
31.2*
32.1*
32.2*
101.INS*
101.SCH*
101.CAL*
101.DEF*
101.LAB*
101.PRE*
__________
* Filed herewith.
† Certain schedules and exhibits have been omitted pursuant to Item 601(b)(2) of Regulation S-K. The Company agrees to furnish supplementally a copy of
any of the omitted schedules or exhibits upon request by the United States Securities and Exchange Commission, provided, however, that the Company
may request confidential treatment pursuant to Rule 24b-2 of the Exchange Act, as amended, for any schedules or exhibits so furnished.
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Signatures
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.
Front Yard Residential Corporation
Date:

August 7, 2019

By:

/s/

Robin N. Lowe
Robin N. Lowe
Chief Financial Officer

51

Exhibit 31.1
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, George G. Ellison, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Front Yard Residential Corporation;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a–15(f) and 15d–15(f)) for the
registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the Registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the Registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Date:

August 7, 2019

By:

/s/

George G. Ellison
George G. Ellison
Chief Executive Officer

Exhibit 31.2
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Robin N. Lowe, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Front Yard Residential Corporation;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a–15(f) and 15d–15(f)) for the
registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the Registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the Registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

Date:

August 7, 2019

By:

/s/

Robin N. Lowe
Robin N. Lowe
Chief Financial Officer

Exhibit 32.1
Certification of the Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
The undersigned, the Chief Executive Officer of Front Yard Residential Corporation (the “Company”), hereby certifies on the date hereof, pursuant to 18
U.S.C. §1350(a), as adopted pursuant to Section 906 of The Sarbanes-Oxley Act of 2002, that the quarterly report on Form 10-Q for the quarter ended June 30,
2019 (“Form 10-Q”), filed concurrently herewith by the Company, fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities
Exchange Act of 1934, as amended, and that the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Company.
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.

Date:

August 7, 2019

By:

/s/

George G. Ellison
George G. Ellison
Chief Executive Officer

Exhibit 32.2
Certification of the Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
The undersigned, the Chief Financial Officer of Front Yard Residential Corporation (the “Company”), hereby certifies on the date hereof, pursuant to 18
U.S.C. §1350(a), as adopted pursuant to Section 906 of The Sarbanes-Oxley Act of 2002, that the quarterly report on Form 10-Q for the quarter ended June 30,
2019 (“Form 10-Q”), filed concurrently herewith by the Company, fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities
Exchange Act of 1934, as amended, and that the information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Company.
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.

Date:

August 7, 2019

By:

/s/

Robin N. Lowe
Robin N. Lowe
Chief Financial Officer

