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FORWARD-LOOKING STATEMENTS

In this annual report on Form 10-K, references to "Company," "we," "us," or "our" refer to Resource Capital Corp. and
its subsidiaries; references to the Company's "Manager" refer to Resource Capital Manager, Inc., an indirect
wholly-owned subsidiary of C-III Capital Partners LLC, unless specifically stated otherwise or the context otherwise
indicates. This report contains certain forward-looking statements. Forward-looking statements relate to expectations,
beliefs, projections, future plans and strategies, anticipated events or trends and similar expressions concerning
matters that are not historical facts. In some cases, you can identify forward-looking statements by terms such as
"anticipate”, "believe", "could", "estimate", "expects", "intend", "may", "plan”, "potential", "project”, "should", "will"
and "would" or the negative of these terms or other comparable terminology.

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

the factors described in this report, including those set forth under the sections captioned "Risk Factors", "Business"
and "Management's Discussion and Analysis of Financial Conditions and Results of Operations";

changes in our industry, interest rates, the debt securities markets, real estate markets or the general economys;
tncreased rates of default and/or decreased recovery rates on our investments;

availability, terms and deployment of capital;

availability of qualified personnel;

changes in governmental regulations, tax rates and similar matters;

changes in our business strategy;

availability of investment opportunities in commercial real estate-related and commercial finance assets;

the degree and nature of our competition;

the adequacy of our cash reserves and working capital; and

the timing of cash flows, if any, from our investments.

We caution you not to place undue reliance on these forward-looking statements which speak only as of the date of
this report. All subsequent written and oral forward-looking statements attributable to us or any person acting on our
behalf are expressly qualified in their entirety by the cautionary statements contained or referred to in this section.
Except to the extent required by applicable law or regulation, we undertake no obligation to update these
forward-looking statements to reflect events or circumstances after the date of this filing or to reflect the occurrence of
unanticipated events.

(Back to Index)
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PART 1

ITEM I. BUSINESS

General

We are a Maryland corporation and a real estate finance company that is organized and conducts our operations to
qualify as a real estate investment trust, or REIT, for federal income tax purposes under Subchapter M of the Internal
Revenue Code of 1986, as amended. Our investment strategy is primarily focused on originating, holding and
managing commercial mortgage loans and commercial real estate-related debt investments.

Our objective is to provide our stockholders with total returns over time, including quarterly distributions and capital
appreciation, while seeking to manage the risks associated with our investment strategies. We finance a substantial
portion of our portfolio investments through borrowing strategies seeking to match the maturities and repricing dates
of our financings with the maturities and repricing dates of those financed investments, and we seek to mitigate
interest rate and foreign currency risk through derivative investments.

Our investment strategy targets the following core asset class:

CRE/Core Asset Class  Principal Investments

Commercial real . .
First mortgage loans, which we refer to as whole loans;
estate-related assets
First priority interests in first mortgage loans, which we refer to as A notes;
Subordinated interests in first mortgage loans, which we refer to as B notes;
Mezzanine debt that is senior to the borrower's equity position but subordinated to other
third-party debt; and

Commercial mortgage-backed securities, which we refer to as CMBS.

In November 2016, we received approval from our board of directors to execute a strategic plan, or the Plan, to focus
our strategy on commercial real estate, or CRE, debt investments. The Plan contemplates disposing of certain Legacy
CRE debt investments, exiting underperforming non-core asset classes and investments, collectively, the "Identified
Assets," and establishing a dividend policy based on sustainable earnings. Legacy CRE loans are loans underwritten
prior to 2010, or Legacy CRE loans. The non-core asset classes in which we have historically invested are described
in the following table of non-core asset classes:

Non-Core Asset Classes Principal Investments

Residential real . .

Residential mortgage loans; and

estate-related assets
Residential mortgage-backed securities, which we refer to as RMBS, which comprise our

available-for-sale portfolio.

Ss(;relgnermal finance Middle market secured corporate loans and preferred equity investments;
Asset-backed securities, which we refer to as ABS, backed by senior secured corporate
loans;

Debt tranches of collateralized debt obligations and collateralized loan obligations, which
we refer to as CDOs and CLOs, respectively, and sometimes, collectively, as CDOs;
Structured note investments, which comprise our trading securities portfolio;

Syndicated corporate loans; and

Preferred equity investment in a commercial leasing enterprise that originates and holds
small- and middle-ticket commercial direct financing leases and notes.

We are externally managed by Resource Capital Manager, Inc., or our Manager, an indirect wholly-owned subsidiary

of C-III Capital Partners LL.C, or C-III, a leading CRE services company engaged in a broad range of activities. Our

Manager draws upon C-III and its subsidiaries and its collective investment experience to provide its services. With
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respect to the strategic plan, two non-core segments: (i) residential mortgage loans and RMBS and (ii) middle market
secured corporate loans and preferred equity investments, have been reclassified as held for sale and are considered
discontinued operations at December 31, 2017 and 2016.

(Back to Index)
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We began to implement the Plan during the fourth quarter of 2016. The following table delineates the disposable
investments by business segment and details the current net book value of each included in the Plan (in millions):
Monetized Net Book

IAdSeSn::Sﬁth Impairments/Adjustmedtapairments/Adjustmetibsough ~ Value at
Plan on Non-Monetized  on Monetized Assets December December
. Assets (D2 M 31,2017 31,2017
Inception 3) 3)
Discops and AHFS
Legacy CRE Loans 4 $1947 $ (13.8 ) $ (117 ) $(1074 ) $61.8
Middle Market Loans 73.8 (18.3 ) 03 (26.4 ) 294
Residential Mortgage Lending
Segment 56.6 (1.2 ) (9.6 ) (@451 ) 07
Other AHFS 59 2.5 1.6 (3.4 ) 6.6
Subtotal - Discops and AHFS $331.0 $ (308 ) $ (194 ) $(182.3 ) $98.5
Iancs.tments in Unconsolidated $866 $ (1.9 ) $ 401 $(1194 ) 54
Entities
Commercial Finance Assets © 62.5 (0.3 ) 04 (623 ) 03
Total $480.1 § (33.0 ) $ 211 $(364.0 ) $104.2
(I)Reflects adjustments as a result of the designation as assets held for sale or discontinued operations, which

occurred during the third and fourth quarters of 2016 except as noted in (2) below.

The impairment adjustment to middle market loans includes $5.4 million of fair value adjustments that occurred

prior to the inception of the Plan.

Investments in unconsolidated entities include a pro forma adjustment for a $5.1 million distribution from Pelium

Capital, L.P. received in January 2018.

Legacy CRE Loans includes $118.2 million par value of loans at the inception of the Plan that were not reflected

(4)on the consolidated balance sheets until our investment in Resource Real Estate Funding CDO 2007-1, Ltd. was

liquidated in November 2016.

Includes $1.1 million of cash and cash equivalents not classified as assets held for sale in the Residential Mortgage

Lending segment at December 31, 2017.

©) Commercial Finance assets decreased by $2.3 million related to the reclassification of certain assets to other assets
on the consolidated balance sheets.

We have deployed the incremental capital received primarily into our CRE lending business and CMBS investments.

During 2017 and 2016, we originated 40 new CRE loans totaling $797.0 million. During the year ended December 31,

2017, we reinvested proceeds into CMBS with a face value of $212.0 million. Certain of these investments are

financed through our CRE and CMBS term facilities and, in the case of CRE loans, through securitizations. In

furtherance of our Plan, coupled with available debt financing at December 31, 2017 of $358.0 million, we intend to

grow our CRE lending operation in 2018.

Our Business Strategy

The core components of our business strategy are:

Investment in CRE assets. We currently invest in CRE whole loans, CRE mezzanine loans and investment grade and

non-investment grade CMBS securities. Our goal as we implement our strategy is to allocate 90% to 100% of our

equity to CRE investments. At December 31, 2017, our equity was allocated as 84% in core assets and 16% in

non-core assets, which we intend to substantially, if not entirely, dispose of in 2018.

Managing our investment portfolio. At December 31, 2017, we managed $1.6 billion of assets, including $603.1

million of assets that were financed and held in variable interest entities. The core of our management process is credit

analysis, which our Manager, as well as C-1I1, use to actively monitor our existing investments and as a basis for

evaluating new investments. Senior management of our Manager and C-III have extensive experience in underwriting

the credit risk associated with our targeted asset classes and conduct detailed due diligence on all credit-sensitive

investments. After we make investments, our Manager and C-III actively monitor them for early detection of trouble

2
3)

(&)
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or deterioration. If a default occurs, we will use our senior management team's asset management experience in
seeking to mitigate the severity of any loss and to optimize the recovery from assets collateralizing the investment.
Managing our interest rate and liquidity risk. We generally seek to manage interest rate and liquidity risk so as to
reduce the effects of interest rate changes on us. In our long-term financings, we seek to match the maturity and
repricing dates of our investments with the maturities and repricing dates of our financings. Historically, we have used
securitization vehicles structured for us by our Manager to achieve this goal, and subject to the markets for
securitization financings remaining open, we expect to continue to use those vehicles in the future to accomplish our
long-term match funding financing strategy. We engage in a number of business activities that are vulnerable to
interest rate and liquidity risk. Our hedging strategy is intended to take advantage of commonly available derivative
investments such as interest rate swaps and caps to reduce, to the extent possible, those risks.

(Back to Index)
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We manage our interest rate and liquidity risk on our short-term financings, principally repurchase agreements, by
limiting our financial exposure under the facilities to either a stated investment amount or a fixed guaranty amount.
At December 31, 2017, our repurchase facilities with debt outstanding were as follows (in thousands):
Outstandin Equit
€ Valueof MY

E)O MTOWINES * Collateral ?zt) Risk
At December 31, 2017
CRE - Term Repurchase Facilities
Wells Fargo Bank, N. A. $179,347 $268,003 $89,213
Morgan Stanley Bank, N. A. 112,151 164,122 52,241
CMBS - Term Repurchase Facilities
Wells Fargo Bank, N. A. 12,272 14,984 2,737
Deutsche Bank, AG 15,356 23,076 7,862
CMBS - Short-Term Repurchase Agreements
RBC Capital Markets, LLC 72,131 97,745 25,813
JP Morgan Securities LLC 10,516 33,777 23,343

401,773 601,707
(1)Outstanding borrowings includes accrued interest payable and deferred debt issuance costs.
(2)Equity at risk includes interest receivable net of accrued interest expense.
These borrowings were made on a floating rate basis. For more information concerning our credit and repurchase
facilities, see Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations -
Liquidity and Capital Resources," and Note 11 of the "Notes to Consolidated Financial Statements" contained in Item
8, "Financial Statements and Supplementary Data," of this report. We continuously monitor our compliance with all of
the financial covenants. We are in compliance with all financial covenants, as defined in the respective agreements, at
December 31, 2017.
Diversification of investments. We intend to manage our investment risk by maintaining a diversified portfolio of
commercial mortgage loans and CRE-related assets. As funds become available for investment or reinvestment, we
seek to maintain diversification by property type and geographic location while allocating our capital to investment
opportunities that we believe are the most economically attractive. The percentage of assets that we have invested in
certain non-core and real estate-related asset classes is subject to the federal income tax requirements for REIT
qualification and the requirements for exclusion from regulation under the Investment Company Act of 1940, or the
Investment Company Act.
Our Operating Policies
Investment guidelines. We have established investment policies, procedures and guidelines that are reviewed and
approved by our manager's investment committee and our board of directors. The investment committee and/or board
of directors, as applicable, meets regularly to consider and approve proposed specific investments. The board of
directors monitors the execution of our overall investment strategies and targeted asset classes. We acquire our
investments primarily for income. We do not have a policy that requires us to focus our investments in one or more
particular geographic areas or industries.
Financing policies. We use leverage in order to increase potential returns to our stockholders and for financing our
portfolio. We do not speculate on changes in interest rates. Although we have identified leverage targets for each of
our targeted asset classes, our investment policies do not have any minimum or maximum leverage limits. Our
investment committee has the discretion, without the need for further approval by our board of directors, to increase
the amount of leverage we incur above our targeted range for individual asset classes subject, however, to any
leverage constraints that may be imposed by existing financing arrangements.
We use borrowing and securitization strategies to accomplish our long-term match funding financing strategy. Based
upon current conditions in the credit markets for CDOs and CLOs, we expect to modestly increase leverage through
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new CLO securitizations and the continued use of our term repurchase and short-term repurchase facilities in 2018.
We may also seek other credit arrangements to finance new investments that we believe can generate attractive
risk-adjusted returns, subject to availability.

(Back to Index)
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Hedging and interest rate management policies. We use derivative instruments to hedge a portion of the interest rate
risk associated with our borrowings. Under the federal income tax laws applicable to REITs, we generally will be
able to enter into transactions to hedge indebtedness that we may incur, or plan to incur, to acquire or carry real estate
assets, provided that our total gross income from qualifying hedges does not exceed 25% of our total gross income
and non-qualifying hedges do not exceed 5% of our total gross income. We generally seek to minimize interest rate
risk with a strategy that is expected to result in the least amount of volatility under accounting principles generally
accepted in the United States of America, or GAAP, while still meeting our strategic economic objectives and
maintaining adequate liquidity and flexibility. These hedging transactions may include interest rate swaps, collars,
caps or floors, puts, calls, options and foreign currency exchange protection.
Credit and risk management policies. Our Manager focuses its attention on credit and risk assessment from the earliest
stage of the investment selection process. In addition, our Manager screens and monitors all potential investments to
determine their impact on maintaining our REIT qualification under federal income tax laws and our exclusion from
investment company status under the Investment Company Act. Portfolio risks, including risks related to credit losses,
interest rate volatility, liquidity and counterparty credit, are generally managed on a portfolio-by-portfolio basis by our
Manager.
General
The table below summarizes the amortized cost and net carrying amount of our investment portfolio at December 31,
2017, classified by asset type (in thousands, except percentages):

Percent of

. Ne .

At December 31, 2017 é(r)r;(t)rtlzed Carrying  Investment Xv\?;rgigdeoupon
Amount Portfolio

Core Assets:
CRE whole loans (1 $1,290,150 $1,284,822 80.02 % 6.09%
CMBS @ 210,806 211,579 13.18 % 4.35%
Total Core Assets 1,500,956 1,496,401 93.20 %
Non-Core Assets:
ABS @ 259 158 0.01 % N/A (10
Structured notes 3 2,891 178 0.01 % N/A (10
Syndicated corporate loans held for sale @ 13 13 — % N/A (10)
Investment in an unconsolidated entity ) 10,503 10,503 0.65 % N/A (10
Direct financing leases ©) 886 151 0.01 % 5.66%
Life settlement contracts (7 5,130 5,130 0.32 % N/A (10
Residential mortgage loans held for sale ) 1,913 1,913 0.12 % 3.92%
Middle market loans held for sale (PV® 41,199 29,308 1.83 % 5.06%
Legacy CRE loans held for sale ()®) 63,783 61,841 3.85 % 1.64%
Total Non-Core Assets 126,577 109,195 6.80 %
Total investment portfolio $1,627,533 $1,605,596 100.00 %

(1)Net carrying amount includes an allowance for loan losses of $5.3 million at December 31, 2017.

(2)Classified as investment securities available-for-sale on the consolidated balance sheets.

(3)Classified as investment securities, trading on the consolidated balance sheets.

(4) The fair value option was elected for syndicated corporate loans held for sale.

(5)Classified as investments in unconsolidated entities on the consolidated balance sheets.

(6)Net carrying amount includes an allowance for lease losses of $735,000 at December 31, 2017.

(7)Classified as assets held for sale on the consolidated balance sheets.

(S)Net carrying amount includes the lower of cost or market value adjustments of $11.9 million at December 31,
2017.

(9)Net carrying amount includes a lower of cost or market value adjustment of $1.9 million at December 31, 2017.

11
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(10) There are no stated rates associated with these investments.

(Back to Index)
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Core Asset Classes

CRE Debt Investments

Whole loans. We predominantly originate first mortgage loans, or whole loans, directly to borrowers. The direct
origination of whole loans enables us to better control the structure of the loans and to maintain direct lending
relationships with borrowers. We may create tranches of a loan we originate, consisting of an A note (described
below) and a B note (described below), as well as mezzanine loans or other participations, which we may hold or sell
to third parties. We do not obtain ratings on these investments. With respect to our portfolio at December 31, 2017,
our whole loan investments had loan to value, or LTV, ratios that typically do not exceed 80%. Typically, our whole
loans are structured with an original term of up to three years, with one-year extensions that bring the loan to a
maximum term of five years. Substantially all of our CRE loans held at December 31, 2017 were whole loans. We
expect to hold our whole loans to maturity.

Senior interests in whole loans (A notes). We may invest in senior interests in whole mortgage loans, referred to as A
notes, either directly originated or purchased from third parties. We do not intend to obtain ratings on these
investments. We expect our typical A note investments to have an LTV ratio not exceeding 70%, and will generally be
structured with an original term of up to three years, with one-year extensions that bring the loan to a maximum term
of five years, which we intend to hold to maturity. We did not hold any A note investments at December 31, 2017.
Subordinate interests in whole loans (B notes). To a lesser extent, we may invest in subordinate interests in whole
mortgage loans, referred to as B notes, which we will either directly originate or purchase from third parties. B notes
are loans secured by a first mortgage but are subordinated to an A note. The subordination of a B note is generally
evidenced by an intercreditor or participation agreement between the holders of the A note and the B note. In some
instances, the B note lender may require a security interest in the stock or other equity interests of the borrower as part
of the transaction. B note lenders have the same obligations, collateral and borrower as the A note lender, but typically
are subordinated in recovery upon a default to the A note lender. B notes share certain credit characteristics with
second mortgages in that both are subject to greater credit risk with respect to the underlying mortgage collateral than
the corresponding first mortgage or A note. We do not obtain ratings on these investments. We expect our typical B
note investments to have LTV ratios between 55% and 80%, and will generally be structured with an original term of
up to three years, with one-year extensions that bring the loan to a maximum term of five years. We expect to hold
any B note investments we make or purchase to their maturity. We did not hold any B note investments at

December 31, 2017.

In addition to the interest payable on a B note, we may earn fees charged to the borrower under the note or additional
income by receiving principal payments in excess of the discounted price (below par value) we paid to acquire the
note. Our ownership of a B note with controlling class rights may, in the event the financing fails to perform
according to its terms, cause us to pursue our remedies as owner of the B note, which may include foreclosure on, or
modification of, the note. In some cases, the owner of the A note may be able to foreclose or modify the note against
our wishes as owner of the B note. As a result, our economic and business interests may diverge from the interests of
the owner of the A note.

Mezzanine financing. We may also invest in mezzanine loans that are senior to the borrower's equity in, and
subordinate to the mortgage loan on, a property. A mezzanine loan is typically secured by a pledge of the ownership
interests in the entity that directly owns the real property. In addition, mezzanine loans typically include credit
enhancements such as letters of credit, personal guarantees of the principals of the borrower, or collateral unrelated to
the property. A mezzanine loan may be structured so that we receive a stated fixed or variable interest rate on the loan
as well as a percentage of gross revenues and a percentage of the increase in the fair market value of the property
securing the loan, payable upon maturity, refinancing or sale of the property. Mezzanine loans may also have
prepayment lockouts, penalties, minimum profit hurdles and other mechanisms to protect and enhance returns in the
event of premature repayment. We expect our mezzanine investments to have LTV ratios between 65% and 90% with
stated maturity from three to five years and we will typically hold them to maturity. We did not hold any mezzanine
loan investments at December 31, 2017.

(Back to Index)
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The following charts describe the property type and the geographic breakdown, by National Council of Real Estate
Investment Fiduciaries region, of our CRE loan portfolio at December 31, 2017 (based on carrying value), excluding
our legacy CRE loans classified as assets held for sale:

The total loan portfolio, at carrying value, is $1.3 billion at December 31, 2017. "Other" property types include
industrial (1.5%), manufactured housing (1.5%) and self-storage (0.9%).

(Back to Index)
9

15



Edgar Filing: Resource Capital Corp. - Form 10-K
(Back to Index)

The Southwest region constitutes 28.0% of our portfolio and its collateral is comprised of 70.3% multifamily
properties and 23.6% office properties. The Pacific region constitutes 24.3% of our portfolio and its collateral is
comprised of 47.6% retail properties and 32.9% multifamily properties. The Mountain region constitutes 12.5% of our
portfolio and its collateral is comprised of 56.6% multifamily properties and 19.1% hotel properties. We view our
investment and credit strategies as being adequately diversified across property types in the Southwest, Pacific and
Mountain.

The entire Southwest region is comprised of loans in Texas. In the Pacific region, Southern California constitutes
13.4% of the total loan portfolio and Northern California constitutes 8.2% of the total loan portfolio. In the Mountain
region, Nevada constitutes 5.1% of the total loan portfolio. In the Southeast region, Florida constitutes 8.3% of the
total loan portfolio. In the Mid Atlantic region, North Carolina constitutes 6.2% of the total loan portfolio. In the
Northeast region, Pennsylvania constitutes 5.6% of the total loan portfolio.

As part of the Plan, certain underperforming Legacy CRE whole loans were classified as held for sale at December 31,
2016. At December 31, 2017, 45.8%, 36.4% and 17.8% of our Legacy CRE whole loans are collateralized by retail,
hotel and office properties, respectively. Of these loans, 82.2% are within the Pacific region (entirely California) and
17.8% are in the Mountain region (entirely Arizona).

CMBS

We invest in CMBS, which are securities that are secured by, or evidence interests in, a pool of mortgage loans
secured by commercial properties. These securities may be senior or subordinate and may be either investment grade
or non-investment grade. The majority of our CMBS investments have been rated by at least one nationally
recognized rating agency.

The yields on CMBS depend on the timely payment of interest and principal due on the underlying mortgage loans,
and defaults by the borrowers on such loans may ultimately result in deficiencies and defaults on the CMBS. In the
event of a default, the trustee for the benefit of the holders of CMBS has recourse only to the underlying pool of
mortgage loans and, if a loan is in default, to the mortgaged property securing such mortgage loan. After the trustee
has exercised all of the rights of a lender under a defaulted mortgage loan and the related mortgaged property has been
liquidated, no further remedy is available. However, holders of relatively senior classes of a CMBS trust will be
protected to a certain degree by the structural features of the securitization transaction, such as the subordination of
junior classes of the CMBS trust.

CRE Equity Investments

We may invest directly in the ownership of CRE equity investments by restructuring CRE loans and taking control of
the properties where we believe we can protect capital and ultimately generate capital appreciation. We may acquire
CRE equity investments through a joint venture or wholly-owned subsidiary. We intend to primarily use a subsidiary
of our Manager to manage the CRE equity investments when held. At December 31, 2017, we had no direct
ownership of any CRE equity investments.

Other Real Estate Investments

We may invest in joint ventures that make investments in a broad range of CRE assets through a variety of debt
investments, including mezzanine loans, B notes, preferred equity and whole loans including bridge financing. At
December 31, 2017, we had no investments in any joint ventures.

Non-Core Asset Classes

Structured Note Investments and RMBS

We have invested in structured notes and RMBS as part of our trading portfolio. Structured note investments are
investments in structured finance vehicles that are typically among the most junior debt securities, or are equity
securities, issued by the vehicle. The majority of our structured notes have not been rated by any nationally
recognized rating agency. These notes and equity securities typically receive quarterly interest payments or
distributions only after the more senior debt securities issued by the vehicle have received all amounts contractually
then owned to them. We also have invested in RMBS, which are securities that are secured or evidenced by interests
in pools of residential mortgage loans. These securities may be issued by government-sponsored agencies or other
entities and may or may not be rated investment grade by rating agencies.

Residential Mortgage Origination
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Primary Capital Mortgage, LLC, or PCM, is a residential mortgage lender and servicer, moved to discontinued
operations in the fourth quarter of 2016. PCM's assets and liabilities were marked to the lower of cost or fair market
value, less cost to sell, and transferred to held for sale status. At December 31, 2017, PCM's portfolio of salable assets
consisted of loans held for sale with a fair value of $1.9 million. We expect to liquidate the remaining assets and loans

in 2018.
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Middle Market Loans

We have made both senior and subordinated, secured and unsecured loans to middle market companies either through
directly originated transactions or purchases from third parties. However, in August 2016 we completed the sale of
Northport TRS, LLC and retained substantially all of the portfolio of broadly syndicated loans purchased through third
parties, and a directly originated loan classified as held for sale, with an aggregate carrying value of $29.3 million at
December 31, 2017. As part of our strategic Plan, our middle market business was moved to discontinued operations
in the fourth quarter of 2016 and the remaining assets were marked to the lower of cost or fair market value, less cost
to sell, and transferred to held for sale status. We expect to liquidate these loans in 2018.

Equipment Leases

We had a preferred equity investment in an equipment leasing company that invests in small- and middle-ticket
equipment leases. We sold this investment in July 2017.

Competition

See Item 1A "Risk Factors - Risks Related to Our Investments - We may face competition for suitable investments."
Management Agreement

We have a management agreement with our Manager pursuant to which our Manager provides the day-to-day
management of our operations. The agreement was amended and restated on December 14, 2017. The management
agreement requires our Manager to manage our business affairs in conformity with the policies and investment
guidelines established by our board of directors. Our Manager provides its services under the supervision and
direction of our board of directors. Our Manager is responsible for the selection, purchase and sale of our portfolio
investments, our financing activities and providing us with investment advisory services. Our Manager also provides
us with a Chief Financial Officer and a sufficient number of additional accounting, finance, tax and investor relations
professionals. Our Manager receives fees and is reimbursed for its expenses as follows:

A monthly base management fee equal to 1/12th of the amount of our equity multiplied by 1.50%; provided, however
that the base management fee is fixed at $937,500 per month for each of the 15 successive months beginning on
October 1, 2017. Under the management agreement, "equity" is equal to the net proceeds from issuances of shares of
capital stock (or the value of common shares upon the conversion of convertible securities), less offering-related
costs, plus or minus our retained earnings (excluding non-cash equity compensation incurred in current or prior
periods) less all amounts we have paid for common stock and preferred stock repurchases. The calculation is adjusted
for one-time events due to changes in GAAP as well as other non-cash charges, upon approval of our independent
directors.

Incentive compensation, calculated quarterly as follows: (A) 20% of the amount by which our Core Earnings (as
defined in the management agreement) for a quarter exceeds the product of (i) the weighted average of (x) the per
share book value of our common shares at September 30, 2017 (subject to adjustments for certain items of income or
loss from operations or gain or loss on resolutions of the Plan assets from October 1, 2017 through December 31,
2018) and (y) the per share price (including the conversion price, if applicable) paid for our common shares in each
offering (or issuance upon the conversion of convertible securities) by us subsequent to September 30, 2017,
multiplied by (ii) the greater of (x) 1.75% and (y) 0.4375% plus one-fourth of the Ten Year Treasury Rate for such
quarter; multiplied by (B) the weighted average number of common shares outstanding during such quarter; subject to
adjustment (a) to exclude events pursuant to changes in GAAP or the application of GAAP as well as non-recurring or
unusual transactions or events, after discussion between our Manager and the independent directors and approval by a
majority of the independent directors in the case of non-recurring or unusual transactions or events, and (b) to deduct
an amount equal to any fees paid directly by a taxable REIT subsidiary, or TRS, (or any subsidiary thereof) to
employees, agents and/or affiliates of the Manager with respect to profits of such TRS (or subsidiary thereof)
generated from the services of such employees, agents and/or affiliates, the fee structure of which shall have been
approved by a majority of the independent directors and which fees may not exceed 20% of the net income (before
such fees) of such TRS (or subsidiary thereof).

Per loan underwriting and review fees in connection with valuations of and potential investments in certain
subordinate commercial mortgage pass-through certificates, in amounts approved by a majority of the independent
directors.
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Reimbursement of out-of-pocket expenses and certain other costs incurred by our Manager that relate directly to us
and our operations.
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Reimbursement of our Manager's expenses for the wages, salaries and benefits of (A) our Chief Financial Officer and
accounting, finance, tax and investor relations professionals, and (B) employees of our ancillary operating
subsidiaries, in proportion to such personnel's percentage of time dedicated to our or our subsidiaries' operations.
Incentive compensation is calculated and payable quarterly to our Manager to the extent it is earned. Up to 75% of the
incentive compensation is payable in cash and at least 25% is payable in the form of an award of common stock. Our
Manager may elect to receive more than 25% of its incentive compensation in common stock. All shares are fully
vested upon issuance, if any, however, our Manager may not sell such shares for one year after the incentive
compensation becomes due and payable unless the management agreement is terminated. Shares payable as incentive
compensation are valued as follows:

if such shares are traded on a securities exchange, at the average of the closing prices of the shares on such exchange
over the 30-day period ending three days prior to the issuance of such shares;

if such shares are actively traded over-the-counter, at the average of the closing bid or sales price as applicable over
the 30-day period ending three days prior to the issuance of such shares; and

if there is no active market for such shares, at the fair market value as reasonably determined in good faith by our
board of directors.

The management agreement's contract term ends on March 31, 2018 and the agreement provides for automatic one
year renewals on such date and on each March 31 thereafter until terminated. Our board of directors reviews our
Manager's performance annually. The management agreement may be terminated annually upon the affirmative vote
of at least two-thirds of our independent directors, or by the affirmative vote of the holders of at least a majority of the
outstanding shares of our common stock, based upon unsatisfactory performance that is materially detrimental to us or
a determination by our independent directors that the management fees payable to our Manager are not fair, subject to
our Manager's right to prevent such a compensation termination by accepting a mutually acceptable reduction of
management fees. Our board of directors must provide 180 days' prior notice of any such termination. If we terminate
the management agreement, our Manager is entitled to a termination fee equal to four times the sum of the average
annual base management fee and the average annual incentive compensation earned by our Manager during the two
12-month periods immediately preceding the date of termination, calculated as of the end of the most recently
completed fiscal quarter before the date of termination.

We may also terminate the management agreement for cause with 30 days' prior written notice from our board of
directors. No termination fee is payable in the event of a termination for cause. The management agreement defines
cause as:

our Manager's continued material breach of any provision of the management agreement following a period of 30
days after written notice thereof;

our Manager's fraud, misappropriation of funds, or embezzlement against us;

our Manager's gross negligence in the performance of its duties under the management agreement;

the dissolution, bankruptcy or insolvency, or the filing of a voluntary bankruptcy petition by our Manager; or

a change of control (as defined in the management agreement) of our Manager if a majority of our independent
directors determines, at any point during the 18 months following the change of control, that the change of control
was detrimental to the ability of our Manager to perform its duties in substantially the same manner conducted before
the change of control.

Cause does not include unsatisfactory performance that is materially detrimental to our business.

Our Manager may terminate the management agreement at its option, (A) in the event that we default in the
performance or observance of any material term, condition or covenant contained in the management agreement and
such default continues for a period of 30 days after written notice thereof, or (B) without payment of a termination fee
by us, if we become regulated as an investment company under the Investment Company Act, with such termination
deemed to occur immediately before such event.

Regulatory Aspects of Our Investment Strategy: Exclusion from Regulation Under the Investment Company Act

We operate our business so as to be excluded from regulation under the Investment Company Act. Because we
conduct our business through wholly-owned subsidiaries, we must ensure not only that we qualify for an exclusion
from regulation under the Investment Company Act, but also that each of our subsidiaries also qualifies.

20



(Back to Index)
12

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

21



Edgar Filing: Resource Capital Corp. - Form 10-K
(Back to Index)

We believe that RCC Real Estate, Inc., or RCC Real Estate, the subsidiary that at December 31, 2017 held all of our
CRE loan assets, is excluded from Investment Company Act regulation under Section 3(c)(5)(C), a provision designed
for companies that do not issue redeemable securities and are primarily engaged in the business of purchasing or
otherwise acquiring mortgages and other liens on and interests in real estate. To qualify for this exclusion, at least
55% of RCC Real Estate's assets must consist of mortgage loans and other assets that are considered the functional
equivalent of mortgage loans for purposes of the Investment Company Act and interests in real properties, which we
refer to as "qualifying real estate assets." Moreover, 80% of RCC Real Estate's assets must consist of qualifying real
estate assets and other real estate-related assets. RCC Real Estate has not issued, and does not intend to issue,
redeemable securities.

We treat our investments in CRE whole loans, A notes, specific types of B notes and specific types of mezzanine
loans as qualifying real estate assets for purposes of determining our eligibility for the exclusion provided by

Section 3(c)(5)(C) to the extent such treatment is consistent with guidance provided by the Securities and Exchange
Commission, or SEC, or its staff. We believe that SEC staff guidance allows us to treat B notes as qualifying real
estate assets where we have unilateral rights to instruct the servicer to foreclose upon a defaulted mortgage loan,
replace the servicer in the event the servicer, in its discretion, elects not to foreclose on such a loan, and purchase the
A note in the event of a default on the mortgage loan. We believe, based upon an analysis of existing SEC staff
guidance, that we may treat mezzanine loans as qualifying real estate assets where (i) the borrower is a special purpose
bankruptcy-remote entity whose sole purpose is to hold all of the ownership interests in another special purpose entity
that owns commercial real property, (ii) both entities are organized as limited liability companies or limited
partnerships, (iii) under their organizational documents and the loan documents, neither entity may engage in any
other business, (iv) the ownership interests of either entity have no value apart from the underlying real property
which is essentially the only asset held by the property-owning entity, (v) the value of the underlying property in
excess of the amount of senior obligations is in excess of the amount of the mezzanine loan, (vi) the borrower pledges
its entire interest in the property-owning entity to the lender which obtains a perfected security interest in the collateral
and (vii) the relative rights and priorities between the mezzanine lender and the senior lenders with respect to claims
on the underlying property are set forth in an intercreditor agreement between the parties which gives the mezzanine
lender certain cure and purchase rights in case there is a default on the senior loan. If the SEC staff provides future
guidance that these investments are not qualifying real estate assets, then we will treat them, for purposes of
determining our eligibility for the exclusion provided by Section 3(c)(5)(C), as real estate-related assets or
miscellaneous assets, as appropriate. Historically, we have held "whole pool certificates" in mortgage loans, although,
at December 31, 2017 and 2016, we had no whole pool certificates in our portfolios. Pursuant to existing SEC staff
guidance, we consider whole pool certificates to be qualifying real estate assets. A whole pool certificate is a
certificate that represents the entire beneficial interest in an underlying pool of mortgage loans. By contrast, a
certificate that represents less than the entire beneficial interest in the underlying mortgage loans is not considered to
be a qualifying real estate asset for purposes of the 55% test, but constitutes a real estate-related asset for purposes of
the 80% test. We do not expect that investments in CDOs, ABS, syndicated corporate loans, lease receivables, trust
preferred securities or private equity will constitute qualifying real estate assets. Moreover, to the extent that these
investments are not backed by mortgage loans or other interests in real estate, they will not constitute real
estate-related assets. Instead, they will constitute miscellaneous assets, which can constitute no more than 20% of
RCC Real Estate's assets.

To the extent RCC Real Estate holds its CRE loan assets through wholly or majority-owned CDO subsidiaries, RCC
Real Estate also intends to conduct its operations so that it will not come within the definition of an investment
company set forth in Section 3(a)(1)(C) of the Investment Company Act because less than 40% of the value of its total
assets (exclusive of government securities and cash items) on an unconsolidated basis will consist of "investment
securities," which we refer to as the 40% test. "Investment securities" exclude U.S. government securities and
securities of majority-owned subsidiaries that are not themselves investment companies and are not relying on the
exception from the definition of investment company under Section 3(c)(1) or Section 3(c)(7) of the Investment
Company Act. Certain of the wholly-owned CDO subsidiaries of RCC Real Estate rely on Section 3(c)(5)(C) for their
Investment Company Act exemption, with the result that RCC Real Estate's interests in the CDO subsidiaries do not
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constitute "investment securities" for the purpose of the 40% test.

Our other subsidiaries, RCC Commercial, Inc. ("RCC Commercial"), RCC Commercial II, Inc. ("Commercial II"),
RCC Commercial III, Inc. ("Commercial III"), Resource TRS, LLC, RSO EquityCo, LLC ("RSO Equity"), RCC
Residential Portfolio, Inc. ("RCC Resi Portfolio") and RCC Residential Portfolio TRS, Inc. ("RCC Resi TRS"), do not
qualify for the Section 3(c)(5)(C) exclusion. However, we believe they qualify for exclusion under either

Section 3(c)(1) or 3(c)(7). As required by these exclusions, we will not allow any of these entities to make, or propose
to make, a public offering of its securities. In addition, with respect to those subsidiaries for which we rely upon the
Section 3(c)(1) exclusion, and as required thereby, we limit the number of holders of their securities to not more than
100 persons calculated in accordance with the attribution rules of Section 3(c)(1), and with respect to those
subsidiaries for which we rely on the Section 3(c)(7) exclusion, and as required thereby, we limit ownership of their
securities to "qualified purchasers." If we form other subsidiaries, we must ensure that they qualify for an exemption
or exclusion from regulation under the Investment Company Act.
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Moreover, we must ensure that Resource Capital Corp. itself qualifies for an exclusion from regulation under the
Investment Company Act. We do so by monitoring the value of our interests in our subsidiaries so that we can ensure
that Resource Capital Corp. satisfies the 40% test. Our interest in RCC Real Estate does not constitute an "investment
security" for purposes of the 40% test, but our interests in RCC Commercial, Commercial II, Commercial III,
Resource TRS, LLC, RSO Equity, RCC Resi Portfolio and RCC Resi TRS do. Accordingly, we must monitor the
value of our interests in those subsidiaries to ensure that the value of our interests in them does not exceed 40% of the
value of our total assets.

We have not received, nor have we sought, a no-action letter from the SEC regarding how our investment strategy fits
within the exclusions from regulation under the Investment Company Act. To the extent that the SEC provides more
specific or different guidance regarding the treatment of assets as qualifying real estate assets or real estate-related
assets, we may have to adjust our investment strategy. Any additional guidance from the SEC could inhibit our ability
to pursue our investment strategy.

Employees

We have no direct employees. Under our Management Agreement, our Manager provides us with all management and
support personnel and services necessary for our day-to-day operations. To provide its services, our Manager draws
upon the expertise and experience of C-III and Resource America, Inc, or Resource America. Under our management
agreement, our Manager also must provide us with our Chief Financial Officer, and a sufficient number of additional
accounting, finance, tax and investor relations professionals. We bear the expense of the wages, salaries and benefits
of our Chief Financial Officer, and the accounting, finance, tax and investor relations professionals to the extent
dedicated to us.

Corporate Governance and Internet Address

We emphasize the importance of professional business conduct and ethics through our corporate governance
initiatives. Our board of directors consists of a majority of independent directors, as defined in the Securities
Exchange Act of 1934, as amended, and relevant New York Stock Exchange, or NYSE, rules. The audit,
compensation and nominating and governance committees of our board of directors are composed exclusively of
independent directors. We have adopted corporate governance guidelines and a code of business conduct and ethics,
which delineate our standards for our officers and directors and the employees of our Manager who provide us
services.

Our internet address is www.resourcecapitalcorp.com. We make available, free of charge through a link on our site, all
reports filed with the SEC as soon as reasonably practicable after such filing. Our site also contains our code of
business conduct and ethics, corporate governance guidelines and the charters of the audit committee, nominating and
governance committee and compensation committee of our board of directors. A complete list of our filings is
available on the SEC's website at www.sec.gov. Our SEC filings are also available at the Securities and Exchange
Commission's Public Reference Room at 100 F Street, N.E., Room 1580, Washington, D.C. 20549. The Public
Reference Room may be contacted at telephone number (800) 732-0330 for further information.

ITEM IA. RISK FACTORS

This section describes material risks affecting our business. In connection with the forward-looking statements that
appear in this annual report, you should carefully review the factors discussed below and the cautionary statements
referred to in "Forward-Looking Statements."

Impact of Current Economic Conditions

If current economic and market conditions were to deteriorate, our ability to obtain the capital and financing necessary
for growth may be limited, which could limit our profitability, ability to make distributions and the market price of our
common stock.

We depend upon the availability of adequate debt and equity capital for growth in our operations. Although
historically we have been able to raise both debt and equity capital, recent market and economic conditions have made
obtaining additional equity capital highly dilutive to existing shareholders and may possibly affect our ability to raise
debt capital. If current economic conditions were to deteriorate, our ability to access debt or equity capital on
acceptable terms, could be further limited, which could limit our ability to generate growth, our profitability, our
ability to make distributions and the market price of our common stock. In addition, as a REIT, we must distribute
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annually at least 90% of our REIT taxable income, determined without regard to the deduction for dividends paid and
excluding net capital gain, to our stockholders and are therefore not able to retain significant amounts of our earnings
for new investments. While we may, through our TRSs retain earnings as new capital, we are subject to REIT
qualification requirements that limit the value of TRS stock and securities relative to the other assets owned by a

REIT.
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We cannot predict the effects on us of actions taken by the U.S. government and governmental agencies in response to
economic conditions in the United States.

In response to economic and market conditions, U.S. and foreign governments and governmental agencies have
established or proposed a number of programs designed to improve the financial system and credit markets, and to
stimulate economic growth. Many governments, including federal, state and local governments in the U.S., are
incurring substantial budget deficits and seeking financing in international and national credit markets as well as
proposing or enacting austerity programs that seek to reduce government spending, raise taxes, or both. Many credit
providers, including banks, may need to obtain additional capital before they will be able to expand their lending
activities. We are unable to evaluate the effects these programs and conditions will have upon our financial condition,
income, or ability to make distributions to our stockholders.

Our strategic Plan involves the disposition of our investments in non-core businesses, including the middle market
lending and residential real estate lending segments as well as several Legacy CRE assets and other miscellaneous
non-CRE investments and economic conditions may impede our ability to dispose of these investments.

Our board of directors approved the Plan to dispose of non-core businesses in November 2016. Economic conditions
may hinder our ability to complete the disposition of these assets and businesses. We have adjusted the amount of
these assets to fair market value less costs to sell at December 31, 2017. However, we may not be able to dispose of
the assets that remain at December 31, 2017 at prices that would allow us to recover the book value of our investments
and we may incur further losses as a result of difficult economic conditions and/or lack of buying interest.

Risks Related to Our Financing

Our portfolio has been financed in material part through the use of leverage that may reduce the return on our
investments and cash available for distribution.

Our portfolio has been financed in material part through the use of leverage and, as credit market conditions permit,
we will seek such financing in the future. Using leverage subjects us to risks associated with debt financing, including
the risks that:

the cash provided by our operating activities will not be sufficient to meet required payments of principal and interest,
the cost of financing may increase relative to the income from the assets financed, reducing the income we have
available to pay distributions, and

our investments may have maturities that differ from the maturities of the related financing and, consequently, the risk
that the terms of any refinancing we obtain will not be as favorable as the terms of existing financing.

If we are unable to secure refinancing of our currently outstanding financing, when due, on acceptable terms, we may
be forced to dispose of some of our assets at disadvantageous terms or to obtain financing at unfavorable terms, either
of which may result in losses to us or reduce the cash flow available to meet our debt service obligations or to pay
di