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Section l--Registrant's Business and Operations

Item 1.01 Entry into a Material Definitive Agreement.

Extensions of Existing Wachovia Facilities

On May 25, 2007, NovaStar Financial, 1Inc. and certain of its affiliates
(collectively, "NovaStar") entered into short-term extensions of three existing
one-year Master Repurchase Agreements with Wachovia Bank, NA and certain of its
affiliates (collectively "Wachovia"). One facility sets forth the terms under

which certain NovaStar entities may sell and Wachovia may purchase certain
mortgage securities and another sets forth the terms under which certain
NovaStar entities may sell and Wachovia may purchase certain mortgage loans, in
each case against an obligation of the relevant NovaStar entity to repurchase
the mortgage loans or mortgage securities purchased by Wachovia. NovaStar
Financial, Inc. and certain of its subsidiaries have guaranteed the obligations
under these facilities. The third facility is a Master Repurchase Agreement that
provides a borrowing capacity of $1 million as required for certain regulatory

purposes. The termination date of all of these facilities was extended to June
1, 2007. 1In addition to the financing facilities described in this Current
Report, Wachovia routinely engages 1in other ordinary course financial
transactions with NovaStar, including but not limited to acting as an

underwriter for certain securitizations sponsored by NovaStar.
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