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Item 2.05 Costs Associated with Exit or Disposal Activities

On August 29, 2007, the Audit Committee of the Board of Directors of NovaStar
Financial, Inc. (the "Company") committed the Company to a workforce reduction
pursuant to a plan of termination (the "Plan") as described in paragraph 8 of
Financial Accounting Standards Board Statement of Financial Accounting Standards
No. 146 Accounting for Costs Associated with Exit or Disposal Activities (SFAS
No. 146), under which material charges will be incurred under generally accepted
accounting principles applicable to the Company.

The Company is undertaking the Plan in connection with its decision to sharply
reduce its retail mortgage activity. The Plan will result in the elimination of
approximately 275 positions. The Company expects to have approximately 600
employees, overall, after this reduction in workforce. Subject to completion of
the necessary legal notices and requirements, implementation of the Plan will
begin immediately and is expected to conclude during the fourth quarter of 2007.
The actions focus on the Company's retail loan origination group and related
functions. The Company's servicing organization was not affected by the
reduction.

The Company estimates that the total pre-tax charge to earnings associated with
the Plan will range between $5 million and $7 million, consisting of $2 million
to $2.5 million in cash expenditures relating to severance costs, $2 million to
$3 million in cash expenditures relating to contract termination costs, and $1
million to $1.5 million in one-time non-cash charges primarily related to
property, plant and equipment. The Company anticipates that substantially all of
the pre-tax charges to earnings and cash expenditures will be incurred in the
third quarter of 2007; however, some may be incurred in the fourth quarter of
2007.

A copy of the Company's press release announcing the Plan is attached hereto as
Exhibit 99.1 and is incorporated herein by reference.

Item 3.03 Material Modification to Rights of Security Holders

The Company announced that it was canceling its previously announced rights
offering that would have allowed holders of its common stock and 9.00% Series
D-1 Mandatory Convertible Preferred Stock to purchase $101,175,000 in shares of
its 9.00% Series D-2 Mandatory Convertible Preferred Stock. Accordingly, the
previously announced September 7, 2007 record date for distribution of the
rights is cancelled. A copy of the press release announcing this cancellation is
attached hereto as Exhibit 99.1 and is incorporated herein by reference.

Item 8.01 Other Events

The Company announced that it was canceling its previously announced rights
offering that would have allowed holders of its common stock and 9.00% Series
D-1 Mandatory Convertible Preferred Stock to purchase $101,175,000 in shares of
its 9.00% Series D-2 Mandatory Convertible Preferred Stock and announced steps
the Company is taking to

restructure its overall operations. A copy of the press release announcing these
matters is attached hereto as Exhibit 99.1 and is incorporated herein by
reference.
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References to the Company's website do not incorporate by reference the
information on the Company's website into this Current Report, and the Company
disclaims any such incorporation by reference.
Item 9.01 Financial Statement and Exhibits
(d) Exhibits.

Exhibit No. Document

99.1 Press Release dated September 4, 2007 "NovaStar Financial,
Inc. Cancels Shareholder Rights Offering."
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