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Item 2.02 Results of Operations and Financial Condition

On November 5, 2013, Two Harbors Investment Corp. issued a press release announcing its financial results for the fiscal quarter ended September 30, 2013. A copy of the
press release and the 2013 Third Quarter Earnings Call Presentation are attached hereto as Exhibits 99.1 and 99.2, respectively, and are incorporated herein by reference.

The information in this Current Report, including Exhibits 99.1 and 99.2 attached hereto, is furnished pursuant to Item 2.02 of Form 8-K and shall not be deemed to be “filed”
for any other purpose, including for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that Section. The
information in Item 2.02 of this Current Report, including Exhibits 99.1 and 99.2, shall not be deemed incorporated by reference into any filing of the registrant under the
Securities Act of 1933 or the Exchange Act, whether made before or after the date hereof, regardless of any general incorporation language in such filings (unless the registrant
specifically states that the information or exhibit in this particular Current Report is incorporated by reference).



Item 9.01

(d) Exhibits

Exhibit No.

99.1
99.2

Financial Statements and Exhibits.

Description

Press Release, dated November 5, 2013, issued by Two Harbors Investment Corp. announcing Third Quarter 2013 results.
2013 Third Quarter Earnings Call Presentation
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TWO HARBORS

Investment Corp.

A Pine River Capital Managed Company

Two Harbors Investment Corp. Reports Third Quarter 2013 Financial Results
Considerable Progress on New Initiatives

NEW YORK, November 5, 2013 - Two Harbors Investment Corp. (NYSE: TWO; NYSE MKT: TWO.WS), a real estate investment trust that invests in
residential mortgage-backed securities (RMBS), residential mortgage loans, mortgage servicing rights (MSRs) and other financial assets, today announced its
financial results for the quarter ended September 30, 2013.

Highlights
+  Book value was $10.35 per diluted common share, representing a 1.5%" return on book value, after accounting for a dividend of $0.28 per share.

* Delivered Comprehensive Income of $54.0 million, or $0.15 per diluted weighted average common share. Comprehensive Income for the nine months
ended September 30, 2013 of $155.9 million, a return on average equity of 5.4%, or $0.45 per diluted weighted average common share.

+  Reported Core Earnings of $67.7 million, or $0.19 per diluted weighted average common share.

«  Generated an aggregate yield of 4.0% in the RMBS portfolio. Yields driven primarily by non-Agency performance of 9.0%.

*  The company made progress towards allocating capital to mortgage servicing rights (MSRs) through a two-year flow sale agreement with
PHH Mortgage Corporation to acquire MSRs on newly originated residential mortgage loans and advanced negotiations with other MSR sellers that
may result in additional investments in the near-term.

«  Completed Agate Bay Mortgage Trust 2013-1, a $434 million securitization of residential mortgage loans.

«  Repurchased 1.45 million shares of stock at an average price of $9.23 per share, which was accretive to book value.

“For the first nine months of the year, we have generated $156 million in comprehensive income, representing a return on average equity of 5.4% and
demonstrating the ongoing alpha generation of our portfolio,” stated Thomas Siering, Two Harbors’ President and Chief Executive Officer. “We are pleased to
have entered into a partnership with PHH Mortgage Corporation for a flow sale MSR arrangement and are also on-track to make other substantial investments
in MSR in the near-term.”

(1) Decrease in book value per diluted share, from June 30, 2013 to September 30, 2013 of $0.12, plus dividend declared of $0.28 per share, divided by June 30, 2013 diluted book value of $10.47 per share.
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Operating Performance

The following table summarizes the company’s GAAP and non-GAAP earnings measurements and key metrics for the third quarter of 2013:

Two Harbors Operating Performance

(dollars in thousands, except per share data) Q3-2013
Annualized
Per diluted  return on
weighted average
Earnings Earnings share equity
Core Earnings" $ 67,649 $ 0.19 7.1 %
GAAP Net Income $ (192,728) $ (0.53) (20.2)%
Comprehensive Income $ 54,049 $ 0.15 57%
Operating Metrics Q3-2013
Dividend per common share $ 0.28
Book value per diluted share at period end $ 10.35
Other operating expenses as a percentage of average equity 1.0%

(1) Core Earnings is a non-GAAP measure that we define as net income, excluding impairment losses, gains or losses on sales of
securities and termination of interest rate swaps, unrealized gains or losses on trading securities, interest rate swaps and swaptions, and
mortgage loans, certain gains or losses on other derivative instruments, certain non-recurring gains and losses related to discontinued
operations, and certain non-recurring upfront costs related to securitization transactions. As defined, Core Earnings includes interest
income associated with our inverse interest-only securities (Agency derivatives) and premium income or loss on credit default swaps.

Earnings Summary

Two Harbors reported Core Earnings for the quarter ended September 30, 2013 of $67.7 million, or $0.19 per diluted weighted average common share
outstanding, as compared to Core Earnings for the quarter ended June 30, 2013 of $78.1 million, or $0.21 per diluted weighted average common share
outstanding.

For the third quarter, the company recognized:
+ anetrealized loss of $240.2 million, net of tax, due principally to the sale of RMBS for $3.1 billion with an amortized cost of $3.3 billion;
« unrealized gains on trading securities, mortgage loan forward purchase commitments and mortgage loans held-for-sale of $5.7 million, net of tax;
« anet gain of $52.9 million, net of tax, related to swap and swaption terminations and expirations;
« an unrealized loss, net of tax, of $107.5 million associated with its interest rate swaps and swaptions economically hedging its repurchase agreements,
available-for-sale securities, to-be-announced securities (TBAs) and MSRs;
« anunrealized loss, net of tax, of $0.3 million associated with its interest rate swaps economically hedging its trading securities;
+ et gains on other derivative instruments of approximately $19.9 million, net of tax;
« anetunrealized gain of $8.8 million on mortgage loans held-for-investment and collateralized borrowings in securitization trusts, net of tax;
* anet unrealized gain of $0.8 on mortgage servicing rights, net of tax;
»  securitization deal costs of $1.4 million, net of tax; and
* income from discontinued operations of $0.9 million, net of tax.

The company reported a GAAP Net Loss of $192.7 million, or $0.53 per diluted weighted average common share outstanding, for the quarter ended
September 30, 2013, as compared to GAAP Net Income of $388.6 million, or $1.06 per diluted weighted average common share outstanding, for the quarter
ended June 30, 2013. On a GAAP basis, the company recognized an annualized return on average equity of (20.2%) and 37.8% for the quarters ended
September 30, 2013 and June 30, 2013, respectively.



The company reported Comprehensive Income of $54.0 million, or $0.15 per diluted weighted average common share outstanding, for the quarter ended
September 30, 2013, as compared to a Comprehensive Loss of $146.1 million, or $0.40 per diluted weighted average common share outstanding, for the quarter
ended June 30, 2013. The company records unrealized fair value gains and losses for RMBS securities, classified as available-for-sale, as Other Comprehensive
Income. On a Comprehensive Income basis, the company recognized an annualized return on average equity of 5.7% and (14.2%) for the quarters ended
September 30, 2013 and June 30, 2013, respectively.

Other Key Metrics
During the quarter, Two Harbors declared a quarterly cash dividend of $0.28 per common share for the quarter ended September 30, 2013. The annualized
dividend yield on the company’s common stock for the third quarter, based on the September 30, 2013 closing price of $9.71, was 11.5%.

The company’s book value per diluted share, after taking into account the third quarter 2013 dividend of $0.28 per share, was $10.35 as of September 30, 2013,
compared to $10.47 as of June 30, 2013, which represented a total return on book value of 1.5%.

Other operating expenses for the third quarter 2013 were approximately $10.0 million, or 1.0% of average equity,
compared to approximately $9.5 million, or 0.9% of average equity, for the second quarter 2013.

Portfolio Summary

For the quarter ended September 30, 2013, the annualized yield on average RMBS securities and Agency Derivatives was 4.0% and the annualized cost of
funds on the average borrowings, which includes net interest rate spread expense on interest rate swaps, was 1.2%. This resulted in a net interest rate spread of
2.8%, compared to 2.5% in the prior quarter.

The company reported debt-to-equity, defined as total borrowings to fund RMBS securities, mortgage loans held-for-sale and Agency Derivatives divided by
total equity, of 3.0:1.0 and 3.6:1.0 for the three months ended September 30, 2013 and June 30, 2013, respectively.

The company’s portfolio is principally comprised of RMBS available-for-sale securities and Agency Derivatives. As of September 30, 2013, the total value of
the portfolio was $12.9 billion, of which approximately $9.9 billion was Agency RMBS and Agency Derivatives and $3.0 billion was non-Agency RMBS. As
of September 30, 2013, fixed-rate securities composed 70.9% of the company’s portfolio and adjustable-rate securities composed 29.1% of the company’s
portfolio.

In addition, the company held $1.0 billion of U.S. Treasuries classified on its balance sheet as trading securities as of September 30, 2013. The company also
held $857 million notional of net long TBAs as of September 30, 2013.

As of September 30, 2013, the company was a party to interest rate swaps and swaptions with a net aggregate notional amount of $22.0 billion, of which $18.5
billion was utilized to economically hedge interest rate risk associated with the company’s short-term LIBOR-based repurchase agreements.



The following table summarizes the company’s investment portfolio:

Two Harbors Portfolio

(dollars in thousands, except per share data)

RMBS and Agency Derivatives Portfolio Composition As of September 30, 2013
Agency Bonds
Fixed Rate Bonds $ 8,710,223 67.5%
Hybrid ARMs 1,007,715 7.8%
Total Agency 9,717,938 75.3%
Agency Derivatives 223,675 1.7%
Non-Agency Bonds
Senior Bonds 2,421,365 18.8%
Mezzanine Bonds 524,692 4.1%
Non-Agency Other 8,238 0.1%
Total Non-Agency 2,954,295 23.0%
Aggregate Portfolio $ 12,895,908
Fixed-rate investment securities as a percentage of aggregate portfolio 70.9%
Adjustable-rate investment securities as a percentage of aggregate portfolio 29.1%

For the Quarter Ended September

Portfolio Metrics 30, 2013
Annualized yield on average RMBS and Agency Derivatives during the quarter
Agency 2.8%
Non-Agency 9.0%
Aggregate Portfolio 4.0%
Annualized cost of funds on average repurchase balance during the quarter 1.2%
Annualized interest rate spread for aggregate portfolio during the quarter 2.8%

Weighted average cost basis of principal and interest securities

Agency $ 108.11

Non-Agency® $ 52.63
Weighted average three month CPR for its RMBS and Agency Derivative portfolio

Agency 8.7%

Non-Agency 4.8%
Debt-to-equity ratio at period-end® 3.0t0 1.0

(1) Cost of funds includes interest spread expense associated with the portfolio’s interest rate swaps.

(2) Average purchase price utilized carrying value for weighting purposes. If current face were utilized for weighting purposes, total non-Agency RMBS excluding the
company’s non-Agency interest-only portfolio would have been $49.22 at September 30, 2013.

(3) Defined as total borrowings to fund RMBS, mortgage loans held-for-sale and Agency Derivatives divided by total equity.

“We have made considerable progress on our new initiatives to complement our securities portfolio,” stated Bill Roth, Two Harbors’ Chief Investment Officer.
“During the quarter, we repositioned the portfolio with a focus on preserving book value and to husband liquidity to allow for meaningful MSR investments.
Additionally, we completed a securitization using our own depositor.”

The company experienced a three-month average Constant Prepayment Rate (CPR) of 8.7% for Agency RMBS and Agency Derivatives held for both quarters
ended September 30, 2013 and June 30, 2013. The weighted average cost basis of the Agency portfolio was 108.1% of par as of September 30, 2013, and
108.0% as of June 30, 2013. The net premium amortization for Agency RMBS AFS was $42.3 million and $46.8 million for the quarters ended September 30,
2013 and June 30, 2013, respectively.



The company experienced a three-month average CPR of 4.8% for non-Agency RMBS held as of September 30, 2013, as compared to 4.0% for securities held
as of June 30, 2013. The weighted average cost basis of the non-Agency portfolio was 52.6% of par as of September 30, 2013, and 52.2% of par as of June 30,
2013. The discount accretion was $37.2 million for both quarters ended September 30, 2013 and June 30, 2013. The total net discount remaining was $2.5
billion and $2.6 billion as of September 30, 2013 and June 30, 2013, respectively, with $1.4 billion designated as credit reserve as of September 30, 2013.

Mortgage Loan Conduit and Securitization

As of September 30, 2013, the company had mortgage loans held-for-investment with a carrying value of $805.0 million and the company’s collateralized
borrowings had a carrying value of $649.1 million. During the third quarter, the company completed a securitization, Agate Bay Mortgage Trust 2013-1, the
first using our own depositor. The trust issued approximately $434 million in senior securities and its underlying collateral consisted of prime jumbo 30-year
fixed residential mortgage loans.

As of September 30, 2013, the company held prime jumbo residential mortgage loans with a carrying value of $119.6 million. The company had $16.2 million
outstanding under short-term financing arrangements to fund the prime jumbo mortgage loan collateral.

The company held $15.7 million of MSRs on its balance sheet as of September 30, 2013, which are captured in the “Other Assets” line item on the Condensed
Consolidated Balance Sheet. The company does not originate or directly service mortgage loans, but instead contracts with one or more fully licensed
subservicers to handle all servicing functions for the loans underlying the company’s MSR assets.

Since the end of the third quarter, the company announced the completion of a two-year flow sale agreement with PHH Mortgage Corporation to acquire MSRs
on newly originated residential mortgage loans. Additionally, the company remains in discussions with MSR sellers that could result in other significant
investments in MSR in the near-term. Given MSR transactions are subject to GSE approval and closing conditions, there is no assurance that such transactions
will close.

Credit Sensitive Loans (CSLs)
As of September 30, 2013, the company had acquired CSLs with a carrying value of $440.1 million. The company’s intention in the future is to securitize or
hold the loans in an alternative financing structure, and/or exit through a whole loan sale.




Warrants

For the quarter ended September 30, 2013, warrant holders exercised warrants to purchase approximately 65,000 shares of the company’s common stock. This
resulted in proceeds to the company totaling approximately $0.7 million. As of September 30, 2013, approximately 4.1 million warrants to purchase
approximately 4.4 million shares of common stock remained outstanding with an exercise price of $10.25 per share. The warrants expire on November 7, 2013
at 5:00 p.m. EST.

Share Repurchase Program

During the third quarter, 1.45 million shares were repurchased by the company under its share repurchase program for a total cost of $13.4 million. During the
nine months ended September 30, 2013, an aggregate of 2.45 million shares had been repurchased by the company under its share repurchased program for a
total cost of $23.9 million. The company may repurchase up to an additional 22.5 million shares under its existing share repurchase program.

Conference Call

Two Harbors Investment Corp. will host a conference call on November 6, 2013 at 9:00 a.m. EST to discuss third quarter 2013 financial results and related
information. To participate in the teleconference, please call toll-free (877) 868-1835 (or (914) 495-8581 for international callers), Conference Code 63812967,
approximately 10 minutes prior to the above start time. You may also listen to the teleconference live via the Internet on the company’s website at
www.twoharborsinvestment.com in the Investor Relations section under the Events and Presentations link. For those unable to attend, a telephone playback will
be available beginning at 12 p.m. EST on November 6, 2013, through 12 a.m. EST on November 13, 2013. The playback can be accessed by calling (855) 859-
2056 (or (404) 537-3406 for international callers), Conference Code 63812967. The call will also be archived on the company’s website in the Investor
Relations section under the Events and Presentations link.

Two Harbors Investment Corp.

Two Harbors Investment Corp., a Maryland corporation, is a real estate investment trust that invests in residential mortgage-backed securities, residential
mortgage loans, mortgage servicing rights and other financial assets. Two Harbors is headquartered in Minnetonka, Minnesota, and is externally managed and
advised by PRCM Advisers LLC, a wholly-owned subsidiary of Pine River Capital Management L.P. Additional information is available at
www.twoharborsinvestment.com.

Forward-Looking Statements

This presentation includes “forward-looking statements” within the meaning of the safe harbor provisions of the United States Private Securities Litigation
Reform Act of 1995. Actual results may differ from expectations, estimates and projections and, consequently, readers should not rely on these forward-looking
statements as predictions of future events. Words such as “expect,” “target,” “assume,” “estimate,” “project,” “budget,” “forecast,” “anticipate,” “intend,”
“plan,” “may,” “will,” “could,” “should,” “believe,” “predicts,” “potential,” “continue,” and similar expressions are intended to identify such forward-looking
statements. These forward-looking statements involve significant risks and uncertainties that could cause actual results to differ materially from expected
results, including, among other things, those described in our Annual Report on Form 10-K for the year ended December 31, 2012, under the caption “Risk
Factors.” Factors that could cause actual results to differ include, but are not limited to, higher than expected operating costs, changes in prepayment speeds of
mortgages underlying our residential mortgage-backed securities, the rates of default or decreased recovery on the mortgages underlying our non-Agency
securities, failure to recover credit losses in our portfolio, changes in interest rates and the market value of our assets, the availability of financing, the
availability of target assets at attractive prices, our ability to manage various operational risks associated with our business, our ability to maintain our REIT
qualification, limitations imposed on our business due to our REIT status and our exempt status under the Investment Company Act of 1940, the impact of new
legislation or regulatory changes on our operations, the impact of any deficiencies in the servicing or foreclosure practices of third parties and related delays in
the foreclosure process, our ability to acquire mortgage loans or securitize the mortgage loans we acquire, our involvement in
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securitization transactions, the timing and profitability of our securitization transactions, the risks associated with our securitization transactions, our ability to
acquire mortgage servicing rights, the impact of new or modified government mortgage refinance or principal reduction programs, unanticipated changes in
overall market and economic conditions, and our exposure to claims and litigation, including litigation arising from our involvement in securitization
transactions.

Readers are cautioned not to place undue reliance upon any forward-looking statements, which speak only as of the date made. Two Harbors does not undertake
or accept any obligation to release publicly any updates or revisions to any forward-looking statement to reflect any change in its expectations or any change in
events, conditions or circumstances on which any such statement is based. Additional information concerning these and other risk factors is contained in Two
Harbors’ most recent filings with the Securities and Exchange Commission (SEC). All subsequent written and oral forward looking statements concerning Two
Harbors or matters attributable to Two Harbors or any person acting on its behalf are expressly qualified in their entirety by the cautionary statements above.

Non-GAAP Financial Measures

In addition to disclosing financial results calculated in accordance with United States generally accepted accounting principles (GAAP), this press release and
the accompanying investor presentation present non-GAAP financial measures, such as Core Earnings and Core Earnings per common share, that exclude
certain items. Two Harbors” management believes that these non-GAAP measures enable it to perform meaningful comparisons of past, present and future
results of the company’s core business operations, and uses these measures to gain a comparative understanding of the company’s operating performance and
business trends. The non-GAAP financial measures presented by the company represent supplemental information to assist investors in analyzing the results of
Two Harbors’ operations; however, as these measures are not in accordance with GAAP, they should not be considered a substitute for, or superior to, the
financial measures calculated in accordance with GAAP. Our GAAP financial results and the reconciliations from these results should be carefully evaluated.
See the GAAP to Non-GAAP reconciliation table on page 11 of this release.

Additional Information

Stockholders and warrant holders of Two Harbors, and other interested persons, may find additional information regarding the company at the SEC’s Internet
site at www.sec.gov or by directing requests to: Two Harbors Investment Corp., Attn: Investor Relations, 601 Carlson Parkway, Suite 1400, Minnetonka, MN
55305, telephone 612-629-2500.

Contact

July Hugen, Investor Relations, Two Harbors Investment Corp., 612-629-2514, July.Hugen@twoharborsinvestment.com
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TWO HARBORS INVESTMENT CORP.
CONSOLIDATED BALANCE SHEETS
(dollars in thousands, except per share data)

ASSETS
Available-for-sale securities, at fair value
Trading securities, at fair value
Equity securities, at fair value
Mortgage loans held-for-sale, at fair value
Mortgage loans held-for-investment in securitization trusts, at fair value
Cash and cash equivalents
Restricted cash
Accrued interest receivable
Due from counterparties
Derivative assets, at fair value
Other assets
Total Assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities
Repurchase agreements
Collateralized borrowings in securitization trusts, at fair value
Derivative liabilities, at fair value
Accrued interest payable
Due to counterparties
Dividends payable
Other liabilities
Total Liabilities

Stockholders’ Equity
Preferred stock, par value $0.01 per share; 50,000,000 shares authorized; no shares issued and outstanding

Common stock, par value $0.01 per share; 900,000,000 shares authorized and 364,365,017 and 298,813,258 shares
issued and outstanding, respectively

Additional paid-in capital
Accumulated other comprehensive income
Cumulative earnings
Cumulative distributions to stockholders
Total Stockholders’ Equity
Total Liabilities and Stockholders’ Equity

September 30,
2013 December 31, 2012
(unaudited)
12,672,233 $ 13,666,954
1,000,625 1,002,062
— 335,638
559,737 58,607
804,988 —
723,160 821,108
678,328 302,322
48,854 42,613
94,485 39,974
544,515 462,080
27,241 82,586
17,154,166 $ 16,813,944
12,152,065 § 12,624,510
649,082 —
73,827 129,294
15,782 19,060
332,210 412,861
102,022 164,347
56,125 13,295
13,381,113 13,363,367
3,644 2,988
3,789,929 2,948,345
512,774 696,458
788,983 449,358
(1,322,277) (646,572)
3,773,053 3,450,577
17,154,166 $ 16,813,944




TWO HARBORS INVESTMENT CORP.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME

(dollars in thousands, except per share data)

Certain prior period amounts have been reclassified to conform to the current period presentation

Interest income:
Available-for-sale securities
Trading securities
Mortgage loans held-for-sale
Mortgage loans held-for-investment in securitization trusts, at fair value
Cash and cash equivalents
Total interest income
Interest expense:
Repurchase agreements
Collateralized borrowings in securitization trusts
Total interest expense
Net interest income
Other-than-temporary impairment losses
Other income:
(Loss) gain on investment securities
(Loss) gain on interest rate swap and swaption agreements
Gain (loss) on other derivative instruments
(Loss) gain on mortgage loans held-for-sale
Other income
Total other (loss) income
Expenses:
Management fees
Securitization deal costs
Other operating expenses
Total expenses
(Loss) income from continuing operations before income taxes
Provision for (benefit from) income taxes
Net (loss) income from continuing operations
Income (loss) from discontinued operations

Net (loss) income attributable to common stockholders

Three Months Ended September 30,

Nine Months Ended September 30,

2013 2012 2013 2012
(unaudited) (unaudited)

121,303 $ 124,621 $ 386,246 $ 313,154
1,509 1,278 4,034 3,578
9,297 167 15,409 362
5,649 — 11,672 —

216 243 773 620

137,974 126,309 418,134 317,714

21,802 20,743 67,373 47,737
3,125 — 6,112 —
24,927 20,743 73,485 47,737
113,047 105,566 344,649 269,977
— (559) (1,662) (9,310)
(230,111) 2,527 (152,280) 14,247
(55,410) (76,472) 223,388 (153,679)
20,434 2,850 66,055 (13,631)
(4,443) 613 (25,262) 592
10,788 — 18,887 —
(258,742) (70,482) 130,788 (152,471)
12,036 8,929 29,388 23,282
2,125 — 4,153 —
10,017 3,954 26,064 11,423
24,178 12,883 59,605 34,705
(169,873) 21,642 414,170 73,491
23,726 (7,834) 77,809 (32,016)
(193,599) 29,476 336,361 105,507
871 (2,674) 3,264 (2,901)
(192,728) $ 26,802 $ 339,625 § 102,606




TWO HARBORS INVESTMENT CORP.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME

(dollars in thousands, except per share data)

Certain prior period amounts have been reclassified to conform to the current period presentation

Basic earnings per weighted average common share
Continuing operations

Discontinued operations

Net (loss) income

Diluted earnings per weighted average common share
Continuing operations
Discontinued operations
Net (loss) income

Dividends declared per common share

Weighted average shares outstanding - Basic
Weighted average shares outstanding - Diluted

Comprehensive income:
Net (loss) income
Other comprehensive income (loss):
Unrealized gain (loss) on available-for-sale securities, net
Other comprehensive income (loss)

Comprehensive income

Three Months Ended September 30,

Nine Months Ended September 30,

2013 2012 2013 2012
(unaudited) (unaudited)

$ 0.53) $ 011 § 097 § 0.47
— (0.01) 0.01 (0.01)
$ (0.53) § 0.10 $ 098 § 0.46
$ (0.53) § 0.11 $ 097 $ 0.47
— (0.01) 0.01 (0.01)
$ 0.53) $ 0.10 § 0.98 0.46
$ 028 § 036 $ 0.91 1.16
365,057,767 270,005,212 345,529,611 224,058,762
365,166,992 270,937,960 346,370,358 224,369,678
$ (192,728) $ 26,802 § 339,625 § 102,606
246,777 497,598 (183,684) 759,112
246,777 497,598 (183,684) 759,112
$ 54,049 524,400 $ 155,941 § 861,718
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TWO HARBORS INVESTMENT CORP.
RECONCILIATION OF GAAP TO NON-GAAP FINANCIAL INFORMATION

(UNAUDITED)

(dollars in thousands, except per share data)

Certain prior period amounts have been reclassified to conform to the current period presentation

Reconciliation of net income attributable to common stockholders to

Core Earnings:
Net (loss) income attributable to common stockholders $

Adjustments for non-core earnings:
Loss (gain) on sale of securities and mortgage loans, net of tax
Unrealized (gain) loss on trading securities, equity securities and mortgage loans held-for-sale, net of tax
Other-than-temporary impairment loss, net of tax
Realized (gain) loss on termination or expiration of swaps and swaptions, net of tax

Unrealized loss (gain), net of tax, on interest rate swap and swaptions economically hedging repurchase
agreements, TBAs, MSRs and available-for-sale securities

Unrealized loss (gain), net of tax, on interest rate swap economically hedging trading securities
(Gain) loss on other derivative instruments, net of tax

Unrealized gain on financing securitizations

Unrealized gain, net of tax, on mortgage servicing rights

Securitization deal costs

(Income) loss from discontinued operations

Core Earnings $

Weighted average shares outstanding - Basic

Weighted average shares outstanding - Diluted

Core Earnings per weighted average share outstanding - diluted $

-11 -

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
(192,728) $ 26,802 $ 339,625 $ 102,606
240,223 277 167,234 (10,862)
(5,675) (2,082) 2,870 (2,091)
- 559 1,662 9,310
(52,944) 4,980 8,239 19,624
107,466 53,970 (231,699) 86,010
258 3,037 (1,704) 10,510
(19,876) (3,167) (33,531) 9,105
(8,774) — (16,621) _
(832) — (802) —
1,402 — 3,430 —
(871) 2,674 (3,264) 2,901
67,649 $ 87,050 $ 235,439 § 227,113
365,057,767 270,005,212 345,529,611 224,058,762
365,166,992 270,937,960 346,370,358 224,369,678
0.19 § 032 § 0.68 $ 1.01






Safe Harbor Statement

Forward-Looking Statements

This presentation includes “forward-looking statements™ within the meaning of the safe harbor provisions of the United States Private
Securities Litigation Reform Act of 1995, Actual results may differ from expectations, estimates and projections and, consequently, readers
should not rely on these forward-looking statements as predictions of future events. Words such as “expect,” “target,” “assume,”
“estimare,” “project,” “budger,” “forecast,” “anticipate,” “intend,” “plan,” “may,” “will,” “could,” *“should,” “believe,” “predicts,”
“potential,” “continue,” and similar expressions are intended to identify such forward-looking statements.  These forward-looking
staterments involve significant risks and uncertainties that could cause actual results to differ materially from expected results, including,
amonyg other things, those deseribed in our Annual Report on Form 10-K for the vear ended December 31, 2012, under the caption “Risk
Factors.” Factors that could cause actual results to differ include, but are not limited to, higher than expected operating costs, changes in
prepayment speeds of mortgages underlyving our residential mortgage-backed securities, the rates of default or decreased recovery on the
mortgages underlying our non-Agency securities, failure to recover credit losses in our portfolio, changes in interest rates and the market
value of our assets, the availability of financing, the availability of target assets at attractive prices, our ability to manage various operational
risks associated with our business, our ability to maintain our REIT qualification, limirations imposed on our business due to our REIT
status and our exempt status under the Investment Company Act of 1940, the impact of new legislation or regulatory changes on our
operations, the impact of any deficiencies in the servicing or foreclosure practices of third parties and related delays in the foreclosure
process, our ability to acquire mortgage loans or securitize the mortgage loans we acquire, our involvement in securitization transactions,
the timing and profitability of our securitization transactions, the risks associated with our securitization transactions, our ability to acquire
mortgage servicing rights, the impact of new or modified government mortgage refinance or principal reduction programs, unanticipated
changes in overall market and economic conditions, and our exposure to claims and litigation, including litigation arising from our
involvement in securitization transactions.

EERY

LIS

Readers are cautioned not to place undue reliance upon any forward-looking statements, which speak only as of the date made. Two
Harbors does not undertake or accept any obligation to release publicly any updates or revisions to any forward-looking statement to
reflect any change in its expectations or any change in events, conditions or circumstances on which any such statement is based.
Addirional informartion concerning these and other risk factors is contained in Two Harbors” most recent filings with the Securities and
Exchange Commission (SEC). All subsequent written and oral forward looking statements concerning Two Harbors or matrers
attributable to Two Harbors or any person acting on its behalf are expressly qualified in their entirety by the cautionary statements above,




Executive Summary
Third Quarter Results — Focus on Book Value Preservation

= Portfolio positioned defensively to protect book value from potentially rising interest rates and wider
mortgage spreads.

* Reported book value of $10.35 per diluted common share and declared a dividend of $0.28 per share.

* Generated Comprehensive Income of $54 million, or $0.15 per diluted weighted average common share.
Comprehensive Income for the nine months ended September 30, 2013 was $156 million, a return on
average equity of 5.4%, or $0.45 per diluted weighted average share.

* Generated Core Earnings of $68 million, or $0.19 per diluted weighted average common share.

* Repurchased approximately 1.5 million shares under share repurchase program, which was accretive to
book value,

= Approximately 65,000 warrants were exercised in the third quarter with 4.1 million warrants remaining,
The warrants expire at 5:00 pm EST on November 7, 2013.
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Progress on New Investment Initiatives

Mortgage Servicing Rights (MSRs)
* We made significant progress toward allocating capital to MSRs through:

— Two-year flow sale agreement with PHH Mortgage Corporation acquiring MSRs on newly originated
residential mortgage loans

— Acquiring two small bulk MSR portfolios in July 2013

— Advanced discussions with potential MSR sellers that are likely to result in substantial additional
investments in the near-term

Mortgage Loan Conduit and Securitization

* Completed Agate Bay Mortgage Trust 2013-1, a prime jumbo securitization, the first using our own
depositor

* Continued progress to build our originator network as we make progress towards the creation of an
industry-leading prime jumbo mortgage conduit

4




Monitoring Key Macroeconomic Factors

Interest Rates
* Interest rates were relatively unchanged but highly volatile in the quarter.

*  We were positioned defensively against a rise in interest rates and wider mortgage spreads.

Employment

*  While unemployment remains high, job creation in recent quarters indicates improvements in the economy.

* Unemployment is a meaningful determinant of probability of default on a mortgage loan.

Home Prices

* The U.S. housing market continues to perform well, with the CoreLogic Home Price Index +12.4%" on a
rolling 12-month basis.

* Improving housing prices are good for our non-Agency portfolio.

Policy Considerations:

* New Federal Reserve Chair

* Future of Federal Reserve’s Quantitative Easing plan
#  GSE reform

*  Potential new FHFEA Director

* Final Qualified Mortgage (QM) and proposed Qualified Residential Mortgage (QRM) rules

' \ (I} Source: Corelogic Home Prce Index rolling 12-menth change as of August 31, 2013,




Financial Summary

Financial Highlights

= Core Earnings'" of 30.19 per weighted average share

represents an annualized return on average equity of 7.1%, £100.0 50,5
SE0.0 0.4
= Debt-to-equity is 3.0x compared to 3.6x at June 30, 2013, . ¥
) S60.0 80,3
= Expense ratio modestly increased to 1.0% from 0.9% in Q2- $40.0 s0.2
2013, due to continued build-out of operational plarform. $2010 0,1
S0.0
= GAAP loss of $0.53 per weighted average share includes Q3-2012  Q4-2012 Q12013 Q2-2013  (3-2013
realized capital losses of 32623 million as we sold 33 billion Core Famings (SM) Core Famings Per Share (5PS)
Agency pools.

Expense Ratio Accounting Matters

*  Consolidated Agare Bay Mortgage Truse 2013-1 on balance

i sheet,
= Dorward purchase commitment of bulk or flow MSR is not
recognized in financials until acquisition closes.
20%
e 0.7% 0.7% 0.9% 1.0% = No other-than-temporary impairment or significant release
'._"___....—-—-—".__—. of credit reserves.
'D.mfn

Q3212 Q4212 Q12013 Q22013 Q3-2013

=i Other Operating Expenses as %o of Average Fquity

{1} Core Eamings is a non-GAAP measure thar we define as GAAP net income, excluding impairment bosses, gains or losses on sales of securities and termination of interest rate swaps,
unreakized gains or bosses on trading securities, interest mte swaps and swaptions, and mortgage loans, certain gains or loses on dedvative instruments, certain non-recurring gains and
losses related to discontinued operations, and certam non-recurming wpfront costs relared fo securtization transacnons. As defined, Core Eamings includes interest income associated
with our inverse interest-only securites {(Apency Dervatives) and premium income or loss on credic defaule swaps, For 2 reconcibiaton of GAAP to non-GAAP financials, please refer
tor the GAAP to noa-GAAP reconciliation table i the Appendix on slide 18




Book Value

Q3-2013 Q3-2013 Year-to-date 2013 Year-to-date 201305
Book Value Book Value Book Value Book Value
Book Value (3M) per Share (3M) per Share
Beginning Stockholders’ equity — basic $3,834.1 §10.48 53,4506 §11.55
GAAP Net Income:
Core Earnings, net of tax 677 235.5 Year-to-date
Realized gains and losses, net of tax (112.4) (788 SompEcisnve e
of $156 million: includes
Unrealized mark-to-market gains and losses, net of tax (148.9) 179.7 > Q3-201 3 Cumpruhcnsiw
Income of $54 million
Discontinued operations 0.9 33
Orther comprehensive income (losg 246.8 183.7
P i (40 Year-to-date cash
Dividend declaration (102.0) (675.7) dividend per common
share of $0.91 or $332.2
Crther (0.5) 0.5 million, which is
approximately 97% of
Balance before capital transactions $3,785.7 $2,931.4 PP B “
our year-to-date taxable
Issuance of common stock, net of offering costs 0.1 7633 income
Repurchase of common stock (13.4) Year-to-date accretive
share repurchases of 2.45
Proceeds from issuance of common stock through warrant exercise 0.7 102.3 million shares
Ending Stockholders’ equity — basic $3,773.1 10.36 $3,773.1 10.36
Warrants outstanding™ {0.01) (0.01)
Ending Stockholders’ equity — diluted $3,773.1 $10.35 $3,773.1 $10.35

(I} Using the treasury stock method, (L1 million shares would be considered ourstanding and dilutive 1 book value per share at Seprember 30, 2013,

2 Year-to.date ame period is December 31, 2012 through Scprember 30, 2013,
(3} Includes the special dividend of Silver Bay common stock of $343,5 million,




Financing Profile”

We continue to ladder repo maturities, and average 76 days to maturity. We had 24 counterparties at quarter-end.
As of today, substantially all of our repo maturities have been rolled past year-end.

The majority of non-Agency repo is held with counterparties having a credit default swap (CDS) spread of <150,
indicating low overall counterparty risk profile.

Approximately 56% of our Agency repo is with counterparties based in North America and 52% of our non-
Agency repo is with counterparties based in North America.

Diverse Agency Counterparties® High-Quality Non-Agency Counterparties®

1.8% 1.5% ~1.2%

% n,f':’""\ 1l Lo

0.7% 1L1%

= CDS Spread = 100 w CDS Spread 101 w 150 = CDS Spread 150+

{1} Asof Seprember 30, 2013,
(3 Refleces the counterparty pereentage of our outstanding repurchase agreements for our Agency portfolic.
(3} Refleces the CDS Spread for our non-Agency portfolio repo counterpareies.




Porttfolio Performance Summary

Performance Highlights

*  Significant outperformance vs. benchmark indices
year-to-date as a result of prudent risk management

*  Defensive portfolio positioning in Q3-2013 led to
modest return in the quarter

= Yields increased due to a larger allocation to non-
Agencies

Annualized Yields by Portfolio®

12.0%
9.1% 9.0%

8.0

4.4

0.0F%

Q3-2012

Q4-21M2 Q1-2013 2-2013 Q3-2013

W o RAES B on- Ageney RMES =l gt Purtinlin

Benchmark Indices® Net Interest Spread

Three Months Nine months

ended September ended September
Sector 30, 2013 30, 2013
Agency Steategy: Barclays US MBS 4.7% (B.8%)
Fixed Rate Index vs, duration-marched
swap at bl leverage
Credi: ABX 06-2 AAA 4.5% 9.8%
Proxy for 50/ Agency and 5004 Mon- 4.6% 5%
Agency Strategy
Two Harbors' Return on Book 1.5% 6.3%

Valugt™

2013, respectively.
(2} Source for benchmark indices: Bloomberg.

(3 Sec Appendix page 14 for ealeulatton of chind quarter 2003 returm on book vabue.

“Three Months Ended

June 30, 2013 Seprember 30, 2013

MNon- Aggregane Non- Agrpregare
Agency Apency  Portfolio  Ageney  Agency Portfolio
Annualized Yield®  27%  9.0% 3.7% 2.8% DAV 410P%
Cost of repurchase
agreements 05%) (23%)  (07%)  (05%)  (22%) 0.7%)
Cost of interest e
swaps & swaptions (LG} (10.5%0) (0L5%0) {06%0) {0.5%0)
Cost of financing (1.1%0)  (2.3%) (1.2%0) (1.0°%)  (2.8%) (1.2%)
Met interest spread 1.6%  6.8% 2.5% 1.8% (2% 2.8%

(1) Agency vield inchudes impact of Agency Dervatives. Interest income on Agency Dervatves was $2.3 million and $3.6 million for the second quarter of 2003 and tve third quarter of




Portfolio Composition

Portfolio Composition Targeted Capital Allocation

TO%a

As of September 30, 2013 G o 6 s
513.0B Portfolio G0% T 5
§ Mitlioues S04
%0
Csls  Oiher 30%
Mezzanine $440 3284 20%
$525 1074
13

e o n? ra 19 o d;& S ra o &;& s ns rzsv

[ ] R::Tc.li of :n:di.r 0O Resicdential Real Properties

M5Rs
316

= Capital allocation at September 30, 2013 was 54%
Rates™ and 46% Credit™

15-Year Fixed

576
Hybrid ARMs
#1008 *  Opportunistically purchased $1 billion of Agency
105 and 1105 ARMs
$494 )
Orther-Fixed - . .
5661 HECM" = Rates category includes Agency securities and MSR,
#1819 and Credit category includes non-Agency securities,
R $9.98 B Credic® $3.7B primc ittmb() lnans, net economic interest in

securitization trusts and CSLs

{1} Home Equity Cenversion Morigage loans (HECMs) are loans thar allow the homeowner to convert home equity into cash eollateralized by the value of their home.
(3 Includes Agency Dierivatives (1105) of $223.7 millon.

(3} “Rares” carepory includes Agency scouritics and MSR.

(#)  “Credit” caregory includes non-Ageney securties, prime jumbe loans, net economde interest in seeuntization trusts and CSLs.




Key Portfolio Metrics

-

Portfolio Metrics BV Exposure to +100 bps Change in Rates®

* Low implied debt-to-equity ratio of 3.2x at
September 30" vs, 2.9x at June 300

9.9%
10
* Currently maintain low Agency basis risk exposure 6%

e 0.1%
= Non-Agency speeds very favorable as fundamentals o
i =0, T-T%%) 30 {1.2%)
have improve (1.8%)

¢ improved o
(10%)

Q3-2012 0Q4-2012 Q1-2013 Q22012 Q323

Portfolio Metrics Q22013 Q3-2013 Hedging Strategy
Agency Weighted average 3-month CPR™ 8.7% 8.7% . ..
* Curtailed large net short position
Weighted average cost basis™ $108.0 $108.1
[ | -, s - 3
i Wit sounpe Sl PR i A% Grt?atly reduced swaps, swaptions and short TBAs
during the quarter
Weighted average cost basis™ $52.2 $52.6
Change in equity value for +100 bps change in 9.9% (1.2%)

interest rates’®

nebi'—m—l'-:quilrﬁ'l 3.6x 3.0x

Impﬁiqzl :|\'|:d-lhr;",||l‘}' te ealeulanead xl’l\nrxrwlmlin!; net l-mgm shrr TIA F\nrp;llnﬂ, _-\gur':‘-;plg-dnlm' B, X 1:{}1‘}“{][ 30, 200 %, ehe niet THA ru:sjrkm WS Inng SEET enillion asd shos 527 hillion potonad,
mespectvey.

Tepresents estimated percentage change in equity value far theoretical +100 bps parallel shift in interest mecs. Change in equiey value s tonal net asset change.

Agency weighted average S-month Constant Prepaymont Bate (CPR) inchad e derivatives,

Weighted averge cost basis includes RMBS principal and interest securitics only. Average purchase price utilized camying value For weighting purposes. [ current fuce were atilized for weighting parposes, toml
mm-.\p;m-, RABS rq{mh.ng the u:ﬂ\l‘suﬂ:;"ﬁ am-;\p-nq- 1[4 l1xﬂFnL:.mml-l have been $49.22 ar Squpnlu-f 50, 2005

Dhebetomexquiny is defined ax total borrowings to fund RMBS, mortgage loans bebd-for-sale and Agency Derivatives divided by toml equay.




Mortgage Servicing Rights (MSRs)
Flow agreement with PHH Mortgage Corporation to acquire MSRs

* Right to acquire MSRs on at least 50% of eligible new Fannie Mae and Ginnie Mae mortgage loans, subject
to quarterly pricing

= Subservicing agreement with PHH Mortgage Corporation to provide ongoing servicing of the underlying
mortgage loans

* Two-year term
Closed on two small bulk transactions in July 2013
Potential for other significant investments in the near-term

= Natural interest rate and mortgage basis hedge for our portfolio

= Current supp]y[ demand dynamics make it opportune time to enter market

4




Mortgage Loan Conduit and Securitization

Completed a prime jumbo securitization using our own depositor

*  Agate Bay Mortgage Trust 2013-1, a $434 million securitization of prime jumbo loans

Ongoing progress building out originator platform

Approximately 30 originators in various stages of approval

Ability to source prime jumbo loans as well as other products, creating mutually beneficial relationships with
originator partners

Ouwr goal is to generate attractive credit investments for our portfolio while providing capital to the U.S.
mortgage market

Robust mortgage acquisition process and infrastructure will allow us to control and manage loans we
purchase and securitize, including credit and servicing oversight

4
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Return on Book Value

Return on book value Q3-20130

(Per diluted share amounts, except for percentage)

Book value at September 30, 2013 (§) 810,35
Book value at June 30, 2013 10.47
Decrease in book value (.12
Dividend declared in ()3-2013 (.28
Return on book value (Q3-2013 (5) S0.16
Return on book value Q3-2013 (%) 1.5%
Return on book value as of September 30, 20130

{Per diluted share amounts, except for percentage)

Book value at September 30, 2013 (5) §10.35
Book value at December 31, 2012 11.54
Decrease in book value 1y
Dividends declared in 20132 1.92
Return on book value at September 30, 2013 (%) $0.73
Remrn on book value ar Seprember 30, 2013 (%) 6.3%

(1) Diluted shares owstanding ar end of perod, which includes the effeet of dilusive oustanding wareants determined using the treasury stock method, are used as the denominaor for book

value per share caleulaion.

(2)  Incledes Silver Bay common stock distrbution amounting 1o $L01 per share,




Operating Performance

Comprehensive Income Book Value and Dividend® per Share®

$1.33H
S T0.2%: 1P 50.55

$12.00
$300 21.6% 26.9% 0%

S0 % S10.00
(8300 -50%

Q3-2012  Q4-2012 Q1-2013  (Q2-2013 3-2013 $8.00

— smprehensve Income (M) =8 (omprehensive Income ROAE (%) Q32012 0Q4-2012 Q1-2013 0Q2-2013 Q3-2013

GAAP Net Income

S0.60
50,50
$0.40
30.30
S0.20
$0.10
3-

B Book Value (8)  m Dividend declared (§)

; 19.9% 25.0%
20,00 1.06
4 $400 : $1.50
15.0% 8300 $388.6 160
$200 .
3 §0.00
50 100
5.0% SE ) 5050
5‘24“}] 0.53
0.0% $(300) i G033 1 100
Q32012 Q42012 Q12013 Q22013 Q3-2013 Q32012 Q42012 QI-2013 Q2203 Q3-2013
. Dividend per Share (8) == Dividend Yield (%) S AAP Net Income (M) = GAAP RS ()

Historical dividends may not be indicative of futsre dividend distriburions. ‘The company ultimarely distributes dividends based o its raxable income per common share, not
GAAP eamnings, The annualized dividend vield on the company’s commaon stock is caleulared based on the closing price of the last iading day of the relevant quarter,

Diluted shares ourstanding ar end of penod, which includes the effeer of dilutive ouestanding warrants determingd wsing the treasury stock method, are used a5 the denominator for
hesik value per share caloulation,

Includes cash dividend of $0.32 per share and Silver Bay common stock distnbution amounting to $1.00 per share,

Dividend vield based on cash dividend of $0.32 per share anly. Does not include Silver Bay common stock distribution, which amoumted to $1.01 per share,




Operating Performance

Operating Performance Core Realized Unrealized Q2-2013 Core Realized Unsealized Q3-2013
(In millions, except for per share amounis) Earnings Gains MTM Financials Earnings Gains MTM Finuncials
Interest income §145.3 H §- $145.3 £138.0 § §- $138.0
Interest cxpense 247 - - 24.7 24.3 - - 24.9
Net interest income (LT - - 12006 1131 - - 1131
Met other-than-temporary impairment losses - - 1.4 1.4
Gain (loss) on invesiment securitics . 66,2 {15.5 5000 - {231.5) 14 {23013
(Lasg) gain on interest mte swap and swaptions'! {19.4) (.0 2832 250.8 (15.1) 40.8 (B1.1) (55.4)
(Lass) gain on other derivative instruments™ (1.5) 48,7 15.1 623 (7.5) 1561 (B7.7) 204
{Lass) gain on morigage loans held-for-sale - (18.7) (16.5) (35.2) - (1.7 1.2 .5
Ohther income LLE] - 1.5 15 1.2 - Wb L]
Total other (loss) income (20.6) 922 268.0 330.6 21.4) (86.5) (150.6) (258.8)
Management fees & other operating cxpenses prA | - - 221 21 21 - 24.2
E:,:::':Eﬂhﬁ} from continuing operations. before 7 a2 266.6 4367 696 56.9) (150.6) (169.9)
Income tax (benefit) expense (0.2 BRM Ain5 49,1 1.9 235t (1.7 237
Met income (loss) from continuing operations 78.1 834 226.1 3BT.6 67.7 (112.4) (148.9) (193.6)
Disecsntinued operations . Lo 1.0 [ - 0ne
MNet income (loss) $78.1 5844 $226.1 S3BE.6 $67.7 $(111.5) S(148.9) $(192.7)
Biasic and dilueed weighed average EPS 5021 23 3062 5L 5019 S(0.30) 3041} S(00533)

Supplemental daga;

Unrealized gains (Josses) on interest rate swaps and swaptions economically hedging

5 5281.5 S(B0.
repurchase agreements, available-for-sale securities, TEAs and MSRs Sl
Income tax expense (26.5) (26.8)
Total $235.0 §(107.5)

33-2003 boss on interest rate swap includes $15.1 million in interest costs, of which $1.3 million relates 1o swaps associated with U5, Treasuries.

Caore Famings includes $3.7 million and $2.0 million of net premium amortization on credie default swaps for the second quarter and the thisd quarter of 2003, respectively,
Inclades $40.% nullion, net of taxes, of realized gins from to-beannounced securtics (TBAs) and TBA oprions,

Ineludes $85.% mallion, net of txes, of realized grins from THAs and TBA opions.




Operating Performance”

Three Months Ended

September 30, 2013
Reconciliation of GAAP to non-GAAP Information
Core Earnings:
MNet (loss) income attributable to common stockholders $ (192,728)
Adjustments for non-core earnings:
Loss {gain) on sale of sccurities and mortgage loans, net of wax 240,223
Unrealized (gain) loss on teading securities, equity securities and mortgage loans held-for-sale, net of tax (3,675)
Other-than-temporary impairment loss, net of tax -
Realized (gain) loss on termination or expiration of swaps and swaptions, net of tax (52.944)
Unrealized loss {{;nin), net of tax, on interest rate swap and swaptions economically hedging repurchase
agreements, TBAs, M3Rs and available-for-sale securitics 107,466
Unrealized loss (gain), net of tax, on interest rate swap economically hedging trading securitics 258
(Gain) loss on other derivative instruments, net of tax (19.876)
Unrealized gain on financing securitizations B,774)
Unrealized gain, net of tax, on mortgage servicing rights (832)
Securitization deal costs 1,402
(Income) loss from discontinued operations (871)
Core Earnings 5 67,649
Weighted average shares outstanding - Basic 365,057,767
Weighted average shares outstanding - Diluted 365,106,992
Core Earnings per weighted average share outstanding - Diluted s 0.19

(1) Unaudited. Dollars in thousands, except per share data.




Portfolio Metrics

Portfolio Yields and Metrics Agency RMBS CPR

At At
Realized  June 30, Realized  Seprember 200%
Partfolio Yield Q2-2013 2013 0Q3-2013 30, 2013 15.0%
Annualized }'icld": 3. 7% 3.8% 4.0% 4.1% 10.0%, B.7% 8.7%
i 6.0%% 6.6%
Agency™ 27% 2.8% 2.8% 2.9% 5.0F%
Non-Ageney 9.1% 9.1% 9.0% 9.0% i
on-HgeEnCy = Hk D S Q32012 Q42012 Q1-2013  Q2-2013  Q3-2013
Cost of financing® 1.2% 1.2% 1.2% 1.2% B Agency RMBS CPR
Net interest spread 2.5% 2.6% 2.8% 2.9%
Non-Agency RMBS CPR
Porifolio Meirics 0Q2-2013 0Q3-2013
Agency Weighred average 3-month CPR 8.7% 8. 7%
200%
Weighted average cost basis™ S108.0 $108.1
15.0%
Non-Agency Weighted average 3-month CPR 4.0%% 4.8% —_—
el - is0 5 5 . 4.8%
Weighred average cost basis $52.2 $52.6 5% 3.0% 329 4.0%
Change in equity value for +100bps change in interest 9.9% (1.2%) 0%
rates' Q3-2012  Q4-2012  Q1-2013  Q2-2013 Q3-2013
Debt-to-Equity™ 36m 3.0x B Non-Agency RMBS CPR

{1y Agency yield inchades impact of Agency Dierivatives. Interestincome on Agency Derivarves was $13 millicn and §1.5 malion for the second quaner of 2003 and the third quanes of 2003, respeaiivedy.

[ Gos of fnanceg RMBS inchades inborot ipread caperse assocksted with the porfolis’s intercss rate saaps of $15 1 mllion and $221 sillian for ihe socond quasece of 2003 and the third quasece of 2013, eapeatively. Interes spresd
expenas mrcasad onst of Anancing RIS by 0.8% i botls tbe soconid and thind sjuaimers of 203,

# Woightod avemage cost basin includes RMBS prncpal and imtenest securitics only, Average purchase price wilized cannying value for weighting parposcs. [f cumment face weee utilized for woighting pusposcs, rotal non-Agency RMBS
exchading the aompang’s non-Ageicy inferest-anly poriflo would have born $49.22 ot Sepsember 30, 2013

4 Repecents sange of the percentige change in eguiey value for + 100 bps change & inserest vates, Clange in equity vales s ponfolio value change sdjusted fos leverage.

(3 Dhebatoocequiry is defined s moaad borrowings oo fund BMBS, mongage loans hed: for-sabe and Agency Doivatives divided by toml ogry,




Financing and Hedging Strategy”

Interest Rate Sv

Financing

MNaotional Average Average Repurchase Agreements: RMBS and Agency Derivatives™ Amount ($M) Percent (%)
Amaonnts Fixed Pay Average Maturity

Swups Marurities (3M) Rate Reveive Rate (Years)  Within 30 days 52,911 26%%

2014 $ Ok 0.318% 0.269% 0.29 30 to 59 days 4731 42

2015 4,000 i LT LB 6 o 89 days # 1%

2006 2650 0.579%, [L3% 242 00 to 119 days 1,567 14%

2017 4,225 0.838%: 0.263%: 3.62 120 10 364 days 1642 15%

2018 and afrer 2385 1.294%% 025905 552 D e 200 %

§ 14,100 0.718% 0.265% 283
§11,140
Interest Rate Swaptions
Option Underlying Swap

Coat Fair Valuc Average Months 1o Motional Amount Average Pay Average Reecive Average Term
Swaption Expiration (5M) (SM) Expiration (5M) Rate Rate (Years)
Payer < & Months  § g - g IM Lilsor -
Payer = & Months 2299 3134 41.79 Lo L] 4.23% 3M Libsor 9.1
Toal Payer § 28 § s 41.79 § 6400 4.25% 3M Libor LA
Receiver <6 Months § (74 i - 10 § (1,170 M Libor 311% ({LET]
Recelver = 6 Months (B1.2) (75.5) 4502 {300 M Libor JAdh 10.0
Toeal Reesiver § [(BE.G) § (755 45.02 § (1,970 M Libor 3.24% 1o

(1) Asof Seprember 30, 2003,

(2 Notonal amounts do not include 310 billion of nodonal interest rare swaps economically hedging our trading seourities and $2.3 billion of notienal interest rate swaps econcmacally
hedging our TBA contracts and MSRs,
(3 1Does not inchede repurchase apreements collateralized by LS, Treasunes of $10 billion and mongage loans held for sale of $16.2 million,




Agency Securities as of September 30, 2013

Par Value Market Value Y of Agency Amortized Cost  Weighted Average Weighted Average
(M) (M) Portfolio Basis (M) Coupon Age (Months)

30-Year Fixed
3.0-3.5% 3736 3749 1.5% $783 3.5% 16
4.0-4.5% 3,042 4,166 41.9% 4,281 4.1% 16
Z 5.0% &77 969 9.8% 953 5.6% 57
$5,555 §5,584 5%9.2% 86,017 4.3% 23

15-Year Fixed
3.0-3.5% $70 $73 0.8% 569 3.0% 35
4.0-4.5% 2 2 0.0% 2 4.0% 40
= 5.0% 1 1 0.0% 1 6.0% 102
573 576 (.8% §72 3.1% 35
HECM §1,655 §1,5819 18.3% $1,769 4.7% 23
Hybrid ARMs 992 1,008 10.1% 999 2.5% 20
Oiher-Fixed 605 661 6.6% 655 4.7% 59
10s and [1Os 4,808 49400 5.0% 515 4.2% 63
$13,688 §9,042 100.0% $10,027 4.2% a7

{1} Represents the market value of $270.6 million of 10s and $223.7 million of Agency Denvatives.




Non-Agency Securities as of September 30, 2013

Senior Bonds Mezzanine Bonds Total P&l Bonds
Portfolio Characteristics
Carrying Value (M) $2421 §525 $2.940
% of Non-Agency Portfolio 82.2% 17.8% 100.0%
Average Purchase Price!!) $51.20 $59.21 $52.63
Average Coupon 1.8% 1.6% 1.7%
Collateral Attributes
Average Loan Age (months) 84 97 86
Average Loan Size (3K) §258 §193 247
Average Original Loan-to-Value T4.1% T3.0% T3.9%
Average Original FICO® 611 H44 617
Current Performance
60+ Day Delinquencies 33.8% 27.3% 32.6%
Average Credit Enhancement™ 11.2% 23.2% 13.4%
3-Month CPR™ 4.2% T.1% 4.8%

Average |>4.|f(‘1|uq' |ui|,'; atilized carring value
exchuding our non-Agency interest.anly porifolio, woukl have been $47.81
PICO FEPrCsCIEs 3 MR irsls ey »(g.,-lulu!(\n;\lir senfe of 3 bosmower, whi
Average oredi

51 and $40.22, respectively.
Wk Lk-wk.iml Iy Fadr Tiaae [:nn"kn‘-xl;lu!.

secarity are dependent on the position of the mdividual security within the structare of cach deal.

enhancement remaining on our non-fgoncy RMBS postfolio, which is the average amount of procection available s absorb fusune credit bosses due w defaulis on the underying
3-Month CPR is eefloctive of the prepayment specd an the underying securitization; however, it does not necessarily indicaze the procecds reocived on nus investment imanche. Procoeds received for cach

for weighting [, IF current face were utilized For weighting p.:p.n—i_ﬂw AVEEERE |mr(\|.u\;!ni|;|,- foE senior, mexesnine aml 1ol nnn-.{j_-\-m':. RAIRS,

teral.




Porttolio Composition as of September 30, 2013

Agency: Vintage & Prepayment Protection Q2-2013 Q3-2013

High LTV (predominately MHA)™ 26% 24%

HECM 15% 18%

$85K Max Pools® 20% 14%

2006 & subscquent vintages — Premium and 10s 8% 14%

Low FICO® 6% T% Implicit or Explicit

Prepayment

20006 & subsequent vintages — Discount 2% T Protection
—_

Seasoned (2003 and prior vintages) 5% [0

Other Low Loan Balance Pools'™ 14% 5%

Prepayment Protected 4% Sﬂfn_J

Non-Ageney: Loan Type Q2-2013 Q3-2013

Sub-Prime BT1% B6%

Option-ARM T T

Ale-A 4% 4%

Prime 2% ]

Socuritics collueralized by boans with greater than o equal g 8076 loan-to-value satio (LTV] High LTV poals are predominarcly Making Homeownenship Affosdable (MHA) pools, MHA pools consist of
borrowers who have refinanced through the FHARP.

Becurises collaserlised !._1 koans of less tham of «“,ul o SEERL

Secunitses colluteralized by boans bekd by kower credin borowers as defined by FICC.

Seourites collueralized by boans of less than or equal 1o $175K, but more than $83K.







