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Item 8.01 Other Events.

As previously disclosed, on April 25, 2018, CYS Investments, Inc. ("CYS"), Two Harbors Investment Corp. ("Two Harbors") and Eiger Merger Subsidiary LLC, an
indirect, wholly owned subsidiary of Two Harbors ("Merger Sub"), entered into an Agreement and Plan of Merger (the "Merger Agreement"), providing for the merger of
Merger Sub with and into CYS, with CYS surviving the merger as an indirect, wholly owned subsidiary of Two Harbors (the "Merger"). On June 25, 2018, CYS and Two
Harbors filed a definitive joint proxy statement/prospectus (the “Proxy Statement”) with the Securities and Exchange Commission for the solicitation of proxies in connection
with special meetings of CYS’s stockholders and Two Harbors’ stockholders, to be held on July 27, 2018, to vote upon, among other things, matters necessary to complete the
Merger.

Six lawsuits have been filed by purported stockholders of CYS. The first suit, styled as Fran Stone v. CYS Investments, Inc., et al., No. 1:18-cv-11156 (the "Stone
Lawsuit"), was filed in the United States District Court for the District of Massachusetts on June 1, 2018 and asserts claims against CYS, certain of its directors, Merger Sub
and Two Harbors (collectively, the "Stone Defendants"). The second suit, styled as Jordan Rosenblatt v. CYS Investments, Inc., et al., No.1:18-cv-11220 (the "Rosenblatt
Lawsuit"), was filed in the United States District Court for the District of Massachusetts on June 11, 2018 and asserts claims against the Stone Defendants and certain additional
CYS directors not named in the Stone Lawsuit (collectively, the "Rosenblatt Defendants"). The third suit, styled as Peter Enzinna v. CYS Investments, Inc., et al., No. 1:18-cv-
11238 (the "Enzinna Lawsuit"), was filed in the United States District Court for the District of Massachusetts on June 13, 2018 and asserts claims against CYS and certain of its
directors (collectively, the "Enzinna Defendants"). The fourth suit, styled as Arthur Ruscher v. CYS Investments, Inc., et al., No. 1:18-cv-01763 (the "Ruscher Lawsuit"), was
filed in the United States District Court for the District of Maryland on June 14, 2018 and asserts claims against the Enzinna Defendants (the "Ruscher Defendants"). The fifth
suit, styled as Walter Penchuk v. CYS Investments, Inc. et al., No. V449557 (the "Penchuk Lawsuit"), was filed in the Circuit Court for Montgomery County, Maryland on
June 14, 2018 and asserts claims against the Enzinna Defendants and certain additional directors not named in the Enzinna Lawsuit (collectively, the "Penchuk Defendants").
The sixth suit, styled as Shiva Stein v. CYS Investments, Inc. et al., No. 1:18-cv-01826 (the "Stein Lawsuit" and, with the Stone, Rosenblatt, Enzinna, Ruscher, and Penchuk
Lawsuits, the "Lawsuits"), was filed in the United States District Court for the District of Maryland on June 19, 2018 and asserts claims against the Enzinna Defendants (the
"Stein Defendants").

Each of the Lawsuits alleges that the Proxy Statement is deficient, and seeks preliminary and injunctive relief. CYS and Two Harbors believe that the claims asserted in the
Lawsuits are without merit and intend to contest them. However, in order to avoid further expense and the nuisance created by the Lawsuits, and in particular the request for
preliminary injunctive relief, and notwithstanding its position that the disclosure of such information is not required by the federal securities laws, and in fact is not material to
the decision of either the CYS stockholders or the Two Harbors stockholders as to how to vote their shares at the special meetings on July 27, 2018, CYS and Two Harbors
make the following disclosures, which are incorporated by reference in the Proxy Statement:

The disclosure on page 68 of the Proxy Statement is hereby supplemented by revising the last complete paragraph on the page in its entirety as follows:

Mr. Grant then rejoined the CYS Board meeting and provided the CYS Board with an update regarding his recent discussions with Company C relating to its proposal. The
CYS Board then discussed the relative strategic merits of a potential transaction with Company C and Vinson & Elkins advised the CY'S Board of its duties in the context of a
sale transaction or business combination. The CYS Board then discussed the hiring of a financial advisor to assist the CYS Board in its consideration of a potential transaction
with Company C and other strategic alternatives available to CYS. At this time, representatives of each of Barclays and Credit Suisse were invited to join the meeting and
review their respective preliminary financial analyses with respect to a potential transaction with Company C and other strategic alternatives available to CYS. After the
representatives of Credit Suisse and Barclays left the meeting, the CY'S Board discussed the potential financial advisor candidates, their industry knowledge and experience and
how each of Barclays and Credit Suisse could assist the CYS Board and the CY'S Special Committee in their consideration of a potential transaction with Company C and other

services.
The disclosure on page 70 of the Proxy Statement is hereby supplemented by revising the third complete paragraph on the page in its entirety as follows:
Following Barclays' and Credit Suisse's outreach to other potential bidders, CYS entered into non-disclosure agreements that contained customary standstill provisions

with seven of the eight potential bidders, which included Two Harbors, Company A, Company B, and Company C. None of the standstill provisions precluded any of the
potential bidders from submitting a confidential proposal, including any topping proposal, following public announcement of the Merger Agreement, to the




Board of Directors of CYS. CYS subsequently provided all the potential counterparties, except Company C, with certain limited confidential information about CYS's existing
securities portfolio for purposes of submitting an initial offer to acquire or otherwise enter into a strategic transaction or business combination with CYS. Company C had
previously been provided with similar information. At the direction of the CYS Special Committee, representatives of Barclays and Credit Suisse requested that the
counterparties provide preliminary indications of interest by March 12, 2018. Company C was not invited to submit an indication of interest because it had already submitted a
non-binding offer to acquire CYS on February 8, 2018.

The disclosure on page 74 of the Proxy Statement is hereby supplemented by revising the first complete paragraph on the page in its entirety as follows:
On April 4, 2018, the CYS Special Committee held a telephonic meeting with representatives of Barclays, Credit Suisse, and Vinson & Elkins to discuss each bidder's

response to the Legal and Business Points. Representatives of Vinson & Elkins provided an overview of each bidder's response, noting that several of the bidders made
significant concessions to their initial markup of the draft merger agreement. These concessions included, in certain cases, lower, more favorable termination fees,

Alternative Proposal concept in the termination provisions, and other related changes in the deal protection provisions that make those provisions more favorable to
CYS. Following a discussion of each bid and markup of the draft merger agreement, the CYS Special Committee determined, after considering a multitude of factors, including
the value of the consideration offered, the tax structure of the proposed transaction, whether the bidder would be required to obtain stockholder approval, the pricing mechanics
of the proposed merger consideration and the markups of the draft merger agreement, among other factors, to recommend to the CYS Board that CYS should (i) continue to
engage in negotiations with Company C and Two Harbors and (ii) pause negotiations with Company D and Company E.

The disclosure on page 74 of the Proxy Statement is hereby supplemented by revising the last complete paragraph on the page that carries over to page 77 in its
entirety as follows:

Also on April 11, 2018, counsel to Company C delivered a revised draft of the merger agreement to Vinson & Elkins. Company C's revised draft of the merger
agreement contained a number of revisions, including the deletion of a multiplier to CYS’s adjusted book value, that effectively resulted in at least a $0.11 per share
reduction in Company C's per share offer price (to $7.32 or less, which was less than the value of the Two Harbors bid). In addition, Company C's revised draft of the merger
agreement failed to include certain purchase price protection mechanisms that were expected to be included in the merger agreement, and deemed by the CYS Board to be
favorable and important to CYS stockholders. Upon receipt of Company C's revised draft of the merger agreement, representatives of Barclays and Credit Suisse contacted
representatives of Company C to seek further clarification in regards to the revisions to the economic terms that were reflected in the draft of the merger agreement.

The disclosure on page 76 of the Proxy Statement is hereby supplemented by revising the last complete paragraph on the page that carries over to page 75 in its
entirety as follows:

On April 17, 2018, the CYS Board met telephonically, together with members of CYS management and representatives of Barclays, Credit Suisse, and Vinson &
Elkins, to discuss financial projections prepared by CYS management. Members of CYS management provided an overview of these projections to the CYS Board and the
assumptions and approach undertaken with respect to such projections. Following questions from members of the CYS Board and a discussion regarding the projections, the

CYS Board that the CYS Special Committee had terminated negotiations with Company C as a result of Company C's unwillingness to increase its offer, which reflected an
overall decrease in the economics of Company C's proposal compared to its initial bid, and a lower bid compared to other bids, including Two Harbors' bid. Representatives of
Barclays, Credit Suisse, and Vinson & Elkins also explained that the CYS Special Committee had proposed to Two Harbors a list of economic and legal proposals in exchange
for CYS negotiating exclusively with Two Harbors and that Two Harbors had agreed to some, but not all, of those requests.

The disclosure on page 100 of the Proxy Statement is hereby supplemented by revising the paragraph under the subheading “CYS” on the page in its entirety as
Sfollows:

To calculate the estimated present value of CYS Common Stock, Barclays added the estimated dividends expected to be paid by CYS to holders of CYS Common
Stock during the last three quarters of the calendar year ending December 31, 2018 through the calendar year ending December 31, 2020 (based on the CYS Projections) to the
estimated terminal value per share of CYS Common Stock on December 31, 2020 and discounted such sum to its present value using a range of selected discount rates. In
connection with this analysis, Barclays assumed (i) a terminal value of 0.80x to 1.00x tangible book value (which is referred



to in this section as "TBV") on December 31, 2020, which multiples were selected based on Barclays’ professional judgment, (ii) a constant payout ratio of core earnings
and drop income of 100% and (iii) discount rates based on the cost of equity (based on the capital asset pricing model) of CYS of 7.5% to 9.5% and the 2018 Q1 annualized
dividend yield of the CYS comparable of 10.0% to 12.0%, respectively. Drop income is the difference between the spot price and the forward settlement price for the same
security on a trade date. Based upon these assumptions, Barclays calculated a range of implied prices per share of CYS Common Stock. The following summarizes the result of
these calculations:

The disclosure on page 100 of the Proxy Statement is hereby supplemented by revising the paragraph under the subheading “Two Harbors” on the page that
carries over to page 101 in its entirety as follows:

To calculate the estimated present value of Two Harbors Common Stock, Barclays added the estimated dividends expected to be paid by Pro Forma Two Harbors to
holders of Two Harbors Common Stock during the last two quarters of the calendar year ending December 31, 2018 through the calendar year ending December 31, 2020
(based on the Pro Forma Projections) to the estimated terminal value per share of Two Harbors Common Stock on December 31, 2020 and discounted such sum to its present
value using a range of selected discount rates. In connection with this analysis, Barclays assumed (i) a terminal value of 0.85x to 1.00x TBV on December 31, 2020, which
multiples were selected based on Barclays’ professional judgment, (ii) dividends paid to holders of Two Harbors Common Stock in accordance with the Pro Forma
Projections and (iii) discount rates based on the cost of equity (based on the capital asset pricing model) of Pro Forma Two Harbors of 8.0% to 10.0% and the 2018 QI
annualized dividend yield of Two Harbors comparable of 10.0% to 12.0%, respectively. Based upon these assumptions, Barclays calculated a range of implied prices per share
of Two Harbors Common Stock. The following summarizes the result of these calculations:

The disclosure on page 102 of the Proxy Statement is hereby supplemented by revising the second complete paragraph under the subheading “General” on the
page in its entirety as follows:

Barclays is acting as financial advisor to CYS in connection with the proposed transaction. As compensation for its services in connection with the proposed
transaction, CYS paid Barclays a fee of $1.0 million upon the delivery of Barclays' opinion, which is referred to as the "Opinion Fee". The Opinion Fee was not contingent
upon the conclusion of Barclays' opinion or the consummation of the proposed transaction. Additional compensation of between $7.0 million and $7.5 million will be payable
on completion of the proposed transaction against which the Opinion Fee will be credited. In addition, CYS has agreed to reimburse Barclays for its expenses incurred in
connection with the proposed transaction and to indemnify Barclays for certain liabilities that may arise out of its engagement by CYS and the rendering of Barclays' opinion.
Barclays has performed various investment banking services for CYS and Two Harbors in the past, and expects to perform such services in the future, and has received, and

financial services provided by its investment banking divisions to Two Harbors and/or its affiliates of less than $25,000.
The disclosure on page 109 of the Proxy Statement is hereby supplemented by revising the first complete paragraph on the page in its entirety as follows:

CYS. Credit Suisse performed a dividend discount analysis of CYS to calculate the estimated present value of the distributed cash flows that CYS was forecasted to
generate during the last three quarters of CYS's fiscal year ending December 31, 2018 through the full fiscal year ending December 31, 2020 based on the CYS Projections.
Credit Suisse calculated terminal values for CY'S by applying a selected range of TBVPS multiples of 0.80x to 1.00x, which multiples were selected based on Credit Suisse’s
professional judgment, to CYS's estimated TBVPS as of December 31, 2020. The present values (as of March 31, 2018) of the distributed cash flows and terminal values were
then calculated using a selected range of discount rates of 7.25% to 13.75%,_representing CYS’s estimated cost of equity based on the capital asset pricing_model.
Approximate implied per share equity values for CYS were calculated as total implied equity value divided by the total number of fully diluted shares of CYS Common Stock
estimated by the management of CYS to be outstanding as of April 20, 2018. This analysis indicated the following approximate implied per share equity value reference range
for CYS, as compared to the implied per share merger consideration:

The disclosure on page 109 of the Proxy Statement is hereby supplemented by revising the second complete paragraph on the page in its entirety as follows:

Two Harbors. Credit Suisse performed a dividend discount analysis of Two Harbors (on a standalone basis) to calculate the estimated present value of the distributed
cash flows that Two Harbors was forecasted to generate during the last three quarters of Two Harbors' fiscal year ending December 31, 2018 through the full fiscal year ending
December 31, 2020 based on the Two Harbors Projections. Credit Suisse calculated terminal values for Two Harbors by applying a selected range of TBVPS multiples of 0.90x



TBVPS as of December 31, 2020. The present values (as of March 31, 2018) of the distributed cash flows and terminal values were then calculated using a selected range of
discount rates of 7.0% to 15.0%,_representing Two Harbors’ estimated cost of equity based on the capital asset pricing model. Approximate implied per share equity
values for Two Harbors were calculated as total implied equity value divided by the total number of fully diluted shares of Two Harbors Common Stock estimated by the
management of Two Harbors to be outstanding as of March 31, 2018, which estimate was approved for Credit Suisse's use by CYS's management. This analysis indicated the
following approximate implied per share equity value reference range for Two Harbors, as compared to Two Harbors' closing stock price as of April 20, 2018:

The disclosure on page 110 of the Proxy Statement is hereby supplemented by revising the last complete paragraph on the page in its entirety as follows:

CYS has agreed to pay Credit Suisse for its financial advisory services in connection with the proposed merger an aggregate fee currently estimated to be $7.5 million,
of which a portion was payable upon the rendering of Credit Suisse's opinion and $6.5 million is contingent upon consummation of the proposed merger. In addition, CYS has
agreed to reimburse Credit Suisse for its expenses, including fees and expenses of legal counsel, and to indemnify Credit Suisse and certain related parties for certain liabilities
and other items arising out of or related to its engagement. During the two-year period prior to the date of Credit Suisse’s opinion, Credit Suisse and its affiliates received
aggregate fees from Two Harbors for investment banking and financial services of approximately $6.3 million.

The disclosure on page 111 of the Proxy Statement is hereby supplemented by revising the paragraph that extends from the bottom of page 110 to the top of page
111 in its entirety as follows:

As the CYS Board was aware, Credit Suisse and its affiliates in the past have provided and currently are providing investment banking and other financial advice and services
unrelated to the proposed merger to Two Harbors and its affiliates for which advice and services Credit Suisse and its affiliates have received and would expect to receive
compensation, including among other things, during the past two years, having acted as (i) the sole underwriter in connection with an offering of Convertible Senior Notes by
Two Harbors in January 2017 and (ii) financial advisor to the Two Harbors board in connection with the initial public offering and spin-off of Granite Point in June 2017. Credit
Suisse may in the future provide investment banking and other financial advice and services to CYS, Two Harbors and their respective affiliates for which advice and services
Credit Suisse and its affiliates would expect to receive compensation. During the two-year period prior to the date of Credit Suisse's opinion, Credit Suisse and its affiliates
received aggregate fees from Two Harbors for the services described in clauses (i) and (ii) above of approximately $6.3 million.

The disclosure on page 113 of the Proxy Statement is hereby supplemented by revising the section entitled “Two Harbors Projections” in its entirety as follows:

Two Harbors Projections

The following table presents selected unaudited prospective financial data for the fiscal years ending 2018 through 2020 for Two Harbors on a standalone basis.

Year Ended December 31,
2018E 2019E 2020E
Core Earnings, including dollar roll income, Per Common Share® $1.88 $1.90 $1.90

(1) Core Earnings is a non-GAAP measure That Two Harbors defines as comprehensive (loss) income attributable to common stockholders, excluding “realized and
unrealized gains and losses” (impairment losses, realized and unrealized gains and losses on the aggregate portfolio, reserve expense for representation and
warranty obligations on mortgage servicing rights and non-cash compensation expense related to restricted common stock). As defined, Core Earnings includes
interest income or expense and premium income or loss on derivative instruments and servicing income, net of estimated amortization on mortgage servicing
rights. Dollar roll income is the economic equivalent to holding and financing Agency residential mortgage-backed securities using short-term repurchase
agreements. Two Harbors believes the presentation of Core Earnings, including dollar roll income, provides investors greater transparency into its period-over-
period financial performance and facilitates comparisons to peer REITs.



In preparing the Two Harbors Projections, Two Harbors made a number of assumptions. Assumptions made include, among others:

Two Harbors maintains the ability to acquire its targeted assets of Agency RMBS, MSR and non-Agency RMBS at its current levered return targets;

other operating expenses increase marginally throughout 2018, 2019 and 2020 and are limited to volume-driven activities and/or inflationary increases in
compensation and vendor contracts;

tangible book value per share will not materially change during the forecast period, and is not adjusted to give effect to any potential impacts from changes in
Agency RMBS and non-Agency RMBS spreads or other market conditions;

dividend distributions declared on common stock will remain at $0.47 per share for each quarter during the forecast period;

interest rates will remain static throughout the forecast period;

no significant changes in its investment strategy or targeted leverage are forecasted for 2018, 2019 or 2020; and

no new equity capital raises, share repurchases and/or change in the number of outstanding shares of Two Harbors Common Stock or Two Harbors preferred stock
are forecasted for 2018, 2019 or 2020

The Two Harbors Projections did not include projections of cash flows, common stock dividends or book value, as each of these items is subject to significant variability based

on business,

market and economic factors that make it impracticable to predict results with any certainty and, consequently, would not be a meaningful indicator of Two

Harbors future performance or financial condition.

The disclosure on page 115 of the Proxy Statement is hereby supplemented by revising the table on the page in its entirety as follows:

The CYS Projections were provided to the CYS Board and CYS’s financial advisors, Barclays and Credit Suisse. The following table presents a summary of the CYS
Projections for the calendar years ending 2018 through 2020 for CYS on a standalone basis.

M

@
3)

Year Ended December 31,
2018E 2019E 2020E
Core Earnings Per Common Share® $0.89 $0.89 $0.89
Dividends Per Common Share (2) $0.99 $0.99 $0.99
Book Value Per Common Share® $7.33 $7.23 $7.13

Core earnings represents a non-GAAP financial measure and is defined as net income (loss) available to common stockholders excluding net realized and
unrealized gain (loss) on investments and derivative instruments. Management of CYS uses core earnings to evaluate the effective yield of the portfolio after
operating expenses. CYS believes that providing users of CYS’s financial information with such measures, in addition to the related GAAP measures, gives
investors additional transparency and insight into the information used by CYS's management in its financial and operational decision-making. The primary
limitation associated with core earnings as a measure of financial performance over any period is that it excludes the effects of net realized and unrealized gain
(loss) on investments and derivative instruments. In addition, CYS’s presentation of core earnings may not be comparable to similarly-titled measures used by
other companies, which may employ different calculations. As a result, core earnings should not be considered a substitute for CYS’s GAAP net income (loss), as
a measure of its financial performance, or any measure of CYS’s liquidity under GAAP.

Dividends per common share is calculated by dividing the sum of core earnings plus drop income, by common shares outstanding at period end. For more
information on drop income, see Note (13) on page 37 in the section entitled “Summary-Selected Historical Financial Information of CYS.”

Book value per common share is calculated by dividing the difference of total stockholders’ equity, less the liquidation value of preferred stock at period end, by
common shares outstanding at period end.



The disclosure on page 141 of the Proxy Statement is hereby supplemented by revising the second complete paragraph on the page in its entirety as follows:

From and after the date of the Merger Agreement until the effective time of the Merger or if earlier, the termination of the Merger Agreement, CYS will, and will cause
its subsidiaries and instruct its representatives to (i) immediately cease, and cause to be terminated, any discussion or negotiations with any person conducted by CYS or any of
its subsidiaries or representatives with respect to a CYS Competing Proposal (any such persons and their affiliates and representatives being referred to as "Prior CYS Bidders")
and (ii) use its reasonable best efforts to take such action as is necessary to enforce any confidentiality provisions or provisions of similar effect to which CYS or any of its
subsidiaries is a party or of which CYS or any of its subsidiaries is a beneficiary. CYS will promptly request that each Prior CYS Bidder in possession of nonpublic information
that was furnished by or on behalf of CYS or any subsidiary of CYS in connection with its consideration of any potential CYS Competing Proposal return or destroy all such
nonpublic information furnished to such Prior CYS Bidder and immediately terminate all physical and electronic data room access previously granted to any such Prior CYS
Bidder. CYS will not, and will not permit any of its subsidiaries to, terminate, waive, amend or modify any provision of any standstill or confidentiality agreement to which
CYS or any of its subsidiaries is a party. Notwithstanding the foregoing, CYS is not a party to any standstill provision that would preclude any potential bidders from
submitting a confidential proposal, including any topping proposal, to the Board of Directors of CYS.

Forward-Looking Statements

This Form 8-K may contain “forward-looking statements”. Such statements are subject to numerous assumptions, risks, and uncertainties. Statements that do not
describe historical or current facts, including statements about beliefs and expectations, are forward-looking statements. The forward-looking statements are intended to be
subject to the safe harbor provided by Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934,
and the Private Securities Litigation Reform Act of 1995. These forward-looking statements are predictions and generally can be identified by use of statements that include
phrases such as "may," "believe," "expect," "anticipate," "intend," "estimate," "project," "target," "goal," "plan," "should," "will," "predict," "potential," "likely," or other words,
phrases or expressions of similar import, or the negative or other words or expressions of similar meaning, and statements regarding the benefits of the Merger or the other
transactions contemplated by the Merger Agreement or the future financial condition, results of operations and business of Two Harbors, CYS or the Combined Company.
Without limiting the generality of the preceding sentence, certain information contained in the sections "The Merger-Background of the Merger," "The Merger-
Recommendation of the Two Harbors Board and Its Reasons for the Merger," "The Merger-Recommendation of the CY'S Board and Its Reasons for the Merger," "The Merger-
Certain Two Harbors Unaudited Prospective Financial Information," and "The Merger-Certain CYS Unaudited Prospective Financial Information" constitute forward-looking
statements.

"o

Two Harbors and CYS base these forward-looking statements on particular assumptions that they have made in light of their industry experience, as well as their
perception of historical trends, current conditions, expected future developments and other factors that they believe are appropriate under the circumstances. The forward-
looking statements are necessarily estimates reflecting the judgment of Two Harbors' and CYS's respective management and involve a number of known and unknown risks,
uncertainties and other factors which may cause actual results, performance, or achievements of Two Harbors, CYS or the Combined Company to be materially different from
those expressed or implied by the forward-looking statements. In addition to other factors and matters contained in the Proxy Statement, including those disclosed under "Risk
Factors" beginning on page 43, these forward-looking statements are subject to risks, uncertainties and other factors, including, among others:

» the ability of Two Harbors and CYS to obtain the required stockholder approvals to consummate the Merger;

» the satisfaction or waiver of other conditions in the Merger Agreement;

» the risk that the Merger or the other transactions contemplated by the Merger Agreement may not be completed in the time frame expected by the parties or at all;

* the occurrence of any event, change or other circumstances that could give rise to the termination of the Merger Agreement and that a termination under certain
circumstances could require Two Harbors to pay CYS or CYS to pay Two Harbors a termination fee or expense amount, as described under "The Merger
Agreement-Termination Fees and Expenses" beginning on page 146 of the Proxy Statement;

* the ability of Two Harbors to successfully integrate pending transactions and implement its operating strategy, including the Merger;

» adverse changes in residential real estate and the residential real estate capital markets;

* financing risks;

* the outcome of current and future litigation, including any legal proceedings that may be instituted against Two Harbors, CYS or others related to the Merger
Agreement;

* regulatory proceedings or inquiries;



* changes in laws or regulations or interpretations of current laws and regulations that impact Two Harbors' or CYS's business, assets or classification as a REIT;
and

»  other risks detailed in filings made by each of Two Harbors and CYS with the SEC, including the Annual Report on Form 10-K for the year ended December 31,
2017 and the Quarterly Report on Form 10-Q for the quarter ended March 31, 2018 filed by Two Harbors with the SEC and incorporated herein by reference and
the Annual Report on Form 10-K for the year ended December 31, 2017, and the Quarterly Report on Form 10-Q for the quarter ended March 31, 2018 filed by
CYS and incorporated herein by reference. See also "Where You Can Find More Information and Incorporation by Reference" on page 212 of the Proxy
Statement.

Although Two Harbors and CY'S believe that the assumptions underlying the forward-looking statements contained herein are reasonable, any of the assumptions could be
inaccurate, and therefore there can be no assurance that such statements included in this Form 8-K will prove to be accurate. As you read and consider the information in this
Form 8-K, you are cautioned to not place undue reliance on these forward-looking statements. These statements are not guarantees of performance or results and speak only as
of the date of this Form 8-K, in the case of forward-looking statements contained in this Form 8-K. Neither Two Harbors nor CYS undertakes any obligation to update or revise
any forward-looking statements, whether as a result of new information or developments, future events, or otherwise, except as required by law.

In light of the significant uncertainties inherent in the forward-looking statements included herein, the inclusion of such information should not be regarded as a
representation by Two Harbors, CY'S or any other person that the results or conditions described in such statements or the objectives and plans of Two Harbors or CYS will be
achieved. In addition, Two Harbors' and CYS's qualification as a REIT involves the application of highly technical and complex provisions of the Code.

All forward-looking statements, expressed or implied, included in this Form 8-K are expressly qualified in their entirety by this cautionary statement. This cautionary
statement should also be considered in connection with any subsequent written or oral forward-looking statements that Two Harbors, CY'S or persons acting on their behalf may
issue.

Certain Information Regarding Participants in the Solicitation

Two Harbors, CYS and their respective directors, executive officers and certain other members of management and employees of Two Harbors and CYS may be deemed to be
“participants” in the solicitation of proxies from the stockholders of Two Harbors and CYS in connection with the Merger. Stockholders can find information about Two
Harbors and its directors and executive officers and their ownership of common stock of Two Harbors in Two Harbors’ annual report on Form 10-K for the fiscal year ended
December 31, 2017, in its definitive proxy statement relating to its 2018 annual meeting of stockholders filed with the Securities and Exchange Commission (the “SEC”) on
March 29, 2018 and in its Current Report on Form 8-K filed on April 26, 2018. Stockholders can find information about CYS and its directors and executive officers and their
ownership of common stock of CYS in CYS’s annual report on Form 10-K for the fiscal year ended December 31, 2017, in its definitive proxy statement relating to its 2018
annual meeting of stockholders filed with the SEC on March 29, 2018 and in its Current Report on Form 8-K filed on April 26, 2018. Additional information regarding the
interests of such individuals in the Merger has been included in the joint proxy statement/prospectus relating to the Merger filed with the SEC. Free copies of these documents
may be obtained as described in the preceding paragraph.

Additional Information about the Proposed Transaction and Where to Find It
This communication relates to the proposed transaction pursuant to the terms of the Merger Agreement.

In connection with the proposed Merger, Two Harbors has filed with the SEC a registration statement on Form S-4 that includes a joint proxy statement of Two Harbors and
CYS that also constitutes a prospectus. Two Harbors and CYS also plan to file other relevant documents with the SEC regarding the proposed transaction. On June 25, 2018,
CYS and Two Harbors filed with the SEC the definitive joint proxy statement/prospectus for each of CYS and Two Harbors and commenced mailing the definitive joint proxy
statement/prospectuses to stockholders of CYS and Two Harbors, as applicable. On July [ ], 2017, CYS and Two Harbors filed with the SEC this Current Report on Form 8-
K, which should be read in conjunction with the Joint Proxy Statement/Prospectus. INVESTORS ARE URGED TO CAREFULLY READ THE REGISTRATION
STATEMENT AND THE JOINT PROXY STATEMENT/PROSPECTUS REGARDING THE PROPOSED TRANSACTION AND ANY OTHER RELEVANT
DOCUMENTS FILED OR TO BE FILED WITH THE SEC, AS WELL AS ANY AMENDMENTS OR SUPPLEMENTS TO THOSE DOCUMENTS WHEN THEY
BECOME AVAILABLE, BECAUSE THEY CONTAIN OR WILL CONTAIN IMPORTANT INFORMATION RELATED TO THE PROPOSED TRANSACTION.
You may obtain a free copy of the joint proxy statement/prospectus and other relevant documents filed by Two Harbors and CYS with the SEC at the SEC’s website
at www.sec.gov. Copies of documents filed with the SEC by Two Harbors will be made available free of charge on Two Harbors® website
at http:/www.twoharborsinvestment.com or by directing a request to: Two Harbors Investment Corp., 575 Lexington Avenue, Suite 2930, New York, NY 10022, Attention:
Investor Relations. Copies of documents filed with the SEC by CYS will be made available free of charge on CYS’s website at http://www.cysinv.com or by directing a request
to: CYS Investments, Inc., 500 Totten Pond Road, 6th Floor, Waltham, MA 02451, Attention: Richard E. Cleary.




No Offer or Solicitation

This document shall not constitute an offer to sell or the solicitation of an offer to buy any securities, nor shall there be any sale of securities in any jurisdiction in which such
offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such jurisdiction. No offering of securities shall be made except
by means of a prospectus meeting the requirements of Section 10 of the Securities Act.
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Description

Complaint filed by Fran Stone on June 1, 2018 in the United States District Court for the District of
Massachusetts.

Complaint filed by Jordan Rosenblatt on June 11, 2018 in the United States District Court for the District of
Massachusetts.

Complaint filed by Peter Enzinna on June 13, 2018 in the United States District Court for the District of
Massachusetts.

Complaint filed by Arthur Ruscher on June 14, 2018 in the United States District Court for the District of
Massachusetts.

Complaint filed by Walter Penchuk on June 14, 2018 in the Circuit Court for Montgomery County, Maryland.

Complaint filed by Shiva Stein on June 19, 2018 in the United States District Court for the District of
Massachusetts.
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TWO HARBORS INVESTMENT CORP.

By: /s/ REBECCA B. SANDBERG
Rebecca B. Sandberg
General Counsel and Secretary

Date: July 17,2018



Case 1:18-cv-11156 Document 1 Filed 06/01/18 Page 1 of 22

UNITED STATESDISTRICT COURT
DISTRICT OF MASSACHUSETTS

FRAN STONE, Individually and on Behalf of
All Others Similarly Situated,

Plaintiff,
Civil Action No.
V.

CLASSACTION COMPLAINT FOR
VIOLATIONS OF SECTIONS 14(a) AND
20(a) OF THE SECURITIES EXCHANGE
ACT OF 1934

CYSINVESTMENTS, INC., KEVIN E.
GRANT, TANYA S. BEDER, KAREN
HAMMOND, RAYMOND A.
REDLINGSHAFER, JR., DALE A. REISS,
JAMES A. STERN, EIGER MERGER
SUBSIDIARY LLC, and TWO HARBORS
INVESTMENT CORP,,

JURY TRIAL DEMAND

e e e e o S e o o o e e e o o et

Defendants,

CLASSACTION COMPLAINT

Faintiff Fran Stone (“Plaintiff”), individually and on behalf of al others similarly
situated, dleges the following upon information and belief, including investigation of counsel
and review of publicly-available information, except as to those alegations pertaining to
Plaintiff, which are alleged upon personal knowledge:

NATURE OF THE ACTION

1. Plaintiff brings this class action on behalf of the public stockholders of CYS
Investments, Inc. (*CYS” or the “Company™) against CYS's Board of Directors (the “Board™ or
the “Individual Defendants™) for their violations of Section 14(a) and 20(a) of the Securities
Exchange Act of 1934, 15.U.S.C. §§ 78n(a), 78t(a), and SEC Rule 14a-9, 17 C.F.R. 240.14a-9,

arising out of the Board’s attempt to sell the Company to Two Harbors Investment Corp. through
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its wholly-owned subsidiary Eiger Merger Subsidiary LLC (collectively “Two Harbors™).

2. Defendants have violated the above-referenced Sections of the Exchange Act by
causing a materialy incomplete and mideading registration statement (the “S-4") to be filed with
the Securities and Exchange Commission (“SEC™} on May 25, 2018. The S-4 recommends that
CY S stockholders vote in favor of a proposed transaction (the “Proposed Transaction™) whereby
CYS is acquired by Two Harbors. The Proposed Transaction was first disclosed on April 26,
2018, when CYS and Two Harbors announced that they had entered into a definitive merger
agreement (the “Merger Agreement”) pursuant to which Two Harbors will acquire al of the
outstanding shares of common stock of CY'S for approximately $7.79 per share in a mix of cash
and Two Harbors stock (the “Merger Consideration™).

3. The Proposed Transaction is the product of an opportune decline in the
Company’s stock price. Circumstances outside of the control of the Company depressed its stock
price, and almost immediately other companies began their attempts to acquire CYS. A quick
sales process led to the Merger Agreement, with a Merger Consideration that undervalues the
Company. Indeed, the Company’s own financial advisors conducted analyses that found implied
per share equity values of the Company as high as $8.98.

4. Furthermore, the S4 is materialy incomplete and contains mideading
representations and information in violation of Sections 14(a) and 20(a) of the Exchange Act.
Specifically, the 54 contains materialy incomplete and mideading information concerning the
sdes process, financiad projections prepared by CYS management, as well as the financial
analyses conducted by Barclays Capitd Inc. (“Bardlays™) and Credit Suisse Securities (USA)
LLC (“Credit Suisse™). CYS's financial advisors.

5. For these reasons, and as set forth in detail herein, Plantiff seeks to enjoin
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Defendants from taking any steps to consummate the Proposed Transaction unless and until the
materia information discussed below is included in an amendment to the S4 or otherwise
disseminated to CYS's stockholders. In the event the Proposed Transaction is consummated
without the material omissions referenced below being remedied, Plaintiff seeks to recover

damages resulting from the Defendants® violations.

PARTIES

6. Plaintiff is, and has been & all relevant times, the owner of shares of common
stock of CYS.

7. Defendant CYS is a corporation organized and existing under the laws of the
State of Maryland. The Company’s principal executive offices are located at 500 Totten Pond
Road, 6" Floor, Waltham, Massachusetts 02451, CY'S common stock trades on NY SE under the
ticker symbol “CYS.”

8. Defendant Kevin E. Grant has been President, CEO, Chairman and a director of
the Company since 2006. Defendant Grant founded the Company in 2006.

9, Defendant Tanya S. Beder has been adirector of the Company since 2012,

10.  Defendant Karen Hammond has been adirector of the Company since 2014.

11.  Defendant Raymond A. Redlingshafer, Jr. has been a director of the Company
since 2006.

12, Defendant Dale A. Reiss has been a director of the Company since 2015.

13. Defendant James A. Stern has been a director of the Company since 2006.
Defendant Stern serves as Lead Independent Director.

14.  Defendants Grant, Beder, Hammond, Redlingshafer, Reiss and Stern are

collectively referred to herein as the “Board.”
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15. Defendant Two Harbors Investment Corp. is a Maryland corporation with its
principa executive offices located at 575 Lexington Avenue, Suite 2930, New York, New York
10022

16.  Defendant Eiger Merger Subsidiary LLC isa Maryland limited liability company
and isawholly owned subsidiary of Two Harbars Investment Carp.

JURISDICTION AND VENUE

17.  This Court has subject matter jurisdiction pursuant to Section 27 of the Exchange
Act (15 U.SC. § 78aa) and 28 U.S.C. § 1331 (federal question jurisdiction) as Plaintiff alleges
violations of Section 14(a) and 20(a) of the Exchange Act and SEC Rule 14a-9.

18.  Persond jurisdiction exists over each Defendant either because the Defendant
conducts business in or maintains operations in this District, or is an individua who is either
present in this District for jurisdictional purposes or has sufficient minimum contacts with this
District as to render the exercise of jurisdiction over Defendant by this Court permissible under
traditional notions of fair play and substantid justice.

19.  Venueis proper in this District under Section 27 of the Exchange Act, 15 U.S.C.
§ 78aa, aswell as under 28 U.S.C. § 1391, because: (i) the conduct at issue took place and had an
effect in this District; (ii) CY'S maintains its primary place of business in this District; (iii) a
substantial portion of the transactions and wrongs complained of herein, including Defendants’
primary participation in the wrongful acts detailed herein, occurred in this District; and (iv)
Defendants have received substantial compensation in this District by doing business here and

engaging in numerous activities that had an effect in this District.
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CLASSACTION ALLEGATIONS
20. Plaintiff brings this action on her own behaf and as a dass action on behaf of al
owners of CYS common stock and their successors in interest and/or their transferees, except
Defendants and any person, firm, trust, corporation or other entity related to or affiliated with the
Defendants (the “Class™).
21.  Thisaction isproperly maintainable as a dass action for the following reasons:

(a)  TheClassis so numerous that joinder of al members is impracticable. As
of April 25, 2018, CY S had pproximately 155.4 million shares outstanding.

(b)  CQuestions of law and fact are common to the Class, including, inter dia,
the following:

(i)  Whether Defendants have violated Section 14(a) of the Exchange
Act and Rule 14a-9 promulgated thereunder;

(i)  Whether the Individual Defendants have violated Section 20(a) of
the Exchange Act;

(iii)  Whether Plaintiff and other members of the Class would suffer
irreparable injury were Defendants not to file an amendment to the
5S4 with the SEC that contained the materia information
referenced above and the Proposed Transaction is consummated as
presently anticipated;

(iv) Whether Plaintiff and the other members of the Class would be
irreparebly harmed were the transaction complained of herein

consummated; and
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(v)  whether the Class is entitled to injunctive relief or damages as a
result of Individual Defendants’ wrongful conduct.

(c) Paintiff is committed to prosecuting this action, is an adequate
representative of the Class, and has retained competent counsel experienced in litigation of this
nature,

(d) Plaintiff"s claims are typical of those of the other members of the Class.

(e Plaintiff has no interests that are adverse to the Class.

(f)  The prosecution of separate actions by individud members of the Class
would creste the risk of inconsistent or varying adjudications for individual members of the
Class and of establishing incompatible standards of conduct for the party opposing the Class.

(g) Conflicting adjudications for individual members of the Class might asa
practical matter be dispositive of the interests of the other members not parties to the
adjudications or substantially impair or impede their ability to protect their interests.

(h) Plaintiff anticipates that there will be no difficulty in the management of
this litigation. A class action is superior to other available methods for the fair and efficient
adjudication of this controversy.

FURTHER SUBSTANTIVE ALLEGATIONS
A. CYSAgreesto Sell the Company at a Discount
22, CYS is a red estate investment trust (“REIT”) that invests in residential
mortgage-backed securities with the principa and interest guaranteed by a federally chartered
corpordion, such as the Federal Nationd Mortgage Association, Federd Home Loan Maortgage
Corporation, or an agency of the U.S. government, such as the Government National Mortgage
Association. The Company also invests in debt securities issued by the U.S Department of the

Treasury (“Treasury™) or a government-sponsored entity.
6




Case 1:18-cv-11156 Document 1 Filed 06/01/18 Page 7 of 22

23.  Asdemonstrated by the following chart, the Company’s stock traded above $7.50
per share until January 17, 2018, when the stock fell gpproximately 16% to a low of $6.37 per

share at close on February 9, 2018,

55

5
11/1/2017  12/1/2017 1/1/2018 2/1/2018 3/1/2018 4/1/2018

24, No negative financia results were released during that time, nor any other
negative news shout CYS. Instead, the stock price fell because of various uncontrollable forces.
The downward trend began in December 2017, when the yield on 10-year Treasury bonds
increased by 10 basis points. Many REITs like CYS saw a corresponding dip in their stock
prices. Stock prices fell even more in January 2018 as the market speculated that interest rates
would inarease quicker than expected. The decrease continued at the end of January 2018, when
the Federal Reserve essentidly announced an increase in interest rates in March 2018,

25, Atthe sametime that CYS saw its stock price declining, other companies saw an
opportunity. Unsolicited, on February 8, 2018 Company C sent Defendant Grant a proposdl to
acquire CYS. About two weeks later, Company B similally sent an unsolicited acquisition
proposal to Defendant Grant. On February 27 and 28, 2018, Barclays and Credit Suisse reached

out to six other mortgage REITs about their interest in a transaction with CY S; five entered into
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non-di sclosure agreements with CY S and three submitted proposals to acquire CY S.

26. On March 9, 2018, CYS' common stock closed at $6.49 per share. Thres
companies submitted preliminary proposals to acquire CYS, in addition to the proposal
submitted by Company C on February 8, 2018. Company B propaosed an al-cash tender offer
with a purchase price of $7.27 per share. Company C proposed an all-stock merger with a
purchase price of $7.33 to $7.47 per share. Company D proposed an dl-stock merger with a
purchase price of $7.42 per share. Company E proposed a part-cash, part-stock merger with a
purchase price of $7.15 per share. And Two Harbors proposed an al-stock merger with a
purchase price of $7.33 per share. Company B indicated its willingness to pay up to 50% of
merger consideration in common stock, but demanded access to CYS's virtual data room (to
which Company C dready had access). CY S appears to have denied that request, and Company
B was removed from the process. Instead, CY S determined to alow Two Harbors and Company
C to move forward, despite Company D"s offering a higher price than Two Harbors. The special
committee decided to enter into an exclusivity agreement with Two Harbors after Company C
revised its offer downward, never discussing whether to go back to Company D.

27.  On April 26, 2018, the Board entered into the Merger Agreement with Two
Harbors.

28. The anaysss of the Company's financial advisors illustrate that the Merger
Consideration does not reflect a fair price. For example, Barclays's Selected Comparable
Company Analysis for CYS implied a per share equity value as high as $8.80, the Dividend
Discount Analysis for CYS implied a per share equity value as high as $8.30, and its
consideration of CYS’s historical trading implied a per share equity value as high as $8.98. And

Credit Suisse’s Dividend Discount Analysis for CY S implied a per share equity value as high as
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$8.36. Both Barclays and Credit Suisse calculated that the Merger Consideration implied a per
share vauefor CYSof $7.75.
B. ThePreclusive Deal Protection Devices

29,  Aspart of the Merger Agreement, Defendants agreed to certain preclusive deal
protection devioces that ensure that no competing offers for the Company will emerge.

30. By way of example, section 6.3(b) of the Merger Agreement includes a “no
solicitation™ provision barring the Company from soliciting or encouraging the submission of an
acquisition proposal. Section 6.3(a) demands that the Company cease and terminate al
solicitations, discussions or negotiations with any party concerning an acquisition proposal .

31.  Despite dready locking up the Proposed Transaction by agreeing not to solicit
dternative bids, the Board consented to additionad provisions in the Merger Agreement that
further guarantee the Company’s only suitor will be Two Harbors. For example, pursuant to
section 6.3(c) of the Merger Agreement, the Company must notify Two Harbors of any offer,
indication of interest, or request for information made by an unsolicited bidder. Thereafter,
should the Board determine that the unsolicited offer is superior, section 6.3(e) requires that the
Board grant Two Harbors three (3) business days to negotiate the terms of the Merger
Agreement to render the superior proposal no longer superior. Two Harbors is able to match the
unsolicited offer because, pursuant to section 6.3(c) of the Merger Agreement, the Company
must provide Two Harbors with the materia terms of the superior proposal, diminating any
leverage that the Company has in receiving the unsolicited offer.

32.  In other words, the Merger Agreement gives Two Harbors acoess to any riva
bidder’s information and allows Two Harbars afree right to top any superior offer. Accordingly,

no riva bidder is likely to emerge and act as a stalking horse for CY'S, because the Merger
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Agreement unfairly assures that any *auction™ will favor Two Harbors and alow Two Harbors to
piggy-back upon the due diligence of the forecl osed second bidder.

33 In addition, pursuant to section 8.3(b) of the Merger Agreement, CY'S must pay
Two Harbors a termination fee of $43.2 million if the Company decides to pursue another offer,
thereby essentialy requiring that the aternate bidder agree to pay a naked premium for the right
to provide the stockholders with a superior offer,

34.  Ultimately, these preclusive deal protection provisions restrain the Company’s
ability to solicit or engage in negotiations with any third party regarding a proposal to acquire al
or asignificant interest in the Company. The circumstances under which the Board may respond
to an unsolicited written bona fide proposa for an dternative acquisition that constitutes or
waould reasonably be expected to constitute a superior proposa are too narrowly circumscribed to
provide an effective “fiduciary out™ under the circumstances. Likewise, these provisions dso
foreclose any likely alternate bidder from providing the needed market check of Two Harbors's
inadequate offer price.

C. TheMaterially |ncompleteand Mideading 54

35 The Individual Defendants owe the stockholders a duty of candor. They must
disclose all material information regarding the Proposed Transaction to CY S stockholders so that
they can make a fully informed decision whether to vote in favor of the Proposed Transaction.

36.  OnMay 25, 2018, Defendants filed the S-4 with the SEC. The purpose of the S-4
is, inter alia, to provide the Company’s stockholders with all material information necessary for
them to make an informed decision on whether to vote their shares in favor of the Proposed
Transaction. However, significant and materid facts were not provided to Plaintiff and the Class,

Without such information, CY S stockholders cannot make afully informed decision concerning

10
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whether or not to vote in favor of the Proposed Transaction.

Materially Misleading Statements’Omissions Regarding the Management-
Prepared Financial Forecasts

37. The 54 discloses management-prepared financial projections for the Company
which are materidly misleading. The 54 indicates that in connection with the rendering of
Bardays's fairness opinion, Barclays reviewed “and analyzed financid and operating
information with respect to the business, operations and prospects of CY S furnished to Barclays
by CYS, including financia projections of CYS prepared by CYS's management furnished to
Bardays by CYS.” In connection with the rendering of its fairness opinion, Credit Suisse
reviewed “financial forecasts relating to CY'S for the fiscal years ending December 31, 2018
through December 31, 2020 (which are referred to in this section as the ‘CYS Projections’)
prepared and provided to Credit Suisse by the management of CYS.” Accordingly, the S4
should have, but failed to, provide certain information in the projections that CY S’s management
provided to the Board as well as Barclays and Credit Suisse.

38.  Defendants failed to disclose the financia projections for CY'S for 2018 to 2020
for: (a) interest income; (b) interest expense; (c) other income (loss); (d) compensation and
benefits; (e) genera, administrative and other; (f) dividends on preferred stock; (g) net income to
common; (h) share based compensation; (i) book vaue/book vaue per share; and (j) tangible
book valueftangible book vaue per share. Defendants aso failed to disclose the financial
projections for Two Harbors for 2018 to 2020 for: (a) interest income; (b) interest expense; (c)
other income (loss); (d) management fess; (e) servicing expenses; (f) other operating expenses;
(g) provision for income taxes; (h) dividends on preferred stock; (i) net income to common; (j)

equity based compensation; (k) book vaue/book value per share; and (l) tangible book

"
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val ue'tangible book value per share. This omitted information is necessary for CY S stockholders
to make an informed decision on whether to vote in favor of the Proposed Transaction.

Materially Incomplete and Misleading Disclosures Concerning Barclays’s
Financial Analyses

39  With respect to the Sdected Comparable Company Analysis, the S-4 fails to
disclose the individually observed multiples/metrics for each of the selected companies as used
by Barclays for both CY S and Two Harbors standalone, as well as for Two Harbors pro forma.
The S-4 also fails to disclose the basis for the multiples of Price to 2018 EPS not being sel ected
and applied to Two Harbors on a standdone basis. The 54 further fails to disclose whether
Bardays performed any kind of benchmarking analysis for CYS or Two Harbors (standa one
and/or pro forma) rel ative to the selected companies.

40.  With respect to the Sdlected Precedent Transactions Analysis, the 54 fals to
disclose the individually ohserved multiples'metrics for each of the selected transactions,
including Transaction/Book. The S-4 aso fails to disclose whether Barclays performed any kind
of benchmarking and ysis for CY S rdative to the targets of the selected transactions.

41, With respect to the Dividend Discount Analysis for CY S, the S-4 fails to disclose
the individua inputs and assumptions utilized by Bardays to derive the discount rate range of
7.5% to 9.5% using the capital asset pricing model. The S4 aso fails to disclose the assumed
December 31, 2020 tangible book value per share metric used by Barcdlaysin the and ysis.

42, With respect to the Dividend Disoount Analysis for Two Harbors, the S-4 fails to
disclose the individua inputs and assumptions utilized by Barclays to derive the discount rate
range of 8.0% to 10.0% using the capital asset pricing model. The 54 dso fals to disclose the
assumed December 31, 2020 tangible book value per share metric used by Barclays in the
analysis.

12
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Materially |ncomplete and Misdleading Disclosures Concerning Credit Suisse’s
Financial Analysss

43, With respect to the Selected Comrpanies Analysis for CY S, the S4 failsto disclose
the individually observed multiples/metrics for each of the selected companies, including price to
TBVPS. The S4 dso fadls to disclose whether Credit Suisse performed any kind of
benchmarking andysis for CY S relative to the selected companies.

44, With respect to the Selected Companies Analysis for Two Harbors, the S-4 fails to
disclose the individualy observed multiples/metrics for each of the selected companies,
including price to TBVPS. The 54 dso fails to disdose whether Credit Suisse performed any
kind of benchmarking andysis for Two Harbors relative to the selected companies.

45, With respect to the Selected Precedent Transactions Analysis, the S4 fals to
disclose the individualy observed multiples'metrics for each of the sdected comparable
transactions, including price to TBVPS. The 54 aso does not disclose whether Credit Suisse
performed any kind of benchmarking anaysis for either CYS or Two Harbars relative to the
targets of the selected transactions.

46.  With respect to the Dividend Discount Analysis for CY S, the 54 fals to disclose
the individua inputs and assumptions utilized by Credit Suisse to derive the discount rate range
of 7.25% to 13.75%. The S-4 dso fails to disclose the assumed December 31, 2020 tangible
book value per share metric used by Credit Suisse in the andysis.

47.  With respect to the Dividend Disoount Analysis for Two Harbors, the S-4 fails to
disclose the individua inputs and assumptions utilized by Credit Suisse to derive the discount
rate range of 7.0% to 15.0%. The 34 dso fails to disclose the assumed December 31, 2020

tangible book value per share metric used by Barclaysin the anaysis.

13
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Materially Incomplete and Mideading Disclosures Concerning the Flawed
Proocess

48.  The S4 dso fails to disclose materid information concerning the sales process.
For example, the 54 fdils to state whether the confidentiality agreements CY S entered into with
seven parties (other than Two Habors) are il in effect andior contain DADW standstill
provisions that are presently precluding each and every of these parties from making a topping
bid for the Company.

49,  The disclosure of the terms of any standstill provisions is crucid to CYS
stockholders being fully informed of whether their fiduciaries have put in place restrictive
devices to foreclose a topping bid for the Company. This information is especially important
where, as here, the 54 is silent as to whether any standstill agreements have been waived. Six
other parties had indicated interest in a transaction with CYS, including Company D, whose
proposal originally indicated a higher merger consideration as of March 19, 2018. Yet the 54 is
silent as to whether Company D may now be forecl osed from making a superior proposal.

50. In addition, section 6.3(a) of the Merger Agreement prohibits the Board from
walving any previously executed standstill agreement (the “Anti-Waiver Provision™). Whether
the Board agreed to that provision knowing that agreements with Company D, or any other party,
contained a standstill agreement, must be disclosed to CY S stockholders before they decide on
voting for or against the Proposed Transaction.

51.  The 54 fails to disdose the fees that Barclays has earned from services provided
to Two Harbors, stating only that Barclays “has received, and expects to receive, customary fees
for such services.” Without this information, stockholders will not know if there were biases or
conflicts that permeated Barclays’s advice to the Board andfor the speciad committee and

stockholders cannot know what credence, if any, to give to Barclay’s opinion.

14
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52,  The Company received a number of indications of interest from 2016 through the
time that the Merger Agresment was signed. However, the 5-4 does not disclose details of those
indications of interest, including the indication of interest sent by Company B to Defendant
Grant in 20186, the indication of interest sent to Defendant Grant by Company C on Februay 8,
2018, the indication of interest sent to Defendant Grant by Company B on February 21, 2018, the
indications of interest received around March 12, 2018 by Company D, Company E and Two
Harbors, and the revised indication of interest by Company C received on March 20, 2018.
Similarly, the 54 fails to disclose the details of the revisions of the draft merger agreement as
submitted by Company C on April 11, 2018 that effectively reduced its per share offer price.

53.  Throughout the sales process, Barclays and Credit Suisse provided the Board and
the specia committee with their preliminary analyses of the indications of interest. However,
those andyses have not been disclosed to the stockholders, including the preliminary financia
analyses of a transaction with Company C as discussed at the February 13, 2018 Board meeting,
the preliminary financial analyses of Company C’s proposal as discussed at the February 16,
2018 mesting of the specid committee, the preliminary financial analyses of the indications of
interest made by Company B, Company C, Company D, Company E and Two Harbors as
discussed with the specia committee on March 14, 2018, the preliminary financial analyses of
“each bid" as discussed at the April 5, 2018 Board meeting, and the preliminary finandal
analyses of the Proposed Transaction as discussed at the Board meeting on April 25, 2018. These
preliminary anal yses are important to stockholders, as they are indicative of whether the financial
advisors revised their own estimates of the Company’s value and whether another transaction

offered better vaue to the stockholders.
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54.  Asthe spedia committee considered which parties should move forward in the
sales process, it discussed “significant concessions™ made by certain parties to the draft merger
agreement as of April 4, 2018. However, the S-4 does not disclose which parties and what
“significant concessions™ were made, This information will help stockholders determine whether
the specid committee favored a transaction with Two Harbors or whether the Proposed
Transaction provides the best value for stockholders.

55.  Towards the end of the sales process, the Board discussed financial projections
prepared by CYS’s management, specifically at meetings on April 13, 2018 and April 17, 2018.
The S+4 does not disclose whether those projections had been provided to any of the partiesin
the sales process, whether the projections had changed and, if so how, between April 13 and
April 17, 2018, and whether the projections deemed “reasonable on April 17, 2018 were the
projections utilized by Barclays and Credit Suisse for their fairness opinions.

56.  This information is necessary to provide Company stockholders a complete and
accurate picture of the sales process and its fairness. Without this information, stockholders were
not fully informed as to the defendants’ actions, including those that may have been taken in bad
faith, and cannot fairly assess the process. And without al materiad information, CYS
stockholders are unable to make a fully informed decision in connection with the Proposed
Transaction and face irreparable harm, warranting the i njunctive relief sought herein.

57.  Inaddition, the Individual Defendants knew or recklessly disregarded that the S-4
omits the materia information concerning the Proposed Transaction and contains the materialy
incomplete and misleading information discussed above.

58.  Specificdly, the Individual Defendants undoubtedly reviewed the contents of the

S-4 before it was filed with the SEC. Indeed, as directors of the Company, they were required to

16




Case 1:18-cv-11156 Document 1 Filed 06/01/18 Page 17 of 22

do so. The Individual Defendants thus knew or recklessly disregarded that the S-4 omits the
materia information referenced above and contains the incomplete and misleading information
referenced above

59, Further, the 54 indicates that on April 25, 2018, Barclays and Credit Suisse
reviewed with the Board their financia analyses of the Merger Consideration and delivered to
the Board their ord opinions, which were confirmed by delivery of written opinions of the same
date, to the effect that the Merger Consideration was fair, from a financial peoint of view, to CYS
stockholders. Accordingly, the Individua Defendants undoubtedly reviewed or were presented
with the material information concerning Barclays's and Credit Suisse’s financia ana yses which
has been omitted from the S-4, and thus knew or should have known that such information has
been omitted.

60.  PMaintiff and the other members of the Class are immediately threatened by the
wrangs complained of herein, and lack an adequate remedy at law. Accordingly, Plaintiff seeks
injunctive and other equitable relief to prevent the irreparable injury that the Company’s
stockholders will continue to suffer absent judicid intervention.

CLAIMSFOR RELIEF

COUNT |

On Behalf of Paintiff and the Class Against All Defendants for Violations of
Section 14(a) of the Exchange Act and Rule 14a-9

61. Plaintiff incorporates each and every allegation set forth above as if fully set forth
herein.

62.  Defendants have filed the S-4 with the SEC with the intention of soliciting CY'S
stockholder support for the Proposed Transaction. Each of the Individua Defendants reviewed

and authorized the dissemination of the S4, which fails to provide the material information
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referenced above.

63.  In so doing, Defendants made materialy incomplete and misleading statements
and/or omitted material information necessary to make the statements made not misleading. Each
of the Individual Defendants, by virtue of their roles as officers and/or directors of CY'S, were
aware of the omitted information but failed to disclose such information, in violation of Section
14{a).

64.  Rule 14a-9, promulgated by the SEC pursuant to Section 14(a) of the Exchange
Act, provides that such communications with stockholders shall not contain “any statement
which, at the time and in the light of the circumstances under which it is made, is fdse or
misleading with respect to any material fact, or which omits to state any materid fact necessary
in order to make the statements therein not false or misleading.” 17 C.F.R. § 240.14a-9.

65.  Specificaly, and as detailed above, the S-4 violates Section 14(a) and Rule 14a-9
because it omits material facts concerning: (i) management’s financial projections; (ii) the vaue
of CY'S shares and the financial and yses performed by Barcdlays and Credit Suisse in support of
their fairness opinions; and (iii) the sdes process.

66.  Moreover, in the exercise of reasonable care, the Individual Defendants knew or
should have known that the S-4 is materially misleading and omits materia information that is
necessary to render it not misleading. The Individuad Defendants undoubtedly reviewed and
relied upon the omitted information identified above in connection with their decision to approve
and recommend the Proposed Transaction; indeed, the S-4 states that Barclays and Credit Suisse
reviewed and discussed their financia andyses with the Board during various meetings
including on April 25, 2018, and further states that the Board relied upon Barclays’s and Credit

Suisse’s financial andyses and fairness opinions in connection with gpproving the Proposed
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Transaction. The Individual Defendants knew or should have known that the material
information identified above has been omitted from the S-4, rendering the sections of the 5S4
identified above to be materialy incomplete and misleading.

67.  The misrepresentations and omissions in the S-4 are materia to Paintiff and the
Class, who will be deprived of their right to cast an informed vote if such misrepresentations and
omissions are not corrected prior to the vote on the Proposed Transaction. Plaintiff and the Class
have no adequate remedy at law. Only through the exercise of this Court’s equitable powers can
Plaintiff and the Class be fully protected from the immediate and irreparable injury that
Defendants’ actions threaten o inflict.

COUNT 11

On Behalf of Plaintiff and the Class against the Individual Defendantsfor Violations of
Section 20(a) of the Exchange Act

68.  Paintiff incorporates each and every allegation set forth above as if fully set forth
herein.

69. The Individud Defendants acted as controlling persons of CYS within the
meaning of Section 20(a) of the Exchange Act as aleged herein. By virtue of their positions as
officers and/or directors of CYS and participation in andior awareness of the Company’s
operations and/or intimate knowledge of the incomplete and misleading statements contained in
the S-4 filed with the SEC, they had the power to influence and control and did influence and
control, directly or indirectly, the decision making of the Company, including the content and
dissemination of the various statements that Plaintiff contends are materialy incomplete and
misl eading.

70.  Each of the Individual Defendants was provided with or had unlimited access to

copies of the S-4 and other statements dleged by Flaintiff to be misleading prior to the time the
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54 was filed with the SEC and had the ability to prevent the issuance of the statements or cause
the statements to be corrected.

71.  In particular, each of the Individua Defendants had direct and supervisory
involvement in the day-to-day operations of the Company, and, therefore, is presumed to have
had the power to contrd or influence the particul ar transactions giving rise to the Exchange Act
violations alleged herein, and exercised the same. The omitted information identified above was
reviewed by the Board prior to vating on the Proposed Transaction. The S-4 at issue contains the
unanimous recommendation of each of the Individual Defendants to spprove the Proposed
Transaction. They were, thus, directly involved in the making of the S-4.

72.  Inaddition, asthe S-4 sets forth at length, and as described herein, the Individual
Defendants were involved in negotiating, reviewing, and approving the Merger Agreement. The
S4 purports to describe the various issues and information that the Individua Defendants
reviewed and considered. The Individua Defendants participated in drafting and/or gave their
input on the content of those descriptions.

73. By virtue of the foregoing, the Individual Defendants have violated Section 20(a)
of the Exchange Act.

74. As set forth above, the Individua Defendants had the ability to exercise control
over and did control a person or persons who have each violated Section 14(a) and Rule 14a-9,
by their acts and omissions as aleged herein. By virtue of their positions as controlling persons,
these defendants are liable pursuant to Section 20(a) of the Exchange Acl. As a direct and
proximate result of Individual Defendants’ conduct, Plaintiff and the Class will be irreparably

harmed.
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RELIEF REQUESTED
WHEREFORE, Plaintiff demands injunctive relief in her favor and in favor of the Class

and against the Defendants jointly and severd |y, asfollows:

A. Declaring that this action is properly maintaingble as a Class Action and
certifying Plaintiff as Class Representative and her counsd as Class Counsel;

B. Preliminarily and permanently enjoining Defendants and their counsel, agents,
employees and all persons acting under, in concert with, or for them, from filing an amendment
to the S4 with the SEC or ctherwise dissemingting an amendment to the S4 to CYS
stockholders unless and until Defendants agree to include the material information identified
above

C: Preliminarily and permanently enjoining Defendants and their counsel, agents,
employees and dl| persons acting under, in concert with, or for them, from proceeding with,
consummating, or cosing the Proposed Transaction, unless and until Defendants disclose the
material information identified above which has been omitted from the S-4;

D. In the event that the transaction is consummated prior to the entry of this Court’s
fina judgment, rescinding it or awarding Plaintiff and the Class rescissory damages;

E. Directing the Defendants to account to Flaintiff and the Class for al damages
suffered as a result of their wrongdoing;

F. Awarding Plaintiff the costs and disbursements of this action, including
reasonable attormeys’ and expert fees and expenses; and

G. Granting such other and further equitable relief as this Court may deem just and

proper.
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JURY DEMAND
Plaintiff demands atrial by jury.

Dated: June 1, 2018 HUTCHINGS BARSAMI AN
MANDELCORN, LLP

/sTheodore M. Hess-Mahan
Theodore M. Hess-Mahan, BBO #557109
110 Cedar Street, Suite 250

Wellesley Hills, MA 02481

Tel: (781) 431-2231

Fax: (781) 431-8726
thess-mahan@hutchingsbarsamian.com

OF COUNSEL:

ROWLEY LAW PLLC
Shane T. Rowley

Danielle Rowland Lindahl
50 Main Strest, Suite 1000
White Plains, NY 10606
Tel: (914) 400-1920

Fax: (914) 301-3514







Case 1:18-cv-11220 Document 1l Filed 06/11/18 Page 1 of 16

IN THE UNITED STATESDISTRICT COURT
FOR THE DISTRICT OF MASSACHUSETTS

JORDAN ROSENBLATT, Individually and
On Behalf of All Others Similarly Situated,

Flaintiff, Case No.

)

)

)

g

V. ) JURY TRIAL DEMANDED

)

CYSINVESTMENTSINC., KEVIN E. ) CLASSACTION
GRANT, TANYA S. BEDER, KAREN )
HAMMOND, STEPHEN P. JONAS, )
RAYMOND A. REDLINGSHAFER JR., )
DALE A. REISS, JAMES A. STERN, )
DAVID A. TYSON, TWO HARBORS )
INVESTMENT CORP., and EIGER )
MERGER SUBSIDIARY LLC, )
)
)

Defendants.

COMPLAINT FORVIOLATION OF THE SECURITIES EXCHANGE ACT OF 1934

Paintiff, by his undersigned attorneys, for this complaint against defendants, aleges
upon persona knowledge with respect to himself, and upon information and belief based upon,
inter alia, the investigation of counsel asto dl other allegations herein, asfollows:

NATURE OF THE ACTION

1. This action stems from a proposed transaction announced on April 26, 2018 (the
“Proposed Transaction™), pursuant to which CYS Investments, Inc. (“CYS” or the “Company™)
will be acquired by Two Harbors Investment Corp. (“Parent™) and Eiger Merger Subsidiary LLC
(*“Merger Sub,” and collectively with Parent, *Two Harbors™).

2 On April 25, 2018, CYS’s Board of Directors (the “Board” or “Individual
Defendants™) caused the Company to enter into an agreement and plan of merger (the “Merger
Agreement™) with Two Habors. Pursuant to the terms of the Merger Agresment, CYS

stockholders will receive newly issued shares of Two Harbors common stock as well as
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aggregate cash consideration of $15,000,000, payableto CY S stockholders on apro rata basis.

3. On May 25, 2018, defendants filed a Form S-4 Registration Statement (the
“Registration Statement”) with the United States Securities and Exchange Commission (“SEC™)
in connection with the Proposed Transaction.

4, The Registration Statement omits materid information with respect to the
Proposed Transaction, which renders the Registration Statement false and misleading.
Accordingly, plaintiff aleges herein that defendants violated Sections 14(a) and 20(a) of the
Securities Exchange Act of 1934 (the *1934 Act”) in connection with the Registration Statement.

JURISDICTION AND VENUE

5. This Court has jurisdiction over the claims asserted herein pursuant to Section 27
of the 1934 Act because the claims asserted herein arise under Sections 14(a) and 20(a) of the
1934 Act and Rule 14a-9.

6. This Court has jurisdiction over defendants because each defendant is either a
corporation that conducts business in and maintains operations within this District, or is an
individual with sufficient minimum contacts with this District so as to make the exercise of
jurisdiction by this Court permissible under traditional notions of fair play and substantia justice.

7. Venue is proper under 28 U.S.C. § 1391(b) because a substantia portion of the
transactions and wrongs complained of herein accurred in this District.

PARTIES

8. Plaintiff is, and has been continuously throughout al times relevant hereto, the
owner of CY S common stock.

9, Defendant CY S is a Maryland corporation and maintains its principa executive

offices at 500 Totten Pond Road, 6th Floor, Watham, Massachusetts CYS’s common stock is
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traded on the N'Y SE under the ticker symbol “CY S.”

10.  Defendant Kevin E. Grant (“Grant™) has served as Charman of the Board, Chigf
Executive Officer (“CEO™), and President of CY'S since he founded the Company in January
20086.

11. Defendant Tanya S. Beder (“Beder”™) isadirector of CYS.

12, Defendant Karen Hammond (“Hammond™) is a director of CY S

13, Defendant Stephen P. Jonas (“Jonas™) is a director of CYS.

14. Defendant Raymond A. Redlingshafer Jr. (“Redlingshafer™) is a director of CYS.

15,  Defendant Dale A. Reiss (“Reiss™) is adirector of CYS.

16. Defendant James A. Stern (“Stern™) is a director of CYS.

17. Defendant David A. Tyson (“Tyson™) is adirector of CYS.

18.  The defendants identified in paragraphs 10 through 17 are collectively referred to
herein as the “Individual Defendants.”

19.  Defendant Parent is a Maryland corporation and a party to the Merger Agreement.

20. Defendant Merger Sub is a Maryland limited liability company, a wholly-owned
subsidiary of the Parent, and a party to the Merger Agreement.

CLASSACTIONALLEGATIONS

21.  Plaintiff brings this action as a class action on behaf of himself and the other
public stockholders of CYS (the “Class™). Excluded from the Class are defendants herein and
any person, firm, trust, corporation, or other entity related to or affiliated with any defendant.

22, Thisaction isproperly maintainable asa dass action.

23, The Class is so numerous that joinder of dl members is impracticable. As of

April 25, 2018, there were approximately 155,438,320 shares of CYS common stock
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outstanding, held by hundreds, if not thousands, of individuals and entities scattered throughout
the country.

24, Questions of law and fact are common to the Class, including, among others,
whether defendants will irreparably ham plaintiff and the other members of the Class if
defendants’ conduct complained of herein continues.

25 Plaintiff is committed to prosecuting this action and has retained competent
counsel experienced in litigation of this nature. Plaintiff’s claims are typical of the claims of the
other members of the Class and plaintiff has the same interests as the other members of the
Class. Accordingly, plaintiff is an adequate representative of the Class and will fairly and
adequately protect the interests of the Class

26.  The prosecution of separate actions by individua members of the Class would
cregte the risk of inconsistent or varying adjudications that would establish incompatible
standards of conduct for defendants, or adjudications that would, as a practica matter, be
digpositive of the interests of individual members of the Class who are not paties to the
adjudications or would substantidly impair or impede those non-party Class members’ ability to
protect their interests.

27. Defendants have acted, or refused to act, on grounds generdly gpplicable to the
Class as awhole, and are causing injury to the entire Class. Therefore, final injunctive relief on
behdf of the Classis appropriate.

SUBSTANTIVE ALLEGATIONS

Background of the Company and the Proposed Transaction
28. CYSisaspecidty finance company that invests on a leveraged basis primarily in

residentia mortgage pass-through certificates for which the principal and interest payments are
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guaranteed by Fannie Mae, Freddie Mac, or Ginnie Mae. The Company has elected to be taxed
as ared estate investment trust for federal income tax purposes.

29, On April 25, 2018, the Individua Defendants caused the Company to enter into
the Merger Agreement with Two Harbors.

30. Pursuant to the terms of the Merger Agresment, CY'S stockholders will receive
newly issued shares of Two Harbors common stock as well as aggregate cash consideration of
$15,000,000, payable to CY S stockholders on a pro rata basis.

31.  According to the press release announcing the Proposed Transaction:

Twao Harbors Investment Corp. (NYSE: TWO) (“Two Harbors™), a leading hybrid
mortgage real estate investment trust (“REIT™), and CYS Investments, Inc.
(NYSE: CYS) (*CYS"), an Agency mortgage REIT, announced today that they
have entered into a definitive merger agreement under which Two Harbors will
acquire CY S,

In connection with the merger, CYS stockholders will exchange their shares of
CYS common stock for newly issued shares of Two Harbors common stock as
wel| as aggregate cash consideration of $15,000,000. The number of Two Harbors
shares issued will be based on an exchange ratio to be determined by dividing
96.75% of CYS’ adjusted book wvalue per share by 94.20% of Two Harbors’
adjusted book vaue per share. For illustrative purposes, assuming the merger
accurs and the exchange ratio was based on March 31, 2018 adjusted book vaue
per share, CY S stockholders would receive $7.79 of combined cash and stock
consideration per share of CYS common stock owned, which represents a
premium of gpproximately 17.7% over the CY S dosing price per share on April
25, 2018. The actual exchange ratio for the merger will be publicly announced at
least five business days prior to the required stockholder votes on the merger. . . .

About the Merger

Upon the dosing of the merger, CY S stockholders will exchange their shares of
CY'S common stock for newly issued shares of Two Harbors common stock as
well as aggregate cash consideration of $15,000,000, paysble to CYS
stockholders on apro ratabasis.

The number of Two Harbors shares to be received by CY S gockholders will be
based on an exchange ratio to be determined by dividing 96.75% of the CYS
adjusted book vaue per share by 94.20% of the Two Harbors adjusted book vaue
per share. As defined in the Merger Agreement, adjusted book val ue per share for
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each company means (i) such company’s total consolidated common
stockholders’ equity after giving pro forma effect to any dividends or other
distributions for which the record date is after the exchange ratio determination
date but prior to the cosing of the merger and as modified for potential
transaction-related adjustments, divided by (ii) each respective company’s
number of shares of common stock issued and outstanding, including shares
issuable upon the vesting of restricted stock.

As of March 31, 2018, the adjusted book vaue per share for Two Harbors and
CYS, on a pro forma basis, would have been $15.63 and $7.41, respectivdy,
representing an exchange ratio of 0.4872x, with each share of CYS being
exchanged for 0.4872 shares of Two Harbors, For illustrative purposes, under a
pro forma exchange ratio, assuming the merger occurs and the exchange ratio was
caculated as of March 31, 2018, CY S stockholders would receive spproximately
75.7 million Two Harbors shares (representing approximately 30% of the Two
Harbors® total outstanding shares immediately following the merger), which, in
combination with the cash consideration of $15,000,000, would value CYS at
approximately $7.79 per share of common stock. This vauation represents a
premium of approximately 17.7% above the closing price per share of CYS
common stock on the New Y ork Stock Exchange on April 25, 2018.

The actual exchange ratio for the merger will be publicly announced at least five
business days prior to the required stockholder votes on the merger.

In connection with the merger, PRCM Advisers LLC, Two Harbors™ external
manager, a subsidiary of Pine River Capita Management L.P., has agreed to
reduce the base management fee it charges Two Harbors with respect to the
additiond equity under management resulting from the merger from 1.5% of
Stockholders® Equity on an annualized basis to 0.75% through the first
anniversary of the clesing of the merger. PRCM Advisers LLC will dso make a
one-time downward adjustment of $15,000,000 to the management fees payable
by Two Harbors for the quarter in which the merger closes. PRCM Advisers has
also agreed to a post-closing downward adjustment of up to $3.3 million to
reimburse Two Harbors for certain transaction related expenses.

In addition to the above consideration, Two Harbors would assume the existing
nationa $75 million in CYS 7.75% Series A cumulative redeemable preferred
stock and $200 million in CY'S 7.50% Series B cumul ative redesmable preferred
stock.

Following the dosing of the transaction, dl senior management positions will
continue to be led by Two Harbors® personnel and Two Harbors Board of
Directors will be expanded to include two additional independent directors from
CYS Investments’ current board, James Stern and Karen Hammond.

The completion of the merger is subject to the satisfaction of certain customary
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conditions, and is subject to the approval of the stockholders of both Two Harbors
and CYS. The companies expect the transaction to close in the third quarter of
2018.

32, The Merger Agresment contains a “no solidtation™ provison that prohibits the
Individual Defendants from soliciting aternative proposals and severely constrains their ability
to communicate and negotiate with potential buyers who wish to submit or have submitted
unsolicited alternative proposals. Sections 6.3(a) and (b) of the Merger Agreement provide:

6.3 No Solicitation by the Company.

{a) From and after the date of this Agreement until the Effective Time or if earlier,
the termination of this Agresment in accordance with Article VIII, the Company
will, and will cause its Subsidiaries and instruct its Representatives to (i)
immediately cease, and cause to be terminated, any discussion or negotiations
with any Person conducted heretofore by the Company or any of its Subsidiaries
or Representatives with respect to a Company Competing Proposal (any such
Persons and their Affiliates and Representatives being referred to as “Prior
Company Bidders™) and (ii) use its reasonable best efforts to take such action as is
necessary to enforce any confidentidity provisions or provisions of similar effect
to which the Company or any of its Subsidiaries is a party or of which the
Company or any of its Subsidiaries is abeneficiary.

The Company will promptly request that each Prior Company Bidder in
possession of nonpublic information that was furnished by or on behaf of the
Company or any Subsidiary of the Company in connection with its consideration
of any potential Company Competing Proposal return or destroy dl such
nonpublic information heretofore furnished to such Prior Company Bidder and
immediately terminate al physical and electronic data room access previously
granted to any such Prior Company Bidder. The Company shall not, and shall not
permit any of its Subsidiaries to, terminate, waive, amend or modify any
provision of any standstill or confidentiality agreement to which the Company or
any of its Subsidiaries is aparty.

(b) Except as otherwise permitted by this Section 6.3, from and after the date of
this Agreement until the Effective Time or if earlier, the termination of this
Agreement in accordance with Article V111, the Company will not, and will cause
its Subsidiaries and will instruct its Representatives not to, directly or indirectly,
(i) initiate, solicit or knowingly encourage the making of a Company Competing
Proposal, (ii) engage in any discussions or negotiations with any Person with
respect to a Company Competing Proposal, (iii) furnish any non-public
information regarding the Company or its Subsidiaries, or access to the properties,
assets or employees of the Company or its Subsidiaries, to any Person in
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connection with or in response to a Company Competing Proposal, (iv) enter into
any binding or nonbinding letter of intent or agreement in principle, or other
agresment providing for a Company Competing Proposal (other than a
confidentidity agreement as provided in Section 6.3(d)(ii)), (v) withdraw, modify
or qualify, or propose publicly to withdraw, modify or quaify, in a manner
adverse to Parent, the Company Board Recommendation or publicly recommend
the approva or adoption of, or publicly spprove or adopt, any Company
Competing Proposal, (vi) fail to include the Company Board Recommendation in
the Joint Proxy Statement or any amendment or supplement thereto or (vii) fail
publicly to reaffirm without quaification the Company Board Recommendation
within five Business Days after the written request of Parent following a
Company Compeling Proposal that has been publidy announced (or such fewer
number of days as remain prior to the Company Stockholder Meeting, as it may
be adjourned or postponed) (the taking of any action described in clauses (v), (vi)
or (vii)of this Section 6.3(b) being referred to as a “Company Change of
Recommendati on™).

33, Additiondly, the Company must promptly advise Two Harbors of any proposals
or inquiries received from other parties. Section 6.3(c) provides:

{c) From and after the date of this Agreement, the Company shal advise Parent of
the receipt by the Company of any Company Competing Proposal made on or
after the date of this Agreement or any request for non-public information or data
reating to the Company or any of its Subsidiaries made by any Person in
connection with a Company Competing Proposal or any request for discussions or
negotiations with the Company or a Representative of the Company relatingto a
Company Competing Proposal (in each case within one Business Day thereof),
and the Company shdl provide to Parent (within such one Business Day time
frame) either (i) a copy of any such Company Competing Proposal made in
writing provided to the Company or any of its Subsidiaries or (ii) a written
summary of the material terms of such Company Competing Proposal, if not
made in writing. The Company shall kesp Parent reasonably informed on a
prompt and current basis with respect to the status and material terms of any such
Company Competing Proposal and any materia changes to the status of any such
discussions or negotiations.

34.  Moreover, the Merger Agreement contains a highly restrictive “fiduciary out™
provision permitting the Board to change its recommendation of the Proposed Transaction under
extremely limited circumstances, and grants Two Harbors a “matching right™ with respect to any
“Superior Proposal™ made to the Company. Section 6.3(d) providesin relevant part:

(d) Notwithstanding anything in this Agreement to the contrary, the Company,
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directly or indirectly through one or more of its Representatives, may:

{iii) prior to the receipt of the Company Stockholder Approva, in response to a
bona fide written Company Competing Proposal from a third party that was not
solicited at any time following the execution of this Agreement and did not arise
from a material breach of the cbligations set forth in this Section 6.3, if the
Company Board so chooses, cause the Company to effect a Company Change of
Recommendation or terminate this Agreement pursuant to Section 8.1(d)(i), if
prior to taking such action (A) the Company Board determines in good faith after
consultation with its financial advisors and outside legd counsel that such
Company Competing Proposd is a Company Superior Proposal (taking into
account any adjustment to the terms and conditions of the Merger proposed by
Parent in response to such Company Competing Proposal ), and (B) the Company
shall have given notice to Parent that the Company has received such proposd in
accordance with Section 6.3(c), specifying the materia terms and conditions of
such proposd, and, that the Company intends to take such action, and either
(1) Parent shal not have proposed revisions to the terms and conditions of this
Agreement prior to the earlier to occur of the scheduled time for the Company
Stockholders Mesting and the third Business Day after the date on which such
notice is given to Parent, or (2)if Parent within the period described in the
foregoing clause (1) shall have proposed revisions to the terms and conditions of
this Agreement, the Company Board, after consultation with its financial advisors
and outside legal counsel, shal have determined in good faith that the Company
Competing Proposd remains a Company Superior Proposd with respect to
Parent’s revised proposal; provided, however, that each time materia
modifications to the financid terms of a Company Competing Proposa
determined to be a Company Superior Proposal are made, the time period set forth
in this dause (B) prior to which the Company may effect a Company Change of
Recommendati on or terminate this Agresment shall be extended for two Business
Days after notification of such change to Parent] ]

35. The Merger Agreement also provides for a “termination fee” of $43,200,000
payable by the Company to Two Harbors if the Individual Defendants cause the Company to
terminate the Merger Agreement. The Company may also be required to reimburse Two
Harbors™ expenses in the amount of $8,600,000.

The Registration Statement Omits Material Information, Rendering It False and Misleading

36. Defendants filed the Registration Statement with the SEC in connection with the
Proposed Transaction.

37.  The Registration Statement omits material information with respect to the
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Proposed Transaction, which renders the Registration Statement false and misleading.

38. First, the Registration Satement omits material information regarding the
Company’s financial projections, Two Harbors® financia projections, and the valuation ana yses
performed by the Company’s financial advisors in connection with the Proposed Transaction,
Barclays Capital Inc. (“Barclays™) and Credit Suisse Securities (USA) LLC (“Credit Suisse™).

39.  With respect to the Company’s financial projections, the Registration Statement
fails to disclose: (i) the line items used to calculate core earnings per common share (“Core
EPS™); (ii) a recongiliation of Core EPS to the most comparable GAAP metric; (iii) projected
cash flows and the underlying line items; and (iv) projected dividends.

40.  With respect to Two Harbors® financial projections, the Registration Statement
failsto disclose: (i) the line items used to calculate Core EPS; (ii) arecondiliation of Core EPS to
the most comparable GAAP metric; (iii) projected cash flows and the underlying line items; and
(iv) projected dividends,

41.  The Registration Statement fails to disclose financial projections for the combined
company.

42, With respect to Barclays’ Dividend Discount Analyses, the Registration
Statement fails to disclose: (i) the estimated projected dividends for CY S and Two Harbors; (ii)
the inputs and assumptions underlying the discount rates applied by Barclays: and (iii) Barclays’
basis for applying termind vaues of 0.80x to 1.00x and 0.85x to 1.00x tangible book value.

43, With respect to Barclays” Selected Comparable Company Analyses, the
Registration Statement fails to disclose the individual multiples and financial metrics for the
companies observed by Barclaysin its anal yses.

44, With respect to Barclays’ Selected Precedent Transaction Analysis, the

10




Case 1:18-cv-11220 Document 1 Filed 06/11/18 Page 11 of 16

Registration Statement fails to disclose the individual multiples and financial metrics for the
transactions observed by Bardaysin its andyss.

45 With respect to Credit Suisse’s Dividend Discount Analyses, the Registration
Statement fails to disclose: (i) CYS’s and Two Harbors’ projected distributed cash flows; (ii)
Credit Suisse’s basis for applying termina vaues of 0.80x to 1.00x and 0.9x to 1.10x tangible
book vaue; (iii) the inputs and assumptions underlying the discount rates spplied by Credit
Suisse; and (iv) the total number of fully diluted shares of CY S and Two Harbors common stock
estimated by the managements of CY S and Two Harbors to be outstanding.

46,  With respect to Credit Suisse’s Selected Public Companies Analyses, the
Registration Statement fails to disclose the individual multiples and financial metrics for the
compani es observed by Credit Suissein its analyses.

47, With respect to Credit Suisse’s Selected Precedent Transactions Andysis, the
Registration Statement fails to disclose the individual multiples and financial metrics for the
transactions observed by Credit Suissein its anayss.

48.  The disclosure of projected financia information is material because it provides
stockholders with a basis to project the future financid performance of a company, and allows
stockholders to better understand the financial analyses performed by the company’s financial
advisor in support of its fairness opinion. Further, when a banker's endorsement of the fairness
of atransaction is touted to shareholders, the valuation methods used to arrive at that opinion as
well as the key inputs and range of ultimate vaues generated by thase and yses must aso be
fairly disclosed.

49, Second, the Registration Statement omits materia information regarding potential

conflicts of interest of Bardlays.

"
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50.  The Registration Statement provides that “Barclays has performed various
investment banking services for CY S and Two Harbors in the past, and expects to perform such
services in the future, and has received, and expects to receive, customary fees for such
services.” However, the Registration Statement fails to disclose the timing and nature of such
past services, as well asthe amount of compensation Barclays received for such services.

51. The Registration Statement fails to disclose whether Credit Suisse has performed
past services for CYS or its affiliates, and if so, the timing and nature of such services and the
amount of compensation Credit Suisse received for such services.

52.  The Registration Statement fails to disclose how CY'S will determine the amount
of *additional compensation™ payable to Barclays,

53. Full disclosure of investment banker compensation and all potential conflicts is
required due to the centrd role played by investment banks in the evaluation, exploration,
selection, and implementation of strategic alternatives.

54.  Third, the Registration Statement fails to disclose whether the Company executed
any confidentidity agreements that contained “don’t ask, don’t waive™ provisions that prevented
the counterparties from requesting waivers of standstill provisions to submit superior offers to
acquire the Company, as well as whether any parties that executed confidentiality agreements are
still subject to standstill provisions.

55, Without this information, stockholders may have the mistaken belief that, if these
potentialy interested parties wished to come forward with a superior offer, they are or were
permitted to do so, when in fact they are or were contractua |y prohibited from doing so.

56.  Fourth, the Registration Statement fails to disclose the terms and values of 4l

indications of interest and proposals submitted to CY S,

12
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57. The omission of the above-referenced material information renders the
Registration Statement fa se and misleading, induding, inter alia, the following sections of the
Registration Statement: (i) Background of the Merger; (ii) Recommendation of the CY S Board
and Its Reasons for the Merger; (iii) Opinion of CYS’s Financial Advisor, Barclays Capital Inc.:
(iv) Opinion of CYS's Financial Advisor, Credit Suisse Securities (USA) LLC; and (v) Certain
CY S Unaudited Prospective Financid Information.

58.  The above-referenced omitted information, if disclosed, would significantly alter
the total mix of information available to the Company’s stockholders.

COUNT |

Claim for Violation of Section 14(a) of the 1934 Act and Rule 14a-9 Promulgated
Thereunder Against the Individual Defendants and CYS

59, Paintiff repeats and redll eges the preceding dlegations as if fully set forth herein.

60. The Individual Defendants disseminated the false and mideading Registration
Statement, which contained statements that, in violation of Section 14(a) of the 1934 Ad and
Rule 14&-9, in light of the circumstances under which they were made omitted to state materia
facts necessary to make the statements therein not materially false or misleading. CYSisliable
as the issuer of these statements.

61.  The Registration Statement was prepared, reviewed, and/or disseminated by the
Individua Defendants. By virtue of their positions within the Company, the Individud
Defendants were aware of this information and their duty to disclose this information in the
Registration Statement.

62.  The Individua Defendants were at least negligent in filing the Registration
Statement with these materially fal s and misleading statements.

63. The omissions and false and misleading statements in the Registration Statement

13
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are materia in that a reasonable stockholder will consider them important in deciding how to
vote on the Proposed Transaction. In addition, a reasonable investor will view a full and
accurate disclosure as significantly altering the total mix of information made available in the
Registration Statement and in other information reasonabl y available to stockholders.

64. The Registration Statement is an essentid link in causing plaintiff and the
Company’s stockholders to approve the Proposed Transaction,

65. By reason of the foregoing, defendants violated Section 14(a) of the 1934 Act and
Rule 14a-9 promul gated thereunder.

66. Because of the fase and misleading datements in the Registration Statement,
plaintiff and the Class are threatened with irreparable harm.

COUNT 11

Claim for Violation of Section 20(a) of the 1934 Act
Against the | ndividual Defendants and Two Harbors

67.  Plaintiff repeats and redlleges the preceding dlegations as if fully set forth herein.

68.  Thelndividud Defendants and Two Harbors acted as controlling persons of CYS
within the meaning of Section 20(a) of the 1934 Act as dleged herein. By virtue of their
positions as officers and/or directors of CYS and participation in andior awareness of the
Company’s operations and/or intimate knowledge of the fase siatements contained in the
Registration Statement, they had the power to influence and control and did influence and
control, directly or indirectly, the decision making of the Company, including the content and
dissemination of the various statements that plaintiff contends are false and mideading.

69. Each of the Individud Defendants and Two Harbors was provided with or had
unlimited access to copies of the Registration Statement aleged by plaintiff to be misleading

prior to andfor shortly after these statements were issued and had the ability to prevent the
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issuance of the statements or cause them to be corrected.

70.  In particular, each of the Individua Defendants had direct and supervisory
involvement in the day-to-day operations of the Company, and, therefore, is presumed to have
had the power to contral and influence the particular transactions giving rise to the violations as
dleged herein, and exercised the same. The Registration Statement contains the unanimous
recommendation of the Individual Defendants to spprove the Proposed Transaction. They were
thus directly involved in the making of the Registration Statement.

71.  Two Harbors aso had direct supervisory control over the composition of the
Registration Statement and the information disclosed therein, as well as the information that was
omitted and/or misrepresented in the Registration Statement.

72 By virtue of the foregoing, the Individual Defendants and Two Harbors viol ated
Section 20(a) of the 1934 Act.

73,  Asset forth above, the Individual Defendants and Two Harbors had the ability to
exercise control over and did control a person or persons who have each violated Section 14(a)
of the 1934 Act and Rule 14a-9, by their acts and omissions as dleged herein. By virtue of their
positions as controlling persons, these defendants are liable pursuant to Section 20(a) of the 1934
Act. As a direct and proximate result of defendants’ conduct, plaintiff and the Class are
threatened with irreparable harm.

PRAYER FOR RELIEF

WHEREFORE, plaintiff prays for judgment and relief as follows:
A. Preiminarily and permanently enjoining defendants and dl persons acting in
concert with them from proceeding with, consummating, or dosing the Proposed Transaction;

B. In the event defendants consummate the Proposed Transaction, rescinding it and

15
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setting it aside or awarding rescissory damages;

G Directing the Individua Defendants to disseminate a Registration Statement that
does not contain any untrue statements of material fact and that states all material facts required
in it or necessary to make the statements contained therein not misieading;

D.  Dedlaring that defendants viol ated Sections 14(a) and/or 20(a) of the 1934 Act, as
well as Rule 14a-9 promulgated thereunder;

E Awarding plaintiff the costs of this action, including reasonable allowance for
plaintiff’'s attorneys” and experts’ fees; and

F. Granting such other and further redief asthis Court may deem just and proper.

JURY DEMAND
Plaintiff respectfully requests atrial by jury on al issues sotriable.

Dated: June 11, 2018 HUTCHINGS BARSAMIAN
MANDELCORN, LLP

By: /s/Theodore M. Hess-Mahan
Theodore M. Hess-Mahan

OF COUNSEL : oo
RIGRODSKY & LONG, PA. ﬂgﬁfﬁﬁh&gﬁ

300 Delaware Avenue, Suite 1220 : €y Rills,

Wilmington, DE 19801 Tel.: (781) 431-2231

Tel.: (302) 295-5310 Fax: (781) 431-8726 _

Fax: (302) 654-7530 thess-mahan@hutchi ngsbarsamian.com
RM LAW, P.C. Attorneys for Plaintiff

1055 Westlakes Drive, Suite 300

Berwyn, PA 19312
Tel.: (484) 324-6800
Fax: (484) 631-1305
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CERTIFICATION OF PLAINTIFF

I, Jordan Rosenblatt (“PlaintifI™), hereby declare as to the claims asserted under the federal
securities laws that:

L. Plaintiff has reviewed the complaint and authorizes its filing.

2. Plaintiff did not purchase the security that is the subject of this action at the
direction of Plaintiff"s counsel ar in order to participate in any private action.

3. Plaintift is willing to serve as a representative party on behalf of the class, either
individually or as part of a group. and | will testify at deposition or trial, if necessary. I understand
that this is not a claim form and that I do not need to execute this Certification to share in any
recovery as a member of the class.

4. Plaintiff’s purchase and sale transactions in the CYS Investments, Inc. (NYSE:

CY'S) security that is the subject of this action during the class period is/are as follows:

PURCHASES SALES
Buy | Shares | Price per | Sell | Shares Price per
Date | Share | Date Share
3/29/18 _ 59 $6.74 [

Please list additional transactions on separate sheergpéper, if necessary.
5. Plaintiff has complete authority to bring a suit to recover for investment losses on
behalf of purchasers of the subject securities described herein (including Plaintiff, any co-owners,

any corporations or other entities, and/or any beneficial owners).
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6. During the three years prior to the date of this Certification, Plaintiff has not moved
to serve as a representative party for a class in an action filed under the federal securities laws.

T Plaintiff will not accept any payment for serving as a representative party on behalf
of the class beyond Plaintiff’s pro rata share of any recovery, except such reasonable costs and
expenses (including lost wages) directly relating to the representation of the class as ordered or
approved by the Court.

1 declare under penalty of perjury that the foregoing is true and correct.

. o

Executed this [ day of May, 2018.

R

Jordan Rosenblatt

(]
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UNITED STATES DISTRICT COURT
DISTRICT OF MASSACHUSETTS
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UNITED STATESDISTRICT COURT
DISTRICT OF MASSACHUSETTS

PETER ENZINNA, on Behdf of Himsdf and ) CaseNo. 1:18-cv-11238
All Others Similarly Situated, g
Praintiff, g CLASSACTION
) CLASSACTION COMPLAINT
Vs, ) FORVIOLATIONSOF THE
) FEDERAL SECURITIESLAWS
CYSINVESTMENTS, INC., )
KEVIN E. GRANT, TANYA S. BEDER, ) JURY TRIAL DEMANDED
KAREN HAMMOND, RAYMOND A. ;
REDLINGSHAFER, JR, DALEA. REISS, |

and JAMES A. STERN,

Defendants.

e ™ ™ ™

Faintiff Peter Erzinna (“Plaintiff”), by and through his undersigned counsel, for his
complaint against defendants, alleges upon persona knowledge with respect to himself, and upon
information and belief based upon, inter alia, theinvestigation of counsel asto al other dlegations
herein, asfollows:

NATURE AND SUMMARY OF THE ACTION

T. This is a stockholder class action brought by Plaintiff on behalf of himself and 4l
other public stockholders of CY'S Investments, Inc. (“CYS” or the “Company™) against CY'S and
the members of CYS' Board of Directors (the “Board™ or the “Individual Defendants™) for their
violations of Sections 14(a) and 20(a) of the Securities Exchange Act of 1934 (the “Exchange
Act™), 15 U.S.C. §§ 78n(a) and U.S. Securities and Exchange Commission (“SEC™) Rule 14a-9,

17 C.F.R. § 240.14a-9 and to enjcin the vote on a proposed transaction, pursuant to which CYS
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will be acquired by Two Harbors Investment Corp. (*Two Harbors™) through its wholly owned
subsidiary Eiger Merger Subsidiary LLC (“Merger Sub™) (the “Proposed Transaction™).

2, On April 26, 2018, CY S and Two Harbors issued a joint press release announcing
their entry into an Agreement and Plan of Merger (the “Merger Agreement™) to sell CYSto Two
Harbors. Under the terms of the Merger Agreement, CY S stockholders will receive

(a) a number of shares of Two Harbors common stock determined by dividing (i) CY'S’

adjusted book value per share, multiplied by 96.75%, by (ii) Two Harbors” adjusted
book value per share, multiplied by 94.20%; and

(b) $15,000,000 divided by the sum of (i) the number of shares of CY S common stock

issued and outstanding as of the effective time, and (ii) the number of shares of
CY S common stock issuable upon the vesting of outstanding Company restricted
stock (the “Merger Consideration™).
Based on the March 31, 2018 adjusted book value per share of each company, CY S glockholders
would receive $7.79 of combined cash and stock per CY S share of common stock.

3. On May 25, 2018, Two Harbors filed a Form 54 Registration Statement (the
“Registration Statement™) with the SEC containing a joint proxy statement/prospectus. The
Registration Statement, which recommends that CY'S stockholders vote in favor of the Proposed
Transaction, omits or misrepresents material informati on concerning, among other things: (i) CY'S*
and Two Harbors™ financial projections, relied upon by CYS™ financial advisors Barclays and
Credit Suisse Securities (USA) LLC (“Credit Suisse”™); (ii) the data and inputs underlying the
financial valuation analyses that support the fairness opinions provided by Barclays and Credit
Suisse; (iii) the background process leading to the Proposed Transaction, and (iv) potentia

conflicts of interest of Bardlays. The failure to adequately disclose such materid information
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constitutes a violation of Sections 14(a) and 20(a) of the Exchange Act as CY S stockholders need
such information in order to make a fully informed decision whether to vote in favor of the
Proposed Transaction.

4. Inshort, unless remedied, CYS’ public stockholders will beforced to makeavoting
decision on the Proposed Transaction without full disclosure of &l materid information
concarning the Proposed Transaction being provided to them. Plaintiff sesks to enjoin the
stockhol der vote on the Proposed Transaction unless and until such Exchange Act viclations are
cured.

JURISDICTION AND VENUE

5 This Court has jurisdiction over the claims asserted herein for viol ations of Sections
14(a) and 20(a) of the Exchange Act and SEC Rule 14a9 promulgated thereunder pursuant to
Section 27 of the Exchange Act, 15 U.S.C. § 78aa and 28 U.S.C. § 1331 (federd question
jurisdiction).

6. This Court has jurisdiction over the defendants because each defendant is either a
corporation that conducts business in and maintains operations within this District, or is an
individual with sufficient minimum contacts with this District so as to make the exercise of
jurisdiction by this Court permissible under traditiona notions of fair play and substantia justice.

7. Venue is proper in this District pursuant to 28 U.S.C. § 1391 because Plaintiff’s
claims arosein this District, where a substantial portion of the acti onable conduct took place, most
of the documents are electronically stored, and the evidence exists. CYS is incorporated in
Maryland and is headguartered in this District. Moreover, each of the Individua Defendants, as
Company officers or directors, either resides in this District or has extensive contacts within this

District.
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THE PARTIES
8. Plaintiff is, and has been at dll times relevant hereto, a continuous stockhol der of

CYS.

9, Defendant CYS is a Maryland corporation with its principd executive offices
located at 500 Totten Pond Road, 6" Floor, Waltham, Massachusetts 02451. CYSis a specialty
finance company that invests primarily in residentid mortgage pass-through certificates
guaranteed by Fannie Mae, Freddie Mac or Ginnie Mae. CYS trades on the New York Stock
Exchange under the ticker symbol “CYS.”

10.  Defendant Kevin E. Grant (*Grant™) has been Chairman of the Board, President
and Chief Executive Officer (“CEO™) of the Company since he founded it in Janyary 2006.
Defendant Grant has also served as Chief Investment Officer of the Company since 2011,

11.  Defendant Tanya S. Beder (“Beder™) has been a director of the Company since May

2012.

12, Defendant Karen Hammond (“Hammond™) has been a director of the Company
since October 2014.

13, Defendant Raymond A. Redlingshafer Jr. (“Redlingshafer”™) has been a director of
the Company since November 2006.

14, Defendant Dae A. Reiss (“Reiss™) has been a director of the Company since
January 2015.

156 Defendant James A. Stern (“Stern”™) has been a director of the Company since
February 2006.

16.  Defendants identified in paragraphs 10 through 15 are referred to herein as the

“Board” or the *Individual Defendants.™
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OTHER RELEVANT ENTITIES

17.  Two HaborsisaMaryland corporation with its principal executive offices located
at 575 Lexington Avenue, Suite 2930, New Y ork, New York 10022. Two Harbors is aredl estate
investment trust (“REIT™) that invests in residential mortgage-backed securities, mortgage
servicing rights and other financia assets. Two Harbors trades on the New Y ork Stock Exchange
under the ticker symbol “TWO.”

18.  Merger SubisaMaryland limited liability company and an indirect wholly-owned
subsidiary of Two Harbors.

CLASSACTION ALLEGATIONS
19.  Plaintiff brings this action as aclass action pursuant to Rule 23 of the Federal Rules

of Civil Procedure on behalf of al persons and entities that own CY S common stock (the “Class™).
Excluded from the Class are defendants and their affiliates, immediate families, lega
representatives, heirs, successors or assigns and any entity in which defendants have or had a
controlling interest.

20. Plaintiff’s claims are properly maintainable as a class action under Rule 23 of the
Federd Rules of Civil Procedure.

21, TheClassis so numerous that joinder of all members isimpracticable. While the
exact number of Class members is unknown to Plaintiff at this time and can only be ascertained
through discovery, Plaintiff believes that there are thousands of membersin the Class. Asof April
25, 2018, there were approximately 155,438,320 shares of Company common stock issued and
outstanding. All members of the Class may be identified from records maintained by CY S or its
transfer agent and may be notified of the pendency of this action by mail, using forms of notice

similar to those customarily used in securities class actions,
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22, Questions of law and fact are common to the Class and predomi nate over questi ons
affecting any individual Class member, including, inter alia:

(a) Whether defendants have violated Section 14(a) of the Exchange Act and
Rule 14a9 promulgated thereunder;

(b) Whether the Individual Defendants have violated Section 20(a) of the
Exchange Act; and

(c) Whether Plaintiff and the other members of the Class would suffer
irreparable injury were the Proposed Transaction consummated.

23, Plaintiff will farly and adequately protect the interests of the Class, and has no
interests contrary to or in conflict with those of the Class that Plaintiff seeks to represent. Plaintiff
has retained competent counsal experienced in litigation of this nature.

24, A dass action is superior to al other available methods for the fair and efficient
adjudication of this controversy. Plaintiff knows of no difficulty to be encountered in the
management of this action that would predude its maintenance as a class action.

25  Defendants have acted on grounds general ly applicable to the Class with respect to
the matters complained of herein, thereby making appropriate the relief sought herein with respect
tothe Class as awhole.

SUBSTANTIVE ALLEGATIONS

Company Background
26.  CYS, incorporated in Maryland in 2006, is a specialty finance company taxed as a

REIT. TheCompany primarily investsin agency residential mortgage-backed securities (“Agency
RMBS™) guaranteed by fixed rate mortgage loans, adjustable-rate mortgages (“ARMSs™), or hybrid

ARMs. CYS aso invests in debt securities issued by the U.S. Department of Treasury. The
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Company’s income is generated primarily from the difference between the interest income it earns
on its investment portfolio and the cost of its borrowings and hedging activities {“net spread™).

27, CYS’ financial performance and growth prospects remained strong throughout
2017. During the Company’s October 26, 2017 third quarter of 2017 earnings call, CYS' Chief
Financial Officer (“CFO™) Jack DeCicco (“DeCiceo™) highlighted the Company’s solid financial
results, stating, “we feel very good about thethird quarter and expect the asset and hedge portfolio
repositioning that took place during the quarter to benefit future quarters and to enhance book
value protection to the extent we experience a backup in rates.” DeCicco also noted that the third
quarter of 2017 marked the sixth consecutive quarter that the Company paid a $0.25 dividend per
share. Net income for the quarter was $83 million, or $0.54 per share, compared to $45 million,
or $0.30 per share, in the second quarter of 2017.

28,  On February 14, 2018, CYS announced its fourth quarter and year ended 2017
financial results. The Company maintained its consistent $0.25 per common share quarterly
dividend. CYS' debt securities portfolio increased to approximately $13.1 billion at December
31,2017, from $12.9 billion at September 31, 2017. Despite a challenging environment, in CYS’
February 15, 2018 earnings call, defendant Grant highlighted CYS” total stockholder return of
12.6% and market return of 17%, explaining “[t]his is a good result for an environment where the
Fed raised short rates three times, clearly messaged that they’d be continuing to raise rates and
also announced their plans to reduce their asset purchases going forwarded.” DeCicco also noted,
“we are pleased with our annual results and have taken a more defensive position in anticipation
of the current environment. . . .~

The Sale Process
29.  OnFebruary 8, 2018, defendant Grant received an unsolicited proposal to acquire

CY Sin a stock-for-stock merger from a mortgage REIT referred to in the Registration Statement
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as Company C. Thereafter, the independent members of the Board formed a specia committee
(the “Special Committee™) comprised of defendants Stern (chairman), Hammond and Beder. The
Board subsequently engaged Bardlays and Credit Suisse to act asits advisors.

30.  OnFebruary 21, 2018, defendant Grant received an unsolicited proposal to acquire
CYS from another mortgage REIT referred to in the Registration Statement as Company B.
Company B had previously expressed an interest in exploring a potential acquisition of CYSin
July 2016, executed a non-disclosure agreement and engaged in duediligence before withdrawing
its indication of interest in September 2016.

31.  On February 27, 2018, the Specid Committee met and authorized Barclays and
Credit Suisse to contact six additional potential bidders to determine whether they would be
interested in submitting an offer to enter into a business combination or strategic transacti on with
CYs.

32, Following the outreach, CY'S entered into non-disclosure agreements containing
standstill provisions with seven of the eight potential bidders (indluding Two Harbors, Company
B, Company C, a mortgage REIT that previously expressed interest in exploring a potential
acquisition of CYS in April 2016, referred to in the Registration Statement as Company A, a
publicly traded mortgage REIT referred to in the Registration Statement as Company D and a
publicly traded mortgage REIT referred to in the Registration Statement as Company E). The
Registration Statement fals to disclose whether the standstill provisions contained in the non-
disclosure agreements are still in effect and operate to preclude the six potential bidders (not
including Two Harbors) from miaking a topping bid for the Company.

33,  Bardaysand Credit Suisseinvited bidders other than Company C (who had already

submitted an initid indication of interest) to submit prediminary indications of interest by March
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12, 2018. The parties were subsequently invited to submit indications of interest incorporating
CYS’ transaction expense assumptions by March 16, 2018.

34.  OnMarch 19, 2018, the Special Committee met to review the revised bids, which
reflected the following proposed purchase prices per share of CY S common stock: (i) Company B
- $7.27 per share (ii) Company C - arange of $7.33 to $7.47 per share; (iii) Two Harbors - $7.33
per share; (iv) Company D - $7.42 per share and (v) Company E - $7.15 per share

35. Following the March 21, 2018 Board and Specia Committee meetings, the Spedial
Committee determined to invite Company C, Company D and Two Harbors to participate in the
second round of the process. As Company B was unwilling to participate on CYS® proposed
timeline, the Special Committee aso determined to invite Company E to participate in the second
round. The parties received access to a virtua dataroom and were asked to submit amarkup of a
draft merger agreement.

36.  OnApril 3, 2018, the four parties submitted third round indications of interest, with
Company C revising its proposed purchase price to $7.46 per share. Also on April 3, followinga
meeting with the Special Committee’s legal counsel, Two Harbors agreed to makecertain changes
to its proposed markup of the draft merger agreement, induding PRCM Advisers LLC , Two
Harbors” external manager and a subsidiary of Pine River Capital Management L.P, agreeing to
contribute $10 million in cash aspart of the merger consideration. Thisamount was|ater increased
to $15 million.

37. On April 5, 2018, the Board met and, following discussion, instructed the Special
Committee to continue negotiations with Two Harbors and Company C.

38, OnApril 11, 2018, Company C delivered a revised draft of the merger agresment

that included adjustments to the offer price and purchase price mechanics which purportedly
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resulted in at least a $0.11 per share reduction in Company C’s per share offer price. Following

Company C’s refusal to increase its bid, the Special Committee procesded to negotiate the final

terms of the Proposed Transaction with Two Harbors.

30

On April 18, 2018, CYS and Two Harbors executed an exclusivity agreement,

providing for exclusivity regarding a strategic transaction until April 25, 2018.

40,

On April 25, 2018, Barclays and Credit Suisse rendered ther fairness opinions and

the Board approved the Merger Agreement. The next day, the parties executed the Merger

Agreement, which was dated effective as of April 25, 2018.

The Proposed Transaction

41.

On April 26, 2018, CY S and Two Harbor issued a joint press release announcing

the Proposed Transaction, which states, in rdevant part:

NEW ¥ ORK-- Two Harbors Investment Corp. (NYSE: TWO) (“Two Harbors™), a
leading hybrid mortgage real estate investment trust (“REIT™), and CYS
Investments, Inc. (NYSE: CYS) (“CYS™), an Agency mortgage REIT, announced
today that they have entered into a definitive merger agreement under which Two
Harbors will acquire CY S,

In connection with the merger, CY S stockholderswill exchangetheir sharesof CY'S
common stock for newly issued shares of Two Harbors common stock as well as
aggregate cash consideration of $15,000,000. The number of Two Harbors shares
issued will be based on an exchange ratio to be determined by dividing 96.75% of
CYS" adjusted book value per share by 94.20% of Two Harbors' adjusted book
vaue per share. For illustrative purposes, assuming the merger occurs and the
exchange ratio was based on March 31, 2018 adjusted book value per share, CYS
stockholders would receive $7.79 of combined cash and stock consideration per
share of CY S commaon stock owned, which represents a premium of spproximately
17.7% over the CY S closing price per shareon April 25, 2018. The actud exchange
ratio for the merger will be publicly announced &t least five business days prior to
the required stockholder votes on the merger.

LA

The actua exchange ratio for the merger will be publicly announced at least five
business days prior to the required stockholder votes on the merger.

-10-
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In connection with the merger, PRCM Advisers LLC, Two Harbors® external
manager, asubsidiary of Pine River Capital Management L.P., has agreed to reduce
the base management fee it charges Two Harbors with respect to the additiona
equity under management resulting from the merger from 1.5% of Stockholders’
Equity on an annuaized basisto 0.75% through the first anniversary of the dosing
of the merger. PRCM Advisers LLC will also make a one-time downward
adjustment of $15,000,000 to the management fees payable by Twao Harbors for the
quarter in which the merger closes. PRCM Advisers has also agreed to a post-
dosing downward adjustment of up to $3.3 million to reimburse Two Harbors for
certain transaction rel ated expenses.

In addition to the above consideration, Two Harbors would assume the existing
notional $75 million in CYS 7.75% Series A cumulative redeemable preferred
stock and $200 million in CY'S 7.50% Series B cumulative redeemable preferred
stock.

Fallowing the closing of the transaction, dl senior management positions will
continue to be led by Two Harbors™ personnel and Two Harbors Board of Directors
will be expanded to include two additional independent directors from CYS

Investments’ current board, James Stern and Karen Hammond.

The completion of the merger is subject to the satisfaction of certain customary
conditions, and is subject to the approval of the stockholders of both Two Harbors
and CY S. The companies expect the transaction to dosein the third quarter of 2018,

Insiders’ Interesisin the Proposaed Transaction

42, CYS and Two Harbors insiders are the primary beneficiaries of the Proposed
Transaction, not the Company’s public stockholders. The Board and the Company’s executive
officers are conflicted because they will have secured unique benefits for themselves from the
Proposed Transaction not available to Plaintiff and the public stockholders of CYS.

43.  CYS’ directors and executive officers stand to reap substantial financial benefits
for securing the deal with Two Harbors. Pursuant to the Merger Agreement, all outstanding shares
of Company restricted stock will vest and be converted into the right to receive the Merger
Consideration. The following table sets forth the value of restricted stock that the Company’s
directors and executive officers will receive upon consummeation of the Proposed Transaction:

Humber of Valueof
Sharesof CYS Acoserated

-11-
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Restricted Sharesof CYS

Stock to be Rstricted

Aoceerated Stock ($)

(#)

Executive Name
Kevin E Grant 501,840 3,793,425
Jack DeCicco 93,936 710,065
Richard E. Cleary 86,818 656,260
Thomas A. Rosenbloom 96,918 732,606
Director Name e
Tanya S. Beder 3,206 24,234
Karen Hammond 3,206 24,234
Raymond A. Redlingshafer, Jr. 3,206 24,234
DaeA. Reiss 3,206 24,234
Jarmes A. Stern 3,206 24,234

44,  Moreover, if they are terminated in connection with the Proposed Transaction, the
Company’s named executive officers stand to receive substantial cash severance payments in the

form of golden parachute compensation, as set forth in the following table:

Name Cash (1) Equity ($42) Benalits ($)(3) Total (EK6)

Kevin E. Grant 9,136,458 3,793,425 45314 12,978,197
Jack DeCicoo 1,325,833 710,065 64,157 2,100,055
Richard E. Cleary 1,129,083 656,260 64,157 1,849,500
Thomas A. Rosenbloom 1,200,000 732,606 64,157 1,996,764

The Registration Statement Contains M aterial Misstatements or Omissions
45,  The defendants filed a materidly incomplete and misleading Registration

Statement with the SEC and disseminated it to CY'S’ stockholders. The Registration Statement
misrepresents or omits material information that is necessary for the Company’s stockholders to
make an informed voting decision in connection with the Proposed Transaction.

46.  Specificaly, as set forth below, the Regstration Statement fails to provide
Company stockholders with materid information or provides them with materidly misleading
information concerning: (i) CYS® and Two Harbors’ financial projections, relied upon by CYS’

financial advisors Barclays and Credit Suisse; (ii) the data and inputs underlying the financial

=12 -
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val uation anal yses that support the fairness opinions provided by Barclays and Credit Suisse; (iii)
the background process leading to the Proposed Transaction; and (iv) potential conflicts of interest
of Bardays. Accordingly, CYS stockholders are being asked to make a voting decision in
connection with the Proposed Transaction without all material information at their disposd.
Material Omissions Concerning CYS" and Two Harbors® Financial Projections

47.  The Registration Statement is materidly deficient because it fails to disclose
material information relating to the Company’s intrinsic value and prospects going forward.

48. First, the Registration Statement omits materiad information regarding CYS
management’s financial projections and the financia projections of Two Harbors,

49, For example, the Registration Statement fails to disclose for CYS over the
projection period of December 31, 2018 through December 31, 2020: (i) tangible book value per
share (“TBVPS™); (ii) dividend vield; (iii) dividends; and (iv) distributed cash flows.

50.  Additionaly, the Registration Statement fails to disclose for Two Harbors over the
projection period of December 31, 2018 through December 31, 2020: (i) TBVPS; (ii) dividend
yield; (iii) dividends; and (iv) distributed cash flows.

51. Moreover, the Registration Statement sets forth that in connection with rendering
their fairness opinions, both Bardays and Credit Suisse reviewed and anayzed financial and
operating information with respect to the business, operations and prospects of the pro forma
combined company, including financia projections of Pro Forma Two Harbors prepared and
fumished to Barclays and Credit Suisse by Two Harbors, and relied upon by Barclays and Credit
Suisse upon the advice and at the direction of CYS (“Pro Forma Projections™). Yet, the
Registration Statement whoally omits the Pro Forma Projections relied upon by both Barclays and

Credit Suissein their financid analysss.

-13-
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52, The omission of this information renders the statements in the “Certain Two
Harbors Unaudited Prospective Financial Information,” “Certain CYS Unaudited Prospective
Financid Information,” “Opinion of CYS’s Financial Advisor, Barclays Capital Inc.” and
“Opinion of CYS's Financial Advisor, Credit Suisse Securities (USA) LLC" sections of the
Registration Statement false and/or materially misleading in contravention of the Exchange Act.
Material Omissions Concerning Barclays® and Credit Suisse’s Financial Analyses

53.  The Registration Statement describes Barclays’ and Credit Suisse’s fairness
opinions and the various va uation ana yses performed in support of their opinions. However, the
description of Barclays® and Credit Suisse’s fairness opinions and andyses fals to include key
inputs and assumptions underlying these andyses. Without thisinformation, as described below,
CYS' public stockholders are unable to fully understand these anayses and, thus, are unable to
determine what weight, if any, to place on Barclays' and Credit Suisse’s fairness opinions in
determining whether to vote in favor of the Proposed Transaction. This omitted information, if
disclosed, would significantly dter the total mix of information available to CYS’ stockholders.

54.  With respect to Barclays® Dividend Discount Analysis of CYS, the Registration
Statement fails to disdose: (i) the estimated dividends expected to be paid by CY'S to haders of
CY S common stock during the last three quarters of the calendar year ending December 31, 2018
through the calendar year ending December 31, 2020; (ii) CYS’ tangible book value on December
31, 2020; and (jii) quantification of the inputs and the assumptions underlying the discount rates
based on the cost of equity of CY'S of 7.5% to 9.5% used in the ana ysis.

55. With respect to Barclays’® Dividend Discount Analysis of Two Harbors, the
Registration Statement fails to disclose: (i) the estimated dividends expected to be paid by Pro

Forma Two Harbors to holders of Two Harbors common stock during the |ast two quarters of the

-14 -




Case 1:18-cv-11238 Document 1 Filed 06/13/18 Page 15 of 22

calendar year ending December 31, 2018 through the calendar year ending December 31, 2020;
(ii) Two Harbors' tangible book value on December 31, 2020; and (iii) quantification of the inputs
and the assumptions underl ying the discount rates based on the cost of equity of Pro Forma Two
Harbors of 8.0% to 10.0% used in the ana ysis.

56.  With respect to Barclays’ Sdected Comparable Company Analysis, the
Registration Statement fails to disclose: (i) theindividual multiples and financial metrics for each
of the selected comparable companies observed by Barclays in the analysis and (ii) any
benchmarking andyses for CY S and Two Harbors in relation to the selected companies analyzed
by Barclays.

57.  With respect to Barclays’ Selected Precedent Transactions Analysis, the
Registration Statement fails to disclose theindividua multiples and financial metrics for each of
the selected transactions ana yzed by Barclaysin the andysis.

58.  With respect to Credit Suisse’s Dividend Discount Analysis of CYS, the
Registration Statement fails to disclose: (i) the distributed cash flows that CY'S was forecasted to
generate during the |ast thres quarters of CYS” fiscal year ending December 31, 2018 through the
full fisca vear ending December 31, 2020; (i) CYS® TBVPS as of December 31, 2020; and (iii)
quantification of theinputs and the assumptions underl ying the discount rates ranging from 7.25%
to 13.75% used in the and ysis.

59,  With respect to Credit Suisse’s Dividend Discount Analysis of Two Harbors, the
Registration Statement fails to disclose: (i) the distributed cash flows that Two Harbors was
forecasted to generate during the last three quarters of Two Harbors” fiscal year ending December

31, 2018 through the full fiscal year ending December 31, 2020; (ii) Two Harbors” TBVPS as of
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December 31, 2020; and (jii) quantification of the inputs and the assumptions underlying the
discount rates ranging from 7.0% to 15.0% used in the anaysis.

60.  With respect to Credit Suisse’s Selected Public Companies Analysis, the
Registration Statement fails to disclose: (i) the individual multiples and financia metrics for each
of the selected comparable companies observed by Credit Suisse in the andysis; and (ii) any
benchmarking andyses for CY S and Two Harbors in relation to the selected companies ana yzed
by Credit Suisse.

61.  With respect to Credit Suisse’s Selected Precedent Transactions Analyss, the
Registration Statement fails to disclose theindividua multiples and financial metrics for each of
the selected transacti ons anal yzed by Credit Suisse in the anaysis.

62. When a banker’s endorsement of the fairness of a transaction is touted to
stockholders, the vauation methods used to arrive at that opinion as well as the key inputs and
range of ultimate values generated by those ana yses must also be fairly disclosed.

63.  The omission of this information renders the statements in the “Opinion of CYS's
Financial Advisor, Barclays Capital Ine.” and “Opinion of CY S’s Financial Advisor, Credit Suisse
Securities (USA) LLC” sections of the Registration Staterment fa se and/or materialy misleading
in contravention of the Exchange Act.

Material Omissions Concerning the Background Process of the Proposed Transaction

64.  The Registration Statement omits materia information relating to the sale process
leading up to the Proposed Transaction.

65  The Registration Statement fails to expresdy indicate whether the non-disclosure

agreements that CY S entered into with prospective bidders are still in effect and/or contain “don’t
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ask, don’t waive” (“DADW?) standstill provisions that are presently precluding each and every
one of these prospective bidders from making a topping bid for the Company.

66.  Thedisclosure of the specific terms of the non-disclosure agreements CY S entered
into with other parties is crucial to CYS stockholders being fully informed of whether their
fiduciaries have put in place restrictive devices to foreclose a topping bid for the Company.

67. The omission of this information renders the statements in the “Background of the
Merger” section of the Registration Statement false and/or materialy misleading in contravention
of the Exchange Act.

Material Omissions Concerning Barclays® and Credit Suisse’s Potential Conflicts of | nterest

68.  Further, the Registration Statement fals to disclose materia information
concerning potential conflicts of interest faced by the Company’s financial advisors, Barclays and
Credit Suisse.

69. The Regstration Statement sets forth that “Barclays has performed various
investment banking services for CY' S and Two Harbors in the past, and expects to perform such
services in the future, and has received, and expects to receive, customary fees for such services.”
Registration Statement at 100. The Registration Statement fails, however, to disclose the past
services and past fees for these services received by Barclays.

70.  Moreover, the Registration Statement fails to disclose whether Credit Suisse has
peformed past work for CYS and, if so, the amount of any compensation Credit Suisse has
received in connection with such services.

71.  Full disclosure of investment banker compensation and all potential conflicts is
required due to the centra role played by investment banks in the evauation, exploration,
selection, and implementation of strategic dternatives. CY'S stockholders need to be provided

with a description of the services and the fees received for these services performed by Barclays
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on behalf of CY S and Two Harbors to compare these services and fees and assesswhether Barclays
had astrong historical rel ationship with Two Harbors that could have impacted its advice provided
to CYS.

72, The omission of this information renders the statements in the “Opinion of CYS's
Financial Advisor, Barclays Capital Inc.” and “Opinion of CYS’s Financial Advisor, Credit Suisse
Securities (USA) LLC™ sections of the Registration Staterment fa se andfor materialy misleading
in contravention of the Exchange Act.

73.  The Individua Defendants were aware of their duty to disclose this information
and acted negligently (if not deliberately) in failing to include this information in the Registration
Statement. Absent disclosure of the foregoing materia information prior to the stockholder vote
on the Proposed Transaction, Plantiff will be unable to make a fully-informed decision whether
to vote in favor of the Proposed Transaction and is thus threstened with irreparable harm
warranting the injunctive relief sought herein.

CLAIMSFORRELIEF

COUNT |

Class Claims Against All Defendants for Violations of Section 14(a) of the
Exchange Act and Rule 14a-9 Promulgated Thereunder

74.  Plaintiff repeats dl previous dlegations as if sat forthin full.

75.  During the relevant period, defendants disseminated the false and mideading
Registration Statement specified above, which failed to disclose material facts necessary to make
the statements made, in light of the circumstances under which they were made, not misleadingin
violation of Section 14(a) of the Exchange Act and SEC Rule 14a-9 promul gated thereunder.

76. By virtue of their positions within the Company, the defendants were aware of this

information and of their duty to disclose this information in the Registration Statement. The
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Registration Statement was prepared, reviewed, and/or disseminated by the defendants. It
misrepresented and/or omitted materiad facts, including material information about the actual
intrinsic standalone value of the Company, the financial analyses performed by the Company’s
financial advisors, the background process leading to the Proposed Transaction and potential
conflicts of interest faced by the Company’s financial advisors. The defendants were at least
negligent in filing the Registration Statement with these materialy fase and misleading
statements.

77.  The omissions and false and misleading statements in the Registration Statement
are materid in that a reasonable stockholder would consider them important in deciding how to
vote on the Proposed Transaction.

78. By reason of the foregoing, the defendants have violated Section 14(a) of the
Exchange Act and SEC Rule 14a-9(a) promulgated thereunder.

79.  Because of the false and mideading statements in the Registration Statement,
Plaintiff and the Class are threatened with irreparable harm, rendering money damages i nadequate.
Therefore, injunctive relief is gppropriate to ensure defendants’ misconduct is corrected.

COUNT |1

Class Claims Against the | ndividual Defendants for Viaolations of
Section 20(a) of the Exchange Act

80.  Plaintiff repeats al previous allegations as if set forth in full.

81.  Thelndividua Defendants acted as controlling persons of CY S within the meaning
of Section 20(a) of the Exchange Act as dleged herein. By virtue of their positions as officers
and/or directors of CY S, and participation in and/or awareness of the Company’s operations and/or
intimate knowledge of the false statements contained in the Registration Statement filed with the

SEC, they had the power to influence and control and did influence and control, directly or
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indirectly, the decision-making of the Company, including the content and dissemination of the
various statements which Plaintiff contends are fa se and misleading.

82, Each of the Individual Defendants was provided with or had unlimited access to
copies of the Registration Statement and other statements alleged by Plaintiff to be miseading
prior to and/or shortly after these statements were issued and had the ability to prevent theissuance
of the statements or cause the statements to be corrected.

83 In particular, each of the Individua Defendants had direct and supervisory
involvement in the day-to-day operations of the Company, and, therefore, is presumed to have had
the power to control or influence the particul ar transactions giving rise to the securities violations
as dleged herein, and exercised the same. The Registration Statement at issue contains the
unanimous recommendation of each of the Individual Defendants to epprove the Proposed
Transaction. They were, thus, directly involved in the making of the Registration Statement.

84.  In addition, as the Registration Statement sets forth at length, and as described
herein, the Individual Defendants were each invol ved in negotiating, reviewing, and approving the
Proposaed Transaction. The Registration Statement purports to describe the various issues and
information that they reviewed and considered—descriptions the Company directors had input
into.

85 By virtue of the foregoing, the Individual Defendants have violated Section 20(a)
of the Exchange Act.

86.  As set forth above, the Individua Defendants had the ability to exercise control
over and did control aperson or persons who have each violated Section 14{a) and SEC Rule 14&
9, promulgated thereunder, by their acts and omissions as dleged herein. By virtue of their

positions as controlling persons, these defendants are liable pursuant to Section 20(a) of the
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Exchange Act. As adirect and proximate result of defendants’ conduct, CY S” stockholders will
beirreparably harmed.

PRAYER FOR RELIEF

WHEREFORE, Plaintiff demands judgment and preliminary and permanent relief,
including injunctive rdief, in his favor on behaf of CY S, and against defendants, as follows:

A, Ordering that this action may be maintained asa d ass action and certifying Plaintiff
as the Class representative and Plaintiff’s counsel as Class counsel;

B. Preiminarily and permanently enjoining defendants and al persons acting in
concert with them from proceeding with, consummating, or closing the Proposed Transaction and
any vote on the Proposed Transaction, unless and until defendants disclose and disseminate the
materia information identified above to CY S stockholders;

G. In the event defendants consummate the Proposed Transaction, rescinding it and
sefting it aside or awarding rescissory damages to Plaintiff and the Class;

D. Declaring that defendants violated Sections 14(a) and/or 20(a) of the Exchange Act,
aswell as SEC Rule 14a-9 promulgated thereunder;

E. Awarding Flaintiff the costs of this action, including reasonable alowance for
Plaintiff’s attorneys’ and experts” fees; and

F. Granting such other and further relief as this Court may deem just and proper.

JURY DEMAND

Paintiff demandsatrial by jury.

Dated: June 13, 2018

/s Mitche| J. Matorin

MATORIN LAW OFFICE, LLC
18 Grove Street, Suite 5
Wellesl ey, M assachusetts 02482

-21-
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(781) 453-0100
mmatorin@matorinlaw.com

WEISSLAW LLP

Richard A. Acocdlli

Michad A. Rogovin

Kelly C. Keenan

1500 Broadway, 16th Floor
MNew York, New York 10036
Td: (212) 682-3025

Fax: (212) 682-3010

Attorneys for Plaintiff
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IN THE UNITED STATESDISTRICT COURT
FOR THE DISTRICT OF MARYLAND
Northern Division

ARTHUR RUSCHER,
4015 57th St. East
Brandenton, Manatee County, FL 34208
Case No.
Plaintiff,
JURY TRIAL DEMANDED

V.
COMPLAINT FORVIOLATION

OF THE SECURITIES EXCHANGE
ACT OF 1934

CYSINVESTMENTS, INC.,

c/o The Corporation Trust, Inc.
2405 York Road, Suite 201
Lutherville Timonium, MD 21093,

KEVIN E. GRANT,

c/o The Corporation Trust, Inc.
2405 York Road, Suite 201
Lutherville Timonium, MD 21093,

TANY A S. BEDER,

c/a The Corporation Trust, Inc.
2405 York Road, Suite 201
Lutherville Timonium, MD 21093,

KAREN HAMMOND,

c/o The Corporation Trust, Inc.
2405 York Road, Suite 201
Lutherville Timonium, MD 21093,

RAYMOND A. REDLINGSHAFER, JR.,
c/a The Corporation Trust, Inc.

2405 Y ork Road, Suite 201

Lutherville Timonium, MD 21093,

DALE A. REISS,

c/o The Corporation Trust, Inc.
2405 Y ork Road, Suite 201
Lutherville Timonium, MD 21093,

and

JAMES A. STERN,
c/o The Corporation Trust, Inc.
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2405 Y ork Road, Suite 201
Lutherville Timonium, MD 21093

Defendants.

" o o o o ™

Paintiff Arthur Ruscher (“Plaintiff"), by and through his undersigned attorneys, bringsthis
action against CY S Investments, Inc. ("CYS" or the® Company™ ), the members of the Company’' s
board of directors (collectively referred to as the “Board" or the *Individua Defendants,” and,
together with CY S, the " Defendants”) for violations of Sections 14{a) and 20(a) of the Securities
Exchange Act of 1934 (the "Exchange Act"), 15 U.S.C. §§ 78n(a), 78t(a), and SEC Rule 14a-9,
17 C.F.R. 240.14&-9, in connection with the proposed merger (the ” Proposed Transaction” ) by and
among CYS, Two Harbors Investment Corp. (“Parent’), and Eiger Merger Subsidiay LLC
(“Merger Sub,” and collectively with Parent, “Two Harbors'). Plaintiff alleges the following
based upon persona knowledge as to hisself, and upon information and belief, including the
investigation of Counsel, asto al other matters.

NATURE OF THE ACTION

1. On April 25, 2018, CY'S entered into an Agreement and Plan of Merger (*Merger
Agresment” ) with Two Harbors, pursuant to which Two Harbors will acquireall outstanding stock
of CYS. Aspart of the Proposed Transaction, CY S common stock will be exchanged for stock in
Two Harbors and totd cash of $15,000,000 divided among outstanding shares of CY S common
stock. Each outstanding share of CY'S common stock will receive an amount of Two Harbors
stock caleulated by dividing (i) CYS's adjusted book value per share, multiplied by 98.75%, by

(ii) Two Harbors™ adjusted book value per share, multiplied by 94.20%. The actual exchangeratio
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will be publicly announced at least five business days before the special mesting of CYS
stockholders held to approve the Proposed Transaction.

2 Defendants have violated the above-referenced Sections of the Exchange Act by
causing a materidly incomplete and misleading Form S-4 Registration Statement (the
" Registration Statement” ) to be filed with the SEC on May 25, 2018. As part of the Registration
Statement, the CY'S Board recommends that CY'S stockholders vote in favor of the Proposed
Transaction at the upcoming stockholder special meeting (the “ Stockhal der Vote” ), scheduled for
July 27, 2018, and agree o exchange their shares pursuant to the terms of the Merger Agreement
based among other things on internal and external factors examined by the Board to make its
recommendation and an opinion rendered by the Company’s financial advisors, Bardays Cepital,
Inc. (" Barclays") and Credit Suisse Securities (USA) LLC (" Credit Suisse”).

3. Spedficaly, the Registration Statement contains maeridly incomplete and
miseading information concerning: (i) the Company's financial projections; (ii) the valuation
analyses performed by the Company’sfinancia advisors; (iii) the background process leading up
to the Proposed Transaction; and (iv) the potential conflicts of interest faced by the Company's
financia advisors..

4. The specid meeting of CY' S stockholders to vote on the Proposed Transaction is
forthcoming on July 27, 2018. Therefore, it is imperative that the material information omitted
from the Registration Statement is disclosed to the Company’s shareholders prior to the
Stockhalder Vote so that they can properly exercise their corporate suffrage rights.

& For these reasons and as set forth in detail herein, Plaintiff seeks to enjoin
Defendants from consummating the Proposed Transaction unless and until the material

information discussed below is disclosed to CYS's stockholders or, in the event the Proposed
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Transaction is consummated, to recover damages resulting from the Defendants’ violations of the
Exchange Act.
PARTIES

6. Plaintiff is, and at all relevant times has been, a stockholder of CY'S.

7. Defendant CY'S is a Maryland corporation and maintains its principa executive
offices at 500 Totten Pond Road, 6th Floor, Waltham, Massachusetts, 02451. CYS's common
stock islisted on the New York Stock Exchange under the ticker symbol “CYS'.

8. Defendant Kevin E. Grant has served as Presdent, CEQ, Chairman, and as a
director of the Company since 2006, when he founded the Company.

9, Defendant Tanya S. Beder has been adirector of the Company since 2012,

10.  Defendant Karen Hammond has served as a director of the Company since 2014,

11.  Defendant Raymond A. Redlingshafer, Jr. has served as adirector of the Company
since 2006.

12, Defendant Dale A. Reiss has served as a director of the Company since 2015.

13.  Defendant James A. Stern has served as adirector of the Company since 2006.

14, The parties in paragraphs 8 through 13 are referred to herein as the “Individual
Defendants’ and/or the “Board,” collectivedly with CY S the * Defendants.”

15. Non-party Two Harbors is a Maryland corporation and a paty to the Merger
Agresment. Two Harborsis headquartered at 575 Lexington Avenue, Suite 2930, New York, New
York, 10022. Two Harbors common stock is listed on the New York Stock Exchange under the
ticker symbal “ TWOQ."

JURISDICTION AND VENUE

16.  This Court has subject matter jurisdiction pursuant to Section 27 of the Exchange
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Act (15 U.S.C. § 78aa) and 28 U.S.C. § 1331 (federa question jurisdiction) as Plaintiff alleges
violations of Section 14{a) and 20(a) of the Exchange Act.

17.  Persond jurisdiction exists over each Defendant either becauss the Defendant is
incorporated in or maintains operationsin this District, or isan individua who is either present in
this District for jurisdictional purpases or has sufficient minimum contacts with this District as to
render the exercise of jurisdiction over Defendant by this Court permissible under traditional
notions of fair play and substantial justice.

18.  Venueisproper in this District under Section 27 of the Exchange Act, 15 U.S.C. §
78aa, as well as under 28 U.S.C. § 1391, because: (i) the conduct at issue took effect under the
lawsinthisDistrict; {ii) CY Sisincorporated in this District and each of the Individual Defendants,
and Company officers or directors, either resides in this District or has extensive contacts within
this District; (iii) a substantid portion of the transactions and wrongs complained of herein,
occurred under the laws of this District; (iv) reevant documents pertaining to Plaintiff's claims
are stored (electronically and otherwise), and evidence exists, in this District; and (v) Defendants
have received substantiad compensation in this District by doing business here and engaging in
numerous activities that had an effect in this District.

SUBSTANTIVE ALLEGATIONS

Company Background and the Proposed Transaction
19. CYSis a finance company that invests in agency residential mortgage-backed
securities (*“RMBS”) collateralized by single-family residential mortgages, as well as U.S.
Treasury debt securities. The Company is organized under thelaws of Maryland and istaxed asa
real estateinvestment trust ("REIT") for federal income tax purposes.

20.  On April 26, 2018, Two Harbors announced the Proposed Transaction by press
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release, which states in relevant part:

NEW YORK--(BUSINESS WIRE)-- Two Harbors Investment Corp. (NYSE:
TWOQ) (" Two Harbors'), a leading hybrid mortgage red estate investment trust
(*REIT"), and CY SInvestments, Inc. (NY SE: CY S) (“CYS"), an Agency mortgage
REIT, announced today that they have entered into a definitive merger agreement
under which Two Harbors will acquire CY'S.

In connection with the merger, CY S stockholderswill exchangetheir sharesof CY'S
commaon stock for newly issued shares of Two Harbors common stock as well as
aggregate cash consideration of $15,000,000. The number of Two Harbors shares
issued will be based on an exchange ratio to be determined by dividing 96.75% of
CYS adjusted book value per share by 94.20% of Two Harbors' adjusted book
value per share. For illustrative purposes, assuming the merger occurs and the
exchange ratio was based on March 31, 2018 adjusted book value per share, CY S
stockholders would receive $7.79 of combined cash and stock consideration per
share of CY S common stock owned, which represents a premium of approximatdy
17.7% over the CY Sclosing price per shareon April 25, 2018. Theactua exchange
ratio for the merger will be publicly announced at |east five business days prior to
the required stockholder votes on the merger.

Two Harbors and CY Swill hold ajoint conference call at 9:00 A.M. Eastern Time
on April 26, 2018 to discuss the merger. To participatein the teleconference, please
cdl toll-free (877) 868-1835, Conference Code 7197703, (or (914) 495-8581 for
international callers) gpproximately 10 minutes prior to the above start time. You
may also listen to the teleconference live via the Intermet and review related
materials at www.twoharborsinvestment.com in the Investor Relations section
under the Events and Presentations link.

Anticipated Benefits to Two Harbors Stockholder s from the Merger

¢ Additional capital supports continued growth in target assets: A larger
capita base will support the continued growth across Two Harbors' target
assets, and positions Two Harbors to take advantage of market opportunities
asthey arise.

e |mproved cost structure: Expect that the combination of Two Harbors and
CYS will creaste cost efficiencies and decrease Two Harbors' other
operating expense ratio by 30 to 40 basis points. Additiondly PRCM
Advisers agreement to reduce its base management fee on the new CY'S
equity will further enhance operating cost efficienciesin the year following
the close of the transaction.

e Expect to maintain $0.47 per share quarterly dividend: Following the
close of the transaction, Two Harbors anticipates that its current quarterly
dividend of $0.47 will be sustainable through 2018, subject to market
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conditions and the discretion and approval of Two Harbors Board of
Directors.

Enhanced scale and liquidity with potential for premium valuation:
With a pro forma equity base of nearly $5.0 billion, Two Harbors
stockholders will benefit from the scae, liquidity and capital dternatives of
a larger combined company. Additionaly, larger capitalized mortgage
REITs have historically carried premium valuations.

Anticipate improved Agency spreads in 2018: If so, Two Harbors
believes this deal will be accretive to earnings and endorses the capitd
raising attendant to this transaction,

Anticipated Benefits to CY' S Stockholders from the Merger

Enhanced scale and liquidity: CYS stockholders will benefit from
increased operating scde, liquidity and capitd dternatives available to a
larger combined company.

Meaningful premium to CYS stockholders: Based on March 31, 2018
adjusted book values per share, CY S stockholders would receive $7.79 of
combined cash and stock consideration per share of CY'S common stock,
which represents a premium of approximately 17.7% over the CY Sclosing
price per share on April 25, 2018.

Benefit from a more diversified business model: Two Harbors hybrid
business model is positioned to withstand periods of market volatility and
is comprised of amix of asset classes and a platform that is challenging to
replicate. Two Harbors' portfolio includes a Rates strategy comprised of
Agency RMBS paired with mortgage servicing rights (*“MSR"), and a
Credit strategy, comprised primarily of deeply discounted, legacy non-
Agency RMBS.

Strong stewards of capital: Two Harbors has a history of being strong
stewards of its stockholders' capital. Since 2009, Two Habors has
outperformed its peer group and has grown its book vdue with less
volatility. Additionally, Two Harbors has a stock repurchase program in
place to support its stock.

About the Merger

Upon the dosing of the merger, CY S stockholders will exchange their shares of
CY S common stock for newly issued shares of Two Harbors common stock aswell
as aggregate cash consideration of $15,000,000, payableto CY S stockholderson a
prorata basis.

The number of Two Harbors shares to be received by CY S stockholders will be
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based on an exchange ratio to be determined by dividing 96.75% of the CYS
adjusted book vaue per share by 94.20% of the Two Harbors adjusted book value
per share. As defined in the Merger Agreement, adjusted book value per share for
each company means (i) such company’ stotal consolidated common stockholders’
equity after giving pro formaeffect to any dividends or other distributionsfor which
the record date is after the exchange ratio determination date but prior to the closing
of the merger and as modified for potentia transaction-related adjustments, divided
by (i} each respective company’s number of shares of common stock issued and
outstanding, including shares issuable upon the vesting of restricted stock.

Asaof March 31, 2018, the adj usted book val ue per sharefor Two Harborsand CY'S,
onapro formabasis, would have been $15.63 and $7.41, respectively, representing
an exchange ratio of 0.4872x, with each share of CY S being exchanged for 0.4872
shares of Two Harbors. For illustrative purposes, under apro forma exchange ratio,
assuming the merger occurs and the exchange ratio was calcul ated as of March 31,
2018, CY S stockholders would receive gpproximately 75.7 million Two Harbors
shares (representing approximately 30% of the Two Harbors' totad outstanding
shares immediately following the merger), which, in combination with the cash
consideration of $15,000,000, would value CY'S at epproximately $7.79 per share
of common stock. This valuation represents a premium of approximately 17.7%
above the closing price per share of CY'S common stock on the New York Stock
Exchange on April 25, 2018.

The actua exchange ratio for the merger will be publicly announced at least five
business days prior to the required stockholder votes on the merger.

In connection with the merger, PRCM Advisers LLC, Two Harbors' external
manager, asubsidiary of Pine River Capital Management L.P., has agreed to reduce
the base management fee it charges Two Harbors with respect to the additional
equity under management resulting from the merger from 1.5% of Stockholders
Equity on an annualized basis to 0.75% through the first anniversary of the closing
of the merger. PRCM Advisers LLC will also make a onetime downward
adjustment of $15,000,000 to the management fees payable by Two Harbors for the
quarter in which the merger closes. PRCM Advisers has also agreed to a post-
closing downward adjustment of up to $3.3 million to reimburse Two Harbors for
certain transaction related expenses.

In addition to the above consideration, Two Harbors would assume the existing
notiona $75 million in CYS 7.75% Series A cumulative redeemable preferred
stock and $200 million in CY S 7.50% Series B cumul ative redeemabl e preferred
stock.

Fallowing the closing of the transaction, dl senior management positions will
continue to be led by Two Harbors' personnegl and Two Harbors Board of Directors
will be expanded to include two additional independent directors from CYS
Investments' current board, James Stern and Karen Harmmond.
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The completion of the merger is subject to the satisfaction of certain customary
conditions, and is subject to the approval of the stockholders of both Two Harbors
and CY S. The companies expect the transaction to closein the third quarter of 2018.

“We are pleased to announce the acquisition of CY S Investments, which webelieve
represents a unique opportunity to create value for our stockholders” stated
Thomas Siering, Two Harbors President and Chief Executive Officer. “This
transaction offers Two Harbors stockholders the opportunity to benefit from
additiond capital, supporting continued growth in our target assets, as well as an
improved cost structure. The combination of the two companies also supports the
potentia for the premium vauation of a pro forma Two Harbors.”

“We are excited about the opportunity to merge with Two Harbors and believe that
our stockholderswill benefit from theincreased scde, diversification and liquidity
of the combined companies,” stated Kevin Grant, CY S Investments' Chairman,
Chief Executive Officer, President and Chief Investment Officer. " Two Harbors
hasalong history of being strong stewards of capitad and webelievethistransaction
should enhance value for our stockholders over the long-term.”

JMP Securities LLC is serving as financia advisor, and Sidley Austin LLP is
serving as legal advisor to Two Harbors. Baclays Capital Inc. and Credit Suisse
Securities (USA) LLC are serving as financial advisors, and Vinson & Elkins LLP
issarving as legal advisor to CY'S.

The Registration Statement is Materially |ncomplete and Misleading

21.  OnMay 25, 2018, in order to convince the stockholders of Two Harborsand CY S
to vote in favor of the Proposed Transaction, Defendants authorized the filing of a materially
incomplete and misleading Registration Statement containing the recommendation of the Board.
The Registration Statement solicits the Company’ s stockholders to vote in favor of the Proposed
Transaction. Defendants were obligated to carefully review the Registration Staterment before it
was filed with the SEC and disseminated to the Company’ s stockholders to ensure that it did not
contain any material misrepresentations or omissions. However, the Registration Staterment
misrepresents and/or omits material information that is necessary for the Company’ s stockholders
to make an informed decision concerning whether to votein favor of the Proposed Transaction, in
violation of Sections 14(a) and 20{a) of the Exchange Act.
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Barclays Valuation Analyses and Fairness Opinion

22, The Registration Statement describes Bardays fairmess opinion and the various
valuation analyses it performed in support of its opinion. However, the description of Barclays
fairness opinion and analyses fals to include key inputs and assumptions underlying these
analyses. Without this information, as described below, CY S's stockholders are unable to fully
understand these analyses and, thus, are unable to determine what weight, if any, to place on
Barclays fairness opinion in determining how to cast ther vote on the Proposed Transaction. This
omitted information, if disclosed, would significantly ater the total mix of information available
to CY §'s stockholders.

23, With respect to Barclays Dividend Discount Analysis, the Registration Statement
omits the projected dividends for both CYS and Two harbors provided by the Company’'s
management.

24.  With respect to Barclays' Selected Comparable Company Analysis and Selected
Precedent Transaction Analysis, the Registration Statement fails to disclose the individual
multiples Barclays calculated for each company and transaction utilized in the andyses. The
omission of these multiples renders the summary of the analysisand the implied values materially
miseading. A fair summary of the analyses requires the disclosure of the individua multiples;
merely providing the range that a banker applied is insufficient, as CY S stockholders are unable
to assess whether Barclays applied appropriate multiples, or, instead, applied unreasonably low
multiples in order to drive down the Company’ s vauation.

Credit Suisse’ s Valuation Analyses and Fairness Opinion

25.  The Registration Statement aso describes Credit Suisse's fairness opinion and the
various vauation anayses it performed in support of its opinion. However, the description of
Credit Suisse’s fairness opinion and andyses fails to include key inputs and assumptions
underlying these andyses. Without this information, as described below, CY S s stockhol ders are
unable to fully understand these analyses and, thus, are unable to determine what weight, if any,
to place on Credit Suisse s fairness opinion in determining how to cast their vote on the Proposed

10
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Transaction. This omitted information, if disclosed, would significantly ater the total mix of
information available to CY S's stockhol ders.

26.  With respect to Credit Suisse's Dividend Discount Analysis, the Registration
Statement omits the projected dividends for both CYS and Two harbors provided by the
Company’s management, as well as the inputs and assumptions underlying the discount rates
applied by Credit Suisse.

27, With respect to Credit Suisse’'s Selected Comparable Company Analysis and
Selected Precedent Transaction Analysis, the Registration Statement fails to disclose the
individual multiples Credit Suisse calculated for each company and transaction utilized in the
anadlyses. The omission of these multiples renders the summary of the andysis and the implied
values materially misleading. A fair summary of the anayses requires the disclosure of the
individual multiples; merely providing the range that a banker gpplied is insufficient, as CYS
stockholders are unable to assess whether Credit Suisse zpplied appropriate multiples, or, instead,
applied unreasonably low multiples in order to drive down the Company's valuation.

Material Omissions Concerning the Sales Process

28.  The Registration Statement also fails to disclose or misstate material information
rel ating to the sale process |eading up to the Proposed Transaction.

29. The Registration Statement discloses that CYS entered into nondisclosure
agreements that contained " customary standstill provisions” with six potential bidders other than
Two Harbors. However, the Registration Statement omits whether these standstill provisions
expired upon announcement of the Proposed Transaction or contain so-called " don't-ask-don’t-
waive” (“DADW") provisions that preclude these parties from making a topping bid for the

Company. A DADW provision prevents aparty from approaching the Company’s Board privately

"
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to request awaiver of the standstill provision in order to submit a superior proposal. Thisomission
is particularly notable because the Registration Statement discloses that the Merger Agresment
prohibits CY S or its subsidiaries from terminating, waiving, amending, or modifying any provision
of the standstill provisions. Thus the Board has potentialy willfully blind itself to any superior
offers from these six parties. Such information is material to CY S stockholders as a reasonable
CY S stockholder would find it material and important to their voting decision whether or not
parties that had previoudy been interested in a potential acquisition of the Company are now
foreclosed from submitting superior proposals.

30. Defendants' failure to provide CYS stockholders with the foregoing material
information renders the statements in the Background of the Merger section of the Registration
Statement false and/or materially misleading.

Material Omissions Concerning the Potential Conflicts of I nterest Faced by Barclays

31.  The Registration Statement also fails to disclose or misstate materia information
relating to previous engagements between Barclays and the Company or Two Harbars,

32. The Registration Statement disdoses that Bardays “has peformed varous
investment banking services for CY' S and Two Harbors in the past, and expects to perform such
services in the future, and has received, and expects to receive, customary fees for such services”
However, the Registration Statement fails to disdose the amount of compensation that Barclays
has received in the past from either party, or the details of any of the services performed. This
omission isin clear violation of Item 1015 of SEC Regulation M-A, which requires disclosure of
*any compensation received [in the past two years] or to be received as a result of the relationship

...."1TCF.R §229.1015.

12
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33.  This key omission materialy misleads CY S stockholders as to incentives facing
Barclays, including the repayment for past engagements through the fee paid for the Proposed
Transaction, and the prospect of future engagements and compensation from affiliates of Two
Harbors following the financial advisor's blessing of the Proposed Transaction. Without this
information, CYS stockholders have received a materialy misleading statement as to the
objectivity and accuracy of the financia advisors' fairness opinions.

34.  Insum, the omission of the above-referenced information renders statementsin the
Registration Statement materially incomplete and mideading in contravention of the Exchange
Act. Absent disclosure of the foregoing materia information prior to the specid shareholder
mesting to vote on the Proposed Transaction, Plaintiff will be unable to make a fully-informed
decision regarding whether to vote in faveor of the Proposed Transaction, and is thus threatened
with irrgparable harm, warranting the injunctive relief sought herein.

COUNT |

(Against All Defendants for Violations of Section 14(a) of the Exchange Act
and Rule 14a-9 Promulgated Thereunder)

35.  Paintiff incorporates each and every alegation set forth above as if fully set forth
herein.

36.  Section 14{a)(1) of the Exchange Act makesit “unlawful for any person, by the use
of the mails or by any means or instrumentaity of interstate commerce or of any facility of a
national securities exchange or otherwise, in contravention of such rules and regulations as the
Commission may prescribe as necessary or appropriate in the public interest or for the protection
of investors, to solicit or to permit the use of his name to solicit any proxy or consent or
authorization in respect of any security (other than an exempted security) registered pursuant to

section 781 of thistitle” 15 U.S.C. § 78n(a)(1).
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37. Rule 14a9, promulgated by the SEC pursuant to Section 14{a) of the Exchange
Act, provides that registration statement communicati ons with shareholders shall not contain * any
statement which, at the time and in the light of the circumstances under which it is made, isfalse
or misleading with respect to any materia fact, or which omits to state any material fact necessary
in order to make the statements therein not false or mideading.” 17 C.F.R. § 240.14a-9.

38.  Theomission of information from aregistration statement will violate Section 14(a)
and Rule 14a-9if other SEC regul ations specifically require disclosure of the omitted information,

39.  Defendants have issued the Registration Statement with the intention of soliciting
stockholder support for the Proposed Transaction. Each of the Defendants reviewed and
authorized the dissemination of the Registration Statement, which fails to provide critical
information regarding, amongst other things: (i) the valuation analyses performed by the
Company’s financia advisors, Barclays and Credit Suisse; (ii) the background proocess leading up
to the Proposed Transaction; and (iii) the potentia conflicts of interest faced by Barclays in
advising the Board.

40. In so doing, Defendants made untrue stalements of fact and/or omitted material
facts necessary to make the statements made not misleading. Each of the Individual Defendants,
by virtue of their rolesas officers and/or directors, were awareof the omitted information but failed
to disclose such information, in violation of Section 14(a). The Individua Defendants were
therefore negligent, as they had reasonable grounds to believe material facts existed that were
misstated or omitted from the Registration Statement, but nonethel ess fail ed to obtain and disclose
such information to CYS common stockholders athough they could have done so without
extraordinary effort.

41.  The Individual Defendants knew or were negligent in not knowing that the

14
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Registration Statement is materially misleading and omits materia facts that are necessary to
render it not misleading. The Individua Defendants undoubtedly reviewed and relied upon most
if not dl of the omitted informati on identified above in connection with their decision to approve
and recommend the Proposed Transaction; indeed, the Registration Statement states that Barclays
and Credit Suissereviewed and discussed their financial andyseswith the Board, and further states
that the Board considered the financial anadyses provided by Bardays and Credit Suisse, as well
as its fairness opinion and the assumptions made and matters considered in connection therewith,
Further, the Individual Defendants were privy to and had knowledge of the projections for the
Company and the details surrounding the process leading up to the signing of the Merger
Agresment. The Individua Defendants knew or were negligent in not knowing that the material
information identified above has been omitted from the Registration Statement, rendering the
sections of the Registration Statement identified aboveto be materially incomplete and miseading.
Indeed, the Individual Defendants were required to, separately, review Bardays and Credit
Suisse' s anal yses in connection with their receipt of the fairness opinion, question the advisors as
to the derivation of fairness, and be particularly attentive to the procedures followed in preparing
the Registration Statement, and review it carefully before it was disseminated, to corraborate that
there are no materia misstatements or omissions.

42, The Individual Defendants were, at the very least, negligent in preparing and
reviewing the Registration Statement. The preparation of a registration statement by corporate
insiders containing material ly false or misleading statements or omitting a materid fact constitutes
negligence. The Individua Defendants were negligent in choosing to omit materia information
from the Registration Statement or faling to notice the materid omissions in the Registration

Statement upon reviewing it, which they were required to do carefully as the Company’ s directors.
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Indeed, the Individual Defendants wereintricately involved in the processleading up tothe signing
of the Merger Agreement and the preparation of the Company’ s financia projections

43,  CYSisasodesmed negligent as aresult of the Individual Defendants’ negligence
in preparing and reviewing the Registration Statement.

44.  The misrepresentations and omissions in the Registration Statement are materid to
Plaintiff and the CY S stockholders, who will be deprived of their right to cast an informed vote if
such misrepresentations and omissions are not corrected prior to the vote on the Proposed
Transaction. Plaintiff and the CY S stockholders have no adequate remedy at law. Only through
the exercise of this Court's equitable powers can Plaintiff and the CY'S stockholders be fully
protected from the immediate and irreparable injury that Defendants’ actions threaten to inflict.

COUNT 11
{Againgt the I ndividual Defendants for Violations of Section 20(a) of the Exchange Act)

45.  Paintiff incorporates each and every alegation set forth above as if fully set forth
herein.

46.  Thelndividua Defendants acted as controlling persons of CY Swithin the meaning
of Section 20(a) of the Exchange Act asalleged herein. By virtue of their positions as directors of
CYS, and paticipaion in andlor awaeness of the Company's operations and/or intimate
knowledge of the incomplete and misleading statements contained in the Registration Statement
filed with the SEC, they had the power to influence and control and did influence and control,
directly or indirectly, the decision making of CY'S, induding the content and dissemination of the
various statements that Plaintiff contends are materidly incomplete and misleading.

47,  Each of the Individua Defendants was provided with or had unlimited access to

copies of the Registration Statement and other statements alleged by Plaintiff to be misleading
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prior to andfor shortly after these statements were issued and had the ability to prevent theissuance
of the statements or cause the statements to be corrected.

48.  In particular, each of the Individua Defendants had direct and supervisory
involvement in the day-to-day operations of CY'S, and, therefore, is presumed to have had the
power to control or influence the particular transactions giving rise to the Exchange Act violations
alleged herein, and exercised the same. The omitted information identified above was reviewed
by the Board prior to voting on the Proposed Transaction. The Registration Statement at issue
contains the unanimous recommendation of the Board to gpprove the Proposed Transaction. The
Individual Defendants were thus directly involved in the making of the Registration Statement.

49,  In addition, as the Registration Statement sets forth at length, and as described
herein, the Individual Defendants were involved in negotiating, reviewing, and approving the
Merger Agreement. The Registration Statement purports to describe the various issues and
information that the Individual Defendants reviewed and considered. The Individual Defendants
participated in drafting and/or gave their input on the content of those descriptions.

50. By virtue of the foregoing, the Individual Defendants have violated Section 20(a)
of the Exchange Act.

51.  As set forth above, the Individud Defendants had the ability to exercise control
over and did control a person or persons who have each vidlated Section 14(a) and Rule 14a-9, by
their acts and omissions as dleged herein. By virtue of their pasitions as controlling persons, these
Defendants are liable pursuant to Section 20(a) of the Exchange Act. As adirect and proximate
result of Individua Defendants’ conduct, Plaintiff and the CY'S stockholders will be irreparably
harmed.

52.  Plaintiff has no adequate remedy at law. Only through the exercise of this Court's
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equitable powers can Flaintiff be fully protected from the immediate and irreparable injury that
Defendants actions threaten to inflict.

PRAYER FOR RELIEF

WHEREFORE, Plaintiff prays for judgment and relief as follows:

A. Enjoining Defendants, their agents, counsel, employees, and al persons acting in
concert with them from consummating the Proposed Transaction, unless and until the Company
discloses the material information discussed above which has been omitted from the Registration
Statement;

B. Directing the Individual Defendants to account to Plaintiff for all damages suffered
as aresult of the Individual Defendants wrongdoing;

C. Awarding Plaintiff the costs and disbursements of this action, indluding reasonable
atorneys’ and experts’ fees; and

D. Granting such other and further equitable relief as this Court may deem just and
proper.

JURY DEMAND
Paintiff demands atrial by jury onall issuessotriable,
Dated: June 14, 2018 LEVI & KORSINSKY LLP

By: /s/ Donald J. Enright
Donald J. Enright (Bar No. 13551)
Elizebeth K. Tripodi
1101 30" Street, N.W., Suite 115
Washington, DC 20007
T: (202) 524-4290
F: (202) 333-2121

Email: denright@glk.com
etripodi@zlk.com

Attorneys for Plaintiff
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WALTER PENCHUK
2912 Sweet Brair St.
Grapevine, TX 76051

Individually and Cn Behalf of All Others
Similarly Situated,

Plaintiff,

V.

CYS INVESTMENTS, INC.
500 Totten Pond Road

6% Floor

Waltham, Massachusetts
02451

Serve on the Resident Agent:

The Corporation Trust incorporated
2405 York Road

Suite 201

Lutherville Timonium, Maryland
21093-2204, -

KEVIN E. GRANT, CFA
500 Totten Pond Road

6% Floor

Waltham, Massachusetiz
02451

TANYA 8. BEDER

500 Tolten Pond Road
6t Floor

Waltham, Massachusetts
02451

KAREN HAMMOND, CFA
500 Totten Pond Road

6% [Moor

Waltham, Massachusetts
02451
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FOR
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-MARYLAND
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STEPHEN P. JONAS !
500 Totten Pond Road |
6% Floor |
Waltham, Massachusetts |
02451

RAYMOND A. REDLINGSHAFER, JR.
500 Totten Pond Road |
6" Floor

‘Waltham, Massachusetis
(02451

DALE A. REISS

500 Totten Pond Road
6% Floor

Waltham, Massachusetts
02451

JAMES A. STERN

500 Totten Pond Road
6T Floor

Waltham, Massachusetis
02451

DAVID A, TYSON, PHD., CFA, !
500 Totten Pond Road I
6™ Floor i
Waltham, Massachuseits i
02451

|
and |
|
|

Defendants.

LASS A LAIN
Plaintiff Walter Penchule (“Plaintilf™), by his undersigned counsel, brings the following
stockholder class action individually and behalf of all stockholciers of CYS Investments, Ine.
(“CYS"” or the “Company™) against CYS and the members of the Company’s board of directors
(collectively referred to as the “Board™ or the “Individual Defendants,” and, together with CYS,

the “Defendants™) for breaching their fiduciary duties in connection with the scquisition of CYS




by Two Harbors Investment Corp. (“Two Harbors™) through a transaction as alleged in detail
herein. The allepations in this complaint are based on information and belief, including
investigation of counsel and a review of publicly-available information, except for Plaintift's own
acts, which are alleged on personal knowledge.

NATURE AND SUMMARY OF THE ACTION

1. CYS is a publicly traded specialty finance company created with the objective of
achieving consistent risk-adjusted investment income. The Company seeks to achieve this
objective by investing, on a leveraged basis, in residential mortgage pass-through securities for
which the principal and interest payments are guaranteed by the Federal National Mortgage
Association, the Federal Home Loan Mortgage Corporation or the Government National Mortgage
Association, and collateralized by single-family residential mortgage loans. The Company is
headquartered in Waltham, Massachusetts.

2. On April 25, 2018, CYS, Two Harbors, and Eiger Merger Subsidiary LLC, a
Maryland limited lability company and an indirect, wholly owned subsidiary of Two Harbors
(“Merger Sub™), emtered into an Agreement and Plan of Merger (the “Merger Agreement™),
pursuant io which, subject to the terms and cenditions therein, Merger Sub will be mﬁrg.ed with
and inte CYS, with CYS continuing as the surviving corporation and las an indirect, wholly owned
subsidiary of Two Harbors (the “Proposed Transaction™).

3. Pursuant to the terms ol the Merger Agreement, each outstanding share of CY'S
commons stock will be converted into the right to receive from Two Harbors (a) a number of
shares of Two Harbors common stock equal to the “Exchange Ratio,” determined (to the nearest
one-ten-thousandth) by dividing (i) CYS's adjusted book value per share, multiplied by 96.75%,

by (ii) Two Harbers' adjusted bock value per share, multiplied by 94.20%, each as calculated at a
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time and pursvant to ceriain calculation principles set forth in the Merger Agreement, and
(b) $15,000,000 divided by the sum of the number of shares of CYS common siock issued and
outstanding immediately prior to the effective time of the Proposed Transaction {excluding any
cancelled shares), including outstanding CYS restricted stock that will vest upon completion of
the Pmpoéed Transaction pursuant ‘Eo.ﬂ'le Merger Agreement (less any shares surrendered for
income tax purposes) (the “Merger Consideration™).!

4. The Exchange Ratio is not “fixed,” thus, is subject to fluctuation until at least five
business days prior 1o the special meetings of Two Harbors and CY'S common stockholders. Had
the Board negotiated a “ﬁxe;d"’ exchange ratio, Plaintiff and CYS stockholders would have been
provided protection against fluctuations in stock price. The deal is expected to close by the end
of the third guarter of 2018.

a. As described below, both the consideration CYS’ stockholders stand to receive in
connection with the Proposed Transécﬁcn and the process by which Defendants propose te
consummate the Proposed Transaction are findamentally unfair to Plaintiff and all other public
stockholders of the Company.

6. First, the Merger Consideration is inadequate in light of CY$” sirong historical
financial performance and potential for significant future growth. For example, on October 25,

2017, CYS announced its Third Quarter 2017 Financial Results. Notably, the Company reported

toAg of March 31, 2018, the adjusted book values per share for Two Harbors and CY'S, on a pro
forma basis, would have been $15.63 and $7.41, respectively, representing an illustrative
Exchange Ratio of 0.4872, with each share of CYS being exchanged for the right to receive (14872
shares of Two Harbors (plus the Per Share Cash Consideration).

*  The actual Exchange Ratio for the Proposed Transaction will be based on each of the parties'
adjusted book values per share as of the last day of the month immediately preceding the month in
which the conditions to close the Proposed Transaction are reasonably expected to be satisfied (the
“Determination Date™),




its September 30, 2017 book value per common share of 58.60, after declaring a $0.25 dividend
per comnmon share, up 3.5% from $8.31 at June 30, 2017, and GAAP net income (loss) available
to common stockholders of $83.0 million, or $0.54 per diluted common share.® As aresult, CYS
reported total stockholder return on common equity of 6.50%.

7. On February 7, 2018, Colorado Wealth Management Fund states that “CYS
Investments is one of the best mortgage REITs™ and, thanks to some of the best management in
the sector, stockholders “can get a larger portion of the net interest income.”

3. Subsequently, on February 15, 2018, the Company announced its Fourth Quarter
2017 Financial Results. CYS reported GAAP net income (loss) available to common stockholders
of $160.4 million, as compared to $(4.4) million in 2016.

a. Second, the $7.75 implied value of the Per Share Stock Consideration is
considerably below CYS® 52-week trading high of $8.92 per share, which represents a 13%
discount.

10.. Third, the members of the Board have further exacerbated their breaches of
fidueiary duty by agreeing to lock up the Proposed Transaction with deal protection devices that
preclude other bidders from making successful competing offers for the Company. For exa.mplle,
the Board agreed t0: (1) a “no-solicitation” provision that prevents the Company from soliciting, '

initiating, knomingly encouraging or facilitating any inguities or the making of any proposal or
| cffer with respect to a competing proposal; {ii) an “information rights™ provision that grants Two
Harbors access to any rival bids, the material terms thereof, and the bidder’s identify; (iii) a

“matching rights” provision that provides Two Harbors with three (3) business days to match any

3 CFS Investments, e, Anmounces Third Ouarier 2017 Financial Results (Oct. 25, 2017),
available of hitps://seelingalpha com/pr/] 6980158-cvs-investments-inc-announces-third-quarter-

201 7-financial-results.




competing proposal in the unlikely event that one emerges; and (iv) a termination fee of $43.2
million to be paid to Two Hearbors if the Company’s Board agrees 10 a competing proposal. These
provisions conjunctively and improperly restrain the Board’s ability to act with respect to
investigating and pursuing superior proposals and alternatives to the Proposed Transaction.

11, OnMay 25, 2018, n order to convince CYS’ public commen stockholders to vote
in favor of the Proposed Transaction, Defendants authorized the filing of a materially incomplete
and misleading Registration Statement on a Form $-4 (the “Proxy™) with the SEC.

12, However, the Proxy contains materially incomplete and misleading information
concerning: (1) financial projections for CYS, Two Harbors, and the Pro Forma Combined Enfity;
(ii} the valuation analyses conducted by the Company’s financial advisors, Barclays Capital Inc.
(“Barclays™ and Credit Suisse Securities (USA)LLC (“Credit Suisse,” and together with
Barclays, the “CYS Advisors™, and Two Harbors® financial adviser, JMP Securities LLC
(“IMP™Y; (iii) the background process leading up to the Proposed Transaction; and (iv) the
potential conflicts of inferest Barclays faced as a result of its historical dealings with CYS and
Two Harbors.

13.  Insum, Defendants failed to maximize stockholder value and to protect the interests
of C'YS stockholders. Instead, Defendants engaged in a process that was designed to benefit Two
Harbors and secure material personal benefits for themselves., Each of the Director Defendants
has breached his fiduciary duties by favoring Two H'arbm.s’ or their own financial interests over
those of CYS and its publie, non-insider'stockholders. As g result, Plaintiffs and the other public
stockholders are receiving an unfair price in the Proposed Transaction and lack the necessary and
material information to consider it.

14.  In facilitating the Proposed Trapsaction for madequate consideration and through




a flawed pfr;}oess, each of the Defendants breached and/or aided the other Defendants” breaches of
their fiduciary duties. As set forth below, instead of working to maximize stockholder value as
required, Defendants agreed 1o hand over the Company and its futire prospects to Two Harbors
for a demonstrably unfair price. If Defendants are able to consummate the Proposed Transaction,
CYS® public stockholders will not receive the true value of their investment. The Merger
Consideration does not reflect CYS” intrinsic value or the value of the Company as the target of a
full and fair sale process.

15. For these reasons and as set forth in detail herein, Plaintiffs seek to enjoin the
Proposed Transaction, or, in the event the Proposed Transaction is consummated, recover damages
resulting from the Individual Defendants® violations of their fiduciary duties.

. PARTIES

16. Plaintiff is, and has been at all times relevant hereto, a common stockholder of
CYS.

17.  Defendant CYS is a Maryland corporation with its principal executive offices
located at 890 Winter Street, Suite 200 Waltham, Massachusetts 02451-1470.

18, Defendant Kevin E, Grant, CFA (“Grant™) is, and has been at all relevant times, a
director of CYS, and currently served as the Chief Executive Officer (“CEO™) and President of
the Company and Chairman of the Board.

19, Defendant Tanya 5. Beder (“Beder”) is, and has been at all rela?ant times, a director
of CYS,

20.  Defendant Karen Hammond, CFA (*Hammond™) is, and has been at all relevant
times, a director of CYS.

21.  Defendant Stephanie P. Jonas (“Jonas™) is, and has been at all relevant times, a




director of CYS.

22, Defendant Raymond A. Redlingshafer, Jr. (“Redlingshafer™) is, and has been at all
relevant Hmes, a director of CYS.

23.  Defendant Dale A. Reiss (“Reiss™ is, and has been at all relevant times, a director
of CYS.

24.  Defendant James A. Stern (“Stern™) is, and has been at all relevant times, a director
of CYS.

25, Defendant David A. Tyson, PhD., CFA (“Tyson™) is, and has been at all relevant
times, a director of CY'S$

26.  The parties in paragraphs 18 through 25 are collectively referred to herein as the
“Board” or the “Individual Defendants,” and together with CYS, the “Defendants.”

JURISDICTION AND VENUE
27, The damages suffered and sought to be recovered by Plaintiff and the Class is an
amount in excess of $75,000.

28,  This Court has jurisdiction over this matter becanse each Defendant either conducts
business in or maintains operations in Montgemery County, Maryland or is an individual who has
sufficient minimum contacts with Montgomery County, Maryland so as to render the exercise of
jurisdiction by the Maryland courts permissible under- traditional notions of fair play and
substantial justice.

29, Venmue is proper in this Court pursuant to Maryland Conirts and Judicial Procedure

§ 6-201 (a) and (b) because CYS is organized and existing under the laws of the State of Maryland.




and/or directors, they are in a fiduciary relationship with Plaintiff and the other public stockholders
of CYS and, pursuant to Md. Code .Ann., Corp. & Ass'ns § ﬁ~405.1(c], owe CYS stockholders a
dury of good faith, loyalty, and care.

31. By virtue of their positions as directors andfor officers of CYS, the Director
Defendants, at all relevant times, had the power to control and influence CYS, did control and
infiuence CYS, and caused CY$ to engage in the practices complained :.thf herein.

32.  The duiles of good faith, lovaliy, and care require directors to act in the best
interests of stockholders and maximize stockholder value.

33.  Todiligently comply with their fiduciary duties, the Individual Defendants may not
tuke any aciion that: (a) adversely affects the value provided to the Company’s stockholders; (b)
favors themselves or discourages or inhibits alternative offers to purchase comtrol of the
corporation ot its asseis; (¢) adversely affects their duty to search and secure the best value
reasonably available under the circumstances for the Company’s stockholders; (d) will provide the
Individual Defendants with preferential treatment at the expense of, or separate from, the public
stockholders; and/or (€} contractually prohibits the Individual Defendants from complying with ot
carrying out their fiduciary duties.

34, Inaccordance with their duties of loyalty and good faith, the Individual Defendants
are obligated to refrain from: (a) participating in any iransaction where the Individual Defendants’
loyalties are divided: (b) participating in any transaction where the Individual Defendants receive,
or are enti_tled'to receive, & personal financial benefit not equally shared by the public stockholders
of the corporation; and/or (¢) unjustly enriching themselves at the expense or to the detriment of
the public stockholders.

35.  Plaintiffs allege herein that the Individual Defendants, separately and together, in




connection with the Proposed Transaction, are knowingly or recklessly violating their fiduciary
duties, including their duties of good faith, loyalty, and care owed to the Company.

36.  The duties of good faith, loyvalty, and care also require directors to disclose all
material information to stockholders when soliciting stockholder approval for a transaction.

37, Here, the Individual Defendants failed to disclose all the material facts concerning
the Proposed Transaction and, particularly, the fairmess of the price offered for the stockholders’
equity interest. The Individual Defendants are knowingly or recklessly breaching their fiduciary
duty of candor by failing to disclose all material information concerning the Proposed Transaction.

CLASS ACTION ALLEGATIONS

38.  Plainiiff brings this action on his own behalf and as a class action pursuant to
Maryland Rule 2-231, on behalf of all holders of CYS common siock who are being and will be
harmed by Defendants’ actions deseribed below (the “Class™). Excluded from the Class are
Defendants herein and any person, firm, trust, corporation, or other entity related to or affiliated
with any of the Defendants,

39.  This action is propetly maintainable as a class action because:

(8) The Class iz s0 numetous that joinder of all members is impracticable. Asof
April 27, 2018, there were approximately 155.44 million shares of CYS
common stock legally ouistanding. The holders of these shares are believed
1o be geographically dispersed throughout the United States;

(b} There are questions of law and fact which are common to the Class and which
predominate over questions affecting any individual Class member. The
common guestions include, inter afia, the following:

13 Have the Individual Defendants breached their ﬁduc_ia.ry duties owed to
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(©)

(d)

2}

3)

4

3)

6)

Plaintiff and the other members of the Class in connection with the
Proposed Transaction;

Have the Individual Defendants engaged in self-dealing in connection
with the Proposed Transaction;

Have the Individual Defendants unjustly enriched themselves and other
insiders or affiliates of the Company in cormection with the Proposed
Transaction; -

Have the Individual Defendanis impeded or erected barriers to
discourage other strategic alternatives including potential third party
offers for the Company or its assets;

Will Plaintiff and the other members of the Class be irreparably harmed
if the transactions complained of herein are consumimated; and

Is the Class entitled to injunctive relief or damages as a result of

Defendants’ wrongful conduct.

Plaintff is committed to prosecuting this action and has retained competent

counsel experienced in litigation of this nature, Plaintiff’s claims are typical

of the claims of the other Class members and Plaintiff has the same interests

as the other members of the Class. Aceordingly, Plaintiff-is an adequate

representative for the Class and will fairly and adequately protect the interests

of the Class;

The prosecution of separate actions by individual members of the Class would

create the risk of inconsistent or varying adjudications with respect to

individual members of the Class, which would establish incompatible

it




standards of conduct for Defendants, or adjudications with respeci 1o
individual mv;:mbcrs of the Class which would, as a practical matter, be
dispositive of the interests of ihe other members not parties to the
adjudications or substantially impair or impede their ability o protect their
interests; and

(¢) Defendants have acted on grounds geperally applicable to the Class with
respect to the matters complained of herein, thereby making appropriate the
relief sought herein with respect to the Class as a whole.

SUBSTANTIVE AILEGATQINS
I; Summary of the Proposed Transaction
40.  On April 26, 2018, CYS and Twao Harbors issued a joint press release announcing
the Proposed Transaction. The press release stated, in relevant part:

Two Harbors Investment Corp. Announces Definitive Agreement to
Aeguire CYS Investments, Inc.

New York, April 26, 2018 — Two Harbors Investment Corp. (NYSE: TWO)
(“T'wo Harbors™), a leading hybrid mortgage real estate investment trust
(“REIT™), and CYS Investments, Inc. (NYSE: CYS) (“CYS”), an Agency
mortgage REIT, announced today that they have entered into a definitive
merger agreement under which Two Harbors will acquire CYS.

In connection with the merger, CYS stockholders will exchange their shares of
CYS common stock for newly issued shares of Two Harbors common stock as
well as aggregate cash consideration of $15,000,000. The number of Two
Harbors shares issued will be based on an exchange ratio to be defermined by
dividing 96.75% of CYS’ adjusted book value per share by 94.20% of Two
Harbors’ adjusted book value per share. For illusirative purposes. assuming the
merger occurs and the exchange ratio was based on March 31, 2018 adjusted
book value per share, CYS siockholders would receive $7.79 of combined cash
and stock consideration per share of CYS common stock owned, which
represents a premium of approximately 17.7% over the CYS closing price per
share on April 25, 2018. The aciual exchange ratio for the merger will be
publicly announced at leasi five business days prior to the required stockholder
votes on the merger, :
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Two Harbors and CYS will hold a joint conference call at 9:00 A.M. Eastern
Time on April 26, 2018 to discuss the merger. To patticipate in the
teleconference, please call toll-free (877) 868-1835, Conference Cede 7197703,
({or (914) 495-8581 for international callers) approximately 10 minutes prior to
the above start time. You may also listen to the telecoriference live via the
Internet and review related materials at wivw. twoharborsinvestment.com in the
Investor Relations section under the Fvents and Presentations link.

Anticipated Benefits to Two Harbors Stockholders from the Merger

Additional capital supports continued growth in target assets: A larger
capital base will support the continued growth across Two Harbors' target
assets, and positions Two Harbors to take advantage of market opportunities
as they arise.

Improved cost structure: Expect that the combination of T'wo Harbors and
CYS will create cost efficiencies and decrease Two Harbors® other
operating expense ratio by 30 to 40 basis points. Additionally FRCM
‘Advisers” agresment to reduce its base management foe on the new CYS
equity will further enhance operating cost efficiencies in the year following
the close of the transaction.

Expect to maintain 50.47 per share quarterly dividend: Following the
close of the transaction, Two Harbors anticipates that its curreni quarterly
dividend of $0.47 will be sustainable through 2018, subject to market
conditions and the discretion and approval of Two Harbors® Board of
Directors.

Enhanced scale and liquidity with potential for premijum valuation:
With a pro forma equity base of nearly $5.0 billion, Two Harbors
stockholders will benefit from the scale, liguidity and capital alternatives of
a larger combined company. Additionally, larger capitalized mortpage
REITs have historically carried premium valuations.

Anticipate improved Agency spreads in 2018: If so, Two Harbors
beligves this deal will be accretive to earmings and endorses the capital
raising attendant to this transaction,

Anticipated Benefits to CYS Stockholders from the Merger

Enhanced scale and liquidity: CYS stockholders will benefit from
increased operating scale, liquidity and capitel alternatives available to a
larger combined company.

Meaningful premium to CYS stockholders: Based on March 31, 2018




adjusted bock values per share, CYS stockhelders would receive $7.79 of

. combined cash and stock consideration per share of CYS common stock,
which represents a premium of approximately 17.7% over the CYS closing
price per share on April 25, 2018,

»  Bepefit from a more diversified business model: Two Harbors® hybrid
business model is positioned te withstand periods of market volatility and
is comprised of a mix of asset classes and a platform that is challenging to
replicate. Two Harbors® poritfolio includes a Rates strategy comprised of
Ageney RMBS paired with mortgage servicing rights (“MSR™), and a
Credit strategy, comprised primarily of deeply discounted, legacy. non-
Agency RMBS.

* Strong stewards of eapital: Two Harbors has a history of belng strong
stewards of jts stockholders’ capital. Since 2009, Two Harbors has
outperformed its peer group and has grown its book value with less
volatility. Additionally, Two Harbors has a stock repurchase program in
place to support its stock.

About the Merger

Upon the closing of the merger, CYS stockholders will exchange their shares
of CYS commnon stock for newly issued shares of Two Harbors commen stock
as well as aggregate cash consideration of $15,000,000, payable to CYS
stockholders on a pro raia basis. '

The tumber of Two Harbors shares to be received by CYS stockholders will be
based on an exchange ratio to be determined by dividing 96.75% of the CY'S
adjusted book value per share by 94.20% of the Two Harbors adjusted book
value per share. As defined in the Merger Apreement, adjusted book value per
share for each company means (i) such company’s total consolidated common
stockholders® equity after giving pro forma effect 1o any dividends or other
distributions for which the record date is after the exchange ratio determination
date but prior to the closing of the merger and as modified for potential
transaction-related adjustments, divided by (ii) each respective company’s
number of shares of common stock issued and outstanding, including shares
issuable upon the vesting of restricted stock.

As of March 31, 2018, the adjusted beok value per share for Two Harbors and
CYS, on a pro forma basis, would have been $15.63 and $7.41, réspectively,
representing an exchange ratio of 0.4872x, with each share of CYS being
exchanged for 0.4872 shares of Two Harbors. For illustrative purposes, under
a pro forma exchange ratio, assuming the merger occurs and the exchange ratio
was calculated as of March 31, 2018, CYS stockholders would receive
approximately 75.7 million Two Harbors shares (representing approximately
30% of the Two Harbors® total outstanding shares immediately following the
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merger), which, in combination with the cash consideration of $15,000,000,
would value CYS at approximately $7.79 per share of common stock. This
valuation represents a premium of approximately 17.7% above the closing price
per share of CYS common stock on the New York Stock Exchange on April 23,
2018,

The actual exchange ratio for the merger will be publicly announced at least
five business days prior to the required stockholder votes on the merger.

In connection wiih the merger, PRCM Advisers LLC, Two Harbors® external
manager, a subsidiary of Pine River Capital Management L.P., has agreed to
reduce the base management fee it charges Two Harbors with respect to the
additional equity under management resulting from the merger from 1.5% of
Stockholders’ Equity on an annualized basis to 0.75% through the first
armiversary of the closing of the merger. PRCM Advisers LLC will also make
a one-lime downward adjustment of $15,000,000 to the management fees
payable by Two Harbors for the quarter in which the merger closes. PRCM
Advisers has also agreed to a post-closing downward adjustment of up to $3.3
million to reimburse Two Harbors for certain transaction related expenses.

In addition to the above consideration, Two Harbors would assume the existing
notional $75 million in CYS 7.75% Series A cumulative redeemable preferred
stock and $200 million in CYS 7.50% Series B cumulative redeemable
preferred stock.

Following the closing of the transaction, all senior management positions will
continue o be led by Two Harbors’ personnel and Twe Harbors Board of
Directors will be expanded to include two additional independent direciors from
CYS Investments’ current board, James Stern and Karen Hammond.

‘The completion of the merger is subject w the satisfaction of certain customary
conditions, and is subject to the approval of the stockholders of both Two
Harbors and CYS. The companies expect the transaction to close in the third
quarter of 2018,

“We are pleased to announce the acquisition of CYS Investments, which we
believe represenis a unique opportunity to create value for our stockholders,”
stated ‘Thomas Siering, Two Harbors® President and Chief Executive Officer.
“This transaction offers Two Harboers stockholders the opportunity to benefit
from additional capital, supporting continued growth in our target assets, as well
as an improved cost structure. The combination of the two companies also
supports the potential for the premium valuation of a pro forma Two Harbors.”

“We are excited about the opportunity to merge with Two Harbors and believe

that our stockholders will benefit from the increased scale, diversification and
liquidity of the combined companies,” stated Kevin Grant, CYS Investments’
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Chairman, Chief Executive Officer, President and Chief Investment Officer.
*Two Harbors has a long bistery of being strong stewards of capital and we
believe this transaction should enhance value for our stockholders over the
long-term.”

IMP Securities LLC is serving as financial advisor, and Sidley Austin LLP is
serving as legal advisor to Twa Harbors. Barclays Capital Inc. and Credit Suisse
Securities (USA) LLC are serving as financial advisors, and Vinson & Elkins
LLP is serving as legal advisor to CYS?

II. The Unfair Deal Protection Provisions Deter Superior Offers

41.  Furthermore, and in violation of the duty to maximize stockholder value, the Board
agreed to terms in the Merger Agreement that are designed to ensure that the Proposed Transaction
is consummated without interference from alternative bidders,

42.  For example, the Merger Agreement includes a “no solicitation™ provision which
prohibits the Company or the Defendants from taldng any affirmative action to comply with their
fiduciary duties 1o obtain the best price possible under the circumstances. This provision states
that the Company and the Defendanis must immediately cease any discussions or negotiations
concerning a superior proposal with any potential sultors, and may not solicit, initiate, encourage,
or facilitate any alternative acquisition proposal.

43.  Furthermore, the Merger Agreement grants Two Harbors recurring and unlimited
matching rights, which provides Two Harbors with-: (i)} unfettered access to confidential, non-
public information about competing propesals (i.e, the material terms thereof and the bidder’s
identify) from third parties which it can use to prepate a matching bid; and (il) three (3) business
days to negotiate with CYS, amend the terms of the Merger Agreement, and make a counter-ofier

in the event a superior offer is received.

* CYS Investments, Inc., Current Report (Form 8-K), at Exhibit 99.1 (Joint Press release, dated
April 26, 2018) (April 26, 2018).
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44,  Additionally, the Merger Agreement provid_es that CY'S must pay Two Harbors a
termination fee of $43.2 million in the event the Company elects to terminate the Merger
Agreement to pursue a superior proposal.

45, Ultimately, these deal protection provisions restrain the Board’s ability to solicit or
engage in negotiations with any third party regarding a potentially superior proposal to acquire the
Company, and operate conjunetively to ensure that a superior bidder will not emerpe. .

ITT. The False and Misleading Proxy

46. On May 25, 2018, Two Harbors filed the Proxy. The Proxy was intended to
convince CYS stockholders to vote in favor of the Proposed Transaction. The Proxy denies the
Company’s stockholders material information concerning the financial and procedural faimess of
the Proposed Transaction. Without such information, CYS stockholders cannot make a fully
informed decision about whether to vote in favor of the Proposed Transaction

Material Omissions Concerning C¥S” Financial Projections

47.  First, the Proxy provides one non-GAAP (generally accepted accounting
principles) financial metric for CYS—Core Earnings Per Common Share—but fails to disclose
the line-item-projections for the specific metrics, adjustments, and/or inpuis that are used to
calculate the Nor-l-GAAP financial measure or provide a reconciliation of the Non-GAAP
measures to the most directly comparable GAAP financial measure, such as Net Income. See
Proxy at 113-114.

48.  The Proxy defines Core Earnings Per Common Share as “net income (loss)
available to common stockhelders excluding net realized and unrealized gain (loss) on investments
and derivative instruments,” but fails to disclose CYS” projecied: (i)} net income (loss); and (ii) net

realized and unrealized gain (loss) on investments and derivative instruments. See Proxy at 113-
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114.
49, The failure to disclose the line-item projections that compose CYS® Core Earnings
| Per Common Share renders the Proxy materially incomplete and misleading becanse non-GAAP
numbers are mnherently misleading, Contrary to GAAP metrics, non-GAAP figures are not
standardized and, consequently, can be manipulated and easily taken out of context. Because non-
GAAP measures, such as Core Earnings Per Common Share, can be measured in different ways,
it is inherently misleading when it is not taken in context with GAAP figures, such as Net Income
or Operating Income, or reconciled alongside its line-items inputs,

50.  In fact, page 114 of the Proxy concedes that non-GAAP metrics are inheremtly .
misleading for this éxact TeasoI;

Core earnings represents a non-GAAP financial measure...In addition, CY8's
presentation of core earnings may ot be comparable fo similarly-titled
measures used by other companies, which may employ different calculations.
As @ resuli, core earnings should not be considered a substitute for C¥S's
GAAP net income (loss}, as a measure of its financial performance, or any
measure of CYS's liquidity under GAAP,

51.  Furthermore, the Proxy entirelv fails to disclose CYS’ projected dividends and cash
flows for the last three quarters of the calendar year ending December 31, 2018 through the
calendar year ending December 31, 2020, despite the fact that they existed and were provided to
and relied upon by the CYS Advisors when rendering their fairness epinions. See Proxy at 98-99,
107,

Material Omissions Concerning Two Harbors® Financial Projections

52.  Second, the Proxy also fails to disclose the line-item projections that compose Two
Harbors® Core Eamings Per Common Share. See Proxy at 111. However, the Proxy defines Two

Harbors’ Core Earnings Per Commen Share as:-

[Clomprehensive (loss) income attributable to common stockholders, excluding
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"realized and unrealized pains and losses" (impairment losses, realized and

unrealized gains and losses on the aggregate porifolio, reserve expense for

representation and warranty obligations on mortgage servicing rights and non-

cash compensation expense related to restricted commen stock). As defined,

Core Eamings includes interest income or expense and premium income or loss

on derivative instruments and servicing income, net of estimated amortization

on mortgage servicing rights. Dollar roll income is the economic equivalent to

holding and financing Agency residential mortgage-backed securities using

short-term repurchase agreements.
Id However, the Proxy fails to disclose Two Harbors® projected: (1} comprehensive (loss) income
attributable to common stockholders; (ii) realized and unrealized gains and losses; (iii) interest
income or expense; and (iv) premium income or loss on derivaiive instruments and servicing
incomes, net of estimated amortization on morigage séwicing rights.

53, Consequently, the Proxy demonstrates that there ave considerable differences
between how CYS and Two Harbors caleulate the same non-GAAP financial metric—Core
Earnings Per Common Share—and, as a result, how non-GAAP metrics can be inherently
misleading and the failure to provide the line items that compose each company’s respective
calculation render the Proxy materially Incomplete and misleading.

54, Inaddition, the Proxy entirely fails to disclose Two Harbors® projected dividends
and cash flows for the last three quarters of the calendar year ending December 31, 2018 through
the calendar year ending December 31, 2020, despite the fact that they existed and were provided
to and relied upon by the CYS Advisors when rendering their fairness opinions. See Proxy at 98-
99, 107.

55. Additionally, the failire to provide CYS stockholders materially complete and
accurate financial projections for Two Harbors is particularly important in light of the fact that the
Board has asked CYS stockholders o approve the Proposed Transaction, pursuant to which the

Merger Consideration will be composed of siock in another company: Two Harbors. Accordingly.,
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materially complete and accurate Two Harbors® projections must be provided to CY'S stockbolders
for them to be able to evaluate the future prospects of Two Harbors and in order to assess the
fairness of the Merper Consideration.

56. By electing to disclose some of CYS and Two Harbors® projections, Defendants’
obligated themselves to speak the whole truth regarding CYS and Two Harbors™ projections by
. providing complete and accurate projections because if a proxy discloses financial projections
and valuation information, such projections must be complete and accurate, rather than cherry-
picking favorable financial metrics to disclose. The question here is not the duty to speak, but
liability for not baving spoken enough. With regard to future events, uncertain figures, and other
so-called soft information, a company may choose silence or speech elaborated by the factual basis
_ as then known—but it may not choose half-truths.

Material Omissions Concerning Pro Fornm Financial Projections

57.  Third, the Proxy wholly fails to disclose the Pro Forma Projections, in particular
the projected dividends and cash flows for the last three quarters of the calendar year ending
December 31, 2018 through the calendar vear ending December 31, 2020, despite the fact that that
they that they existed and were provided to and relied upon by the CYS Advisors and JMP when
rendering their respective fairness opinions. See Proxy at 92-101, 107. Such information is
material to CY'S stockholders in light of the fact that they are being asked to vote on the Proposed
Transaction, which, if completed, would result in former CYS common stockholders anly owning
in the aggregate approximately 30% of the post-close, combined business.

Material Omissions Cancerni.l;:g the CYS Advisors’ Financial Analyses

58. Witﬂ respect to Barclays® Dividend Discount Analysis for CYS, the Proxy fails to

disclose the fundamental input underlying the entire analysis: the estimated dividends expected to
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be paid by CY'S stockholders for the calendar yvear ending December 31, 2018 through the calendar
year ending December 31, 2020. See Proxy at 958.

59, Likewise, with respect to Barclays® Dhividend Discount Analysis for Two Harbors,
the Proxy fails to disclose the fundamental input underlying the analysis: the estimated dividends
expected to be paid by Pro Forma Two Harbors during the last two quarters of the calendar year
ending December 31, 2018 through the calendar year ending December 31, 2020 (based on the
Pro Forma Projections). Jd

60.  Similarly, with respect to Credit Suisse’s Dividend Discount Analysis for CYS, the
Proxy fails to disclose the cash flows that CYS was forecasted to gcnéra‘ce during the last three
quarters for the fiscal year ending December 31, 2018 through the full fiscal year ending
December 31, 2020 based on the CYS Projections. See Proxy at 107,

61.  In addition, with respect to Credit Suisse’s Dividend Discownt Anaiysis for Two
Harbors, the Proxy fa.ils; to disclose the cash flows that Two Harbors was forecasted to generate
during the last three quarters for thc fiscal vear ending December 31, 2018 through the full fiscal
year ending December 31, 2020 based on the Two Harbors Projeciions. See Proxy at 107.

62.  CYS and Two Harbors® projected dividends and cash flows are material to CYS’
common stockholders, and their omission renders the summary of each of the Dividend Discount
Anglysis conducted by the CYS Advisors, for both CYS and Two Harbors, materially incomplete
and misleading. As ahighly-respected professor explained in one of the most thorough law review
articles regarding the fundamental flaws with the valuation analyses bankers perform in support
of faimess opinions, “there is [] an element of subjectivity present in the choice and application of
these [valuaﬁ-::;n] methods™ and that the banker’s key choices can have a substantial “effect the

outcoms of a valuation.” Steven M. Davidoff, Fairness Opinions, 35 Am. U.L. Rev. 1557, 1573-
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74 (2006). Such choices include “the appropriate discount rate, and the terminal value...” Jd

With respect fo a discounted cash {low analysis, Professor Davidoff explains:
There is subslantial leeway to determine each of these, and any change can
markedly affect the discounted cash flow value. For example, a change in the
discouni rate by ane percent on a stream of cash flows in the billions of dollars
can change the discounted cash flow value by tens if not hundreds of millions
of dollars.... This issue arises not anly with a discounied cash flow analysis,
but with each of the other valuation techniques. This dazzling variability makes
it difficuli to rely, compare, or analyze the valuations underlying a faimess
opinion unless full disclosure is mads of the various inputs in the valuation
process, the weight assipned for each, and the rationale wnderlying these
choices. The substantial discretion and lack of puidelines and standards also
makes the process vilnerable to manipulation to arrive at the “right” answer for
faimess. This raises a further dilemma in lighi of the conflicted nature of the
investment banks who often provide these opinions.

Id. at 1577-78.

63.  Similar to a discounted cash flow analysis, where the value of a business is based
on its projected future free cash flows and then discounted to their present value estimate, the CYS
Advisors’ Dividerd Discount Analysis evalyated the present value of CYS and Two Harbors’
projected dividends and cash flows. However, just as withholding a company’s unlevered free
cash. flows in a discounted cash flow analysis constitittes a material omission, the Proxy failed to
disclose CYS and Two Harbors projected dividends and cash flows.

64.  With respect to Barclays’ Selected Comparable Company Analysis, the Proxy fails
to disclose the individual multiples Barelays utilized for each of the companies considered in the
analysis. 'See Proxy at 95-97. A fair summary of the Selected Comparable Company Analysis
requires the disclosure of the individual multiples for each company utilized; providing the top '
quartile, median, and bottom quartile multiples that a banker applied to render CYS and Two

Harbors™ implied price per share ranges is insuificient, as the Company’s stockhelders are unable

to assess whether the banker applied the appropriate multiples, or, instead, applied unreasonably
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low muliiples in order to drive down the implied valuation of the Company. Accordingly, the
omission of the individual multiples renders the summary of these analyses set forth on pages 95
through 97 of the Proxy materially incomplete and misleading.

65.  Similarly, the Proxy fails to disclose the individual multiples evaluated in Barclays'
Selected Precedemnt Transactions Anglysis and Credit Suisse’s Selected Public Compomies Analysis
and Selected Precedent Transaction Anglysis. See Proxy at 97, 103-106. For the same reasons
discussad above, the omission of the 1ndi1;fidu.ai multiples renders the summary of each analysis
and its implied per share equity value range misleading.

66. . With respect to Barclays’ Historical Trading analysis, the Proxy fails to disclose
the performance of the following companies’ stock performance: Armour Residential REIT Inc.;
Annaly Capital Ma.nagemant, Inc.; AGNC Invesiment Cotp.; Capstead Mortgage Corporation;
and Anworth Mortgage Asset Corporation (collectively, the "Index™). See Proxy ai 99. Similar
to reasons menﬁoncd above, the failure to disclose the individual percentages for the Index
companies renders the swummary of Barclays® Historieal Trading analysis materially incomplete
and misleading, as CYS stockholders are unable to assess whether the banker considered the
appropriate companies, or, instead, evaluated certain companies in order to make the Merger
Consideration appear more favorable than it actually is.

67.  With respect to Barclays® 4nalyst Target Prices analysis, the Proxy fails to disclose
how many analysts were evaluated, in addition to their identities and individual price targets for
CYS and Two Harbors. See Proxy at 99. A fair summary of this analysis requires disclosure of
this information. Merely providing the range of the analysts’ price targets renders the illustrative
range of price targets and the implied premium for such price targéts is insufficient, as CYS

stockholders unable to assess whether Barclays utilized credible research analysis or, instead,




referenced certain analysts in order to intentionally manipulate the range of price targets and the
implied premium for such ptice targets and, as a result, make the Merger Consideration appeat
more favorable. The omission of the identities of each analyst and their individual price targets
renders the summary of Barclays® Analyst Target Prices materially incomplete and misleading.

68. Similarly, with respect to Credit Suisse’s Certain ddditional fnformation section,
the Proxy fails to disclose how many analysts were evaluated, in addition to their identities and
individual price targets for CYS and Two Harbors. See Proxy at 108, For the same reasons
mentioned above, the omission of this information renders Credit Suisse’s Cerfain Additional
Information matérially misleading and incomplete.

Muterial Omissions Concerning the JMP’s Financial Analyses

69. - With respect to IMP’s Djvidend Discount Analysis for CYE, the Proxy fails to
disclose the fundamental input undetlying the entire analysis: the projected dividends that CYS
was forecasted to generate from March 31, 2018 through calendar year 2020. See Proxy at 90-91.
For the same reasons mentioned in paragraphs 58 through 63, the omission of CYS® projected
dividends renders the summary of IMP’s Dividend Discount Analysis materially incomplete and
misleading.

70.  The Proxy also fails to disclose the individual multiples evaluated in JMIF’s
Selected Public Companies Comparable Data, Premiums Paid Analysis, Selected Public
Companies Arnalysis, and Selected Precedent M&A Transacrions Awnalysis. See Proxy at 87-90.
For the same reasons discussed in paragraphs 64 through 65, the omission of the individual
multiples renders the summary of each analysis and its implied per share equity value range
misleading,

71, Additionally, with respect to IMP"s Other information section, the Proxy fails to




disclose how many analysts IMP evaluated, in addition to their identities and individual price
targets for CYS. See Proxy at 91. For the same reasons mentioned in paragraph 67, the omission
of this information renders JMP’s Other Information section materially misleading and
‘ingomplete,

Material Omissions Concerning Barclay's Pofential Conflict of Interest

72, The Proxy also fails to disclose or misstate material information relating that
materially misleads stockholders as to the potential conflicts of interest faced by the Board and
Barclays.

73.  Inparticular, the Proxy discloses information concerming the past dealings betiveen
Barclays, CY3 and Two Harbors, but fails to disclose how much compensation Barclays received
of expects to receive from any work it has performed for CYS and Two Harbors in the past. See
Proxy at 100. Such information is material to CY$ stockholders.

74, Indeed, it is imperative for stockholders to bé able to undérsla.nd what factors might
influence the financial advisor’s analytical efforts. A financial advisor’s own proprietary financial
interest in a proposed merger must be carefully considered in assessing how much credence to
give its a.tla.l};sis. A reasonable stockholder would want to know what important economic
motivations that the advisor, employed by a board to assess the fairness of the merger to the
stockholders, might have. Especially when that motivation could rationally lead the advisor to
favor a deal at a less than optimal price, because the procession of a deal was more imporiant to
him, given his overall economic interest, than only approving a deal at truly fair price fo
stockholders. The failure to quantify Barclays® previeus compensation received in connection
with the work is has performed for CYS and Two Harbors renders the Proxy materially incomplete

and misleading.
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Materigd Omissions Concerning the Background of the Proposed Transaction
75.  With respect to the Backeround of the Merger, the Proxy states that CYS entered
into non-disclosure agreements with “seven of the eight potential bidders” (the “Inmierested
Parties™) in March 2018 which contained “customary standsiill provisions.” See Proxy at 68.
However, the Proxy fails to disclose whether such standstill provision contained a “don’t ask don™
waive” (“DADW?™) provision, including whether those provisions had fallen away upon the
execution of the Merger Agreement or were still in effect. The failure to disclose the existence of
DADW provisions creates the false impression that any of the Interested Parties who signed non-
disclosure agreements could have made a superior proposal. But that is not true. If those non-
disclosure agreements contamed DADW provisions, the Interested Parties could only make a
superior proposal by breaching their respective agreement, because in order to make the superior
proposal, they would have to ask for a waiver, either dirccﬂy or indirectly. Thus, the omissi@ of
this information renders the references to the non-disclosure agreements in the Proxy materially
incomplste and therefore misleading as any reasonable stockbolder w(ljuld deem the fact that the
most likely .potential topping bidders in the marketplace may be precluded from making a superior
offer to significantly alter the total mix of information
76, Finally, on February 13, 2018, the Board formed a special comumittee (the “Special
Committze™) that was comprised of three individuals—-Stern, Hamumond, and Beder—io avoid the
possibility of any conflicts of interesis thar could arise during the sales process. Moreover, the
CYS Board:
delegated to the CYS Special Committee the power and authority to, among
other things, (i) review, evaluate and, if advisable, negotiate the terms and
provisions of any transaction involving a change of control of CYS,
(ii} determine whether any such potential transaction is fair to, and in the best

interests of, CY'S and its stockholders, and (iii) make a recommendation to the
CYS Board io approve or disapprove of any such proposed transaction. No
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conflict with Mr. Grani materialized during the process and the Special
Committee functioned as a transaction committee throughout the process.

See Proxy at 66.

77.  Concerningly, the Proxy later states:

The Merger Agreement provides that, upon and immediately after the effective
time of the Merger, the board of directors of the Combined Company will be
increased to eleven members and will include all the current nine directors of
the Two Harbors Board and swe additional independent directors from the
CYS Board: James A. Stern and Karen Hammonid.

See Proxy at 114 (emphasis added).

78.  However, the Backeground of the Merger section of the Proxy fails to disclose
information concernimg when Stern and Hamrmoend were being considered  for post-close
employment on the combined entity’s board of directors. This is particularly troublesome in light
of the fact that both Stern and Hamtnond served on the Special Committes, which was charged
with the specific responsibility to evaluate and negotiate any potential change of control
transaction affecting CYS gnd to ensure that such potential transaction w..vas in the best inferests of
CYS and CYS’ stockholders.

79.  This information is vital to CY$’ stockholders so that they may understand the
conflicts of interest facing management, the Board, and Special Committee. The timing and nature
of post-close employment provides key insight concerning motivations that would prevent
fiduciaries from acting solely in the best interests of the Company’s stockholders. If the Board -
negotiated for their own interests ahead of siockholder compensation, stockholders would
certainly find such information material.

80.  In sum, the Board failed to obtain reasonable consideration for CYS’ stockholders,

agreed to onerous deal protection provisions that will likely prevent the emergence of a superior

offer, and relied upon advice from a Special Committee comprised of two individuals that may
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have been incapable of impartially analyzing the faimess of the Proposed Transaction to the
Company’s stockholders. The Board has thus prevented Plaintiff and the Class from being
adequately. compensated for their CYS shares. Accordingly, Plaintiff seeks injunctive and other
equitable relief to prevent the irreparable injury that Company stockholders will continue to suffer
absent judicial intervention.

COUNT I

81.  Plaintiff repeats and realleges each and every allegation above as if set forth in full
herein.

82, The Individual Defendants owe the Class the fiduciary duties of care, loyalty, good
faith, candor, and maximization of stockholder value. By virtue of their positions as directors
and/or officers of the Company andfor their exercise of control and ownership over the business
and corporate affairs of the Company. the Individual Defendants have, and at all relevant times
had, the power to control and influence, and did control and influence and cause the Company 10
engage in the practice complained of herein. Each of the Individual Defendants was required to
(i) use their ability to control and manage 1119:. Company in a fair, just, and equitable mﬁnner_ and
(ii} act in furtherance of the best interest of CYS and its stockholders and not their own.

£3. The Individual Defend.mts are obligated, in accordance with their fiduciary duties
as set forth by Md. Code Ann., Corp. & Ass'ns § 2-405.1(c), to ensure that any sale of the Company
is accomplished by a process that will maximize the consideration CYS* stockholders receive.

84. By reason of the foregoing acts, practices, and courses of conduct, the Individual
Defendants have failed to exercise and fulfill their fiduciary obligations toward Plaintiff and the
ather members of the Class. The Individual Defendants failed to take reasonable steps to obtain

and/or ensure that CYS stockholders receive adequate consideration for their shares, agreed to
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restrictive deal protection devices that deter other suitors from making a superior bid for the
Company, relied upon a conflicted Special Committee to evaluate the fairness of the Proposed
Transaction to CYS’ stockholders, and likely placed their personal financial interests ahead of
those of the Company™s stockholders, -

85.  Asaresult of ihe actions by the Individual Defendants, Plaintiff and the Class have
been, and will be, irrepa;ahly harmed in that they have not, and will not, receive their fair portion
of the value of CYS’ assets and businesses, and will be prevented trom obtaining a fair price for
their commeon stock.

86.  Unless enjoined by this Court, the Individual Defendants will continue to breach
their fiduciary dutics owed 1o Plaintiff and the ﬁcmbcrs of the Class and may consummate the
~ Proposed Transaction to the disadvantage of CYS’ public stockholders.

87.  Plaintiff and the Class have no adequate remedy at law. Only through the exercise
of this Court’s equitable powers can Plaimiff and the Class be fully prot_ected from the immediate
and irreparable injury that Defendants’ actions threaten to inflict.

COUNT I
Om Behalf of Plaintiff and the Class Against All Defendants For Deelaratory Relief
Pursuant to Courts and Judicial Proceedings Article
of the Annotated Code of Maryland § 3-401, ot seq.

88.  Plaimiff repeats and realleges each allegation above as if set forth in full herein.

89.  Defendants breached their fiduciary duties owed directly 1o Plaintiff and the Class
in connection with the Proposed Transaction, and are liable therefore.

90.  As a result of Defend;ants’ conduct as herein alleged, Plaintiff and the other
members of the Class have suffered and/or will, in the future, suffer damages and harm, including

barm for which they have no adequate remedy at law,

-
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91.  Pursuant to Courts and Judicial Proceedings Article of the Annotated Code of
Maryland § 3-412, Flaintiff demands & declaration that: (a) the stockholders should not be asked
to vote on the Proposed Transaction, and that such vote should be enjoined; (b} the Defendants
and each of them have breached their fiduciary duties owed directly to Plaintiff and the Class; (¢}
the Proposed Transaction was entered into in breach of Individual Defendants’ common law
fOduciary duties owed directly fo Plaintiff and the Class and was therefore unlawful and
unenfomeablg and that the Merger Agreement and any other agreements In connection with, or in
furtherance of, the Proposed Transaction should be rescinded and invalidated; {d) the Proposed.
Transaction, the Merger Agreement and/or related transactions contemplated thereby, should be
rescinded and the parties restored to their original position; and (e) Plaintiff and the stockholders
should be granted such other and further relief as the nature of their cause may require.

PRAYER FOR RELIEF

WHEREFQORE, Plaintiff demands judgment against Defendants jointly and severally, as
follows:

A Declaring this action to be a Class Action and ceriifving Plaintiff as Class
representative and his counsel as Class counsel;

B. Enjoining Defendants, their agents, counsel, emplovees, and all persons acting in
concert with thern from consummating the Proposed Transaction;

C. Enjoining the Merger Agreement as invalid and unenforceable, ot in the alternative,
amending, or enjoining the deal proteciion provisions as necessary to ensure a full an and fair sales
process for the benefit of the Class;

D. Rescinding, to the extent already implemented, the Proposed Transaction or any of

the terms thereol, or granting Plaintiff and the Class rescissory damages;
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E. Directing Defendants to account to Plaintiff and the Class for all damages suffered
as a result bf the Individual Defendants’ wrongdoing;

F. Tmposition of & constructive trust, in favor of Plaintiff and members of the Class,
upon any benefits improperly received by Defendants as a result of their wrongful conduet;

G. Awarding Plaintiff the costs and disbursements of this action, including reasonable
attorneys’ and experts’ fees; and

H. Granting such other and further equitable relief as this Cowrt may deem just and
propet.

DEMAND FOR JURY TRIAL
Pursuant to Maryland Rule 2-325(), PlaintifT hereby demands = trial by jury on all issues

so triable.

DATED: June 14, 2018
GOLDMAN & MINTON, P.C.

.,
Thomas J. Minton
3600 Clipper Mill Road
Suite 201
Baltimore, M 21211
Tel.: (410) 783-7575
Fax: (410) 783-1711

MONTEVERDE & ASSOCIATES PC
Juan E. Monteverde Liaison Counsel for Plaintifj’
Miles D, Schreiner
The Empire State Building
350 Fifth Avenue, Suite 4403
New York, NY 10118
Tel: (212)971-1341
Fax: (212) 202-7880
Email: jmonieverdef@mmonteverdelaw.com
mischreiner@monteverdelaw.com

Counsel for Plaintiff’
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DIRECTIONS
Plaingffi This Information Report must be completed and attached io the complaint filed with the
Clerk of Court unless your case is exempted from the requirement by the Chief Judge of the Cowrt of
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IN THE UNITED STATESDISTRICT
COURTFOR THE DISTRICT OF
MARYLAND
Northern Division

SHIVA STEIN,
291 Union Strest, 5E
Brooklyn, New York 11231
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V.
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The Corporation Trust, Inc. 2405
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Timonium, MD 21093,
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EXCHANGE ACT OF 1934
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2405 Y ork Road, Suite 201
Lutherville Timonium, MD 21093

Defendants.

o i e e i

Plaintiff Shiva Stein (*Plantiff"), by her attomeys, brings this action against CYS
Investments, Inc. (*CYS' or the “Company”), the members of the Company's board of
directors (collectively referred to as the “Board” or the “Individua Defendants” and,
together with CY'S, the “Defendants”) for violations of Sections 14(a) and 20(a) of the
Securities Exchange Act of 1934 (the “Exchange Act”), 15 U.S.C. §§ 78n(a), 78t(a), and
SEC Rule 14a9, 17 C.F.R. 240.14a9, in connection with the proposed merger (the
“Proposed Transaction”) by and among CY S, Two Harbors Investment Corp. (“Parent™),
and Eiger Merger Subsidiary LLC (*Merger Sub,” and collectively with Parent, “Two
Harbors”). Plaintiff alleges the following based upon persona knowledge as to hersdlf, and
upon information and belief, including the investigation of Counsel and review of publidy
availableinformation, asto al other matters.

NATURE OF THE ACTION

1. On April 26, 2018, CYS and Two Harbors issued a joint press relesse
announcing their entry into an Agreement and Flan of Merger (the *Merger Agreement”)
tosell CYSto Two Harhors. Under the terms of the Merger Agreement, CY S stockholders
will receive:

a anumber of shares of Two Harbors commaon stock determined by

dividing (i) CYS adjusted book value per share, multiplied by
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96.75%, by (ii) Two Harbors adjusted book value per share
multiplied by 94.20%; and

b. $15,000,000 divided by the sum of (i) the number of shares of CYS
common stock issued and outstanding as of the effective time, and
(i) the number of shares of CY S common stock issusble upon the
vesting of outstanding Company restricted stock (the “Merger
Consideration”).

2. Based on the March 31, 2018 adjusted book value per share of each
campany, CY'S stockholders would receive $7.79 of combined cash and stock per CYS
share of common stock.

3 On May 25, 2018, Two Harbors filed a Form S-4 Registration Statement
(the * Registration Statement”) with the SEC containing ajoint proxy statement/prospectus.
The Registration Staterment, which recommends that CY S stockholders vote in favor of the
Proposad Transaction, omits or misrepresents materid information concerning, among
other things: (i) CYS and Two Harbors' financia projections, relied upon by CYS
financid advisors Barcdlays and Credit Suisse Securities (USA) LLC (“ Credit Suisse”); (ii)
the data and inputs underlying the financial vauation andyses that support the fairness
opinions provided by Barclays and Credit Suisse; (iii) the background process leading to
the Proposed Transaction; and (iv) patentid conflicts of interest of Bardays. The falureto
adequatd y disdose such material information constitutes a violation of Sections 14(a) and
20(a) of the Exchange Act as CY S stockholders need such information in order to make a
fully informed decision whether to vote in favor of the Proposed Transaction

4, In short, unless remedied, CYS' public stockholders will be forced to make

a voting decision on the Proposed Transaction without full disdosure of al materia
3
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information concerning the Proposed Transaction being provided to them. Plaintiff seeks
to enjoin the stockholder vote on the Proposed Transaction unless and until such Exchange
Act violations are cured

PARTIES

5. Plaintiff is, and at all relevant times has been, astockholder of CY'S.

[+ Defendant CYS is a Maryland corporation and maintains its principal
executive offices at 500 Totten Fond Road, 6th Floor, Waltham, Massachusetts, 02451,
CY S's common stock is listed on the New York Stock Exchange under the ticker symbol
"CYS'.

7 Defendant Kevin E. Grant has served as President, CEO, Chairman, and as
adirector of the Company since 2006, when he founded the Company.

8, Defendant Tanya S. Beder has been adirector of the Company since 2012,

g, Defendant Karen Hammond has served as a director of the Company since
2014.

10.  Defendant Raymond A. Redlingshafer, Jr. has served as a director of the
Company since 2006.

11.  Defendant Dale A. Reiss has served as a director of the Company since
2015.

12. Defendant James A. Stern has served as a director of the Company since

3.  The parties in paragraphs 7 through 12 are referred to herein as the
“Individud Defendants” and/or the“Board,” collectively with CY Sthe “ Defendants.”
14, Norn-party Two Harbors is a Maryland corporation and a party to the

Merger Agreement. Two Harbors is headquartered at 575 Lexington Avenue, Suite 2930,
4




Case 1:18-cv-01826-RDB Document 1 Filed 06/19/18 Page 5 of 26

New York, New York, 10022. Two Harbors common stock is listed on the New York
Stock Exchange under the ticker symbol *TWO."

JURISDICTION AND VENUE

15, This Court has subject matter jurisdiction pursuant to Section 27 of the
Exchange Act (15 U.S.C. § 78aa) and 28 U.S.C. § 1331 (federal question jurisdiction) as
Plaintiff aleges violations of Section 14(a) and 20(a) of the Exchange Act.

6.  Persond jurisdiction exists over each Defendant either because the
Defendant is incorporated in or maintains operations in this District, or is an individua
whao is either present in this District for jurisdictiona purposes or has sufficient minimum
contacts with this District as to render the exercise of jurisdiction over Defendant by this
Court permissible under traditiona notions of fair play and substantial justice.

7. Venueis proper in this District under Section 27 of the Exchange Adt, 15
U.SC. § 78aa, as well as under 28 U.S.C. § 1391, because: (i) the conduct at issue took
effect under the laws in this District; (ii) CYSisincorporated in this District and each of the
Individua Defendants, and Company officers or directors, either resides in this Digtrict or
has extensive contacts within this District; (iii) a substantia portion of the transactions and
wrongs complained of herein, occurred under the laws of this District; (iv) relevant
documents pertaining to Plaintiff's clams are stored (eectronicaly and otherwise), and
evidence exidls, in this District; and (v) Defendants have recaived substantial compensation
in this Didrict by doing business here and engaging in numerous activities that had an
effect in this District.

SUBSTANTIVE ALLEGATIONS

Company Background and the Proposed Transaction
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8.  CYS, incorporated in Maryland in 2006, is a speciaty finance company
taxed as a REIT. The Company primarily invests in agency residentia mortgage-backed
securities (“Agency RMBS') guaranteed by fixed rate mortgage loans, adjustable-rate
mortgages (*ARMs"), or hybrid ARMs. CY'S dso invests in debt securities issued by the
U.S. Department of Treasury. The Company's income is generated primarily from the
difference between the interest income it earns on its investment portfolio and the cost of
its borrowings and hedging activities (" net spread”).

19.  CYS financid peformance and growth prospects remained strong
throughout 2017. During the Company's October 26, 2017 third quarter of 2017 earnings
cal, CYS Chief Financia Officer ("CFQ") Jack DeCicco ("DeCicco”) highlighted the
Company’s solid financia results, stating, “we fedl very good about the third quarter and
expect the assel and hedge portfalio repositioning that took place during the quarter to
benefit future quarters and to enhance book value protection to the extent we experience a
backup in rates” DeCicco dso noted that the third quarter of 2017 marked the sixth
consecutive quarter that the Company paid a $0.25 dividend per share. Net income for the
quarter was $83 million, or $0.54 per share, compared to $45 million, or $0.30 per share,
in the second quarter of 2017.

20. On February 14, 2018, CY'S announced its fourth quarter and year ended
2017 financid results. The Company maintained its consistent $0.25 per common share
quarterly dividend. CYS debt securities portfolio increased to spproximatdy $13.1
billion & December 31, 2017, from $12.9 billion a September 31, 2017. Despite a
chalenging environment, in CYS' February 15, 2018 earnings call, defendant Grant
highlighted CYS' tota stockholder return of 12.6% and market return of 17%, explaining

“[t]his is a good result for an environment where the Fed raised short rates three times,
6
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clearly messaged that they’ d be continuing to raise rates and also announced their plansto
reduce their asset purchases going forwarded.” DeCicco aso noted, “we are pleasad with
our annua results and have taken a more defensive position in anticipation of the current
environment. . . ."
The Sale Process

21.  On February 8, 2018, defendant Grant received an unsolicited proposal to
acquire CYS in a stock-for-stock merger from a mortgage REIT referred to in the
Registration Statement as Company C. Thereafter, the independent members of the Board
formed a specia committes (the “Special Committeg”) comprised of defendants Stern
(chairman), Hammond and Beder. The Board subsequently engaged Barclays and Credit
Suisseto act asits advisors.

22, On February 21, 2018, defendant Grant received an unsolicited proposal to
acquire CYS from another mortgage REIT referred to in the Registration Statement as
Company B. Company B had previously expressed an interest in exploring a potential
acquisition of CYSin July 2016, executed a non-disclosure agreement and engaged in due
diligence before withdrawing its indication of interest in September 2016.

23, On February 27, 2018, the Specia Committee met and authorized Barcdlays
and Credit Suisse to contact six additiona potentia bidders to determine whether they
would be interested in submitting an offer to enter into a business combination or strategic
transaction with CYS.

24, Following the outreach, CYS entered into non-disclosure agreements
containing standstill provisions with seven of the eight potential bidders (including Two
Harbors, Company B, Company C, a mortgage REIT that previously expressed interest in

exploring a potentia acquisition of CYS in April 2016, referred to in the Registration
7
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Staternent as Company A, a publicly traded mortgage REIT referred to in the Registration
Statement as Company D and a publicly traded mortgage REIT referred to in the
Registration Statement as Company E). The Registration Statement fals to disdose
whether the standstill provisions contained in the non—disclosure agreements are slill in
effect and operate to preclude the six potentid bidders (not including Two Harbors) from
rmaking atopping bid for the Company.

25.  Barclays and Credit Suisse invited bidders other than Company C (who had
dready submitted an initid indication of interest) to submit preliminary indications of
interest by March 12, 2018. The parties were subsequently invited to submit indications of
interest incorporating CY'S' transaction expense assumptions by March 16, 2018.

26.  On March 19, 2018, the Specid Committes met to review the revised bids,
which reflected the following proposed purchase prices per share of CY S common stock:
(i) Company B - $7.27 per share; (ii) Company C - arange of $7.33 to $7.47 per share; (iii)
Two Harbors - $7.33 per share; (iv) Company D - $7.42 per share and (v) Company E -
$7.15 per share.

27. Following the March 21, 2018 Board and Specid Committee meetings, the
Specid Committes determined to invite Company C, Company D and Two Harbors to
participate in the second round of the process. As Company B was unwilling to participate
on CYS proposed timeling, the Special Committee a so determined to invite Company E
to participate in the second round. The parties received access to a virtud data room and
were asked to submit a markup of a draft merger agreement.

28.  On April 3, 2018, the four parties submitted third round indications of
interest, with Company C revising its proposed purchase price to $7.46 per share. Also on

April 3, following a mesting with the Specid Committeg's legd counsel, Two Harbors
8
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agreed to make certain changes to its proposed markup of the draft merger agreement,
including PRCM Advisers LLC , Two Harbors' external manager and a subsidiary of Fine
River Capital Management L.P, agreeing to contribute $10 million in cash as part of the
merger consideration. This amount was |ater increased to $15 million.

29, On April 5, 2018, the Board met and, following discussion, instructed the
Specid Committee to continue negotiati ons with Two Harbors and Company C.

30.  On April 11, 2018, Company C delivered a revised draft of the merger
agreement that included adjustments to the offer price and purchase price mechanics which
purportedly resulted in at least 2 $0.11 per share reduction in Company C' s per share offer
price. Following Company C's refusd to increase its bid, the Specia Commiftee
proceeded to negotiate the final terms of the Proposed Transaction with Two Harbors.

3. On April 18, 2018, CYS ad Two Harbors executed an exclusivity
agreement, providing for exdusivity regarding a strategic transaction until April 25, 2018.

32, On April 25, 2018, Badays and Credit Suisse rendered their farness
opinions and the Board approved the Merger Agreement. The next day, the parties
executed the Merger Agreement, which was dated effective as of April 25, 2018.

The Proposed Transaction

39,  OnApril 26, 2018, CY S and Two Harbor issued ajoint press releasse
announcing the Proposed Transaction, which states, in relevant part:

NEW YORK--(BUSINESS WIRE)-- Two Harbors Investment Corp. (NYSE:

TWO) ("Two Harbors'), a leading hybrid mortgage real estate investment trust

(“REIT"), and CYS Investments. Inc. (NYSE: CYS) (*CYS’), an Agency

mortgage REIT, announced today that they have entered into a definitive merger

agresment under which Two Harbors will acquire CYS.

In connection with the merger, CY S stockholders will exchange their shares of CY'S
common stock for newly issued shares of Two Harbors common stock as well as

9
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aggregate cash condideration of $15,000,000. The number of Two Harbors shares
issued will be based on an exchange ratio to be determined by dividing 96.75% of
CYS adjusted book value per share by 94.20% of Two Harbors' adjusted book
value per share For illustrative purposes, assuming the merger occurs and the
exchange ralio was based on March 31, 2018 adjusted book vaue per share, CYS
stockholders would receive $7.79 of combined cash and stock consideration per
share of CY'S common stock owned, which represents a premium of approximatdy
17.7% over the CY S dosing price per share on April 25, 2018. The actud exchange
ratio for the merger will be publicy announced & |east five business days prior to the
required stockholder votes on the merger.

Two Harbors and CY S will hold ajoint conference call at 9:00 A.M. Eastern Time
on April 26, 2018 to discuss the merger. To participate in the teleconference,
please cal toll-free (877) 868-1835, Conference Code 7197703, (or (914) 495-
8581 for internationa callers) approximately 10 minutes prior to the above slart
time. You may also listen to the teleconference live via the Internet and review
related materials a www.twoharborsinvestment.com in the Investor Relations
section under the Events and Presentations link.

Anticipated Benefits to Two Harbors Stockholders from the Merger

+ Additional capital supports continued growth in target assets: A larger
capital base will support the continued growth across Two Harbors' target
assets, and positions Two Habors to take advantage of market
opportunities as they arise.

& |mproved cost structure: Expect that the combination of Two Harbors
and CYS will create cost efficiencies and decrease Two Harbors' other
operating expense ratio by 30 to 40 basis points. Additionaly PRCM
Advisers' agreement to reduce its base management fee on the new CYS
equity will further enhance operating cost effidenciesin the year following
the close of thetransaction.

= Expect to maintain $0.47 per share quarterly dividend: Following the
close of the transaction, Two Harbors anticipates that its current quarterly
dividend of $0.47 will be sustainable through 2018, subject to market

10
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conditions and the discretion and approval of Two Harbors Board of
Directors.

= Enhanced scale and liquidity with potential for premium valuation:
With a pro forma equity base of nearly $5.0 bhillion, Two Harbors
stockholders will benefit from the scae, liquidity and capitd alternatives
of a larger combined company. Additionaly, larger capitaized mortgage
REITs have historicaly carried premium va uations.

« Anticipate improved Agency spreads in 2018: If so, Two Harbors
believes this ded will be accretive to earnings and endorses the capital
raising attendant to this transaction.

Anticipated Benefitsto CY S Stockholders from the Merger

¢ Enhanced scale and liquidity: CYS stockholders will benefit from
increased operating scale, liquidity and capital aternatives avalable to a
larger combined company.

+ Meaningful premium to CYS stockholders: Based on March 31, 2018
adjusted book values per share, CY'S stockholders would receive $7.79 of
combined cash and stock consideration per share of CYS common stock,
which represents a premium of approximately 17.7% over the CY S closing
price per share on April 25, 2018.

# Benefit from a more diversified business model: Two Harbors' hybrid
business mode is positioned to withstand periods of market volatility and
is comprised of a mix of asset classes and a platform that is challenging to
replicate. Two Harbors' portfalio indudes a Rates strategy comprised of
Agency RMBS paired with mortgage servicing rights ("MSR"), and a
Credit strategy, comprised primarily of deeply discounted, legacy non-
Agency RMBS.

+ Strong stewards of capital: Two Harbors has a history of being strong
stewards of its stockholders' capital. Since 2009, Two Harbors has
outperformed its peer group and has grown its book value with less
volatility. Additionally, Two Harbors has a stock repurchase program in
place to support its stock.

About the Merger
Upon the dosing of the merger, CY'S stockholders will exchange their shares of
CY'S common stock for newly issued shares of Two Harbors common stock as

well as aggregate cash consideration of $15,000,000, payable to CY S stockhol ders
on apro rata basis.

The number of Two Harbors shares to be received by CY S stockholders will be

"
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based on an exchange ratio to be delermined by dividing 96.75% of the CYS
adjusted book va ue per share by 84.20% of the Two Harbors adjusted book vaue
per share As defined in the Merger Agreement, adjusted book vaue per share for
each company means (i) such company’s total consolidaed common stockhol ders’
equity after giving pro forma effect to any dividends or other distributions for which
the record date is after the exchange ratio determination date but prior to the dosing
of the merger and as modified for potential transaction-related adjustments, divided
by (ii) each respective company’s number of shares of common stock issued and
outstanding, including shares issuable upon the vesting of restricted stock.

Asof March 31, 2018, the adjusted book value per share for Two Harbors and CY'S,
on a pro forma basis, would have been $15.63 and $7.41, respectively, representing
an exchange ratio of 0.4872x, with each share of CY S being exchanged for 0.4872
shares of Two Harbors. For illustrative purposes, under a pro forma exchange rdio,
assuming the merger occurs and the exchange ratio was ca culated as of March 31,
2018, CY'S stockholders would receive approximatey 75.7 million Two Harbars
shares (representing approximatey 30% of the Two Harbors' totd outstanding
shares immediaidy folowing the merger), which, in combination with the cash
consideration of $15,000,000, would value CY Sat spproximately $7.79 per share of
common stock. This val uation represents a premium of approximately 17.7% sbove
thedosing price per share of CY'S common stock on the New York Stock Exchange
on April 25, 2018,

The actual exchange ratio for the merger will be publidy announced at least five
business days prior to the required stockholder votes on the merger.

In connection with the merger, PRCM Advisers LLC, Two Harbors' external
manager, a subsidiary of Fine River Capitd Management L.P., has agreed to
reduce the base management fee it charges Two Harbors with respect to the
additional equity under management resulting from the merger from 1.5% of
Stockholders' Equity on an annudized basis to 0.75% through the first anniversary
of the closing of the merger. PRCM Advisers LLC will dso make a one-time
downward adjustment of $15,000,000 to the management fees payable by Two
Harbors for the quarter in which the merger doses. PRCM Advisers has dso
agreed to a post-dosing downward adjustment of up to $3.3 million to reimburse
Two Harbors for certain transaction rel ated expenses.

In addition to the above consideration, Two Harbors would assume the existing
notional $75 million in CYS 7.75% Series A cumulative redeemzble preferred
stock and $200 million in CY S 7.50% Series B cumulative redeemable preferred
stock.

Following the closing of the transaction, all senior management positions will
continue to be led by Two Harbors' personnel and Two Harbors Board of
Directors will be expanded to indude two additional independent directors from
CY SInvestments' current board, James Stern and Karen Hammond.
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The completion of the merger is subject to the satisfaction of certan customary
conditions, and is subject to the gpproval of the stockholders of both Two Harbors and
CYS. The companies expect the transaction to dosein the third quarter of 2018,

“We are pleased to announce the acquisition of CYS Investments, which we
believe represents a unique opportunity to create value for our stockholders,”
stated Thomas Siering, Two Harbors' President and Chief Executive Officer.
“This transaction offers Two Harbors stockholders the opportunity to benefit from
additiona capita, supporting continued growth in our target assets, as well as an
improved cost structure. The combination of the two companies dso supports the
potentid for the premium valuation of apro forma Two Harbors.”

“We are excited about the opportunity to merge with Two Harbors and believe that
our stockholders will benefit from the increased scale, diversification and liquidity
of the combined companies” stated Kevin Grant, CYS Investments' Chairman,
Chief Executive Officer, President and Chief Investment Officer. “ Two Harbors has
a long history of being strong stewards of capital and we believe this transaction
should enhance va ue for our stockholders over the long-term.”

JMP Securities LLC is serving as financial advisor, and Sidley Austin LLP is
serving as legal advisor to Two Harbors. Barclays Capital Inc. and Credit Suisse
Securities (USA) LLC are serving as financid advisors, and Vinson & Elkins LLP
isserving as legd advisor to CY'S.

Insiders’ Interestsin the Proposed Transaction

42, CYS and Two Harbors insiders are the primary beneficiaries of the Proposed
Transaction, not the Company’s public stockholders. The Board and the Company’s exeautive
officers are conflicted because they will have secured unique benefits for themselves from the
Proposed Transaction not available to Plaintiff and the public stockholders of CY'S.

43.  CYS directors and executive officers stand to reap substantid financia benefits for
securing the deal with Two Harbors. Pursuant to the Merger Agreement, al outstanding shares of
Company restricted stock will vest and be converted into the right to receive the Merger
Consideration. The following table sets forth the vaue of restricted stock that the Company’s

directors and executive officers will receive upon consummation of the Proposed Transaction:
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Mumber of

Sharesofl CYE Valuad
Flestricted Accelerated
Stock tobe Sharesof CYS
A oosl erated Restricted
(# Stock ()

Executive Name
Kevin E Grant 501,840 3,793.425
Jack DeCicco 03,936 710,065
Richard E. Cleary 86,818 656,260
Thomas A. Rosenbl oom 96,918 732,608
Director Name —
Tanya S. Beder 3,206 24,234
Karen Hammand 3,206 24,234
Raymond A. Redlingshafer, Jr. 3,206 24,234
DdeA. Reiss 3,206 24,234
James A, Stern 3,206 24,234

i3, Moreover, if they are terminated in connection with the Proposed Transaction, the
Company’s named executive officers stand to receive substantial cash severance payments in the

form of golden parachute compensation, as set forth in the following table:

Golden Parachute Compensation

MNarme Casgh {§) Equity ($) Benefits (5) Total (3]
Kevin E. Grant 9,136,458 3,793,425 48,314 12,978,197
Jack DeCicco 1,325,833 710,065 64,157 2,100,055
Richard E Cleary 1,129,083 656,260 64,157 1,849,500
Thomas A.

Rosenbloom 1,200,000 732,606 64,157 1,996,764

TheRegistration Statement is Materially |ncomplete and Misleading
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45. The defendants filed a materialy incomplete and misleading Registration
Statement with the SEC and disseminated it to CYS' stockholders. The Registration Statement
misrepresents or omits material information that is necessary for the Company's stockholders to
make an informed voting decision in connection with the Proposed Transaction.

46.  Specificaly, as set forth below, the Registration Statement fails to provide
Company stockholders with material information or provides them with materially misleading
information concerning: (i) CYS and Two Harbors' financia projections, relied upon by CYS
financia advisors Barclays and Credit Suisse; (ii) the data and inputs underlying the financial
vauation anal yses that support the fairness opinions provided by Barclays and Credit Suisse; (iii)
the background process leading to the Proposed Transaction; and (iv) potentid conflicts of
interest of Bardays. Accordingly, CY S stockholders are being asked to make a voting decision in
connection with the Proposed Transaction without all materia information at their disposa.
Material Omissions Concerning CYS' and Two Harbors' Financial Projections

34, The Regisiration Statement is materialy defident because it fals to disclose
materid information rel ating to the Company' s intrinsic va ue and prospects going forward.

35,  First, the Registration Stalement omits material information regarding CYS
management’s financial projections and the financia projections of Two Harbors.

36.  For example, the Registration Statement fails to disclose for CYS over the
projection period of December 31, 2018 through December 31, 2020: (i) tangible book vaue per
share (“TBVPS'); (ii) dividend yidld: (iii) dividends; and (iv) distributed cash flows.

37.  Additiondly, the Registration Statement fails to disdose for Two Harbors over the
projection period of December 31, 2018 through December 31, 2020: (i) TBVPS; (ii) dividend
yield; (iii) dividends; and (iv) distributed cash flows.
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38, Moreover, the Registration Statement sels forth that in connection with rendering
their fairess opinions, both Barclays and Credit Suisse reviewed and andyzed financid and
operating information with respect to the business, operations and prospects of the pro forma
combined company, incuding financial projections of Pro Forma Two Harbors prepared and
furnished to Barclays and Credit Suisse by Two Habors, and relied upon by Barclays and Credit
Suisse upon the advice and a the direction of CYS ("Pro Forma Projections’). Yet, the
Registration Statement wholly omits the Pro Forma Projections relied upon by both Barclays and
Credit Suissein their financid anayses.

39.  The omission of this information renders the statements in the "Certain Two
Harbors Unaudited Prospective Financia Information,” "Certain CYS Unaudited Prospective
Financid Information,” “Opinion of CYSs Financid Advisor, Bardays Capital Inc.” and
“Opinion of CYS's Finandd Advisor, Credit Suisse Securities (USA) LLC" sections of the
Registration Statement fase and/or materialy misleading in contravention of the Exchange Act
Barclays' Valuation Analyses and Fairness Opinion

40.  The Registration Statement describes Bardays' fairness opinion and the various
valuation analyses it performed in support of its opinion. However, the description of Barclays
farness opinion and andyses fals to include key inputs and assumptions underlying these
analyses. Without this information, as described bdow, CYS's stockholders are unable to fully
understand these analyses and, thus, are unable to determine what weight, if any, to place on
Barclays' fairness opinion in determining how to cast their vote on the Proposed Transaction. This
omitted information, if disclosed, would significantly ater the totd mix of information available to

CY S s stockholders.
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41, With respect to Barclays' Dividend Discount Analysis, the Registration Staternent
omits the projected dividends for both CYS and Two harbors provided by the Company's
management.

42, With respect to Barclays Sdlected Comparable Company Analysis and Selected
Precedent Transaction Analysis, the Registration Statement fals to disclose the individua
multiples Barclays calculated for each company and transaction utilized in the analyses. The
omission of these multiples renders the summary of the analysis and the implied values materidly
misleading. A fair summary of the anayses requires the disdosure of the individud multiples;
merdly providing the range that a banker applied isinsufficient, as CY S stockhol ders are unable to
whether Barclays applied appropriate multiples, or, instead, applied unreasonably low
multiples in order to drive down the Company's valuation.

Credit Suisse’'s Valuation Analyses and Fairness Opinion
43, The Registration Staternent aso describes Credit Suisse's fairness opinion and the

various vauation analyses it performed in support of its opinion. However, the description of
Credit Suisse’s fairness opinion and analyses fails to incdude key inputs and assumptions
underlying these analyses. Without this information, as described below, CYS's stockholders are
unable to fully understand these analyses and, thus, are unable to determine what weght, if any, to
place on Credit Suisse's fairness opinion in determining how to cast their vote on the Proposed
Transaction. This omitted information, if disclosed, would significantly alter the total mix of
information available to CY S's stockhol ders.

44, With respect to Credit Suisse's Dividend Discount Analysis, the Registration
Statement omits the projected dividends for both CYS and Two harbors provided by the

17




Case 1:18-cv-01826-RDB  Document 1 Filed 06/19/18 Page 18 of 26

Company’s management, as well as the inputs and assumptions underlying the discount rates
applied by Credit Suisse.

45, With respect to Credit Suisse's Sdected Comparable Company Analysis and
Selected Precedent Transaction Analysis, the Registration Statement fails to discose the
individud multiples Credit Suisse cdculated for each company and transaction utilized in the
analyses. The omission of these multiples renders the summary of the analysis and the implied
values materialy midleading. A fair summary of the anayses requires the disclosure of the
individud multiples; merely providing the range that a banker spplied is insufficient, as CYS
stockholders are unable to assess whether Credit Suisse applied sppropriate multiples, or, instead,
applied unreasonably low multiples in order to drive down the Company’ s va uation.

Material Omissions Concerning the Sales Process

46.  The Registration Statement dso fals to disclose or misstate materiad information
relating to the sale process leading up to the Proposed Transaction.

47,  The Registration Statement discloses that CYS entered into nondisclosure
agreements that contained " customary standstill provisions” with six potential bidders other than
Two Harbors. However, the Registration Statement omits whether these standstill provisions
expired upon announcement of the Proposed Transaction or contain so-called " don't-ask-don't-
wave' (“DADW") provisions that preclude these parties from making a topping bid for the
Company. A DADW provision prevents a party from approaching the Company’'s Board privatdy
to request a waiver of the standstill provision in order to submit a superior proposal. This
omission is particularly notable because the Registration Statement discloses that the Merger
Agreement prohibits CY S or its subsidiaries from terminating, waiving, amending, or modifying
any provision of the standdlill provisions. Thus the Board has potentialy willfully blind itself to
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any superior offers from these six parties. Such information is material to CY S stockholdersas a
reasonable CY S stockholder would find it material and important to their voting decision whether
or not parties that had previously been interested in a potential acquisition of the Company are
now foreclosed from submitting superior proposals.

30. Defendants’ failure to provide CYS stockholders with the foregoing material
information renders the statements in the Background of the Merger section of the Registration
Statement false and/or materially misleading.

Material Omissions Concerning the Potential Conflicts of | nterest Faced by Barclays

48, Further, the Registration Stalement fals to disclose materid information
concerning potential conflicts of interest faced by the Company’ s financia advisors, Barclays and
Credit Suisse.

49, The Regigtration Statement sets forth that “Barclays has performed various
investment banking services for CY S and Two Harbors in the past, and expects to perform such
services in the future, and has received, and expects to receive, customary fees for such services.”
Registration Statement at 100. The Registration Statement fails, however, to disdose the past
services and past fees for these services received by Barclays.

50, Moreover, the Registration Statement fails to disclose whether Credit Suisse has
performed past work for CYS and, if so, the amount of any compensation Credit Suisse has
received in connection with such services.

51. Full disclosure of investment banker compensation and dl potential conflicts is
required due to the centrd role played by investment banks in the evaluation, exploration,
selection, and implementation of strategic dternatives. CY'S stockhol ders need to be provided with

a description of the services and the fees received for these services performed by Barclays on
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behalf of CYS and Two Harbors to compare these services and fees and assess whether Barclays
had a strong historica rel ationship with Two Harbors that could have impacted its advice provided
to CYS.

52,  Theomission of this information renders the statements in the “ Opinion of CYS's
Financid Advisor, Barclays Capital Inc.” and * Opinion of CY S's Financia Advisor, Credit Suisse
Securities (USA) LLC" sections of the Registration Statement fase and/or materidly misleading
in contravention of the Exchange Act.

53. In sumn, the omission of the above-referenced information renders statements in the
Registration Statement materially incomplete and misleading in contravention of the Exchange
Act. Absent disclosure of the foregoing materia information prior to the specid shareholder
meeting to vote on the Proposed Transaction, Plaintiff will be unable to make a fully-informed
decision regarding whether to vote in favor of the Proposed Transaction, and is thus threatened
with irrgparable harm, warranting the injunctive relief sought herein.

COUNT |

(Against All Defendants for Violations of Section 14(a) of the Exchange Act
and Rule 14a-9 Promulgated Thereunder)

54, Flantiff incorporates each and every allegation set forth ebove as if fully set forth
herein.

55, Section 14(a)(1) of the Exchange Act makes it “unlawful for any person, by the use
of the mails or by any means or instrumentdity of interstate commerce or of any facility of a
national securities exchange or otherwise, in contravention of such rules and regulations as the
Commission may prescribe as necessary or gppropriae in the public interest or for the protection

of investors, to solicit or to permit the use of his name to solict any proxy or consent or
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authorization in respect of any security (other than an exempted security) registered pursuant to
section 78l of thistitle.” 15 U.S.C. § 78n(a)(1).

56.  Rule 1429, promulgated by the SEC pursuant to Section 14(a) of the Exchange
Act, provides that registration statement communications with shareholders shal not contain “any
statement which, a the time and in the light of the circumstances under which it is made, is fdse
or misleading with respect to any materia fact, or which omits to state any materia fact necessary
in order to make the statements therein not fase or mideading.” 17 C.F.R. § 240.14a-9.

57.  The omission of information from a registration statement will violate Section
14{a) and Rule 14a9 if other SEC regulations specificaly reguire disclosure of the omitted
information.

58.  Defendants have issued the Registration Statement with the intention of soliciting
stockholder support for the Proposed Transaction. Each of the Defendants reviewed and
authorized the dissemination of the Registration Statement, which fals to provide criticd
information regarding, amongst other things (i) the vauation andyses peformed by the
Company’s financial advisors, Barclays and Credit Suisse; (i) the background process leading up
to the Proposed Transaction; and (iii) the potentiad conflicts of interest faced by Bardlays in
advising the Board.

59, In so doing, Defendants made untrue statements of fact and/or omitted materia
facts necessary to make the statements made not misleading. Each of the Individua Defendants,
by virtue of their roles as officers and/or directors, were aware of the omitted information but
failed to disclose such information, in violation of Section 14(a). The Individua Defendants were
therefore negligent, as they had reasonzble grounds to believe materid facts existed that were
misstated or omitted from the Registration Statement, but nonethel ess failed to obtain and disclose
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such information to CYS common stockholders athough they could have done so without
extraordinary effort.

60.  The Individual Defendants knew or were negligent in not knowing that the
Registration Statement is materidly misdeading and omits materid facts that are necessary to
render it not mideading. The Individua Defendants undoubtedly reviewed and relied upon most if
not all of the omitted information identified above in connection with their decision to gpprove and
recommend the Proposed Transaction; indeed, the Registration Statement states that Barclays and
Credit Suisse reviewed and discussed their financia andyses with the Board, and further states
that the Board considered the financial analyses provided by Barclays and Credit Suisse, aswell as
its farmess gpinion and the assumptions made and matters considered in connection therewith.
Further, the Individua Defendants were privy to and had knowledge of the projections for the
Company and the details surrounding the process leading up to the signing of the Merger
Agresment. The Individual Defendants knew or were negligent in not knowing tha the materia
information identified above has been omitted from the Registration Staternent, rendering the
sections of the Registration Statement identified above to be materialy incomplete and
misleading. Indeed, the Individua Defendants were required to, separately, review Barcdlays' and
Credit Suisse's analyses in connection with their receipt of the fairness opinion, question the
advisors as to the derivation of fairness, and be particularly attentive to the procedures followed in
preparing the Registration Statement, and review it carefully before it was disseminated, to
corroborate that there are no materid misstatements or omissions.

61.  The Individud Defendants were, at the very least, negligent in preparing and
reviewing the Registration Statement. The preparation of a registration statement by corporate
insiders containing materidly false or misleading statements or omitting a materia fact constitutes
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negligence. The Individuad Defendants were negligent in choosing to omit materia information
from the Registration Statement or failing to notice the material omissions in the Registration
Statement upon reviewing it, which they were required to do carefully as the Company’s directors.
Indesd, the Individual Defendants were intricately involved in the process leading up to the
signing of the Merger Agreement and the preparati on of the Company’ s financial projections.

62. CYSisaso desmed negligent as a result of the Individual Defendants’ negligence
in preparing and reviewing the Registration Statement.

63.  The misrepresentations and omissions in the Registration Siatement are material to
Plantiff and the CY'S stockholders, who will be deprived of their right to cast an informed vote if
such misrepresentations and omissions are not corrected prior to the vote on the Proposed
Transaction. Plaintiff and the CY S stockholders have no adequate remedy at law. Only through the
exercise of this Court's equitable powers can Plaintiff and the CY S stockholders be fully protected
from the immediate and irregparable injury that Defendants’ actions threaten to inflict.

COUNT |1

(Against the Individual Defendants for Vidations of Section 20(a) of the Exchange Act)
64, Plantiff incorporates each and every dlegation set forth above asif fully set forth

herein.

65.  Thelndividua Defendants acted as control ling persons of CY S within the meaning
of Section 20(a) of the Exchange Act as aleged herein. By virtue of their positions as directors of
CYS, and paticpation in and/or awareness of the Company's operations andfor intimae
knowledge of the incomplete and mideading statements contained in the Registration Statement

filed with the SEC, they had the power to influence and control and did influence and contral,
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directly or indirectly, the decision making of CY'S, including the content and dissemination of the
various statements that Plaintiff contends are materialy incomplete and misleading.

66.  Each of the Individud Defendants was provided with or had unlimited access to
copies of the Registration Statement and other statements alleged by Flaintiff to be misleading
prior to and/or shortly after these statements were issued and had the ability to prevent the
issuance of the statements or cause the statements to be corrected.

67.  In particular, each of the Individud Defendants had direct and supervisory
involvement in the day-to-day operations of CY'S, and, therefore, is presumed to have had the
power to contral or influence the particular transactions giving rise to the Exchange Act violations
aleged herein, and exercised the same The omitted information identified ebove was reviewed by
the Board prior to voting on the Proposed Transaction. The Registration Statement at issue
contains the unanimous recommendation of the Board to gpprove the Proposed Transaction. The
Individud Defendants were thus directly involved in the making of the Registration Statement.

68, In addition, as the Registration Statement sets forth at length, and as described
herein, the Individual Defendants were involved in negotiating, reviewing, and approving the
Merger Agresment. The Regigtration Statement purports to describe the various issues and
information that the Individua Defendants reviewed and considered. The Individua Defendants
participated in drafting and/or gave their input on the content of those descriptions.

9. By virtue of the foregoing, the Individud Defendants have violated Section 20(a)
of the Exchange Act.

70.  As set forth above, the Individua Defendants had the ability to exercise control
over and did control aperson or persons who have each violated Section 14{a) and Rule 14a-9, by
their acts and omissions as dleged herein. By virtue of their positions as controlling persons, these
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Defendants are liable pursuant to Section 20(a) of the Exchange Act. As a direct and proximate
result of Individual Defendants’ conduct, Plaintiff and the CY'S stockholders will be irreparably
harmed.

71.  Hantiff has no adequate remedy at law. Only through the exercise of this Court’s

equitable powers can Flaintiff be fully protected from the immedi ate and irreparable injury that

Defendants’ acti ons threaten to inflict.

PRAYER FOR RELIEF

WHEREFORE, Flaintiff prays for judgment and reief as follows:

A, Enjoining Defendants, their agents, counsel, employees, and al persons acting in
concert with them from consummating the Proposed Transaction, unless and until the Company
discloses the material information discussed above which has been omitted from the Registration
Statement;

B. Directing the Individua Defendants to account to Faintiff for al damages
suffered as a result of the Individual Defendants wrongdoing;

C. Awarding Plaintiff the costs and disbursements of this action, induding reasonable
attorneys’ and experts’ fees; and

D. Granting such other and further equitable relief as this Court may deem just and
proper.

JURY DEMAND

Plaintiff demands atria by jury on &l issues so triable.

Dated: June 19, 2018 LEVI & KORSINSKY LLP

By: /s/ Donald J. Enright
Donald J. Enright (Bar No. 13551)
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1101 30" Street, N.W., Suite 115
Washington, DC 20007

T: (202) 524-4290

F: (202) 333-2121

Email: denright@zlk.com

Attorneys for Plaintiff

Of Counsal:

WOLF HALDENSTEIN ADLER
FREEMAN & HERZ LLP

Gloria Kui Mealwani

270 Madison Avenue

MNew York, NY 10016
Telegphone: (212) 5454600
Facsimile: (212) 686-0114

Counsel for Plaintiff

26







