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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

TWO HARBORS INVESTMENT CORP.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS

Available-for-sale securities, at fair value
Trading securities, at fair value
Mortgage loans held-for-sale, at fair value
Investment in real estate, net

Cash and cash equivalents

Restricted cash

Accrued interest receivable

Due from counterparties

Derivative assets, at fair value

Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities

Repurchase agreements

Derivative liabilities, at fair value
Accrued interest payable

Due to counterparties

Accrued expenses

Dividends payable

Income taxes payable

Total liabilities

Stockholders’ Equity

Preferred stock, par value $0.01 per share; 50,000,000 shares authorized; no shares

issued and outstanding

Common stock, par value $0.01 per share; 450,000,000 shares authorized and

219,655,462 and 140,596,708 shares issued and outstanding, respectively
Additional paid-in capital

Receivable from issuance of common stock

Accumulated other comprehensive income (loss)

Cumulative earnings

Cumulative distributions to stockholders

Total stockholders’ equity

Total Liabilities and Stockholders’ Equity

The accompanying notes are an integral part of these condensed consolidated financial statements.

June 30,
2012
(unaudited)

$10,724,149
999,375
11,378
71,726
496,674
138,336
35,954
81,039
361,073
60,998
$12,980,702

$10,438,441
82,619
11,545
166,949
11,164
87,061

266
10,798,045

2,196

2,142,554
(22,248
202,798
233,256
(375,899
2,182,657
$12,980,702

December 31,
2011

$6,249,252
1,003,301
5,782
360,016
166,587
23,437
32,587
251,856
7,566
$8,100,384

$6,660,148
49,080
6,456
45,565
8,912
56,239
3,898
6,830,298

1,406
1,373,099

)_

(58,716
157,452
(203,155
1,270,086
$8,100,384

)
)
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TWO HARBORS INVESTMENT CORP.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands, except share data)

Interest income:

Available-for-sale securities

Trading securities

Mortgage loans held-for-sale

Cash and cash equivalents

Total interest income

Interest expense

Net interest income

Other-than-temporary impairments:

Total other-than temporary impairment losses
Non-credit portion of loss recognized in other
comprehensive income

Net other-than-temporary credit impairment losses
Other income:

Gain on investment securities, net

Loss on interest rate swap and swaption agreements
(Loss) gain on other derivative instruments

Other income

Total other loss

Expenses:

Management fees

Other operating expenses

Total expenses

Income (loss) before income taxes

Benefit from income taxes

Net income (loss) attributable to common stockholders
Basic and diluted earnings (loss) per weighted average
common share

Dividends declared per common share

Basic and diluted weighted average number of shares of
common stock

Comprehensive income:

Net income (loss)

Other comprehensive income:

Unrealized gain on available-for-sale securities, net
Other comprehensive income

Comprehensive income

Three Months Ended
June 30,

2012 2011
(unaudited)

$104,319 $39,959
1,250 805
126 —

209 64
105,904 40,828
15,527 3,863
90,377 36,965
(4,476 ) (294
(4,476 ) (294
1,789 3,189
(61,014 ) (50,808
(7,617 ) 9,766
131 —
(66,711 ) (37,853
7,610 2,728
4,181 2,155
11,791 4,883
7,399 (6,065
(16,605 ) (5,081
$24,004 $(984
$0.11 $(0.01
$0.40 $0.40
214,810,579 77,101,606
$24,004 $(984
117,604 14,514
117,604 14,514
$141,608 $13,530

~— (SN —

)

Six Months Ended
June 30,

2012 2011
(unaudited)

$188,533 $59,494
2,300 1,077
195 —

377 127
191,405 60,698
26,994 6,362
164,411 54,336
(8,751 ) (294
(8,751 ) (294
11,720 4,728
(77,207 ) (48,869
(16,507 ) 15,113
91 —
(81,903 ) (29,028
14,353 4,278
7,782 3,667
22,135 7,945
51,622 17,069
(24,182 ) (4,324
$75,804 $21,393
$0.38 $0.35
$0.80 $0.80
200,833,084 61,443,978
$75,804 $21,393
261,514 23,629
261,514 23,629
$337,318 $45,022

The accompanying notes are an integral part of these condensed consolidated financial statements.
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TWO HARBORS INVESTMENT CORP.

CONDENDSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

AND COMPREHENSIVE INCOME
(in thousands, except share data)

Common Stock

Additional
Amount Paid-in
Capital

Shares

Balance, January

1.2011 40,501,212
Net income
Other
comprehensive
income

Net proceeds
from issuance of
common stock, 51,769,180
net of offering
costs

Common
dividends
declared
Non-cash equity
award
compensation
Balance, June 30
2011

$366,974

518 522,558

7,599 147

92,277,991 $923  $889,679

Balance, January
1,2012 140,596,708 $1,406

Net income
Other
comprehensive
income

Net proceeds
from issuance of
common stock, 79,058,754 790
net of offering
costs

Increase in
receivable from
issuance of

$1,373,099

769,022

Receivable
from
Issuance
of
Common
Stock

$—

(22,248 )

Accumulated .
Cumulative

Other . e Total

. CumulativeDistributions ,
Cornprehenswg . Stockholders
Income arnings - to Equity

Stockholders

(Loss)
(unaudited)
$22,619 $30,020 $(37,570 ) $382,448
— 21,393 — 21,393
23,629 — — 23,629
— — — 523,076
— — (53,112 ) (53,112 )
— — — 147
$46,248 $51,413 $(90,682 ) $897,581
$(58,716 ) $157,452 $(203,155) $1,270,086
— 75,804 — 75,804
261,514 — — 261,514
— — — 769,812
— — — (22,248 )



Edgar Filing: Two Harbors Investment Corp. - Form 10-Q

common stock
Common
dividends — — — — — — (172,744 ) (172,744 )
declared

Non-cash equity

award — — 433 — — — — 433
compensation
12331‘;““’ June 30,19 655462 $2,196 $2,142,554 $(22,248) $202,798  $233256 $(375.899) $2,182,657

The accompanying notes are an integral part of these condensed consolidated financial statements.
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TWO HARBORS INVESTMENT CORP.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash Flows From Operating Activities:
Net income

Adjustments to reconcile net income to net cash provided by (used in) operating

activities:

Amortization of premiums and discounts on RMBS, net

Other-than-temporary impairment losses
Gain on investment securities, net

Loss on termination and option expiration of interest rate swaps and swaptions
Unrealized loss on interest rate swaps and swaptions

Unrealized gain on other derivative instruments
Unrealized gain on mortgage loans

Equity based compensation expense
Depreciation of real estate

Purchases of mortgage loans held-for-sale

Proceeds from repayment of mortgage loans held-for-sale

Net change in assets and liabilities:

Increase in accrued interest receivable

Increase in deferred income taxes, net

Increase in current income tax receivable
(Increase)/decrease in prepaid and fixed assets
Increase in accrued interest payable, net
(Decrease)/increase in income taxes payable
Increase in accrued expenses

Net cash provided by operating activities

Cash Flows From Investing Activities:

Purchases of available-for-sale securities
Proceeds from sales of available-for-sale securities
Principal payments on available-for-sale securities
Purchases of other derivative instruments
Proceeds from sales of other derivative instruments
Purchases of trading securities

Proceeds from sales of trading securities
Purchases of investments in real estate

Increase in escrow deposits

Increase (decrease) in due to counterparties, net
Decrease (increase) in restricted cash

Net cash used in investing activities

Six Months Ended

June 30,

2012 2011
(unaudited)

$75,804 $21,393

(9,058 ) 4,693

8,751 294
(11,720 ) (4,728
18,540 227
46,296 38,351
(4,773 ) (5,893
(4 ) —

433 147

32 —
(6,618 ) —
1,026 —
(12,517 ) (12,334
(19,720 ) (4,330
(4,465 ) —
(554 ) 157
5,089 2,085
(3,632 ) S
2,252 2,858
85,162 42,925
(4,696,861 ) (3,338,528
197,714 95,782
295,829 116,651
(205,440 ) (165,831
69,699 19,572

(996,016 ) (1,319,959
1,001,904 500,133

(71,758 ) —
(28,693 ) —
72,932 (19,866
28,251 (66,695

(4,332,439 ) (4,178,741

The accompanying notes are an integral part of these condensed consolidated financial statements.
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TWO HARBORS INVESTMENT CORP.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS, continued

(in thousands)

Cash Flows From Financing Activities:

Proceeds from repurchase agreements

Principal payments on repurchase agreements
Proceeds from issuance of common stock, net of offering costs
Increase in receivable from issuance of common stock
Dividends paid on common stock

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental Disclosure of Cash Flow Information:
Cash paid for interest

Cash paid for taxes

Non-Cash Financing Activity:

Dividends declared but not paid at end of period
Reconciliation of mortgage loans held-for-sale:
Mortgage loans held-for-sale at beginning of period
Purchases of mortgage loans held-for-sale

Proceeds from repayment of mortgage loans held-for-sale
Unrealized gain on mortgage loans

Loans held-for-sale at end of period

Six Months Ended

June 30,

2012 2011
(unaudited)

$23,100,723 $8,283,571
(19,322,430 ) (4,626,172
769,812 523,076
(22,248 ) —
(141,922 ) (26,650
4,383,935 4,153,825
136,658 18,009
360,016 163,900
$496,674 $181,909
$10,438 $4,277
$3,635 $1
$87,061 $36,911
$5,782 $—
6,618 —

(1,026 ) —

4 _
$11,378 $—

The accompanying notes are an integral part of these condensed consolidated financial statements.

5

)
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TWO HARBORS INVESTMENT CORP.
Notes to the Condensed Consolidated Financial Statements (unaudited)

Note 1. Organization and Operations

Two Harbors Investment Corp., or the Company, is a Maryland corporation focused on investing in, financing and
managing residential mortgage-backed securities, or RMBS, residential mortgage loans, residential real properties,
and other financial assets. The Company is externally managed and advised by PRCM Advisers LLC, a subsidiary of
Pine River Capital Management L.P., or Pine River, a global multi-strategy asset management firm. The Company's
common stock is listed on the NYSE and its warrants are listed on the NYSE MKT under the symbols “TWO” and
“TWO.WS,” respectively.

The Company has elected to be treated as a real estate investment trust, or REIT, for U.S. federal income tax purposes
commencing with its initial taxable period ended December 31, 2009. As long as the Company continues to comply
with a number of requirements under federal tax law and maintains is qualification as a REIT, the Company generally
will not be subject to U.S. federal income taxes to the extent that the Company distributes its taxable income to its
stockholders on an annual basis and does not engage in prohibited transactions. However, certain activities that the
Company may perform may cause it to earn income which will not be qualifying income for REIT purposes. The
Company has designated certain of its subsidiaries as taxable REIT subsidiaries, or TRSs, as defined in the Code, to
engage in such activities, and the Company may in the future form additional TRSs.

Note 2. Basis of Presentation and Significant Accounting Policies

Consolidation and Basis of Presentation

The interim unaudited condensed consolidated financial statements of the Company have been prepared in accordance
with the rules and regulations of the Securities and Exchange Commission, or SEC. Certain information and note
disclosures normally included in financial statements prepared in accordance with U.S. generally accepted accounting
principles, or GAAP, have been condensed or omitted according to such SEC rules and regulations. Management
believes, however, that the disclosures included in these interim condensed consolidated financial statements are
adequate to make the information presented not misleading. The accompanying condensed consolidated financial
statements should be read in conjunction with the financial statements and notes thereto included in the Company's
Annual Report on Form 10-K for the year ended December 31, 2011. In the opinion of management, all normal and
recurring adjustments necessary to present fairly the financial condition of the Company at June 30, 2012 and results
of operations for all periods presented have been made. The results of operations for the three and six months ended
June 30, 2012 should not be construed as indicative of the results to be expected for the full year.

The condensed consolidated financial statements of the Company have been prepared on the accrual basis of
accounting in accordance with GAAP. The preparation of financial statements in conformity with GAAP requires us
to make a number of significant estimates and assumptions. These estimates include estimates of fair value of certain
assets and liabilities, amount and timing of credit losses, prepayment rates, the period of time during which the
Company anticipates an increase in the fair values of real estate securities sufficient to recover unrealized losses in
those securities, and other estimates that affect the reported amounts of certain assets and liabilities and disclosure of
contingent assets and liabilities as of the date of the condensed consolidated financial statements and the reported
amounts of certain revenues and expenses during the reported period. It is likely that changes in these estimates (e.g.,
valuation changes due to supply and demand, credit performance, prepayments, interest rates, or other reasons) will
occur in the near term. The Company's estimates are inherently subjective in nature and actual results could differ
from its estimates and the differences may be material.

The condensed consolidated financial statements of the Company include the accounts of all subsidiaries;
inter-company accounts and transactions have been eliminated. Certain prior period amounts have been reclassified to
conform to the current period presentation.

Significant Accounting Policies

13
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Investment in Real Estate, Net

Beginning in early 2012, the Company began investing in single family residential properties with the intention of
renting the properties. Real estate is recorded at acquisition cost, allocated between land and building. In making
estimates of fair values for purposes of allocating purchase price, the Company utilizes information obtained from
county tax assessment records to develop regional averages. Building depreciation is computed on the straight-line
basis over the estimated useful lives of the assets. The Company generally uses a 27.5-year estimated life with no
salvage value. For properties purchased subject to an existing lease, the assets are recorded at fair value, allocated to
land, building and the existing lease. Any difference between fair value and cost is recorded in the income statement.
The lease value is amortized over the expected benefit period (i.e., the lease term).

6
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TWO HARBORS INVESTMENT CORP.
Notes to the Condensed Consolidated Financial Statements (unaudited)

The Company evaluates its long-lived assets for impairment periodically or whenever events or changes in
circumstances indicate that its carrying amount may not be recoverable. If an impairment indicator exists, the
Company compares the expected future undiscounted cash flows against the carrying amount of an asset. If the sum of
the estimated undiscounted cash flows is less than the carrying amount of the asset, the Company would record an
impairment loss for the difference between the estimated fair value and the carrying amount of the asset.

The lease periods are generally short term in nature (one year or less) and reflect market rental rates. Gross rental
income and expenses applicable to rental income are reported in the statement of comprehensive income in other
income and other operating expenses, respectively. Expenditures for ordinary maintenance and repairs are expensed to
operations as incurred and expenditures for significant renovations that improve the asset and extend the useful life of
the asset are capitalized and depreciated over their estimated useful life.

Refer to Note 2 to the Consolidated Financial Statements in the Company's 2011 Annual Report on Form 10-K
regarding additional significant accounting policies.

Recently Issued and/or Adopted Accounting Standards

Comprehensive Income

In June 2011, the Financial Accounting Standards Board, or FASB, issued ASU No. 2011-05, which amends ASC
820, Comprehensive Income. The amendments are intended to make the presentation of items within Other
Comprehensive Income (OCI) more prominent. ASU 2011-05 eliminates the option to present components of OCI in
the statement of changes in stockholders' equity and requires companies to present all non-owner changes in
stockholders' equity either as a single continuous statement of comprehensive income or as two separate but
consecutive statements. In addition, reclassification adjustments between OCI and net income must be presented
separately on the face of the financial statements. The new guidance does not change the components of OCI or the
calculation of earnings per share. ASU 2011-05 is effective for the first interim or annual period beginning on or after
December 15, 2011. Adopting this ASU did not have a material impact on the Company's condensed consolidated
financial condition or results of operations. On December 23, 2011, the FASB issued ASU 2011-12, which defers
those changes in ASU 2011-05 that relate to the presentation of reclassification adjustments. This was done to allow
the FASB time to re-deliberate whether to present on the face of the financial statements the effects of reclassification
out of accumulated OCI on the components of net income and comprehensive income for all periods presented. No
other requirements under ASU 2011-05 are affected by this update.

Fair Value

In May 2011, the FASB issued ASU No. 2011-04, which amends ASC 820, Fair Value Measurements. The
amendments in this ASU clarify the requirements for measuring fair value and disclosing information about fair value.
It is intended to improve the comparability of fair value measurements presented and disclosed in financial statements
prepared in accordance with GAAP and International Financial Reporting Standards, or IFRS. The ASU is effective
for the first interim or annual period beginning on or after December 15, 2011. Adopting this ASU did not have a
material impact on the Company's condensed consolidated financial condition or results of operations.

Offsetting Assets and Liabilities

In December 2011, the FASB issued ASU No. 2011-11, which amends ASC 210, Balance Sheet. The amendments in
this ASU enhance disclosures required by U.S. GAAP by requiring improved information about financial instruments
and derivative instruments that are either (1) offset in accordance with ASC 210, Balance Sheet or ASC 815, Other
Presentation Matters or (2) subject to an enforceable master netting arrangement or similar agreement. ASU 2011-11
is effective for the first interim or annual period beginning on or after January 1, 2013. We anticipate that adopting
this ASU will not have a material impact on the Company's condensed consolidated financial condition or results of
operations.

15
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TWO HARBORS INVESTMENT CORP.
Notes to the Condensed Consolidated Financial Statements (unaudited)

Note 3. Available-for-Sale Securities, at Fair Value
The following table presents the Company's available-for-sale, or AFS, investment securities by collateral type, which
were carried at their fair value as of June 30, 2012 and December 31, 2011:

(in thousands) June 30, December 31,
2012 2011

Mortgage-backed securities:

Agency

Federal Home Loan Mortgage Corporation $2,647,214 $1,609,003

Federal National Mortgage Association 4,412,010 2,414,637

Government National Mortgage Association 1,652,978 1,029,517

Non-Agency 2,011,947 1,196,095

Total mortgage-backed securities $10,724,149 $6,249,252

At June 30, 2012 and December 31, 2011, the Company pledged investment securities with a carrying value of $10.5
billion and $6.2 billion, respectively, as collateral for repurchase agreements. See Note 12 - Repurchase Agreements.
At June 30, 2012 and December 31, 2011, the Company did not have any securities purchased from and financed with
the same counterparty that did not meet the conditions of ASC 860, Transfers and Servicing, to be considered linked
transactions and therefore classified as derivatives.

The following tables present the amortized cost and carrying value (which approximates fair value) of AFS securities

by collateral type as of June 30, 2012 and December 31, 2011:

June 30, 2012

(in thousands) Agency Non-Agency Total

Face Value $9,298,257 $4,291,928 $13,590,185

Unamortized premium 548,956 — 548,956

Unamortized discount

Designated credit reserve — (1,322,098 (1,322,098 )

Net, unamortized (1,351,394 ) (944,298 (2,295,692 )

Amortized Cost 8,495,819 2,025,532 10,521,351

Gross unrealized gains 230,117 62,491 292,608

Gross unrealized losses (13,734 ) (76,076 (89,810 )

Carrying Value $8,712,202 $2,011,947 $10,724,149
December 31, 2011

(in thousands) Agency Non-Agency Total

Face Value $5,692,754 $2,667,929 $8,360,683

Unamortized premium 279,640 — 279,640

Unamortized discount

Designated credit reserve — (782,606 (782,606 )

Net, unamortized (1,008,780 ) (540,969 (1,549,749 )

Amortized Cost 4,963,614 1,344,354 6,307,968

Gross unrealized gains 108,864 11,881 120,745

Gross unrealized losses (19,321 ) (160,140 (179,461 )

Carrying Value $5,053,157 $1,196,095 $6,249,252

8
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TWO HARBORS INVESTMENT CORP.
Notes to the Condensed Consolidated Financial Statements (unaudited)

The following tables present the carrying value of the Company's AFS investment securities by rate type as of
June 30, 2012 and December 31, 2011:
June 30, 2012

(in thousands) Agency Non-Agency Total
Adjustable Rate $221,568 $1,750,513 $1,972,081
Fixed Rate 8,490,634 261,434 8,752,068
Total $8,712,202 $2,011,947 $10,724,149
December 31, 2011
(in thousands) Agency Non-Agency Total
Adjustable Rate $231,678 $995,014 $1,226,692
Fixed Rate 4,821,479 201,081 5,022,560
Total $5,053,157 $1,196,095 $6,249,252

When the Company purchases a credit-sensitive AFS security at a significant discount to its face value, the Company
often does not amortize into income a significant portion of this discount that the Company is entitled to earn because
it does not expect to collect it due to the inherent credit risk of the security. The Company may also record an
other-than-temporary impairment, or OTTI, for a portion of its investment in the security to the extent the Company
believes that the amortized cost will exceed the present value of expected future cash flows. The amount of principal
that the Company does not amortize into income is designated as an off balance sheet credit reserve on the security,
with unamortized net discounts or premiums amortized into income over time to the extent realizable.

The following table presents the changes for the six months ended June 30, 2012 and 2011 of the unamortized net
discount and designated credit reserves on non-Agency AFS securities.

Six Months Ended June 30,

2012 2011

Designated . Designated .
(in thousands) Credit Unamprtlzed Total Credit Unamprtlzed Total

Net Discount Net Discount

Reserve Reserve
lfegmmng balance atJanuary ¢ 7> 606 ) §(540.969 ) $(1,323,575 ) $(145,.855 ) $(129.992 ) $(275,.847 )
Acquisitions (553,552 ) (479,435 ) (1,032,987 ) (249,153 ) (168,684 ) (417,837 )
Accretion of net discount 250 62,768 63,018 — 12,409 12,409
Realized credit losses 17,908 — 17,908 1,242 — 1,242
Reclassification adjustment
for other-than-temporary (8,751 ) — (8,751 ) (294 ) — (294 )
impairments
Transfers from (to) — — — 66 (66 ) —
Sales, calls, other 4,653 13,338 17,991 8,253 5,618 13,871

Ending balance at June 30 $(1,322,098) $(944,298 ) $(2,266,396 ) $(385,741 ) $(280,715 ) $(666,456 )

18
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TWO HARBORS INVESTMENT CORP.
Notes to the Condensed Consolidated Financial Statements (unaudited)

The following table presents the components comprising the carrying value of AFS securities not deemed to be other
than temporarily impaired by length of time the securities had an unrealized loss position as of June 30, 2012 and
December 31, 2011. At June 30, 2012, the Company held 1,233 AFS securities, of which 194 were in an unrealized
loss position for less than twelve consecutive months and 95 were in an unrealized loss position for more than twelve
consecutive months. At December 31, 2011, the Company held 854 AFS securities, of which 264 were in an
unrealized loss position for less than twelve months and 20 were in an unrealized loss position for more than twelve
consecutive months.

Unrealized Loss Position for

Less than 12 Months 12 Months or More Total
) Estimated Gross . Estimated Gross . Estimated Gross .
(in thousands) . Unrealized ) Unrealized . Unrealized
Fair Value Fair Value Fair Value
Losses Losses Losses
June 30, 2012 $1,257,841 $(33,629 ) $452,791 $(56,181 ) $1,710,632 $(89,810 )
December 31, 2011 $1,277,120 $(175,348 ) $15,608 $4,113 ) $1,292,728 $(179,461 )

Evaluating AFS Securities for Other-Than-Temporary Impairments

In order to evaluate AFS securities for OTTI, the Company determines whether there has been a significant adverse
quarterly change in the cash flow expectations for a security. The Company compares the amortized cost of each
security in an unrealized loss position against the present value of expected future cash flows of the security. The
Company also considers whether there has been a significant adverse change in the regulatory and/or economic
environment as part of this analysis. If the amortized cost of the security is greater than the present value of expected
future cash flows using the original yield as the discount rate, an other-than-temporary credit impairment has
occurred. If the Company does not intend to sell and is not more likely than not required to sell the security, the credit
loss is recognized in earnings and the balance of the unrealized loss is recognized in other comprehensive income. If
the Company intends to sell the security or will be more likely than not required to sell the security, the full unrealized
loss is recognized in earnings.

The Company recorded a $4.5 million and an $8.8 million other-than-temporary credit impairment during the three
and six months ended June 30, 2012, respectively, on a total of 27 non-Agency RMBS where the future expected cash
flows for each security was less than its amortized cost. As of June 30, 2012, the impaired securities had weighted
average cumulative losses of 1.1%, weighted average three-month prepayment speed of 2.17, weighted average 60+
day delinquency of 36.1% of the pool balance, and weighted average FICO score of 653. At June 30, 2012, the
Company did not intend to sell the securities and determined that it was not more likely than not that the Company
will be required to sell the securities, therefore, only the projected credit loss was recognized in earnings. During the
three and six months ended June 30, 2011, the Company recorded a $0.3 million other-than-temporary credit
impairment on one non-Agency RMBS where the future expected cash flows for each security was less than its
amortized cost.

The following table presents the changes in OTTI included in earnings for six months ended June 30, 2012 and 2011:

Three Months Ended Six Months Ended

June 30, June 30,
(in thousands) 2012 2011 2012 2011
Cumulative credit loss at beginning of period $09,377 ) $— $(5,102 ) $—
Additions:
Other-than-temporary impairments not previously recognized (2,644 ) (294 ) (6,128 ) (294 )
Increases related to other-than-temporary impairments on
securities with previously recognized other-than-temporary (1,832 ) — (2,623 ) —
impairments
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Reductions:
Decreases related to other-than-temporary impairments on
i . 250 — 250 —
securities paid down
Cumulative credit loss at end of period $(13,603 ) $(29%4 ) $(13,603) $(29%4 )
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Cumulative credit losses related to OTTI may be reduced for securities sold as well as securities that mature, pay
down, or are prepaid such that the outstanding principal balance is reduced to zero. Additionally, increases in cash

flows expected to be collected over the remaining life of the security cause a reduction in the cumulative credit loss.

Gross Realized Gains and Losses

Gains and losses from the sale of AFS securities are recorded as realized gains (losses) within gain on investment
securities, net in the Company's condensed consolidated statements of comprehensive income. For the three and six
months ended June 30, 2012
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