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Item 2.02 Results of Operations and Financial Condition.

As part of a public offering of common stock announced on January 28, 2019, Dynex Capital, Inc. (the “Company”) disclosed the following estimated preliminary
results of operations for its fourth quarter and full year ended December 31, 2018:

• Net loss to common shareholders of approximately $(81.5) million versus net income to common shareholders of $22.6 million for the quarter ended September
30, 2018, or net loss per common share of approximately $(1.34) versus net income of $0.39 per common share for the quarter ended September 30, 2018;

• Core net operating income to common shareholders of approximately $10.9 million, or $0.18 on a per share basis for the quarter ended December 31, 2018 versus
$10.8 million and $0.19 per common share for the quarter ended September 30, 2018; and

• Book value per common share of approximately $6.02 at December 31, 2018 versus $6.75 per common share at September 30, 2018 and book value per common
share of an estimated $6.18 at January 25, 2019.

The Company incurred a net loss during the fourth quarter of 2018 as interest rates declined contributing to an $(82.0) million loss on derivative instruments
principally related to interest rate swaps. Book value per common share declined as the increase in fair value of mortgage-backed securities (“MBS”) of $50.1 million only
partially offset the loss on derivative instruments. Market volatility at the end of 2018 led to widening of credit spreads on Agency residential MBS (“RMBS”) and commercial
MBS (“CMBS”) limiting the increase in the fair value of these securities during the quarter versus the associated interest rate hedges. As a result of an increase in interest
earning assets during the quarter ended December 31, 2018, coupled with the decline in shareholders’ equity, leverage increased to 6.4x from 5.3x and leverage including to-be-
announced ("TBA") dollar roll positions increased to 8.0x from 6.7x at September 30, 2018.

The above estimates are preliminary as the Company has not completed all of the procedures that it would normally conduct in connection with the year-end
compilation of its financial results. In addition, the Company’s auditor, BDO USA LLP, has not substantially completed its normal audit procedures for the quarter and year
ended December 31, 2018. There can be no assurance that the Company’s final results for this period will not differ from these estimates, including as a result of the Company’s
quarter-end and year-end closing procedures. These estimates should not be viewed as a substitute for full interim and year-end financial statements prepared in accordance
with accounting principles generally accepted in the United States of America ("GAAP").

Since September 30, 2018 and through January 25, 2019, the Company has issued 3.8 million shares of common stock through its continuous equity placement
program and raised net proceeds of $22.6 million.

Use of Non-GAAP Financial Measures

This Current Report on Form 8-K includes core net operating income to common shareholders (and its related per share amount), a non-GAAP financial measure,
which is used by management in the Company’s internal analysis of financial and operating performance. Management believes the presentation of this measure, when
analyzed in conjunction with the Company’s GAAP operating results, allows investors to more effectively evaluate and compare the performance of the Company to that of its
peers, although the Company’s presentation of this non-GAAP measure may not be comparable to other similarly-titled measures of other companies.

Management views core net operating income to common shareholders as an estimate of the Company’s financial performance excluding changes in fair value of its
investments and derivatives. In addition to the non-GAAP reconciliation set forth below, core net operating income to common shareholders can also be determined by
adjusting net interest income to include interest rate swap periodic interest costs, drop income on TBA dollar roll positions, general and administrative expenses, and preferred
dividends. Management includes drop income, which is included in “gain (loss) on derivatives instruments, net” on the Company's consolidated statements of comprehensive
income, in core net operating income because TBA dollar roll positions are viewed by management as economically equivalent to holding and financing Agency RMBS using
short-term repurchase agreements. Management also includes periodic interest costs from its interest rate swaps, which are also included in “gain (loss) on derivatives
instruments, net”, because interest rate swaps are used by the Company to economically hedge the impact of changing interest rates on its borrowing costs from repurchase
agreements, and including periodic interest costs from interest rate swaps is a helpful indicator of the Company’s total cost of financing in addition to GAAP interest expense.
However, this non-GAAP measure does not provide a full perspective on the Company’s results of operations, and therefore, its usefulness is limited. For example, core net
operating income (and its related per share amount) does not include gains or losses from available-for-sale investments, changes in fair value of and costs of terminating
interest rate swaps, as well as realized and unrealized gains or losses from any instrument used by management to economically hedge the impact of changing interest rates on
its portfolio and book



value per common share, such as futures. As a result, these non-GAAP measures should be considered as a supplement to, and not as a substitute for, the Company’s GAAP
results as reported on its consolidated statements of comprehensive income.

The following table reconciles core net operating income to common shareholders to GAAP net (loss) income to common shareholders:

 Three Months Ended

($s in thousands except per share amounts) December 31, 2018  September 30, 2018

GAAP net (loss) income to common shareholders $ (81,485)  $ 22,630

Less:   
Change in fair value of derivative instruments, net (1) 86,993  (13,460)

Loss on sale of investments, net 5,428  1,726

De-designated cash flow hedge accretion (2) (75)  (66)

Fair value adjustments, net 16  (12)

Core net operating income to common shareholders $ 10,877  $ 10,818

   
Weighted average common shares 60,870  57,727

Core net operating income per common share $ 0.18  $ 0.19
(1) Amount includes unrealized gains and losses from changes in fair value of derivatives and realized gains and losses on terminated derivatives and excludes net periodic interest benefits/costs

incurred on effective interest rate swaps outstanding during the period.
(2) Amount recorded as a portion of "interest expense" in accordance with GAAP related to the accretion of the balance remaining in accumulated other comprehensive loss as a result of the

Company's discontinuation of cash flow hedge accounting effective June 30, 2013.

“Safe Harbor” Statement under the Private Securities Litigation Reform Act of 1995: Statements in this Current Report on Form 8-K regarding the business of Dynex Capital,
Inc. that are not historical facts are “forward-looking statements” that involve risks and uncertainties. For a discussion of these risks and uncertainties, which could cause
actual results to differ from those contained in the forward-looking statements, see “Risk Factors” in the Company’s Annual Report on Form 10-K and other reports filed with
the Securities and Exchange Commission.

The information included in this Item 2.02 shall be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.

Item 8.01    Other Events.

On January 28, 2019, the Company issued a press release announcing that it plans to make a public offering of 7,000,000 shares of its common stock. A copy of the
press release is attached as Exhibit 99.1 to this Current Report on Form 8-K and is incorporated by reference into this Item 8.01.

On January 28, 2019, the Company also announced that its Board of Directors had declared a cash dividend of $0.06 per common share for February 2019. The
dividend is payable on February 28, 2019 to shareholders of record on February 14, 2019. A copy of the press release is being furnished as Exhibit 99.2 to this Current Report
on Form 8-K and is incorporated by reference into this Item 8.01.

As part of the public offering of common stock announced on January 28, 2019, the Company also disclosed the following litigation update:

As previously disclosed, the Company and DCI Commercial, Inc. (“DCI”), a former affiliate and formerly known as Dynex Commercial, Inc., are defendants in
litigation pending in the United States District Court for the Northern District of Texas (the “Court”), as discussed in the Company’s Annual Report on Form 10-K for the year
ended December 31, 2017 and Quarterly Report on Form 10-Q for the quarter ended June 30, 2018. Plaintiffs alleged, among other things, fraudulent transfer of DCI assets to
the Company and that the Company and DCI were a single enterprise. Plaintiffs’ original complaint was dismissed on May 7, 2018, with leave to replead. Plaintiffs filed an
amended complaint on June 4, 2018 and added former corporate affiliates of the Company’s and one of our current executive officers as defendants. The Court dismissed
Plaintiff’s amended complaint on January 25, 2019, with leave to replead again. The Court found that it lacked personal jurisdiction with respect to the added defendants. With
respect to the claims against DCI and the Company, the Court found the single enterprise claims were still conclusory and merely support a legal conclusion without alleging
particular supporting facts. The Court also found that Plaintiffs’ allegations as



they relate to fraudulent transfers still did not sufficiently allege facts to enable the Court to draw reasonable inference that the Company or DCI acted with constructive or
actual fraudulent intent. Plaintiffs have until February 22, 2019 to file a second amended complaint.

The claim filed against the Company by one of the Plaintiffs for $11.3 million on May 24, 2018 in the 68th District Court in Dallas County, Texas seeking payment
pursuant to a litigation cost sharing agreement the Company entered into with DCI, as discussed in the Company’s Annual Report on Form 10-K for the year ended December
31, 2017 and Quarterly Report on Form 10-Q for the quarter ended June 30, 2018, is ongoing. The garnishment action related to DCI, discussed in the Company’s Annual
Report on Form 10-K for the year ended December 31, 2017, is also ongoing. There have been no material developments in either case since the Company’s prior disclosure.

Item 9.01  Financial Statements and Exhibits.

(d) Exhibits

Exhibit No.  Description
   

99.1  Press release dated January 28, 2019
99.2 Press release dated January 28, 2019

 

https://content.equisolve.net/dynexcapital/sec/0000826675-19-000006/for_pdf/pressrelease-publicoffering.htm
https://content.equisolve.net/dynexcapital/sec/0000826675-19-000006/for_pdf/pressrelease-publicoffering.htm
https://content.equisolve.net/dynexcapital/sec/0000826675-19-000006/for_pdf/exhibit992pressreleasefebd.htm
https://content.equisolve.net/dynexcapital/sec/0000826675-19-000006/for_pdf/exhibit992pressreleasefebd.htm
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PRESS RELEASE

FOR IMMEDIATE RELEASE  CONTACT: Alison Griffin
January 28, 2019  (804) 217-5897

DYNEX CAPITAL, INC. ANNOUNCES PUBLIC OFFERING OF COMMON STOCK

GLEN ALLEN, Va.--Dynex Capital, Inc. (NYSE: DX) (the “Company”) announced today that it plans to make a public offering of 7,000,000 shares of its

common stock. In connection with the offering, the Company intends to grant the underwriters a 30-day option to purchase up to an additional 1,050,000 shares

of its common stock.

The Company intends to use the net proceeds from the offering to acquire additional investments, consistent with its investment policy, and for general

corporate purposes, that may include, among other things, repayment of maturing obligations, capital expenditures and working capital.

J.P. Morgan is the book‑running manager for the offering.

The offering will be made pursuant to an effective shelf registration statement, previously filed by the Company with the Securities and Exchange Commission

(“SEC”). The offering of these securities will be made only by means of a prospectus. Copies of the preliminary prospectus supplement and accompanying

prospectus related to the offering may be obtained, when available, by contacting J.P. Morgan Securities LLC, Attention: Prospectus Department, c/o

Broadridge Financial Solutions, 1155 Long Island Avenue, Edgewood, NY 11717, or by telephone at (866) 803-9204, or by email at prospectus-

eq_fi@jpmchase.com.

This press release shall not constitute an offer to sell or the solicitation of an offer to buy any securities nor will there be any sale of these securities in any state

or other jurisdiction in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such state or

other jurisdiction.

Dynex Capital, Inc. is an internally managed real estate investment trust, or REIT, which invests in mortgage assets on a leveraged basis.  The Company invests

in Agency and non-Agency RMBS, CMBS, and CMBS IO. 



“Safe Harbor” Statement under the Private Securities Litigation Reform Act of 1995: Statements in this press release that are not historical facts, including
statements relating to the proposed offering, the Company’s intended use of proceeds from the offering and other statements that use words such as “believe,”
“expect,” “intend,” “may,” “plan,” “will,” “would,” “potential” and similar terms, are “forward-looking statements” that involve risks and uncertainties.
For a discussion of other risks and uncertainties, which could cause actual results to differ from those contained in the forward-looking statements, see “Risk
Factors” in the Company’s Annual Report on Form 10-K and other reports filed with the SEC. The Company cautions readers not to place undue reliance upon
any forward-looking statements, which speak only as of the date made. The Company does not undertake or accept any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statements to reflect any change in their expectations or any change in events, conditions or
circumstances on which any such statement is based.

# # #



PRESS RELEASE
FOR IMMEDIATE RELEASE  CONTACT: Alison Griffin
January 28, 2019  (804) 217-5897

DYNEX CAPITAL, INC. DECLARES FEBRUARY 2019 MONTHLY COMMON STOCK DIVIDEND
OF $0.06 PER SHARE AND PROVIDES MARKET UPDATE

GLEN ALLEN, VA.--Dynex Capital, Inc. (NYSE: DX) announced today the Company’s Board of Directors has declared a cash dividend of $0.06 per

common share for February 2019. The dividend is payable on February 28, 2019 to shareholders of record on February 14, 2019.

As part of its monthly dividend announcements, the Company will periodically provide updates on market activity and financial information to enhance

transparency for its shareholders, particularly when market conditions are volatile. In that regard, Byron L. Boston, President and CEO commented, "We

expressed our view in the third quarter that we believed the Federal Reserve was getting closer to the end of its monetary policy tightening cycle.  We also noted

that gathering macroeconomic headwinds from global debt, emerging stress in financial markets, and government policy concerns would limit how high global

interest rates could go on a sustained basis. This view largely played out during the fourth quarter as interest rates declined, volatility increased, and credit

spreads widened. Largely as a result of the spread widening, our book value per common share declined to $6.02 
(1)

 at December 31, 2018 but has subsequently

recovered to an estimated $6.18 
(1)

 at January 25, 2019. In response to market conditions, as we indicated in prior quarters, we increased balance sheet leverage

and deployed capital in Agency CMBS and RMBS at mid-teen leveraged returns on invested capital during the fourth quarter.”

As the Company previously announced, it is scheduled to release the fourth quarter and full year 2018 financial results and host the earnings conference

call on Thursday, February 7, 2019.

Dynex Capital, Inc. is an internally managed real estate investment trust, or REIT, which invests in mortgage assets on a leveraged basis. The

Company invests in Agency and non-Agency RMBS, CMBS, and CMBS IO.  Additional information about Dynex Capital, Inc. is available at

www.dynexcapital.com.

(1) The estimated book value is unaudited and has not been verified or reviewed by any third party. The Company undertakes no obligation to update or revise its estimate of book value.



“Safe Harbor” Statement under the Private Securities Litigation Reform Act of 1995: Statements in this press release regarding the business of Dynex Capital,
Inc. that are not historical facts are “forward-looking statements” that involve risks and uncertainties. For a discussion of these risks and uncertainties, which
could cause actual results to differ from those contained in the forward-looking statements, see “Risk Factors” in the Company’s Annual Report on Form 10-K
and other reports filed with the Securities and Exchange Commission.

# # #


