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Dynex is an internally managed real estate
investment trust, or REIT, which invests in
mortgage assets on a leveraged basis. Our
goal is to limit risk in our investment portfolio,
while earning an acceptable risk-adjusted
return for our shareholders.

WE ARE NIMBLE: OUR SIZE IS AN ADVANTAGE
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DIVERSIFIED e CONSERVATIVE e OWNER-
INVESTMENT STRATEGY RISK MANAGERS OPERATORS
Allows us to selectively deploy We have an experienced Because of significant insider
capital in the best opportunity management team with a solid ownership, we are focused on
e while remaining committed to track record of disciplined long-term shareholder value.

our high quality, short-duration capital deployment through
investment thesis. multiple economic cycles.




ANNUALIZED RETURN ON AVERAGE EQUITY CREDIT QUALITY
As of December 31, 2012 As of December 31, 2012
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OVERALL PORTFOLIO LEVERAGE - CAPITAL ALLOCATION
As of December 31, 2012 As of December 31, 2012
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TO OUR
SHAREHOLDERS

By almost any measure Dynex and its shareholders had a prosperous 2012. Our shareholders enjoyed a
total economic return of 24% based on $1.15 in common stock dividends declared and the $1.10 increase
in book value per common share during the year. We also raised our dividend during the year, making it
the fifth straight year of dividend increases. We increased our total equity capitalization to $617 million
at December 31, 2012 from $371 million through the issuance of common and preferred equity, coupled
with the substantial increase in the value of our investment portfolio during the year. Most importantly,
our timely capital raises allowed us to add key investments in CMBS that were accretive to our earnings
and offered shelter fromm RMBS prepayments as the Treasury curve flattened and the Federal Reserve
embarked on yet another round of quantitative easing. At the same time, growing the size of the
Company gave us the ability to operate our business in a more efficient manner, and we are now more
competitive within the mortgage REIT marketplace. Our general and administrative efficiency ratio,
expressed as a percent of net interest income, was 16.2% in 2012 versus 16.8% in 2011. As a percentage
of average shareholders’ equity, our general and administrative expense was 2.35% in 2012 versus 2.76%
in 2011, and we expect to see additional gains in the future. However, we are still small enough to remain
nimble and take advantage of smaller market inefficiencies versus our larger competitors. Last year was a
great example of how careful asset selection will create long-term value.

During 2012 the mortgage REIT universe raised a near record amount of common and preferred equity
capital. The mortgage REIT sector now has an estimated total common equity market capitalization of
$59 billion and assets of over $400 billion. While there are economies of scale in the mortgage REIT
business model, the lower rate environment has made it difficult for many companies to find assets at
yields that are accretive to earnings. In fact, many of the dividends for the fourth quarter of 2012 reflected
this lower growth environment, and on average dividends fell approximately 10% for the quarter. Dynex is
very proud of our dividend track record and remains committed to providing a dividend commensurate
with our lower risk investment strategy.

Mortgage REITs are in essence asset management vehicles that focus on providing capital to the real
estate markets. We believe that the best approach to asset management is diversification of investment
capital, minimizing exposure to one particular asset or asset class, much like what Benjamin Graham
taught the investment community many years ago. Our diversified investment strategy has allowed us
to selectively deploy capital in the best opportunity versus a monoline asset management strategy such
as an agency MBS-only mortgage REIT. For example, subsequent to our common equity capital raise

in March 2012 we added CMBS investments at wider credit spreads, resulting in an increase in earnings
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Dynex is very proud of our dividend track
record and remains committed to providing
a dividend commensurate with our lower risk
Investment strategy.

and book value per common share. Our investment team has a core competency for investing in CMBS
assets that dates back to almost two decades ago when Dynex was an originator of commercial mortgage
loans. Our familiarity with the product and its nuances made for a relatively easy decision to become more
focused on CMBS. We feel that CMBS is a superior asset due to the shorter final maturity of the underlying
loans and the prepayment protection or compensation typically offered in CMBS. We believe that the
combination of CMBS and RMBS reduces the overall cash flow volatility and our results for 2012 were
greatly representative of this thesis. As we move forward, we expect CMBS assets to continue to play an
important role in our portfolio as we remain focused on working to minimize our overall portfolio risk while
maximizing shareholder return.

My father is turning ninety years old this year and one of his favorite sayings is “the harder you work the
luckier you get.” | would like to acknowledge the hard work done by the entire Dynex investment team in
finding opportunities within our stringent investment policy, making our portfolio one of the least volatile
in the industry. In particular, | would like to thank Byron Boston, whose leadership and steadfastness have
been truly remarkable in these volatile times.

As we move forward, we continue to expect a volatile marketplace for assets, the yield curve, and interest
rates in general. Already the ten-year Treasury has moved to nearly 2% in yield and is creating opportunity
in some of the longer-dated mortgages. While Dynex has yet to participate in either the 15-year or 30-year
mortgage market, we will continue to monitor the merits of these assets against all the other assets in our
mortgage opportunity set. Rest assured that we will continue to strive to find the best assets with the least
risk for our shareholders. We remain committed to the high quality, short-duration investment thesis which
has defined the Company over these last five years. We believe acceptable risk-adjusted returns continue to
exist - though they are a little harder to find given the Federal Reserve’s unlimited checkbook.

In closing, | would like to thank Dan Osborne for his valued service to the Company as a member of our
Board of Directors since 2005. Dan has made an important strategic contribution to Dynex and his efforts
will be sorely missed by all of us. We wish Dan the best in all his future endeavors.

Our shareholder meeting is scheduled for June 5, 2013 at the Le Parker Meridien Hotel in New York City.
We hope many of you can attend as we outline our plans for the future.

With regards,

Thomas B. Akin
Chairman and Chief Executive Officer
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CORE VALUES

Generate Dividends
For Shareholders

Manage Leverage
Conservatively

Retain Owner-
Operator Mentality

Maintain A Culture
Of Integrity

Employ
The Highest Ethical
Standards

Strong Risk
Management Culture

Best In Class
Risk Management
Processes

Focus On Long-Term
Shareholder Value



FINANCIAL HIGHLIGHTS

(amounts in thousands except per share data) 2012

2011

2010

Investments

4,175,662

$2,500,976

$ 1,614,126

Total assets

4,280,229

$ 2,582,193

$ 1,649,584

Repurchase agreements

3,564,128

$ 2,093,793

$ 1,234,183

Non-recourse collateralized financing

30,504

$ 70,895

$ 107105

Shareholders’ equity

616,710

$ 371,349

292,357

Net interest income

78,401

59,295

34,424

Net income

74,042

39,812

29,472

Net income to common shareholders

72,006

39,812

26,41

Diluted net income per common share

1.35

1.03

L] A1
e

Book value per common share

COMMON DIVIDENDS
(per share)

$1.15

10.30

EARNINGS
(per common share)

$1.35

9.20

s
9.64

BOOK VALUE
(per common share)










































































































































































































































































































of GLS, The complain requests that the Cournt order GLS 10 acoount for amounis alleged 1o have been collected in violation of
the putative class members' rights and create a constructive trust for the return of such amounls (o members of the purporied class,
The same class previgusly filed substantially the same lawsuil in 2004 against GLS and Allegheny County (ACORN ., County
of Allegheny and GLS Capital, Ing.), and GLS's Motion for Summary Judgment is pending in that action. The Company believes
the claims are without merniland intends 1o defend against them vigorously in this matler,

The Company and DO Commercial, Inc. ("TRCT®), a former affiliate of the Company and formerly known as Dyvnex
Commercial, Inc., are appellees (or respondends) in the matter of Basic Capital Management, Inc. et al. (collectively, “BCM™ or
the “Plainiills"} versus DO et al. currenily pending in siate court in Dallag, Texas. The maiter was initially filed in the siate court
i Dallas Cownty, Texas in April 1999 againsi D1, and in March 2000, BCM amended the complaint and added the Company as
a defendant. Following a irial count decision in favor of both the Company and DCI, PlaintifTs appealed, seeking reversal of the
trial court's judgrment and rendition of judgment against the Company for alleged breach olloan agreements for tenant improvements
i the amount of $2500 PlaintilTs also sought feversal of the trial coun's judgment and rendition of judement against TCT in favor
of BCM under two miutually exclusive damage models, for 82,200 and 523 600, respectively, related to the alleged breach by DCI
of a 5160,000 “master” loan commitment. Plainiifls also sought reversal and rendition of a judgment in their favor for atlorneys'
fees an the amount of 52,100, Alematively, Plaintilfs sought a new irial, On February 13, 3013, the Fifth Circuit Court of Appeals
in Diallas, Texas (the “Fifth Circuit™) ruled on Plaintill's appeal, alfisming the previous decision of no liability with respect 1o the
Company, and reversing the previous decision ofno liability with respect to DCT relating o the S 160,000 “master™ loan commitmeni.
The Fifth Circuit ordered a new trial 1o determine the amount of atlorneys' fees and prejudgment and post-judgment interest due
to Plaintiflls and reinstated the 523,600 damage award against DCL. The Fifth Circuit's decision appears to permit Plaintifls to
recover the costs of their appeal from beh the Company and DO The Company and DCI currently intend 1o e a motien for
rehearimg with the Fifth Circuit on the issue of the costs, As part of the motion Tor rebearing, DOT may also challenge the 523,600
damapge award and the decision regarding atlormeys' fees, Management believes the Company will not be obligated for any amoants
that may ultimately be awanded against [T,

NOTE 14 - RELATED PARTY TRANSACTIONS

As discussed in Mote 13, the Company and DCI have been joinily named in litigation regarding the activitics of DCI
while 1t was an operating subssdiary of an afliliate of the Company, The Company and DC] entered into s Litigation Cost Sharing
Agreement whereby the parties 561 forth how the costs of defending against such lingation would be shared, and whereby the
Company agreed to advance DCTs portion of the costs of defending against such lingation, DCI cosis advanced by the Company
are loans and bear simple interest at the rate of Prime plus 8.0% per annum. As of December 31, 2012, the total amount due 10
the Company under the Litigation Cos1 Shaning Agreement, including interest, was 57,616, which has been lully reserved by the
Company. DCT is currently wholly owned by ICT Holding, Ine. An executive of the Company 15 the sole sharcholder of 1ICD
Holding, Inc,

NOTE 15 = SELECTED QUARTERLY INFORMATION (UNAUDITED)

Year Ended December 31, 2002
Second Fourth

First Quarter Quarter Third Quarter Duarter
Operating resulis:
Net interest income 5 19,147 § 19,005 5 19100 S 21,145
Met interest income after provision For loan losses 19,087 19,008 I 8,990 21,123
Met income 1o commaon shareholders 16,476 8,547 18,353 18330
Bazic diluted net income per common share 5 0,33 % 035 % N34 3 0,34
[iilutes net income per common share 3 033 5 035 5 034 5 0,34
Cash dividends declared per common share 5 028 5 029 %5 0239 s 0,29

F-31









Exhibit 31.2

CERTIFICATIONS

1, Stephen 1. Benedetti, certify that;

L.
.

5

[ hawe reviewed this Annual Report on Form 10-K of Dynex Capital, Inc_;

Based on my knaowledge, this repoert docs not contain any untree statement of a material fact or omit o state a material fact
necessary fo make the statements made, in light of the circumstances wwder which swch statements were made, mot misleading
with respect 10 the period covened by this repon;

Based on my knowledge, the financial staterments, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registranmt as of, and for, the periods

presented in this report;

The registrant's other certifving officer and | are responsible forestablishing and maintaining disclosure controls and procedures
{as defined in Exchange Act Rules 13a-15(¢) and [5d-15{c)) and internal conirel over financial reperting {as defined in
Exchange Act Bules 13a- 151 and 15d-15{f)) for the registrant and have:

(a) Designed such disclosune controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, incleding ite consolidated
subsidiaries, is made known 10 us by others within those entities, particularly during the period in which this reporst
i5 Being prepancd;

ib} Designed such intemal control over financial reporting, of caused swch internal contrel over fizancial reponing to
b designed under owr supervision, to provede reasonable assuranee regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with gencrally accepted accounting
principles;

ic) Evaluatcd the effectivencss of the registram’s disclosure controls and procedures and presented in this report our

conclusions about the effectivencss of the dischosure controls and procedurcs, as of the end of the period covered by
this repont hased on such evaluation; and

id) Disclosed in this report any change in the registrant’s internal conirel over financial reporting that occurmed during
the regnstrant’s mast recent fizcal quarter (the regastrnt's fourth fiscal quarier i the case of an annual report) that
has materially affected, or &5 reasonably likely 1o matenally affect, the registrant’s internal control ever financial
reporting, and

The registrant's other certifying officer and [ have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditers and the audit committee of the registrant's board of directors {or persons
performing the equivalent functionsk;

(n) All significant deficiencies and material weaknesses in the design or operstion of internal control over financial
reparting which are reasonably likely to adversely affect the registrant’s ability 1o record, process, summanize and
report financial information; and

(b} Any fraud, whether or not material, that involves management or other emplovees whe have a significant role in the
registrant’s internal control over financial reporting,

Diaee: March 7, 2003

&' Stephen ). Benedetti
Stephen ). Benedett
Principal Financial (ficer
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CORPORATE INFORMATION

Corporate Offices

4991 Lake Brook Drive, Suite 100
Glen Allen, Virginia 23060
804-217-5800 phone
804-217-5860 fax
dynexcapital.com

Investor Relations

Alison G. Griffin

Vice President
askDX@dynexcapital.com
804-217-5897

Stock Transfer Agent
Computershare

480 Washington Boulevard
Jersey City, NJ 07310-1900
866-280-0407
www.computershare.com/investor

Independent Auditors

BDO USA, LLP

300 Arboretum Place, Suite 520
Richmond, VA 23236

Annual Meeting of Shareholders
The Annual Meeting of Shareholders will be held at 9:00 A.M. eastern time
on Wednesday, June 5, 2013:

Le Parker Meridien Hotel
19 W. 56th Street * New York, New York 10019

SEC Filings

Dynex makes available on its website, free of charge, its annual reports on Form 10-K,
Quarterly Reports on Form 10-Q, and Current Reports on Form 8-K as filed with the
Securities and Exchange Commission, as well as other Company information. Such
information is also furnished to shareholders, free of charge, upon request. Please
direct your request to Investor Relations.

Dynex has filed the certification of its principal executive and financial officers
required by Section 302 of the Sarbanes-Oxley Act of 2002 with the Securities and
Exchange Commission as an exhibit to its Annual Report on Form 10-K for the year
ended December 31, 2012. Dynex has included a copy of this certification in this
Annual Report to Shareholders. In addition, the Company’s executive officers annually
certify to the New York Stock Exchange that they are not aware of any violation by the
Company of the New York Stock Exchange’s corporate governance listing standards.
This certification was submitted, without qualification, as required after the 2012
annual meeting of shareholders.

Equity Securities

Common Stock | NYSE: DX Preferred Stock | NYSE: DX-PA, DX-PB
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