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CAUTIONARY STATEMENT – This Annual Report on Form 10-K may contain “forward-looking” statements within
the meaning of Section 27A of the Securities Act of 1933, as amended (or “1933 Act”), and Section 21E of the
Securities Exchange Act of 1934, as amended (or “Exchange Act”).  We caution that any such forward-looking
statements made by us are not guarantees of future performance, and actual results may differ materially from those
expressed or implied in such forward-looking statements.  Some of the factors that could cause actual results to differ
materially from estimates expressed or implied in our forward-looking statements are set forth in this Annual Report
on Form 10-K for the year ended December 31, 2012.  See Item 1A. “Risk Factors” as well as “Forward-Looking
Statements” set forth in Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” of this Annual Report on Form 10-K.

In this Annual Report on Form 10-K, we refer to Dynex Capital, Inc. and its subsidiaries as “the Company,” “we,” “us,” or
“our,” unless we specifically state otherwise or the context indicates otherwise.  

PART I

ITEM 1. BUSINESS

COMPANY OVERVIEW

Dynex Capital, Inc. is an internally managed mortgage real estate investment trust, or mortgage REIT, which invests
in mortgage assets on a leveraged basis.  Our common stock is traded on the New York Stock Exchange ("NYSE")
under the symbol "DX" and our 8.50% Series A Cumulative Redeemable Preferred Stock (the "Series A Preferred
Stock") is traded on the NYSE under the symbol "DXPRA". Our objective is to provide attractive risk-adjusted
returns to our shareholders over the long term that are reflective of a leveraged, high quality fixed income portfolio
with a focus on capital preservation.  We seek to provide returns to our shareholders through regular quarterly
dividends and through capital appreciation.

 We were formed in 1987 and commenced operations in 1988.  Beginning with our inception through 2000, our
operations largely consisted of originating and securitizing various types of loans, principally single-family and
commercial mortgage loans and manufactured housing loans.  Since 2000, we have been an investor in Agency and
non-Agency mortgage-backed securities (“MBS”). Agency MBS consist of residential MBS (“RMBS”) and commercial
MBS (“CMBS”), which come with a guaranty of principal payment by an agency of the U.S. government or a U.S.
government-sponsored entity such as Fannie Mae and Freddie Mac.  Non-Agency MBS (also consisting of RMBS and
CMBS) have no such guaranty of payment.

Our primary source of income is net interest income, which is the excess of the interest income earned on our
investments over the cost of financing these investments.  We invest our capital pursuant to our Operating Policies as
approved by our Board of Directors. Our diversified investment strategy permits investment in Agency MBS and
investment grade non-Agency MBS, and since 2008 our investments have been in higher credit quality, shorter
duration investments.  Investments considered to be of higher credit quality have less or limited exposure to loss of
principal while investments which have shorter durations have less or limited exposure to changes in interest rates.
The target asset allocation for the Company is 60% in Agency MBS and 40% in non-Agency MBS though our actual
progress toward these targets will vary based on available investment opportunities.

RMBS. The Company's RMBS investments currently consist predominantly of Agency RMBS but the Company has
owned substantial amounts of non-Agency RMBS in the past. Agency RMBS include hybrid Agency adjustable-rate
mortgage loans ("ARMs") and Agency ARMs.  Hybrid Agency ARMs are MBS collateralized by hybrid
adjustable-rate mortgage loans which are loans that have a fixed rate of interest for a specified period (typically three
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to ten years) and which then adjust their interest rate at least annually to an increment over a specified interest rate
index as further discussed below.  Agency ARMs are MBS collateralized by adjustable-rate mortgage loans which
have interest rates that generally will adjust at least annually to an increment over a specified interest rate
index.  Agency ARMs also include hybrid Agency ARMs that are past their fixed-rate periods or within twelve
months of their initial reset period. The Company may also invest in fixed-rate Agency RMBS from time to time.
Additionally, the Company invests in non-Agency RMBS, the majority of which are rated as investment grade. These
investments generally resemble similar types of Agency ARMs, but lack a guaranty of payment by an agency of the
U.S. government or a U.S. government-sponsored entity.

Interest rates on the adjustable-rate mortgage loans collateralizing hybrid Agency ARMs, Agency ARMs, and
non-Agency ARMs are based on specific index rates, such as the London Interbank Offered Rate, or LIBOR, the
one-year constant maturity
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treasury rate, or CMT, the Federal Reserve U.S. 12-month cumulative average one-year CMT, or MTA, or the 11th
District Cost of Funds Index, or COFI.  These loans will typically have interim and lifetime caps on interest rate
adjustments, or interest rate caps, limiting the amount that the rates on these loans may reset in any given period.

CMBS. The Company's Agency and non-Agency CMBS are collateralized by first mortgage loans and are comprised
of substantially fixed-rate securities. A substantial portion of the CMBS owned by the Company is collateralized by
loans secured by multifamily properties. Typically these loans have some form of prepayment protection provisions
(such as prepayment lock-out) or prepayment compensation provisions (such as yield maintenance or prepayment
penalty).  Yield maintenance and prepayment penalty requirements are intended to create an economic disincentive for
the loans to prepay. Amounts required to be paid decline over time however, and as loans age, interest rates decline, or
market values of the collateral supporting the loan increase, prepayment penalties may not serve as a meaningful
economic disincentive to the borrower.

CMBS IO. A portion of the Company's Agency and non-Agency CMBS also include interest only securities ("IOs")
which represent the right to receive excess interest payments (but not principal cash flows) based on the underlying
unpaid principal balance of the underlying pool of mortgage loans. As these securities have no principal associated
with them, the interest payments received are based on the unpaid principal balance (often referred to as the notional
amount) of the underlying pool of mortgage loans. IO securities generally have prepayment protection in the form of
lock-outs, prepayment penalties, or yield maintenance associated with the underlying loans.

Factors that Affect Our Results of Operations and Financial Condition

The performance of our investment portfolio will depend on many factors, many of which are beyond our control.
These factors include, but are not limited to, interest rates, trends of interest rates, the relative steepness of interest rate
curves, prepayment rates on our investments, competition for investments, and economic conditions and their impact
on the credit performance of our investments. In addition, the performance of our investment portfolio and the
availability of investments at acceptable return levels is influenced by actions taken by, and policy measures of, the
U.S. government, including the Federal Housing Finance Administration and the U. S. Department of the Treasury
(the "Treasury"), and actions taken by and policy measures of the U.S. Federal Reserve.

In addition, our business model may be impacted by other factors such as the availability and cost of financing and the
state of the overall credit markets.  Reductions in the availability of financing for our investments could significantly
impact our business and force us to sell assets that we otherwise would not sell, potentially at losses or at amounts
below their true fair value. Other factors also impacting our business include changes in regulatory requirements,
including requirements to qualify for registration under the 1940 Act and REIT requirements.

Investing in mortgage-related securities on a leveraged basis subjects us to a number of risks including interest rate
risk, prepayment and reinvestment risk, credit risk, market value risk and liquidity risk, which are discussed in Item
1A, "Risk Factors" of Part I and in Item 7,"Liquidity and Capital Resources" as well as in Item 7A, "Quantitative and
Qualitative Disclosures about Market Risk" of Part II of this Annual Report on Form 10-K. Please see these Items for
detailed discussion of these risks and the potential impact on our results of operations and financial condition.

Operating Policies and Restrictions

We operate our business pursuant to our Operating Policies as approved by our Board of Directors, which consist of
our Investment Management and Investment Risk Policies. These policies set forth investment and risk limitations as
they relate to the Company's investment activities and are reviewed annually by the Board. We also manage our
operations and investments to comply with various REIT limitations (as discussed further below in “Federal Income
Tax Considerations”) and to avoid qualifying as an investment company as such term is defined in the 1940 Act or as a
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commodity pool operator under the Commodity Exchange Act and the rules and regulations promulgated thereunder.

In implementing the Operating Policies with respect to non-Agency MBS, we limit our purchases to MBS which are
rated investment-grade by at least one nationally recognized statistical ratings organization. We also conduct our own
independent evaluation of the credit risk on any non-Agency MBS, such that we do not rely solely on the security’s
credit rating.

2
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The Operating Policies also limit the overall leverage of the Company to seven times our shareholders’ equity capital,
up to ten times our equity capital invested in Agency MBS, and six times our equity capital invested in non-Agency
MBS. In addition, among other things, there are limitations on interest rate and convexity risk, and our earnings at risk
and our shareholders’ equity at risk due to changes in interest rates, prepayment rates, investment prices and spreads.
The Operating Policies require us to perform a variety of stress tests on the investment portfolio value and liquidity
from adverse market conditions.

Investment Philosophy and Strategy

Our investment philosophy is based on a top-down approach and forms the foundation of our investment strategy. We
focus on the expected risk-adjusted outcome of any investment which, given our use of leverage, must include the
terms of financing and the expected liquidity of the investment. Key points of our investment philosophy and strategy
include the following:

•understanding macroeconomic conditions including the current state of the U.S. and global economies, the regulatoryenvironment, competition for assets, and the availability of financing;
•sector analysis including understanding absolute returns, relative returns and risk-adjusted returns;

•security and financing analysis including sensitivity analysis on credit, interest rate volatility, and market value risk;and
•managing performance and portfolio risks, including interest rate, credit, prepayment, and liquidity risks.

In executing our investment strategy, we seek to balance the various risks of owning mortgage assets with the earnings
opportunity on the investment. We believe our strategy of investing in Agency and non-Agency mortgage assets
provides superior diversification of these risks across our investment portfolio and therefore provides ample
opportunities to generate attractive risk-adjusted returns while preserving our shareholders’ capital. We also believe
that our shorter duration strategy will provide less volatility in our results and our book value per common share than
strategies which invest in longer duration assets with potentially more interest rate risk.

The performance of our investment portfolio will depend on many factors including interest rates, trends of interest
rates, the steepness of interest rate curves, prepayment rates on our investments, competition for investments,
economic conditions and their impact on the credit performance of our investments, and actions taken by the U.S.
government, including the U.S. Federal Reserve and the United States Department of the Treasury (the “Treasury”). In
addition, our business model may be impacted by other factors such as the state of the overall credit markets, which
could impact the availability and costs of financing. See “Factors that Affect Our Results of Operations and Financial
Condition” above and "Risk Factors-Risks Related to Our Business" in Item 1A of Part I of this Annual Report on
Form 10-K for further discussion.

Financing and Hedging Strategy

We finance our investments primarily through the use of repurchase agreements, and to a lesser extent, non-recourse
collateralized financing.

Repurchase Agreements. Repurchase agreement financing is uncommitted short-term financing in which we pledge
our MBS as collateral to secure loans made by the repurchase agreement counterparty. Repurchase agreements
generally have terms of 30-90 days, though in some instances longer terms may be available, and carry a rate of
interest which is usually based on a spread to one-month LIBOR and fixed for the term of the agreement. The amount
borrowed under a repurchase agreement is limited by the lender to a percentage of the estimated market value of the
pledged collateral, which is generally up to 95% of the estimated market value for Agency MBS and up to 90% for
higher credit quality non-Agency MBS. The difference between the market value of the pledged MBS collateral and
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the amount of the repurchase agreement is the amount of equity we have in the position and is intended to provide the
lender some protection against fluctuations of value in the collateral and/or the failure by us to repay the borrowing at
maturity.

If the fair value of the MBS pledged as collateral declines, lenders may require that we pledge additional assets to
collateralize the outstanding repurchase agreement borrowings by initiating a margin call. Our pledged collateral
fluctuates in value primarily as a result of principal payments and changes in market interest rates and spreads,
prevailing market yields, actual or anticipated prepayment speeds and other market conditions. Lenders may also
initiate margin calls during periods of market stress as a result of actual or expected volatility in asset prices. There is
no minimum amount of collateral value decline required before the lender could initiate a margin call. If we fail to
meet any margin call, our lenders have the right to terminate the repurchase

3
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agreement and sell the collateral pledged. We attempt to maintain cash and other liquid securities in sufficient
amounts to manage our exposure to margin calls by lenders.

Repurchase agreement financing is provided principally by major financial institutions and broker-dealers. A
significant source of liquidity for the repurchase agreement market is money market funds which provide
collateral-based lending to the financial institutions and broker-dealer community that, in turn, is provided to the
repurchase agreement market. In order to reduce our exposure to counterparty-related risk, we generally seek to
diversify our exposure by entering into repurchase agreements with multiple lenders.

For further discussion of repurchase agreement financing, please refer to "Liquidity and Capital Resources" in Item 7
of Part II of this Annual Report on Form 10-K.

Non-Recourse Collateralized Financing. We utilize securitization financing to finance securitized mortgage loans and
certain MBS. Securitization financing is term financing collateralized by securitized mortgage loans and is
non-recourse to us. Each series of securitization financing may consist of various classes of bonds at either fixed or
variable rates of interest and having varying repayment terms. Payments received on securitized mortgage loans and
reinvestment income earned thereon is used to make payments on the securitization financing bonds.

Hedging Strategy. Our hedging strategy is designed to reduce the impact on our income and shareholders’ equity
caused by the adverse effects of changes in interest rates. Generally in a period of rising rates our net income may be
negatively impacted from our borrowing costs increasing faster than income on our assets, and our shareholders’ equity
may decline as a result of declining market values of our MBS. In hedging the risk of changes in interest rates, we
principally utilize interest rate swap agreements, but may also utilize interest rate cap or floor agreements, futures
contracts, put and call options on securities or securities underlying futures contracts, forward rate agreements, or
swaptions. Unless the interpretation of rules established pursuant to the Dodd-Frank Act changes, we will have
significant collateral posting requirements for swaps entered into subsequent to June 10, 2013. These posting
requirements will make swaps significantly more expensive for the Company and may force us to utilize other
strategies of hedging our interest rate risk. For further discussion, please refer to Item 1A, "Risk Factors" contained
within Part I of the Annual Report on Form 10-K.

As of December 31, 2012, our hedging instruments consisted solely of interest rate swap agreements. Typically in an
interest rate swap transaction, we will pay an agreed upon fixed rate of interest determined at the time of entering into
the agreement for a period typically between two and seven years while receiving interest based on a floating rate such
as LIBOR. We intend to comply with REIT and tax limitations on our hedging instruments and also intend to limit our
use of hedging instruments to only those described above. We also intend to enter into hedging transactions only with
counterparties that we believe have a strong credit rating to help mitigate the risk of counterparty default or
insolvency.

INDUSTRY OVERVIEW

The public mortgage REIT industry has grown significantly since the beginning of 2008 and includes approximately
33 companies with a total market capitalization of $59.0 billion as of December 31, 2012. Mortgage REITs provide
liquidity to the U.S. real estate markets through the purchase of RMBS and CMBS and through the origination or
purchase of mortgage loans. The business models of mortgage REITs range from investing only in Agency MBS to
investing substantially in non-investment grade MBS and loans. Each mortgage REIT will assume risks in its
investment strategy. Whereas we invest in shorter-duration and higher quality MBS in order to mitigate interest rate
risk and credit risk, other mortgage REITs may be willing to accept more of these risks than we are and invest in
longer-duration or lower-quality assets.
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Given the need for private capital to replace the capital currently supporting mortgage finance (from governmental and
quasi-governmental public entities such as Fannie Mae, Freddie Mac, GNMA and the Federal Reserve), we believe
that mortgage REITs will continue to increase in importance to the U.S. housing and mortgage finance industries. In
addition, the uncertainty around regulation of financial institutions under the Dodd-Frank Act, minimum capital
standards that may be implemented under the Basel III Accord, increased risk-weightings for certain types of
mortgage loans held by depository institutions, and other potential regulatory changes, may further impact capital
formation in the U.S. mortgage market which could favor mortgage REITs. There are potential consequences to
increased regulation however, including increasing borrowing costs or reduced availability
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of repurchase agreement financing and the requirement to post significant amounts of margin in order to enter into
derivative transactions such as interest rate swaps as discussed above, among other things. In addition, as further
discussed in Item 1A, "Risk Factors" below, the Securities and Exchange Commission ("SEC") is reviewing the
exemption currently used by most mortgage REITs under the 1940 Act. If the SEC ultimately restricts the use of such
exemption, mortgage REIT business models will likely be severely restricted.

COMPETITION

The financial services industry in which we compete is a highly competitive market. In purchasing investments and
obtaining financing, we compete with other mortgage REITs, broker dealers and investment banking firms, mutual
funds, banks, hedge funds, mortgage bankers, insurance companies, governmental bodies, and other entities, many of
which have greater financial resources and a lower cost of capital than we do. Increased competition in the market
may reduce the available supply of investments and may drive prices of investments to unacceptable levels which
would negatively impact our ability to earn an acceptable amount of income from these investments. Competition can
also reduce the availability of borrowing capacity at our repurchase agreement counterparties as such capacity is not
unlimited, and many of our repurchase agreement counterparties limit the amount of financing they offer to the
mortgage REIT industry.

FEDERAL INCOME TAX CONSIDERATIONS

As a REIT, we are required to abide by certain requirements for qualification as a REIT under the Internal Revenue
Code of 1986, as amended (the “Code”). To retain our REIT status, the REIT rules generally require that we invest
primarily in real estate-related assets, that our activities be passive rather than active and that we distribute annually to
our shareholders substantially all of our taxable income, after certain deductions, including deductions for our tax net
operating loss (“NOL”) carryforward. We could be subject to income tax if we failed to satisfy those requirements. We
use the calendar year for both tax and financial reporting purposes.

We estimate that our NOL carryforward was approximately $135.9 million as of December 31, 2012, subject to the
completion of our 2012 federal income tax return. The NOL expires substantially beginning in 2020. We can utilize
our NOL carryforward to offset our taxable earnings after taking the REIT distribution requirements into account. As
a result of our public offering of common stock in February 2012, we incurred an "ownership change" as such term is
defined in Section 382 of the Code. Based on management's analysis and expert third-party advice, which necessarily
includes certain assumptions regarding the characterization under Section 382 of our use of capital raised by us, we
determined that the ownership change under Section 382 limits our ability to use our NOL carryforward to a
maximum amount of $13.4 million per year. This annual limitation may effectively limit the cumulative amount of
pre-ownership change losses, including certain recognized built-in losses, that we may utilize.

There may be differences between taxable income and income computed in accordance with U.S. generally accepted
accounting principles (“GAAP”). These differences primarily arise from timing differences in the recognition of revenue
and expense for tax and GAAP purposes.

Failure to satisfy certain Code requirements could cause us to lose our status as a REIT. If we failed to qualify as a
REIT for any taxable year, we may be subject to federal income tax (including any applicable alternative minimum
tax) at regular corporate rates and would not receive deductions for dividends paid to shareholders. We could,
however, utilize our NOL carryforward to offset any taxable income. In addition, given the size of our NOL
carryforward, we could pursue a business plan in the future in which we would voluntarily forego our REIT status. If
we lost or otherwise surrendered our status as a REIT, we could not elect REIT status again for five years. Several of
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our investments in securitized mortgage loans have ownership restrictions limiting their ownership to REITs.
Therefore, if we chose to forego our REIT status, we would have to sell these investments or otherwise provide for
REIT ownership of these investments. In addition, many of our repurchase agreement lenders require us to maintain
our REIT status. If we lost our REIT status these lenders have the right to terminate any repurchase agreement
borrowings at that time.
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We also have a taxable REIT subsidiary (“TRS”), which had an NOL carryforward of approximately $4.2 million as of
December 31, 2012, subject to the completion of our 2012 federal income tax return. The TRS has limited operations,
and, accordingly, we have established a full valuation allowance for the related deferred tax asset.

Qualification as a REIT

Qualification as a REIT requires that we satisfy a variety of tests relating to our income, assets, distributions and
ownership. The significant tests are summarized below.

Sources of Income. To continue qualifying as a REIT, we must satisfy two distinct tests with respect to the sources of
our income: the “75% income test” and the “95% income test.” The 75% income test requires that we derive at least 75%
of our gross income (excluding gross income from prohibited transactions) from certain real estate-related sources. In
order to satisfy the 95% income test, 95% of our gross income for the taxable year must consist of either income that
qualifies under the 75% income test or certain other types of passive income.

If we fail to meet either the 75% income test or the 95% income test, or both, in a taxable year, we might nonetheless
continue to qualify as a REIT, if our failure was due to reasonable cause and not willful neglect and the nature and
amounts of our items of gross income were properly disclosed to the Internal Revenue Service. However, in such a
case we would be required to pay a tax equal to 100% of any excess non-qualifying income.

Nature and Diversification of Assets. At the end of each calendar quarter, we must meet multiple asset tests. Under the
“75% asset test”, at least 75% of the value of our total assets must represent cash or cash items (including receivables),
government securities or real estate assets. Under the “10% asset test,” we may not own more than 10% of the
outstanding voting power or value of securities of any single non-governmental issuer, provided such securities do not
qualify under the 75% asset test or relate to taxable REIT subsidiaries. Under the “5% asset test,” ownership of any
stocks or securities that do not qualify under the 75% asset test must be limited, in respect of any single
non-governmental issuer, to an amount not greater than 5% of the value of our total assets (excluding ownership of
any taxable REIT subsidiaries).

If we inadvertently fail to satisfy one or more of the asset tests at the end of a calendar quarter, such failure would not
cause us to lose our REIT status, provided that (i) we satisfied all of the asset tests at the close of the preceding
calendar quarter and (ii) the discrepancy between the values of our assets and the standards imposed by the asset tests
either did not exist immediately after the acquisition of any particular asset or was not wholly or partially caused by
such an acquisition. If the condition described in clause (ii) of the preceding sentence was not satisfied, we still could
avoid disqualification by eliminating any discrepancy within 30 days after the close of the calendar quarter in which it
arose.

Ownership. In order to maintain our REIT status, we must not be deemed to be closely held and must have more than
100 shareholders. The closely held prohibition requires that not more than 50% of the value of our outstanding shares
be owned by five or fewer persons at any time during the last half of our taxable year. The "more than 100
shareholders" rule requires that we have at least 100 shareholders for 335 days of a twelve-month taxable year. In the
event that we failed to satisfy the ownership requirements we would be subject to fines and be required to take
curative action to meet the ownership requirements in order to maintain our REIT status.

EMPLOYEES

As of December 31, 2012, we have 17 employees and one corporate office in Glen Allen, Virginia. None of our
employees are covered by any collective bargaining agreements, and we are not aware of any union organizing
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activity relating to our employees.
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Executive Officers of the Registrant
Name (Age) Current Title Business Experience

Thomas B. Akin (60)
Chairman of the Board and
Chief Executive Officer

Chief Executive Officer since February 2008; Chairman of
the Board since 2003; managing general partner of Talkot
Capital, LLC since 1995.

Byron L. Boston (54) President, Chief Investment
Officer and Director

President and Director effective March 1, 2012; Chief
Investment Officer since April 2008; President of Boston
Consulting Group from November 2006 to April 2008; Vice
Chairman and Executive Vice President of Sunset Financial
Resources, Inc. from January 2004 to October 2006.

Stephen J. Benedetti
(50)

Executive Vice President,
Chief Operating Officer and
Chief Financial Officer

Executive Vice President and Chief Operating Officer since
November 2005; Executive Vice President and Chief
Financial Officer from September 2001 to November 2005
and beginning again in February 2008.

AVAILABLE INFORMATION

We are subject to the reporting requirements of the Exchange Act and its rules and regulations. The Exchange Act
requires us to file reports, proxy statements, and other information with the SEC. Copies of these reports, proxy
statements, and other information can be read and copied at:

SEC Public Reference Room
100 F Street, N.E.
Washington, D.C. 20549

Information on the operation of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330.
The SEC maintains a website that contains reports, proxy statements, and other information regarding issuers that file
electronically with the SEC. These materials may be obtained electronically by accessing the SEC’s home page at
www.sec.gov.

Our website can be found at www.dynexcapital.com. Our annual reports on Form 10-K, our quarterly reports on Form
10-Q and our current reports on Form 8-K, and amendments to those reports, filed or furnished pursuant to Section
13(a) or 15(d) of the Exchange Act, are made available free of charge through our website as soon as reasonably
practicable after such material is electronically filed with or furnished to the SEC.

We have adopted a Code of Business Conduct and Ethics (“Code of Conduct”) that applies to all of our employees,
officers and directors. Our Code of Conduct is also available free of charge on our website, along with our Audit
Committee Charter, our Nominating and Corporate Governance Committee Charter, and our Compensation
Committee Charter. We will post on our website amendments to the Code of Conduct or waivers from its provisions,
if any, which are applicable to any of our directors or executive officers in accordance with SEC or NYSE
requirements.

ITEM 1A.    RISK FACTORS
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Our business is subject to various risks, including those described below. Our business, operating results, and financial
condition could be materially and adversely affected by any of these risks. Please note that additional risks not
presently known to us or that we currently deem immaterial could also impair our business, operating results, and
financial condition.
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Risks Related to Our Business

Our business model depends on our ability to access the credit markets to finance our investments. Our inability to
access financing on reasonable terms could materially adversely affect our operations, financial condition and
business which may, in turn, negatively affect the market price of our stock.

We depend heavily upon the availability of adequate funding for our investment activities, with such funding
primarily consisting of repurchase agreement financing. Our access to financing depends upon a number of factors,
over which we have little or no control, including:

•general market and economic conditions;

•the actual or perceived financial condition of credit market participants including banks, broker-dealers, hedge funds,and money-market funds, among others;
•the impact of governmental policies and/or regulations on institutions with respect to activities in the credit markets;
•market perception of quality and liquidity of the type of assets in which we invest; and
•market perception of our financial strength.

Repurchase agreements are short-term commitments of capital. Disruptions or volatility in the credit and repurchase
agreement markets can and do periodically occur and can result in diminished financing capacity for mortgage
securities. These events can lead to adverse impacts on the values of mortgage securities. If a severe event were to
occur, lenders may be unwilling or unable to provide financing for our investments or may be willing to provide
financing only at much higher rates. This may impact our profitability by increasing our borrowing costs or by forcing
us to sell assets. In an extreme case, this may also result in our inability to finance some or all of our securities which
could force us to liquidate all or portions of our investment portfolio, potentially in an adverse market environment.
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