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DYNEX CAPITAL, INC.

April 3, 2012

To Our Shareholders:

You are cordially invited to attend the Annual Meeting of Shareholders of Dynex Capital, Inc. (the “Company”) to be
held at The Stanford Court Renaissance Hotel located at 905 California Street, San Francisco, California on Monday,
May 14, 2012, at 9:00 a.m. Pacific Time.

The business of the meeting is to consider and act upon the election of directors, to approve, in an advisory and
non-binding vote, the compensation of our executive officers, and to ratify the selection of the auditors of the
Company.

As permitted by rules adopted by the Securities and Exchange Commission, we are furnishing our proxy statement,
2011 Annual Report to Shareholders and proxy card over the Internet to most of our shareholders. This means that
most of our shareholders will initially receive only a notice containing instructions on how to access the proxy
materials over the Internet. This approach allows us to lower the costs of delivering the annual meeting materials and
reduce the environmental impact of the meeting. If you would like to receive a paper copy of the proxy materials, the
notice contains instructions on how you can request copies of these documents.

Whether or not you plan to attend the meeting, your vote is important and we encourage you to vote promptly. You
may vote your shares via a toll-free telephone number or over the Internet. If you request to receive your proxy
materials by mail, you may sign, date and mail the proxy card in the postage-paid envelope provided. Instructions
regarding all three methods of voting are contained in the proxy card. If you mail the proxy card and desire to vote
your shares of common stock in accordance with management's recommendations, you need not mark your votes on
the proxy but need only sign, date and return the proxy card in the envelope provided in order to record your vote.

Sincerely,
Thomas B. Akin

Chairman of the Board and
Chief Executive Officer
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DYNEX CAPITAL, INC.

4991 Lake Brook Drive, Suite 100
Glen Allen, Virginia 23060

(804) 217-5800

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Our Shareholders:

The Annual Meeting of Shareholders of Dynex Capital, Inc. (the “Company”) will be held at The Stanford Court
Renaissance Hotel located at 905 California Street, San Francisco, California on Monday, May 14, 2012, at 9:00 a.m.
Pacific Time, to consider and act upon the following matters:

To elect six (6) directors of the Company, to hold office until the next annual meeting and until their successors are
“elected and duly qualified; and

To approve, in an advisory and non-binding vote, the compensation of the Company's named executive officers as
"disclosed in the accompanying Proxy Statement; and

To vote on the ratification of the selection of BDO USA, LLP, independent certified public accountants, as
auditors for the Company for the 2012 fiscal year; and

4.To transact such other business as may properly come before the meeting or any adjournment thereof.

Only shareholders of record at the close of business on March 15, 2012, the record date, will be entitled to vote at the
Annual Meeting.

Management desires to have maximum representation at the Annual Meeting. Whether or not you plan to attend the
meeting, we urge you to vote your shares via the toll-free telephone number or over the Internet, as described in the
accompanying Proxy Statement. If you receive these materials by mail, you may sign, date and mail the proxy card in
the postage-paid envelope provided. A proxy may be revoked by a shareholder at any time prior to its use by notice in
writing to the Secretary of the Company, by submitting a later-dated proxy to the Secretary of the Company, by
changing your vote via the toll-free telephone number or over the Internet or by attending the Annual Meeting and
requesting to vote in person (provided that, if you hold your shares through a bank, broker or other holder of record
and you wish to vote in person, you must bring a legal proxy or broker's proxy card to the meeting as proof of your
authority to vote the shares).

By Order of the Board of Directors

Stephen J. Benedetti

Executive Vice President,

Chief Financial Officer, Chief Operating Officer, and Secretary
Dated: April 3, 2012
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DYNEX CAPITAL, INC.

4991 Lake Brook Drive, Suite 100
Glen Allen, Virginia 23060

(804) 217-5800

PROXY STATEMENT
ANNUAL MEETING OF SHAREHOLDERS
May 14, 2012

To Our Shareholders:

This Proxy Statement is furnished to the holders of the common stock (“Common Stock™) of Dynex Capital, Inc. (the
“Company”) in connection with the solicitation by the Company's Board of Directors of proxies to be used at the Annual
Meeting of Shareholders of the Company to be held at The Stanford Court Renaissance Hotel located at 905

California Street, San Francisco, California on Monday, May 14, 2012, at 9:00 a.m. Pacific Time (the “Annual
Meeting”). The Annual Meeting is being held for the purposes set forth in the accompanying Notice of Annual Meeting
of Shareholders.

As permitted by rules adopted by the Securities and Exchange Commission (the “SEC”), the Company is making this
Proxy Statement and its 2011 Annual Report to Shareholders available to most of our shareholders electronically via
the Internet. On April 3, 2012, we commenced mailing to our shareholders a Notice of Internet Availability of Proxy
Materials containing instructions on how to access this Proxy Statement and our Annual Report and vote over the
Internet. Most shareholders will not receive a printed copy of the proxy materials in the mail, unless specifically
requested. Instead, the Notice of Internet Availability of Proxy Materials instructs you on how to access and review
over the Internet all of the important information contained in the Proxy Statement and Annual Report and on how
you may submit your proxy over the Internet. If you would like to receive a printed copy of our proxy materials, you
should follow the instructions for requesting such materials included in the Notice of Internet Availability of Proxy
Materials.

Important Notice Regarding the Availability of Proxy Materials for the Shareholder Meeting to Be Held on Monday,
May 14, 2012

The Proxy Statement and 2011 Annual Report to Shareholders are available on the internet at:
WWWw.proxyvoting.com/dx.

GENERAL INFORMATION
Solicitation

You have received these proxy materials because the Company's Board of Directors is soliciting your proxy to vote
your shares at the Annual Meeting. The costs of this solicitation will be borne by the Company. Proxy solicitations
will be made by the Internet and the mail, and also may be made by personal interview, telephone and e-mail by
directors and officers of the Company, acting without compensation other than their regular compensation.

Brokerage houses and nominees will be requested to forward the proxy soliciting material to the beneficial owners of
shares of Common Stock and to obtain authorization for the execution of proxies. The Company will, upon request,
reimburse such parties for their reasonable expenses in forwarding these proxy materials to such beneficial owners.
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Voting Rights
Holders of shares of Common Stock at the close of business on March 15, 2012, the record date, are entitled to notice
of, and to vote at, the Annual Meeting. On that date, 54,326,936 shares of Common Stock were outstanding, with each

outstanding share
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of Common Stock entitled to one vote for each of the six directors nominated to be elected and one vote on each other
matter presented at the Annual Meeting.

Quorum

The presence in person or by proxy of shareholders entitled to vote a majority of the outstanding shares of Common

Stock will constitute a quorum for all matters presented at the Annual Meeting. Shares represented by proxy or in

person at the Annual Meeting, including shares represented by proxies that reflect abstentions, will be counted as

present in the determination of a quorum. An abstention as to any particular matter, however, does not constitute a

vote “for” or “against” such matter. “Broker non-votes” (i.e., shares held by brokers or nominees as to which (i) instructions
have not been received from the beneficial owner or the persons entitled to vote the shares, and (ii) the broker does not
have discretionary voting power on a particular matter) will be treated in the same manner as abstentions.

Vote Required

With regard to the election of Directors, votes may be cast in favor or withheld. If a quorum is present, the directors
will be elected by a plurality of the votes cast in the election of Directors; therefore, abstentions, broker non-votes or
withheld votes will have no effect on the outcome of the election.

For all other proposals, votes may be cast in favor or against, or you may abstain from voting. For these proposals,
including the advisory vote to approve the compensation of the Company's named executive officers and ratification
of the selection of BDO USA, LLP as the Company's auditors for the 2012 fiscal year, if a quorum is present, such
proposal will be approved if the votes cast in favor of the proposal exceed the votes cast against the proposal.
Abstentions or broker non-votes will have no effect on the outcome of any such proposals.

Information about Voting

You will receive multiple Notices of Internet Availability of Proxy Materials or printed copies of the proxy materials
if you hold your shares in different ways (e.g., joint tenancy, trusts, custodial accounts, etc.) or in multiple accounts.

You should vote the shares represented by each Notice of Internet Availability of Proxy Materials or proxy card you
receive to ensure that all of your shares are voted.

Shareholders of record can vote in person at the Annual Meeting or by proxy. There are three ways for shareholders of
record to vote by proxy:

By Telephone - you can vote by telephone by calling the toll free telephone number on the Notice of Internet
Availability of Proxy Materials or proxy card and following the instructions (you will need the control number on
your Notice of Internet Availability of Proxy Materials or proxy card);

By Internet - you can vote over the Internet by following the instructions on the Notice of Internet Availability of
Proxy Materials or proxy card (you will need the control number on your Notice of Internet Availability of Proxy
Materials or proxy card); or

By Mail - if you received these proxy materials by mail, you can vote by mail by signing, dating and mailing the
proxy card in the postage-paid envelope provided.

Telephone and Internet voting for shareholders of record will be available 24 hours a day and will close at 11:59 p.m.
Eastern Time on May 11, 2012. If you hold shares in the Dynex Capital, Inc. 401(k) Plan, your voting instructions for
those shares must be received by 5:00 p.m. Eastern Time on May 10, 2012 to allow sufficient time for voting by the
trustee of the plan.
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If your shares are held in the name of a bank, broker or other holder of record, you will receive voting instructions
from the holder of record. You must follow the instructions of the holder of record in order for your shares to be
voted. Telephone and Internet voting also will be offered to shareholders owning shares through certain banks and
brokers.

Revocability of Proxy

If you are a shareholder of record, you may change or revoke your proxy at any time before your shares are voted at
the Annual Meeting, by any of the following methods:

10
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By submitting a written notice of revocation to the Secretary of the Company by the close of business on May 11,
2012;

By submitting by the close of business on May 11, 2012 a completed proxy card bearing a later date than any other
proxy submitted by you;

By calling the toll free telephone number on the Notice of Internet Availability of Proxy Materials or proxy card and
following the instructions (you will need the control number on your Notice of Internet Availability of Proxy
Materials or proxy card) by 11:59 p.m. Eastern Time on May 11, 2012;

By visiting the web page listed on the Notice of Internet Availability of Proxy Materials or proxy card and following
the instructions (you will need the control number on your Notice of Internet Availability of Proxy Materials or proxy
card) by 11:59 p.m. Eastern Time on May 11, 2012; or

8By attending the Annual Meeting and requesting to vote in person.

Your latest proxy card, telephone vote, or Internet proxy with respect to the same shares is the one that will be
counted.

If your shares are held in the name of a bank, broker or other holder of record, you should contact the holder of record
to change your vote.

Voting your shares by telephone or over the Internet or sending in a proxy card will not affect your right to attend the
Annual Meeting and to vote in person. However, if your shares are held in the name of a bank, broker or other holder
of record and you plan to vote in person at the Annual Meeting, you should contact your broker or agent to obtain a
legal proxy or broker's proxy card to bring to the Annual Meeting as proof of your authority to vote the shares.

If you vote in time for the Annual Meeting using the proxy, the individuals named on the proxy (your “proxies”) will
vote your shares of Common Stock in accordance with the choices you specified. If you properly submit a proxy
without indicating your instructions, the shares of Common Stock represented by such proxy will be voted FOR the
election of the nominees named in this Proxy Statement as directors, FOR the approval of the compensation of the
Company's named executive officers, and FOR ratification of the selection of BDO USA, LLP as the Company's
auditors for the 2012 fiscal year.

Directions to Annual Meeting
Directions to attend the Annual Meeting, where you may vote in person, can be found on our web page,
www.dynexcapital.com under “Investor Relations”, or may be obtained by calling Investor Relations at (804) 217-5897.

Other Matters

The management and the Board of Directors of the Company know of no other matters to come before the Annual
Meeting other than those stated in the Notice of Annual Meeting of Shareholders. However, if any other matters are
properly presented to the shareholders for action, it is the intention of the individuals named in the proxy to vote in
their discretion on all matters on which the shares represented by such proxy are entitled to vote.

Annual Report on Form 10-K

The Company's Annual Report on Form 10-K, including financial statements for the year ended December 31, 2011,
which is available on the Internet as set forth in the Notice of Internet Availability of Proxy Materials and is being
mailed together with this Proxy Statement to shareholders who receive the proxy materials by mail, contains financial
and other information about the activities of the Company, but is not incorporated into this Proxy Statement and is not
to be considered a part of these proxy soliciting materials.

11
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PROPOSAL ONE
ELECTION OF DIRECTORS
General

Pursuant to Virginia law and our Articles of Incorporation, directors of the Company are to be elected by the holders
of shares of Common Stock at the Annual Meeting to serve until the next annual meeting and until their successors are
elected and duly qualified. On the recommendation of the Nominating & Corporate Governance Committee, the
Board of Directors has nominated Thomas B. Akin, Byron L. Boston, Michael R. Hughes, Barry Igdaloff, Daniel K.
Osborne and James C. Wheat, III for election

4
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by the holders of shares of Common Stock to the Board of Directors at the Annual Meeting. Unless otherwise
indicated, a proxy will be voted FOR the election of Messrs. Akin, Boston, Hughes, Igdaloff, Osborne and Wheat to
the Board of Directors. Each Director nominee has agreed to serve if elected. Selected biographical information
regarding each Director nominee is set forth below.

Although it is anticipated that each Director nominee will be able to serve, should any nominee become unavailable to
serve, the shares represented by each proxy will be voted for another person or persons designated by the Company's
Board of Directors. In no event will a proxy be voted for more than six Directors.

Board of Directors Nominees

The following information sets forth as of March 21, 2012, the names, ages, principal occupations and business
experience for the Company's Director nominees. In addition to the information presented below regarding each
Director nominee's specific experience, qualifications, attributes and skills that led our Board to the conclusion that he
should serve as a director, we also believe that all of our Director nominees have a reputation for integrity, honesty
and adherence to high ethical standards. They each have demonstrated business acumen and an ability to exercise
sound judgment, as well as a commitment of service to the Company and our Board. Finally, we value their
significant experience on other public company boards of directors and board committees. Unless otherwise indicated,
the business experience and principal occupations shown for each director has extended five or more years.

Thomas B. Akin (59) has been a director of Dynex Capital, Inc. since May 2003, Chairman since May 30, 2005, and
on February 4, 2008 accepted the position of Chief Executive Officer of the Company. Mr. Akin also founded and has
served as the managing member of Talkot Capital, LLC, which is the sole general partner of the Talkot Fund, L.P.,
located in Sausalito, California since 1995. Mr. Akin is also a limited partner of the Talkot Fund, L.P. From 1981 to
1994, Mr. Akin held various positions at Merrill Lynch Institutional Services. Prior to Merrill Lynch, Mr. Akin was an
employee of Salomon Brothers from 1978 to 1981. Mr. Akin currently serves on the board of See Kai Run. Mr. Akin
previously served on the boards of Acacia Research Corporation, Advance Data Exchange, Centriv Services, Inc.,
CombiMatrix Corporation, and eFAX.com (including as Chairman of the Board of Centiv Services, Inc.,
CombiMatrix Corporation, and eFAX.com). Mr. Akin holds a B.A. from the University of California at Santa Cruz
and an M.B.A. from the Anderson School of Management, UCLA.

We believe Mr. Akin's qualifications to serve on our Board of Directors include his extensive background in
evaluating investments in private and public companies, including 30 years of experience in the financial and
investment industries. Mr. Akin has significant experience in investing in mortgage REITs through his experience as
managing member at Talkot Capital. Mr. Akin also has experience managing and advising organizations which have
special investment needs. Mr. Akin's significant service as a director of several other companies also demonstrates
that he has the leadership skills required to serve as Chairman of the Company.

Byron L. Boston (53) became a director of the Company in March 2012. Since March 1, 2012, he has served as
President and Chief Investment Officer, having held the position of Chief Investment Officer since April 2008. From
November 2006 to April 2008, Mr. Boston was the President of Boston Consulting Group, which provided advice on
business strategies for its clients. From January 2004 to October 2006, Mr. Boston was Executive Vice President of
Sunset Financial Resources, Inc. Prior to this, Mr. Boston was a senior officer for the Freddie Mac Corporation from
1997 to 2003. From 1981 to 1997, Mr. Boston held banking and trading positions at New York investment banking
firms. Mr. Boston holds an A.B. in Economics and Government from Dartmouth College and an M.B.A. in Finance
and Accounting from the Graduate School of Business, University of Chicago.

13
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We believe Mr. Boston's qualifications to serve on our Board of Directors include his background as Chief Investment
Officer of the Company, as well as his eight years of experience with REIT investments, his leadership positions at the
Freddie Mac Corporation and Sunset Financial Resources, Inc., and his Wall Street credit and capital markets
experience. These experiences allow Mr. Boston to offer a different perspective on the Company's current and future
business operations regarding investments, which is valuable resource for our Board of Directors.

Michael R. Hughes (51) became a director of the Company in November 2010. Mr. Hughes is currently an analyst at
Ascend Capital Management and serves as the President of the Board of Trustees of the Bentley School in Oakland,
California. Prior to beginning his position at Ascend Capital Management in 2012 and at the Bentley School in 2009,
Mr. Hughes was a partner and portfolio manager of Osterweis Capital Management from 2005 to 2008. From 1989 to
2005, Mr. Hughes was the First Vice President of Merrill Lynch Financial Institutions Research. Mr. Hughes began
his career as an equity analyst at Dean Witter Reynolds in 1986. Mr. Hughes serves as the Chairman of the
Compensation Committee and as a member of the Nominating &

5
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Corporate Governance Committee for the Company. Mr. Hughes holds an A.B. from the University of California at
Berkley in Geophysics. Mr. Hughes was awarded the Chartered Financial Analyst (CFA) designation in 1991.

We believe Mr. Hughes' qualifications to serve on our Board of Directors include his background as a portfolio
manager of financial institutions, as well as his extensive experience as a securities analyst overseeing equity analysis
for mortgage companies, mortgage REITSs, consumer and commercial finance, and government agencies including
Fannie Mae and Freddie Mac. These experiences, coupled with Mr. Hughes' substantial financial expertise, allow him
to offer significant insights and advice, thus making him a valuable addition to our Board.

Barry A. Igdaloff (57) has been a director of the Company since 2000. Mr. Igdaloff has been a registered investment
advisor and the sole proprietor of Rose Capital in Columbus, Ohio, since 1995. Mr. Igdaloff graduated from Indiana
University in 1976 with a B.S.B. in accounting and from The Ohio State University in 1978, with a Juris Doctorate
degree. Mr. Igdaloff is a non-practicing certified public accountant and a non-practicing attorney. Mr. Igdaloff
currently serves on the Board of Directors of Nova Star Financial, Inc. and serves on its audit committee. Previously,
Mr. Igdaloff served on the board of Guest Supply, Inc. Mr. Igdaloff serves as a member of the Audit Committee and
the Nominating & Corporate Governance Committee for the Company.

We believe Mr. Igdaloff's qualifications to serve on our Board of Directors include his financial expertise and his
years of experience as an investment advisor, attorney, and accountant. Investment, legal, and accounting issues
impact the Company in various ways, and Mr. Igdaloff's ability to draw on his experience in these professions allows
him to contribute a unique perspective to the Board of Directors. In addition, as a result of his financial expertise and
prior audit committee service, Mr. Igdaloff provides valuable insight and advice to our Board of Directors regarding
our financial risk exposures and financial reporting matters.

Daniel K. Osborne (47) has been a director of the Company since 2005. Mr. Osborne has been Managing Member of
Vantage Pointe Capital, LLC, an investment advisory firm that serves as the general partner of Vantage Pointe Capital
Partners LP, and provides research and other services to various private investment funds. Prior to founding Vantage
Pointe Capital, LLC in 2003, Mr. Osborne was a co-founder of Apex Mortgage Capital, Inc. He was Apex Mortgage
Capital's Chief Operating Officer and Chief Financial Officer from September 1997 to September 2001. Concurrently
with his role with Apex Mortgage Capital, Inc., Mr. Osborne was a Managing Director of Trust Company of The West
from July 1994 to December 2001. From January 2010 to December 2011, Mr. Osborne served on the Board of
Directors of New York Mortgage Trust, Inc. based in New York, New York. Mr. Osborne serves as the Chairman of
the Audit Committee and as a member of the Compensation Committee for the Company. Mr. Osborne began his
career with Deloitte & Touche, LLP. He holds a B.S. degree in accounting from Arizona State University.

We believe Mr. Osborne's qualifications to serve on our Board of Directors include his financial and operational
experience with mortgage REITs, as well as his public accounting expertise with a top accounting firm. Through his
accounting experience, Mr. Osborne is able to assist the Board of Directors in fulfilling its oversight responsibility
with respect to financial matters. In addition, Mr. Osborne has substantial investment advisory experience, which
allows him to offer valuable insight into our investment strategies.

James C. Wheat, III (59) joined the Board of Directors in August 2008. Mr. Wheat is the co-founder and managing
director of Colonnade Capital Corporation, a private equity firm dedicated to sponsoring friendly growth buyouts of
middle market companies. Since 1995, Mr. Wheat has also been the manager of Jasper, LLC, an investment firm
investing in publicly traded securities, hedge funds, private equity and debt, and real estate, and has been the manager
of Blandfield Associates, LL.C, a timberland and working farm, since 1992. In addition, Mr. Wheat has been a general
partner of Riverfront Partners since 1992. Mr. Wheat was the Chairman of the Virginia Retirement System from 1997
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to 2000. He was the managing director and a member of the board of directors of Wachovia Securities (formerly
Wheat First Securities) from 1984 to 1993. Mr. Wheat serves as the Chairman of the Nominating & Corporate
Governance Committee and as a member of the Audit Committee and the Compensation Committee for the Company.
Mr. Wheat earned a B.A. from Hampden-Sydney College in 1975 and an M.B.A. from the University of Virginia in
1978.

We believe Mr. Wheat's background as a managing director and board member of financial services companies
provides him the necessary depth of experience to implement our business strategy as a member of our Board of
Directors. In addition, as a result of his entrepreneurial and management experience, Mr. Wheat has developed
operational and organizational acumen, which is a valuable resource for our Board of Directors.

THE BOARD OF DIRECTORS RECOMMENDS THAT THE SHAREHOLDERS VOTE FOR THE DIRECTOR
NOMINEES LISTED ABOVE.

16
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CORPORATE GOVERNANCE
AND THE BOARD OF DIRECTORS

General

The business and affairs of the Company are managed under the direction of the Board of Directors in accordance
with the Virginia Stock Corporation Act and the Company's Articles of Incorporation and Bylaws. Members of the
Board are kept informed of the Company's business through discussions with the Chairman of the Board and Chief
Executive Officer and other officers, by reviewing materials provided to them and by participating in meetings of the
Board and its committees. The corporate governance practices followed by the Company are summarized below.

Director Independence

The Board of Directors has adopted Corporate Governance Guidelines that set forth the practices of the Board with
respect to its size, criteria for membership and selection to the Board, committees of the Board, meetings and access to
management, director compensation, director orientation and continuing education, annual performance evaluation of
the Board, director responsibilities, annual review of performance of the Chief Executive Officer and management
succession and ethics and conduct. The Guidelines are available on the Company's web page at
www.dynexcapital.com under “Investor Relations - Corporate Governance.” A printed copy is available to any
shareholder upon written request to the Secretary of the Company, 4991 Lake Brook Drive, Suite 100, Glen Allen,
Virginia 23060.

The Board of Directors in its business judgment has determined that Messrs. Hughes, Igdaloff, Osborne and Wheat
are independent as defined by New York Stock Exchange listing standards. In reaching this conclusion, the Board
considered whether the Company and its subsidiaries conduct business and have other relationships with organizations
of which certain members of the Board or members of their immediate families are or were directors or officers. In
addition, the Board considered all relevant facts and circumstances, including relationships that a director may have
due to his status as an investor in an entity that may have a relationship with the Company. In determining the
independence of each director, the Board considered that Mr. Hughes and Mr. Wheat are investors in the Talkot Fund,
L.P., of which Mr. Akin is the managing general partner and a limited partner, and determined, partly due to the
passive nature of the investment, that these relationships are not material to the evaluation and do not impair the
ability of Mr. Hughes or Mr. Wheat to exercise independent judgment. Mr. Akin as Chief Executive Officer and Mr.
Boston as President and Chief Investment Officer are not considered independent directors.

Consistent with the New York Stock Exchange listing standards, the Company's Corporate Governance Guidelines
establish categorical standards under which, except with respect to members of the Audit Committee, the following
relationships between a non-employee director and the Company will not be considered to be material:

if during any twelve month period within the last three years, the director or any immediate family member of the
director received $120,000 or less in direct compensation from the Company, excluding director and committee fees
and pension or other forms of deferred compensation for prior service (provided such compensation is not contingent
in any way on continued service);

¢f during each of the current fiscal year and three most recent fiscal years, the director is, or was, an executive officer
or an employee (or has, or had, an immediate family member who is, or was, an executive officer) of another
company that made payments to, or received payments from, the Company for property or services in an amount
which, in each of the last three fiscal years, did not exceed the greater of $1 million or 2% of such other company's
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consolidated gross revenues; or

if the director serves as an executive officer of a charitable organization to which the Company made charitable
contributions that did not exceed the greater of $1 million, or 2% of such charitable organization's consolidated gross
revenues in each of the last three fiscal years.

None of the Company's directors, their immediate family members, or organizations in which they are a partner,
shareholder or officer, are engaged in any relationships with the Company, except Mr. Akin as Chief Executive
Officer and Mr. Boston as President and Chief Investment Officer.

18
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Code of Ethics

The Board of Directors has approved a Code of Business Conduct and Ethics for directors, officers and employees of
the Company and each of its subsidiaries, including the Company's Chief Executive Officer and Chief Financial
Officer. The Code addresses such topics as compliance with applicable laws, conflicts of interest, use and protection
of Company assets, confidentiality, dealings with the press and communications with the public, accounting and
financial reporting matters, fair dealing, discrimination and harassment and health and safety. It is available on the
Company's web page at www.dynexcapital.com under “Investor Relations - Corporate Governance”. A printed copy of
the Code is available to any shareholder upon written request to the Secretary of the Company at the address set forth
above.

We intend to provide any required disclosure of an amendment to or waiver from the Code that applies to our
principal executive officer, principal financial officer, principal accounting officer or controller, or persons performing
similar functions, on the Company's web page at www.dynexcapital.com under “Investor Relations- Corporate
Governance” promptly following the amendment or waiver. We may elect to disclose any such amendment or waiver
in a report on Form 8-K filed with the SEC either in addition to or in lieu of the web page disclosure.

Board and Committee Meeting Attendance

In 2011, there were five meetings of the Board of Directors. Each director attended 90% or more of the aggregate
number of meetings of the Board and of the committees on which he served.

Board Leadership Structure

The Company's Chairman of the Board also serves as the Chief Executive Officer. Therefore, under the Company's
Corporate Governance Guidelines, the Company has designated a Lead Independent Director to serve as Chairman of
the Nominating & Corporate Governance Committee, to assist the Chairman of the Board with Board-related matters,
and to act, as necessary, as a liaison between the independent directors and the Chairman of the Board. The Lead
Independent Director also presides at all executive sessions and other meetings of non-employee directors and has the
power to call meetings of non-employee directors. In addition, the Lead Independent Director provides input to the
Chairman of the Board in determining the agenda for each Board meeting. The Company believes that, at this time,
having one person serve as both Chief Executive Officer and Chairman of the Board demonstrates to its employees
and shareholders that the Company is under strong leadership. The Board of Directors annually reviews the
Company's corporate governance structure to ensure that it remains the most appropriate structure for the Company
and its shareholders. The Company believes that, at this time, its leadership structure enables the single leader of both
management and the Board to lead the Company through the current challenging economic times, with appropriate
support from the Lead Independent Director and the committee chairmen, each of whom is an independent director.

Board Oversight of Risk Management

The Company believes that its leadership structure allows the directors to provide effective oversight of risk
management by receiving risk assessments prepared by individuals responsible for risk management. The Audit
Committee, comprised solely of independent directors, discusses with management, the independent auditor and the
internal auditor the Company's policies and practices with respect to risk assessment and risk management. In
addition, the Board has an Investment Committee which as part of it function reviews risk reports with management
on a quarterly basis. The investment policy of the Company includes risk limits for the Company including
notification requirements to the Board if these risk limits are approached or exceeded. Management reviews these risk
limits with the Investment Committee generally quarterly.
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The directors are expected to apply themselves to understanding the Company's business and its significant risks as
circumstances warrant, the directors receive presentations from senior management regarding the Company's risk
profile and its risk management strategies. The Company believes that this leadership structure promotes effective
Board oversight of risk management because, while there is a single leader ultimately accountable for the management
of the Company's risks, a Board committee comprised solely of independent directors actively monitors the
Company's policies and practices with respect to risk assessment and risk management, and the directors are provided
with the information necessary to evaluate the Company's significant risks and strategies for addressing them.

Executive Sessions

Executive sessions where non-employee directors meet on an informal basis are scheduled either before or after
regularly scheduled Board meetings. At least once a year the Board schedules an executive session including only
independent directors. Such sessions are chaired by the Lead Independent Director who by operation of our Corporate
Governance Guidelines is the
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Chairman of the Nominating & Corporate Governance Committee. Mr. Wheat is currently the Lead Independent
Director and serves as chairman for executive sessions.

Communications with Directors

Any director may be contacted by writing to him c/o the Secretary of the Company at the address set forth on the first
page of this Proxy Statement. Communications to the non-management directors as a group may be sent to the Lead
Independent Director c/o the Secretary of the Company at the same address. The Company promptly forwards,
without screening, any correspondence to a specified director to such director.

Committees of the Board

The Board of Directors has a standing Audit Committee, Compensation Committee and Nominating & Corporate
Governance Committee. The Board also has established an Investment Committee, which is not considered a standing
committee of the Board.

Audit Committee

The Audit Committee assists the Board of Directors in fulfilling the Board's oversight responsibility to the
shareholders relating to the integrity of the Company's financial statements, the Company's compliance with legal and
regulatory requirements, the qualifications, independence and performance of the Company's independent auditor and
the performance of the internal audit function. The Committee is directly responsible for the appointment,
compensation, retention and oversight of the work of the independent auditor engaged for the purpose of preparing or
issuing an audit report or performing other audit, review or attestation services for the Company. The Committee
operates under a written charter last amended by the Board in March 2012. The Audit Committee Charter is available
on the Company's web page at www.dynexcapital.com under “Investor Relations - Corporate Governance.” A printed
copy is available to any shareholder upon written request to the Secretary of the Company at the address set forth
above.

The members of the Audit Committee are Messrs. Osborne (Chairman), Igdaloff, and Wheat, all of whom the Board
in its business judgment has determined are independent as defined by regulations of the SEC and the New York
Stock Exchange listing standards. The Board of Directors also has determined that all of the Committee members are
financially literate as such term is used in the New York Stock Exchange listing standards and that Messrs. Osborne
and Igdaloff qualify as audit committee financial experts as defined by regulations of the SEC. The Audit Committee
met seven times in 2011. For additional information regarding the Committee, see “Audit Information - Audit
Committee Report” on page 36 of this Proxy Statement.

Compensation Committee

The Compensation Committee performs the responsibilities of the Board of Directors relating to compensation of the
Company's executives. The Committee's responsibilities include reviewing and approving corporate goals and
objectives relevant to compensation of the Company's Chief Executive Officer, evaluating the Chief Executive
Officer's performance annually in light of those goals and objectives and determining and approving the Chief
Executive Officer's compensation level based on this evaluation; reviewing and approving the compensation for
executive officers, including their corporate goals and objectives; reviewing and discussing the Compensation
Discussion and Analysis required by the rules of the SEC with senior management and based upon such review and
discussion, recommending to the Board that the Compensation Discussion and Analysis be included in the Company's
Annual Report on Form 10-K or proxy statement, as applicable; producing a Compensation Committee Report as
required by the rules of the SEC to be included in the Company's annual proxy statement; overseeing an annual review
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of the Company's policies and practices of compensating its employees, including non-executive officers, as they
relate to risk management practices and risk-taking incentives, and, based on the review, making any changes to such
policies and practices that the Committee deems to be appropriate; reviewing and recommending to the Board for
approval any employment-related agreement or other compensation arrangement, or transaction with senior
management; making recommendations to the Board with respect to annual and long-term incentive compensation
and equity-based plans; administering the Company's equity-based, deferral and other compensation plans approved
by the Board from time to time; reviewing any significant changes in the Company's tax-qualified employee benefit
plans; recommending to the Board for approval director compensation; and reviewing annually with the Chief
Executive Officer management succession planning and management development activities and strategies. The
Committee has not in the past delegated the authorities granted it under its written charter given that it has typically
consisted of four or fewer members. In discharging its responsibilities with respect to compensation matters, the
Committee has not solicited the input of consultants. Rather, management of the Company, at the Committee's
request, will periodically conduct reviews of the compensation practices of similar public companies. See further
discussion at “Executive Compensation - Compensation Discussion and Analysis” on page 16 of this Proxy Statement.
The Compensation Committee is currently formulating its plans with respect to succession planning. No timetable has
been set for determining succession planning. The Committee operates

9
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under a written charter last amended by the Board in March 2012. The Charter of the Compensation Committee is
available on the Company's web page at www.dynexcapital.com under “Investor Relations - Corporate Governance.” A
printed copy is available to any shareholder upon written request to the Secretary of the Company at the address set
forth above.

The members of the Compensation Committee are Messrs. Hughes (Chairman), Osborne, and Wheat, all of whom the
Board in its business judgment has determined are independent as defined by the New York Stock Exchange listing
standards. The Committee met four times in 2011. For additional information regarding the Committee, see “Executive
Compensation - Compensation Discussion and Analysis” on page 16 of this Proxy Statement.

Analysis of Risk Associated with Compensation Policies and Practices

The Compensation Committee oversees an annual review of our compensation programs to determine whether such
programs encourage excessive risk taking by our employees. Our most recent review was conducted in March 2012.
Management and the Compensation Committee participated in the review, which included identification of the
relevant compensation policies and practices, review of potential related risks, and analysis of risk-mitigating factors,
including the Company's system of internal controls and oversight. The Compensation Committee determined that the
potential risks arising from our compensation programs are not reasonably likely to have a material adverse effect on
the Company. This determination has taken into account the structure of our compensation programs, the amount of
cash compensation available to executive employees, and the involvement of the Compensation Committee in setting
compensation for executive officers and in particular for those individuals who can commit the Company's capital and
the oversight of the Board of Directors in monitoring certain risk tolerances and internal controls..

Nominating & Corporate Governance Committee

The Nominating & Corporate Governance Committee develops qualifications for director candidates, recommends to
the Board of Directors persons to be nominated to serve as directors of the Company and monitors developments in,
and makes recommendations to the Board concerning, corporate governance practices. The Committee also acts as the
Company's nominating committee. The Committee operates under a written charter last amended by the Board in
March 2010. The Charter of the Nominating & Corporate Governance Committee is available on the Company's web
page at www.dynexcapital.com under “Investor Relations - Corporate Governance.” A printed copy is available to any
shareholder upon written request to the Secretary of the Company at the address set forth above.

The members of the Nominating & Corporate Governance Committee are Messrs. Wheat (Chairman), Igdaloff, and
Hughes, all of whom the Board in its business judgment has determined are independent as defined by the New York
Stock Exchange listing standards. The Committee met once in 2011.

The Nominating & Corporate Governance Committee considers candidates for the Board based upon several criteria,
including but not limited to their broad-based business and professional skills and experience, concern for the
long-term interest of the Company's shareholders, personal integrity and judgment, and knowledge and experience in
the Company's industry. The Committee further considers each candidate's independence, as defined by the New York
Stock Exchange listing standards. All candidates must have time available to devote to Board duties and
responsibilities.

The Nominating & Corporate Governance Committee utilizes a variety of methods for identifying and evaluating
nominees for director. The Committee regularly assesses the appropriate size of the Board and whether any vacancies
on the Board are expected due to retirement or otherwise. In the event that vacancies are anticipated, or otherwise
arise, the Committee will consider various potential candidates for director. Candidates may come to the attention of
the Committee through current Board members, professional search firms, shareholders or other persons. These
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candidates are evaluated at regular or special meetings of the Committee and may be considered at any point during
the year.

Shareholders entitled to vote for the election of directors may submit candidate recommendations for consideration by
the Nominating & Corporate Governance Committee if the Company receives timely written notice, in proper form,
for each such recommended director candidate. If the notice is not timely and in proper form, the Committee reserves
the right to not consider the candidate. Whether the Committee considers the nomination of such candidate depends
on the facts and circumstances of the nomination at that time. To be timely, any shareholder desiring to recommend a
candidate to be considered by the Nominating & Corporate Governance Committee for nomination at the 2013
Annual Meeting of Shareholders must submit such recommendation in writing to the Secretary of the Company no
later than January 2, 2013.

In considering whether to recommend any candidate for inclusion in the Board's slate of recommended director
nominees, including candidates recommended by shareholders, the Nominating & Corporate Governance Committee
will apply the criteria set forth in the Company's Corporate Governance Guidelines. These criteria include the
candidate's integrity, business acumen,

10
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age, experience, accounting and financial expertise, commitment, diligence, reputation, civic and community
relationships, conflicts of interest and the ability to act in the interests of all shareholders. The Committee values
diversity in its broadest sense and seeks nominees with a complementary range of opinions, industry knowledge,
experience, professions, skills, geographic representation and backgrounds. The Committee does not assign specific
weights to particular criteria and no particular criterion is necessarily applicable to all prospective nominees. The
Company believes that the backgrounds and qualifications of the directors, considered as a group, should provide a
significant composite mix of experience, knowledge, and abilities that will allow the Board to fulfill its
responsibilities. The Committee recommends to the Board nominees as appropriate based on these principles.

The Board has concluded that each director nominee possesses the personal traits described above. In considering the
director nominees' individual experience, qualifications, attributes and skills, the Board has concluded that the
appropriate experience, qualifications, attributes and skills are represented for the Board as a whole and for each of the
Board's committees. In addition, each director nominee possesses characteristics that led the Board to conclude that
such person should serve as a director. The specific experience, qualifications, attributes and skills that the Board
believes each director nominee possesses are discussed under “Proposal One - Election of Directors”, beginning on page
5.

Under the Company's Corporate Governance Guidelines, directors may not stand for reelection after reaching age 70,
except that individuals who were serving as directors on March 11, 2010 may not stand for reelection past age 75.

A shareholder entitled to vote for the election of directors may directly nominate a candidate for election at the 2013
Annual Meeting of Shareholders if written notice of the shareholder's intent to nominate such person for election as
director has been given, either by personal delivery or by certified mail, postage prepaid, to the Secretary of the
Company and received by either (i) no later than January 4, 2013 and no earlier than October 6, 2012; or (ii) if the
2013 Annual Meeting is held more than 30 days before or after May 14, 2013, then no less than 90 days prior to the
2013 Annual Meeting. The notice must set forth (i) as to the shareholder giving the notice, (1) the name and address,
as they appear on the Company's stock transfer books, of such shareholder, (2) a representation that such shareholder
is a shareholder of record and intends to appear in person or by proxy at the meeting to nominate the person specified
in the notice, (3) the number of shares of stock of the Company beneficially owned by such shareholder, and (4) a
description of all arrangements or understandings between such shareholder and the nominee and any other person or
persons pursuant to which the nomination is to be made by the shareholder; and (ii) as to the person whom the
shareholder proposes to nominate for election as a director, (1) the name, age, business address and, if known,
residence address of such person, (2) the principal occupation or employment of such person, (3) the number of shares
of Company stock beneficially owned by such person, (4) any other information relating to such person that is
required to be disclosed in solicitations of proxies for election of directors or is otherwise required by the rules and
regulations of the SEC promulgated under the Securities Exchange Act of 1934 (the “Exchange Act”), including a
discussion of the specific experience, qualifications, attributes or skills that led to the conclusion that the nominee
should serve as a director, and (5) the written consent of such person to be named in the proxy statement as a nominee
and to serve as a director if elected.

Annual Meeting Attendance

The Company encourages members of the Board of Directors to attend the annual meeting of shareholders. All five of
the then-serving directors attended the 2011 Annual Meeting of Shareholders.

Directors' Compensation

Director compensation is reviewed and approved by the Board of Directors based on recommendations of the
Compensation Committee of the Board. The Compensation Committee will review director compensation annually in
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an effort to determine if the Company pays competitive compensation to attract and retain highly-qualified
individuals.

For 2011, each non-employee director received an annual fee of $36,000 (prorated for the number of months served in
the case of a director who leaves or joins the Board during the year), plus $1,000 for each meeting of the Board of
Directors and Audit Committee he attended and $750 for each meeting of any other committee he attended. The
Chairman of the Audit Committee received an additional annual fee of $7,000, and each of the chairmen of the
remaining committees received an additional annual fee of $3,500. The non-employee directors' cash compensation is
expected to remain unchanged in 2012.

Directors are reimbursed expenses related to their attendance at Board of Director or committee meetings.
For 2011, non-employee directors received a grant of 5,000 shares of restricted Common Stock which shares will vest

at the end of one year. The Company's practice is to grant such shares as of the first Friday following each year's
annual meeting of shareholders.

11
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The following table shows the compensation earned by each of the directors during 2011:

DIRECTOR COMPENSATION FOR 2011

Name (D Eees Earned or Paid it\(:;?; ds Option Awards Total

in Cash ($) $) ® $® ($)
Michael C. Hughes 49,750 48,200 — 97,950
Barry Igdaloff 54,500 48,200 — 102,700
Daniel K. Osborne 60,250 48,200 — 108,450
James C. Wheat, III 55,250 48,200 — 103,450

* Columns for “Non-Equity Incentive Plan Compensation”, “Change in Pension Value and Nonqualified Deferred
Compensation Earnings” and “All Other Compensation” have been omitted because they are not applicable.

Thomas B. Akin, the Company's Chairman of the Board and Chief Executive Officer, is not included in this table
() as he is an employee of the Company. Mr. Akin's compensation for service as an executive officer is included in
the Summary Compensation Table on page 25.
The amounts in this column reflect the aggregate grant date fair value of grants of restricted stock to each listed
director on May 13, 2011, calculated in accordance with ASC Topic 718. Assumptions used in the calculation of
(2)these amounts are included in footnote 11 to the Company's audited financial statements for the fiscal year ended
December 31, 2011 included in the Company's Annual Report on Form 10-K filed with the SEC on March 2, 2012.
As of December 31, 2011, each of Messrs. Hughes, Igdaloff, Osborne, and Wheat had outstanding 5,000 shares of
restricted stock.
3) As of December 31, 2011, Messrs. Igdaloff and Osborne each had 10,000 stock options outstanding and Messrs.
Hughes and Wheat had no outstanding stock options.

OWNERSHIP OF STOCK
Management and Certain Beneficial Owners

The following table sets forth information regarding the beneficial ownership of shares of Common Stock as of March
21, 2012, except as otherwise noted in the footnotes following, by: (a) each director of the Company, (b) each named
executive officer of the Company, (c) all directors and executive officers of the Company as a group, and (d) all other
shareholders known by the Company to be beneficial owners of more than 5% of the Company's outstanding shares of
Common Stock. Unless otherwise indicated, each person has sole investment and sole voting power with respect to
the securities shown. The business address of each director and named executive officer is the Company's principal
address.
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Common Stock

Name Shares Percentage (1)
Thomas B. Akin (2) 2,443,858 4.5%

Stephen J. Benedetti (3) 141,943 *

Byron L. Boston (4) 195,770 *

Michael R. Hughes (5) 131,682 *

Barry Igdaloff (6) 884,746 1.63%

Daniel K. Osborne (7) 83,790 *

James C. Wheat, III (8) 60,000 *

All directors and executive officers as a group (7) persons) 3,941,789 7.25%

Thornburg Investment Management, Inc. (9)

2300 North Ridgetop Road 2,860,000 5.26%
Sante Fe, NM 87506

Wellington Management Company, LLP (10)

280 Congress Street 3,035,901 5.59%
Boston, MA 02210

*Percentage of ownership is less than one percent of the outstanding shares.

For purposes of this table, beneficial ownership has been determined in accordance with the provisions of Rule 13d-3
of the Exchange Act under which, in general, a person is deemed to be the beneficial owner of a security if he or she
has or shares the power to vote or direct the voting of the security or the power to dispose of or direct the disposition
of the security, or if he or she has the right to acquire beneficial ownership of the security within 60 days (“presently
exercisable”™).

Each percentage is based on 54,326,936 shares of Common Stock issued and outstanding and is based on the
assumption that the beneficial owner has exercised all presently exercisable stock options.

Amount includes 1,305,083 shares of Common Stock owned by Talkot Fund, L.P., of which Mr. Akin is the
managing general partner, 14,394 shares of Common Stock owned by Mr. Akin's spouse over which Mr. Akin
shares voting and investment power, and 32,500 shares held in a trust account of which Mr. Akin's spouse is the
(2)trustee and over which Mr. Akin shares voting and investment power. Amount includes 132,250 restricted shares
of Common Stock over which Mr. Akin does not have investment power until such shares vest. Amount also
includes 10,000 shares of Common Stock that Mr. Akin has the right to acquire through the exercise of presently
exercisable stock options.

Amount includes 67,121 restricted shares of Common Stock over which Mr. Benedetti does not have investment
power until such shares vest.

Amount includes 155,274 restricted shares of Common Stock over which Mr. Boston does not have investment
power until such shares vest.

Amount includes 6,200 shares of Common Stock held in Mr. Hughes' spouse's IRA account and 32,700 shares of
Common Stock held in Mr. Hughes' mother-in-law's account, over which accounts Mr. Hughes shares voting and
investment power. Amount also includes 5,000 restricted shares of Common Stock over which Mr. Hughes does
not have investment power until such shares vest on May 12, 2012.

Amount includes 542,453 shares of Common Stock owned by clients of Rose Capital, of which Mr. Igdaloff is the
sole proprietor. Mr. Igdaloff shares the power to vote and dispose of such shares. Amount also includes 5,425
shares of Common Stock owned by Mr. Igdaloff's three adult children, over which Mr. Igdaloff shares voting and
investment power. Amount also includes 10,000 shares of Common Stock that Mr. Igdaloff has the right to acquire
through the exercise of presently exercisable stock options, and 5,000 restricted shares of Common Stock over
which Mr. Igdaloff does not have investment power until such shares vest on May 12, 2012.

ey
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Amount reflects 61,468 shares of Common Stock owned by Vantage Pointe Capital Partners LP, of which Mr.
Osborne is the managing member of its general partner, and 2,322 shares of Common Stock held in Mr. Osborne's

(7)spouse's IRA account. Amount also includes 10,000 shares of Common Stock that Mr. Osborne has the right to
acquire through the exercise of presently exercisable stock options, and 5,000 restricted shares of Common Stock
over which Mr. Osborne does not have investment power until such shares vest on May 12, 2012.
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(8)Amount includes 5,000 restricted shares of Common Stock over which Mr. Wheat does not have investment power
until such shares vest on May 12, 2012.
(9)Based on a Schedule 13G filed with the SEC on February 3, 2012 by Thornburg Investment Management, Inc.
Based on Amendment No. 2 to Schedule 13G filed with the SEC on February 14, 2012, by Wellington
(10)Management Company, LLP, which has shared voting and investment power over 3,035,901 shares of Common
Stock.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires our directors, executive officers and controller, and any persons who own
more than 10% of the outstanding shares of Common Stock to file with the SEC reports of ownership and changes in
ownership of Common Stock. Our directors, executive officers and controller are required by SEC regulations to
furnish the Company with copies of all Section 16(a) reports that they file. Generally, we will prepare all

Section 16(a) filings with the SEC for our directors, executive officers and controller. Based solely on a review of the
copies of such reports filed with the SEC and written representations from our directors, executive officers and
controller that no other reports were required, we believe that our directors, executive officers and controller complied
with all such reporting requirements during 2011, except for Messrs. Akin, Childress, Hughes, Igdaloff and Wheat,
who each reported one transaction late on a Form 4.
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EXECUTIVE COMPENSATION
Compensation Committee Report

The Compensation Committee of the Board of Directors, which is composed of the non-employee directors listed
below, is responsible for the development, oversight and implementation of our compensation program for our
executive officers. In carrying out its responsibilities, the Compensation Committee annually reviews and establishes
the compensation of our executive officers, including annual salary levels and bonuses to be paid. The Compensation
Committee also makes recommendations to the Board of Directors regarding the issuance of stock incentive awards, if
any, to the executive officers and other compensation related matters.

The primary objective of our executive compensation program is to attract and retain highly skilled and motivated
executive officers who will manage the Company in a manner to promote our growth and profitability, prudently
manage and preserve our capital and advance the interests of our shareholders. As such, the compensation program is
designed to provide levels of compensation that are reflective of both the individual's and the Company's performance
in achieving our goals and objectives. The Compensation Committee seeks to provide a mix of compensation that will
align the short- and long-term interests of our executive officers with that of our shareholders.

A discussion of the principles, objectives, components and determinations of the Compensation Committee with
respect to executive compensation is included in the Compensation Discussion and Analysis that follows this
Compensation Committee report. The specific decisions of the Compensation Committee regarding the compensation
of our named executive officers are reflected in the compensation tables and narrative that follow the Compensation
Discussion and Analysis.

The Compensation Committee has reviewed the Compensation Discussion and Analysis included in this Proxy
Statement and discussed it with management. Based on this review and discussion, the Compensation Committee
recommended to the Board that the Compensation Discussion and Analysis be included in this Proxy Statement.

Compensation Committee

Michael R. Hughes, Chairman
Daniel K. Osborne
James C. Wheat, III

Compensation Committee Interlocks and Insider Participation

No member of the Compensation Committee is a current or former officer or employee of the Company or any of our
subsidiaries. In addition, there are no compensation committee interlocks with other entities with respect to any
member of the Compensation Committee.

Compensation Discussion and Analysis

The following Compensation Discussion and Analysis describes the material elements of the compensation programs
offered to our executive officers. The Compensation Committee of the Board is responsible for the administration of
our compensation plans, policies and programs and for all decisions relating to the compensation of our executive
officers which include the chief executive officer, chief investment officer and chief financial officer/chief operating
officer.
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The Compensation Committee reviews and establishes the compensation of our executive officers and provides
oversight of our compensation programs. The Compensation Committee consists entirely of non-employee,
independent members of our Board of Directors and operates under a written charter approved by the Board of
Directors.

Information on the Compensation Committee's processes and procedures for the consideration and determination of

executive and director compensation is included under the captions “Corporate Governance and the Board of Directors
- Committees of the Board - Compensation Committee” and “- Directors' Compensation.”
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Compensation Objectives and Philosophy

The primary objective of our executive compensation program is to attract and retain highly skilled and motivated
officers who will manage the Company in a manner to promote our growth and profitability, prudently manage and
preserve our capital, and advance the interests of our shareholders. The Compensation Committee understands that the
specialized nature and complexities of the Company's investment activities and REIT structure require individuals
with unique skills and experience. The Compensation Committee strives to establish competitive compensation
packages which strike a balance between recognition of recent performance and aligning the interests of management
on a longer-term basis with that of the Company's shareholders. Further, it is the intent of the Compensation
Committee, and executive management, that this compensation philosophy be applied throughout the organization and
that the types of compensation and benefits described herein provided to the executive officers be provided in similar
fashion to all other employees.

2011 Say on Pay Vote

In connection with the 2011 annual meeting of shareholders, the Company asked its shareholders to vote on the
reasonableness of executive compensation. Although the advisory shareholder vote on executive compensation was
non-binding, the Compensation Committee has considered, and will continue to consider, the outcome of this vote
each year when making compensation decisions for our Chief Executive Officer and other named executive officers.
At our 2011 annual meeting of shareholders held on May 16, 2011, approximately 96% of the shareholders who voted
on the “say-on-pay” proposal approved the compensation of our named executive officers, while approximately 4%
voted against. The Compensation Committee believes that this shareholder vote endorses the compensation
philosophy of the Company and, therefore, the Compensation Committee did not make any significant changes to our
executive compensation practices in 2011.

Executive Compensation Principles

Our executive compensation program for 2011 consisted of base salaries, the potential for annual incentive payments
in the form of cash bonuses, and the potential for long-term equity incentives in the form of restricted stock grants.
These components of executive compensation are used together in an attempt to strike an appropriate balance between
cash and stock-based compensation and between short-term and long-term incentives. We expect a meaningful portion
of an executive officer's total compensation to be at risk, tied both to our annual and long-term performance as well as
to the creation and protection of shareholder value. We believe that short-term annual cash compensation should be
tied directly to both corporate performance and individual performance for the fiscal year, including the achievement
of identified goals as they pertain to the areas of our financial performance, and for operations for which the executive
officer is personally responsible and accountable. In contrast, we believe that the value of long-term incentive
compensation should be tied directly to long-term corporate performance and an increase in shareholder value. Under
our compensation approach, performance that exceeds identified goals results in increased total compensation, and
performance that falls below identified goals results in decreased total compensation.

In 2011, bonus incentive compensation was provided to our executive officers pursuant to our Performance Bonus
Program. The Performance Bonus Program provides for a payment of bonuses up to 200% of base salaries (or 210% if
an executive officer elects to receive his entire bonus in Common Stock) based on the achievement of certain
quantitative and qualitative objectives set forth in the Performance Bonus Program or as determined by the
Compensation Committee of the Board of Directors. See further discussion on page 19 under “Annual Bonuses.”

We are currently developing a policy for the adjustment or recovery of payments and awards made to our executive

officers in the event that our financial statements were to be restated in the future in a manner that would have
impacted the size or payment of the award at the time of payment. In developing this policy we intend to apply the
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principles set forth in the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 signed into law by
President Obama in July, 2010.

How Executive Pay Levels are Determined

The Compensation Committee annually reviews our executive compensation program and its elements. All decisions
by the Compensation Committee relating to the compensation of our executive officers are reported to the full Board
of Directors. The Compensation Committee may periodically solicit third party reviews of our compensation
programs, though it has not solicited such a review in recent years.

All executive officer compensation for 2011 was established by the Compensation Committee, except that the Board
approves Mr. Akin's compensation based on the Compensation Committee's recommendation. Mr. Akin
recommended setting base salaries and potential bonus payments for executive management and in that capacity
consulted with Messrs. Benedetti and Boston regarding
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their compensation. Messrs. Benedetti and Boston did not participate in determining compensation for our executive
officers other than to provide the Compensation Committee with their perspectives on salary and bonus requirements,
as well as their views on our success during the calendar year in achieving our goals and objectives set forth at the
beginning of the calendar year. Mr. Akin assisted the Compensation Committee in assessing the achievement of
organizational goals for 2011.

In determining the compensation of our executive officers, the Compensation Committee evaluates total overall
compensation, as well as the mix of salary, cash bonus incentives and equity incentives, using a number of factors
including the following:

Historical cash and equity compensation levels

The financial performance of the Company, as determined quantitatively by the ROAE component of the Performance
Bonus Program

The operating performance of the Company, as determined qualitatively by the Compensation Committee as a
component of the Performance Bonus Program

The capital raising performance of the Company, as determined qualitatively by the Compensation Committee as a
component of the Performance Bonus Program

The performance of the executive officer, as determined by Mr. Akin and reviewed by the Compensation Committee
tn the case of Messrs. Boston and Benedetti, and as determined by the Compensation Committee in the case of Mr.
Akin

€Comparative industry and market data, if deemed necessary

With respect to comparative industry data, the Compensation Committee may review executive salaries, compensation
structures and the financial performance of comparable companies in a designated peer group established by the
Compensation Committee, with assistance from the executive officers. The peer group used for comparison purposes
may change from year to year, but focuses principally on public mortgage REITs that have a similar business to ours
or are similar to our Company in complexity, and companies with similar market capitalizations and other
characteristics. Some mortgage REITs are externally managed and executive officer compensation is not readily
available.

In connection with establishing executive officer compensation for 2011, management prepared an informal analysis
of the compensation structures or otherwise utilized an analysis of a peer group of several public companies prepared
by an investment bank for its current and prospective clients at no charge and which included an analysis of
compensation for Capstead Mortgage Corporation, Cypress Investments, and MFA Financial, Inc. for the
Compensation Committee's reference. No third-party compensation consultant was retained by the Compensation
Committee or management for evaluating executive compensation.

In general, our executive officers' compensation packages are structured in a manner similar to those companies in the
peer group listed above. However, our executive officer compensation may differ in the amount of total compensation
or in the amounts allocated to base salaries, annual incentive bonuses or long-term incentive stock awards versus the
peer group listed above. Overall, the Compensation Committee viewed the level of executive officer compensation as
adequate given our size versus the activities and size of other companies reviewed for 2011.

Components of Executive Compensation

The elements of our compensation program for 2011 included base salary, annual bonus compensation and
consideration of long-term incentives through stock-based awards under our 2009 Stock and Incentive Plan, all of
which are consistent with our compensation program in prior years. We provide certain retirement benefits through

our 401(k) Savings Plan and our non-qualified 401(k) Overflow Plan, although the 401(k) Overflow Plan is not
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currently active. We also provide health and welfare benefits that include participation in our health, dental and vision
plans and various insurance plans, including disability and life insurance, as well as certain perquisites.

Each of the three principal components of executive compensation is designed to reward and provide incentives to the
executive officers consistent with our overall policies and principles on executive compensation. These components
and the rationale and methodology for each are described below. Specific information on the amounts and types of
compensation earned by each of the named executive officers during 2011 can be found in the Summary
Compensation Table and other tables and narrative disclosures following this discussion.

Base Salary. Our base salary philosophy is to provide reasonable current income to our executive officers in amounts
that will attract and retain individuals with a broad, proven track record of performance. The Compensation
Committee establishes the annual salary for executive officers. In establishing salaries, the Compensation Committee
balances the need to offer salaries that are competitive with peer companies with the need to maintain careful control
of salary and benefits expense, particularly
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relative to our size and equity capital base.

For 2011, Mr. Akin's annual salary was $500,000 (an increase from $300,000), Mr. Boston's was $500,000 (an
increase from $275,000) and Mr. Benedetti's was $350,000 (an increase from $236,000). The annual salary for our
executive officers was increased in 2011 from 2010 to reflect the growth of the Company and the increased
responsibilities of each of our executive officers, as well as to offer a more competitive level of salary. Effective April
1, 2012, the Compensation Committee increased Messrs. Akin's and Boston's annual salaries to $600,000 and Mr.
Benedetti's to $375,000. Mr. Akin's and Mr. Boston's annual salaries were increased by $100,000 each, or 20%, as the
Compensation Committee sought to bring their salaries more in line with the median among the peer group
companies. Mr. Benedetti's salary was increased by $25,000, or 7%, as the Compensation Committee believed it
already approximated the median among the peer group companies.

Annual Bonuses. Messrs. Akin, Boston and Benedetti were participants in the Performance Bonus Program in 2011.
The Performance Bonus Program provides for bonus payments of up to 200% of the participant's base salary (or 210%
if the participant elects to receive the entire bonus in Common Stock) based on three components - 25% of the
Performance Bonus Program payment is based on return earned on adjusted common equity as determined by the
Compensation Committee; 25% of the payment is based on certain qualitative performance objectives determined by
the Compensation Committee and adjusted for the individual performance of the executive; and 50% of the payment
is based on capital raising activities for the Company during the year as determined by the Compensation Committee.
The Compensation Committee believes the structure of the Performance Bonus Program aligns management
compensation with shareholder returns and protecting/increasing shareholder value.

The Compensation Committee evaluated various measures and factors of performance in developing the structure of
the Performance Bonus Program. The Compensation Committee determined, in its view, return on adjusted common
equity (“ROAE”) was a strong indicator of our overall performance for any particular year. In addition, the Performance
Bonus Program structure provides the Compensation Committee with considerable discretion to establish incentive
compensation levels in a manner consistent with its overall compensation philosophy and objectives. Under the
Performance Bonus Program, the bonus paid is increased by 5% for the portion of the bonus that the executive elects

to receive in Common Stock of the Company instead of cash.

As noted above, there are three components of the Performance Bonus Program. The first component, which accounts
for 25% of the potential bonus, is based on the Company's return on adjusted common equity which is determined as
the Company's net income for the calendar year determined in accordance with generally accepted accounting
principles, adjusted for any non-recurring and/or unusual items as determined by the Compensation Committee in its
sole discretion, plus the amount of the Performance Bonus Program expense, divided by average common shareholder
equity excluding unrealized gains and losses, and adjusted for any equity capital that is raised until such time the
capital is deployed. Based on the actual ROAE computed, each of the executive officers could earn a bonus equal to
the product of 50% of the salary paid during the year and one of the following percentages: (i) 25% if the ROAE for
the year is 6% or greater but less than 8% or (ii) 50% if the ROAE for the year is 8% or greater but less than 10%; or
(iii) 75% if the ROAE for the year is 10% or greater but less than 12%; or (iv) 100% if the ROAE for the year is 12%
or greater.

The second component of the Performance Bonus Program, which accounts for 25% of the potential bonus, is based
on certain qualitative factors determined in the sole discretion of the Compensation Committee. During 2011, the
Compensation Committee established goals related to increasing our shareholders' equity to $400 million and
increasing our market capitalization to $450 million, improving our market perception through an expanded investor
relations effort, expanding our investor base through a credible retail network, ensuring the scalability of our
investment platform, structuring the investment portfolio to protect against interest rate, prepayment and credit risks,
developing a comprehensive plan including a disaster recovery plan to protect us from threats against the stability of
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our business operations, and managing the general and administrative expense of the Company to a maximum 2.5% of
our average shareholders' equity for 2011. The Compensation Committee reviewed the individual performance of
Messrs. Akin, Boston and Benedetti with respect to meeting these goals for 2011 and, in addition, the performance of
their responsibilities as Chief Executive Officer, Chief Investment Officer, and Chief Financial Officer/Chief
Operating Officer, respectively. The Compensation Committee did not assign specific weightings to any of the factors
noted above, intending them to be somewhat flexible given the dynamic nature of our industry and our investment
strategy and the differing responsibilities of our executive officers.

The third component of the Performance Bonus Program, with a weight of 50%, was the Company's performance with
respect to capital raising initiatives. In designing the Performance Bonus Program, the Compensation Committee
desired to provide incentives to management to issue equity capital in a beneficial manner to the Company and its
shareholders. Under this portion of the Performance Bonus Program, the Compensation Committee will annually
review the capital raising activities of the Company for the calendar year and will determine the success of such
efforts relative to factors including, but not limited to, the amount of capital raised, the use of capital raised, the mix of
common versus preferred capital, the issue price relative to book value and
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market price at the time of issuance, and the cost of capital raising activities.

With respect to the amounts earned under the Performance Bonus Program in 2011, the calculated ROAE for 2011
was 14.0% resulting in Messrs. Akin, Boston and Benedetti earning 100% of that portion of the performance bonus.
The ROAE of 14.0% was determined by adding back litigation and related costs of $8.2 million as an unusual item
and also adding back accrued Performance Bonus Program expense to net income for the fiscal year ended December
31, 2011, and dividing that sum by the average common equity of the Company during the period excluding
unrealized gains and losses, and adjusted for common equity capital that was raised until such time the capital was
deployed. With respect to the second component of the Performance Bonus Program, the qualitative factors evaluated
were the same for each executive officer, and the Compensation Committee determined that the executive officers had
earned 100% of that portion of the bonus. However, each of Messrs. Akin's and Benedetti's portion of the qualitative
awards was reduced by 80% as a result of the litigation loss to the Company of $8.2 million during 2011. Messrs.
Akin and Benedetti were responsible for managing the litigation and the Compensation Committee felt that the results
were unsatisfactory and reduced the bonus compensation accordingly. The Compensation Committee determined that
management had met 40% of the third component related to capital raising activities. The Compensation Committee
noted that the Company had raised $95 million in equity capital during the year and had increased its market
capitalization from $330 million at December 31, 2010 to $369 million at December 31, 2011, an increase of
approximately 12%. Moreover, total shareholders' equity had increased to $371 million at December 31, 2011 from
$292 million at December 31, 2010. The Compensation Committee also noted that the Company's average daily
trading volume also increased during the year, which was an important consideration for the Compensation
Committee given the desire to increase the liquidity of the Company's common stock.

In March 2012, based on its evaluation of the Company's return on adjusted equity for 2011 and the level of
achievement with respect to the qualitative factors, and capital raising initiatives the Compensation Committee
approved bonus awards for Messrs. Akin, Boston and Benedetti of $500,000, $700,000 and $350,000, respectively,
under the Performance Bonus Program, equal to approximately 50% of the maximum payment available for Messrs.
Akin and Benedetti and 70% of the maximum payment available for Mr. Boston. The Compensation Committee felt
that it was important that part of the bonus compensation for management be paid in restricted common stock of the
Company and applied a formula as follows: for the amount of the bonus awarded up to $1 million, the bonus would be
paid two-thirds in cash and one-third in restricted stock; for the amount of the bonus awarded between $1 million and
$1.5 million, the bonus would be paid one-half in cash and one-half in restricted stock; and for the amount of bonus
awarded above $1.5 million the bonus would be paid in all restricted stock. In accordance with this formula, Mr.
Akin's bonus was paid $333,333 in cash and $166,667 in restricted stock, Mr. Boston's bonus was paid $466,667 in
cash and $233,333 in restricted stock, and Mr. Benedetti's bonus was paid $233,333 in cash and $116,667 in restricted
stock. The number of shares of restricted stock was determined using the closing stock price of the Company's
Common Stock on the date of grant. The restricted stock will vest over a period of three years and was issued under
the 2009 Stock Incentive Plan. None of the executive officers chose to receive any additional stock in lieu of cash
which would have enabled the executive officer to receive an additional 5% in consideration as permitted by the terms
of the Performance Bonus Program.

The Compensation Committee may also consider the award of individual bonus amounts to executive officers outside
of the Performance Bonus Program. Such bonus amounts are discretionary, and would be 