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Item 2.02. Results of Operations and Financial Condition.
 

As part of a public offering of common stock announced on January 28, 2021, Dynex Capital, Inc. (the “Company”) disclosed the following estimated preliminary
results of operations for its fourth quarter and full year ended December 31, 2020:

 
Based on preliminary estimates, the Company expects that its results as of and for the quarter ended December 31, 2020 will be as follows:

 
· Net income to common shareholders of approximately $37.2 million as compared to net income to common shareholders of $37.5 million for the quarter ended

September 30, 2020, or net income per common share of approximately $1.60 as compared to net income of $1.62 per common share for the quarter ended September
30, 2020;

· Comprehensive income to common shareholders of $28.7 million, or $1.23 per common share, as compared to $44.5 million, or $1.92 per common share, for the
quarter ended September 30, 2020;

· Core net operating income to common shareholders of approximately $10.5 million, or $0.45 on a per share basis for the quarter ended December 31, 2020 as
compared to $14.2 million and $0.61 per common share, respectively, for the quarter ended September 30, 2020; and

· Book value per common share increased to approximately $19.08 at December 31, 2020 as compared to $18.25 per common share at September 30, 2020; and
· Total economic return, defined as dividends plus change in book value per common share was 6.7% for the quarter and 15.2% for all of 2020.

 
Comprehensive income to common shareholders for the fourth quarter of 2020 declined from the third quarter of 2020 due to a smaller increase in the fair value of

mortgage-backed securities (“MBS”) compared to the prior quarter. Net income to common shareholders for the fourth quarter of 2020 benefitted from net gains on derivative
instruments of $23.9 million, or approximately $1.03 per common share, due primarily to realized gains on U.S. Treasury futures and to-be-announced (“TBA”) securities. Core
net operating income sequentially declined due to the smaller average balance of interest earning assets and modestly declining asset yields, reducing net interest income by
$2.3 million.  In addition, general & administrative expenses increased $2.1 during the fourth quarter from year-end incentive compensation accruals reflecting a catch-up
adjustment for accrued bonus expense for management’s achievement of its corporate goals and objectives. Book value per common share for the fourth quarter of 2020
also benefitted from net gains on derivative instruments and additionally from further credit spread tightening on investment assets.  The Company ended the year with
investment assets including TBA securities of $4.2 billion and leverage at 6.3x shareholders' equity, similar to the end of the third quarter. Overall investment assets including
TBA securities were down on an average basis by approximately 7% as compared to last quarter as the Company maintained an ample amount of liquidity.

 
The above estimates are preliminary as the Company has not completed all of the procedures that it would normally conduct in connection with the year-end

compilation of its financial results. In addition, the Company’s auditor, BDO USA LLP, has not substantially completed its normal audit procedures for the quarter and year
ended December 31, 2020. There can be no assurance that the Company’s final results for this period will not differ from these estimates, including as a result of the Company’s
quarter-end and year-end closing procedures. These estimates should not be viewed as a substitute for full interim and year-end financial statements prepared in accordance
with accounting principles generally accepted in the United States (“GAAP”). The Company’s actual results for the year ended December 31, 2020 may differ materially from
these estimates, and accordingly undue reliance should not be placed on these preliminary estimates.

 
Since September 30, 2020 and through January 27, 2021, the Company has issued 557,000 shares of common stock through its continuous equity placement program

and raised net proceeds of $9.9 million.
 

Use of Non-GAAP Financial Measures
 
This Current Report on Form 8-K includes core net operating income to common shareholders (and its related per share amount), a non-GAAP financial measure,

which is used by management in the Company’s internal analysis of financial and operating performance. Management believes the presentation of this measure, when
analyzed in conjunction with the Company’s GAAP operating results, allows investors to more effectively evaluate and compare the performance of the Company to that of its
peers, although the Company’s presentation of this non-GAAP measure may not be comparable to other similarly-titled measures of other companies.

 

 



 

 
Management views core net operating income to common shareholders as an estimate of the Company’s financial performance excluding changes in fair value of its

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

 
The following table reconciles the Company’s core net operating income to common shareholders to its comprehensive income to common shareholders for the

periods indicated:
 

  Three Months Ended  

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

2020   
September 30,

2020  
Comprehensive income to common shareholders  $ 28,775  $ 44,471 
Less:         

Change in fair value of available for sale investments   (888)   (27,844)
Change in fair value of derivative instruments, net (1)   (17,428)   (2,258)
Fair value adjustments, net   134   (194)

Core net operating income to common shareholders  $ 10,543  $ 14,175 
         
Weighted average common shares   23,262   23,141 
Comprehensive income per common share  $ 1.23  $ 1.92 
Core net operating income per common share  $ 0.45  $ 0.61 

 
(1)         Amount includes unrealized gains and losses from changes in fair value of derivatives and realized gains and losses on terminated derivatives and excludes net
periodic interest benefit/cost on effective interest rate swaps outstanding during the period and TBA drop income.
 

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

The information included in this Item 2.02 shall be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.
 
Item 8.01. Other Events.
 

On January 28, 2021, the Company issued a press release announcing that it plans to make a public offering of 2,750,000 shares of its common stock. A copy of the
press release is attached as Exhibit 99.1 to this Current Report on Form 8-K and is incorporated by reference into this Item 8.01.

 
On January 13, 2021, the Company’s board of directors authorized a dividend distribution of $0.13 per common share for the month of January 2021 that will be paid

on February 1, 2021 to shareholders of record as of January 25, 2021.
 

 



 

 
Item 9.01. Financial Statements and Exhibits.
 
(d) Exhibits.
 
Exhibit
Number  Description of Exhibit
   
99.1  Press Release Announcing the Offering, dated January 28, 2021.
   
104  Cover Page Interactive Data File (embedded within the Inline XBRL document).
 
 
 

 

https://content.equisolve.net/dynexcapital/sec/0001104659-21-008835/for_pdf/tm214381d1_ex99-1.htm
https://content.equisolve.net/dynexcapital/sec/0001104659-21-008835/for_pdf/tm214381d1_ex99-1.htm


 

 
SIGNATURE

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned hereunto duly
authorized.
 
  DYNEX CAPITAL, INC.
    
    
Date: January 28, 2021 By: /s/ Stephen J. Benedetti
   Stephen J. Benedetti
   Executive Vice President, Chief Financial Officer and Chief Operating Officer

 
 
 

 

 



Exhibit 99.1
 

 
PRESS RELEASE

 
FOR IMMEDIATE RELEASE CONTACT: Alison Griffin
January 28, 2021 (804) 217-5897

 
DYNEX CAPITAL, INC. ANNOUNCES PUBLIC OFFERING OF COMMON STOCK

 
GLEN ALLEN, Va. -- Dynex Capital, Inc. (NYSE: DX) (the “Company”) announced today that it intends to make a public offering of 2,750,000 shares of its common stock. In
connection with the offering, the Company intends to grant the underwriters a 30-day option to purchase up to an additional 412,500 shares of its common stock.
 
J.P. Morgan is acting as the sole book-running manager for the offering.
 
The offering is being made pursuant to the Company’s existing shelf registration statement that has been declared effective by the Securities and Exchange Commission (the
“SEC”). The offering of these securities will be made only by means of a prospectus and a related prospectus supplement that should be read prior to investing. Copies of the
preliminary prospectus supplement and accompanying prospectus related to the offering may be obtained, when available, by visiting EDGAR on the SEC website at
http://www.sec.gov or by contacting: J.P. Morgan Securities LLC, Attention: Prospectus Department, c/o Broadridge Financial Solutions, 1155 Long Island Avenue, Edgewood,
NY 11717, or by telephone at (866) 803-9204, or by email at prospectus-eq_fi@jpmchase.com.
 
The Company plans to use the net proceeds it receives from the offering to acquire additional investments, consistent with its investment policy, and for general corporate
purposes, which may include, among other things, repayment of maturing obligations, capital expenditures and working capital.
 
This press release shall not constitute an offer to sell or the solicitation of an offer to buy any securities nor will there be any sale of these securities in any state or other
jurisdiction in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such state or other jurisdiction.
 
Company Description
 
Dynex Capital, Inc. is an internally managed real estate investment trust, or REIT, which invests in mortgage assets on a leverage basis. The Company invests in Agency and
non-Agency RMBS CMBS, and CMBS IO.
 

 



 

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

 

 


