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Our Most Frequent Question 
From Shareholders

Q: 
How does Redwood Trust make the 

money that pays my dividends? 

A: 
Redwood Trust’s revenues consist of  
a portion of  the monthly mortgage 
payments made by more than 150,000 
of  the most credit-worthy homeown-
ers in America. From these revenues, 
we deduct debt costs, operating costs, 
and credit provision expenses. What 
remains is our profit. We pay most of  
our profits out as dividends. That’s it in 

a nutshell. For more, read on.

Financial Highlights
(in thousands except per share data)

 2002 2001 
Net Interest Income $ 71,511 $ 46,470 
GAAP Earnings $ 53,893 $ 30,163 
GAAP Earnings per share $ 3.44 $ 2.88 
Core Income $ 49,447 $ 31,910 
Core Income per share $ 3.16 $ 3.05 
Regular Dividends per common share $ 2.510 $ 2.220 
Special Dividends per common share $ 0.375 $ 0.330  
Total Assets $ 7,007,772 $ 2,435,644 
Short-Term Debt $ 99,714 $ 796,811 
Long-Term Debt $ 6,397,020 $ 1,313,715 
Total Stockholders’ Equity $ 473,033 $ 307,773 
Book Value per common share   $ 27.43 $ 22.21 

Redwood Trust, Inc. invests in real estate loans. 

 Redwood’s primary operating objective is to maintain steady regular quarterly dividend payments to our shareholders. 

Our earnings, which fund our dividend payments, consist of  the payments we receive from our investments in real estate 

loans and securities, less interest expenses and operating costs. 

 Our role in the jumbo residential real estate loan market is similar to that of  Fannie Mae and Freddie Mac in their 

market for smaller balance residential loans. We acquire jumbo loans from mortgage origination companies for our portfo-

lio. We also “credit-enhance” or “guarantee” the credit results of  jumbo loans that are pooled together by originators and 

sold to the capital markets via securitization. Our activities benefit mortgage origination companies by supplying them with 

funds so they can continue to lend. In addition, we help drive down the cost of  mortgages for America’s homeowners.

 Although our primary business is supporting the market for high-quality jumbo residential real estate loans, we also 

invest in other types of  residential and commercial real estate loans and securities. 

 Redwood Trust is headquartered in Mill Valley, California.  We went public in August 1995; our common stock trades on 

the New York Stock Exchange under the ticker symbol RWT.  For more information, please visit www.redwoodtrust.com. 



The Numbers: 
For the fiscal year ending December 31, 2002, Redwood Trust reported GAAP earnings of  $54 
million, or $3.44 per share, an increase of  19% from 2001 GAAP earnings per share of  $2.88. 
Core earnings, which exclude realized and unrealized gains and losses in the market value of  assets, 
were $49 million, or $3.16 per share in 2002, a 4% increase from 2001 core earnings per share of  
$3.05. Redwood posted taxable REIT income of  $77 million, or $4.91 per share, an amount that 
exceeded GAAP income primarily because of  the difference in timing of  recognition of  potential 
future credit losses. 

Our operating profitability margin increased during 2002. Net interest income as a percentage 
of  equity capital was 19.2% in 2002, as compared to 18.7% in 2001. The primary factor in this 
margin increase was strong credit performance on our investments in high-quality jumbo residen-
tial real estate loans and credit-enhancement securities. 

Our book value per share increased by $5.22 to $27.43, an increase of  24%. Of  this increase, $4.03 
per share was due to appreciation in the market values of  our assets and $1.19 per share was due to 
retention of  earnings in excess of  dividends and other factors. 

Investment Growth:
During 2002, taking advantage of  a favorable business environment, we grew our investments in our 
residential loan portfolio – in which we take possession of  the whole loan, and in our residential 
credit-enhancement securities portfolio – in which we take responsibility for the credit risk of  a pool 
of  loans that are being securitized. 

We significantly increased our acquisitions of  high-quality jumbo residential real estate whole 
loans because current economic conditions made obtaining them very attractive, because we 
increased the number of  loan origination company customers we service, and because our primary 
loan product – high-quality LIBOR-based adjustable-rate residential real estate loans – gained 
greater acceptance among homeowners. 

As a result of  our expanded investments, our combined residential portfolios, including both the 
loans we own and the loans we credit-enhance, grew from $53 billion to $65 billion during 2002, 
an increase of  23%. 

To successfully manage such growth, we apply a rigorous analysis of  our loans and borrowers’ 
credit-worthiness in order to ensure their high quality. Further, we apply meticulous risk-mitiga-
tion measures throughout the life of  our loan investments to keep delinquencies and credit losses 
to a minimum. As a result, our loan delinquency ratios remained steady during 2002 and remain 
well below national averages for smaller-balance and jumbo residential real estate loans. 

Since we started Redwood Trust, our loan losses have remained at very low levels.  

We established Redwood Trust in 1994 based on our belief  that an efficiently structured financial 
company could achieve consistent growth and profitability through disciplined investing in high-
quality real estate loans. In 2002, we continued to pursue our founding vision, successfully growing 
the company in several key areas and delivering rising dividends and earnings per share. 

We ended the year with significant growth in our portfolios of  real estate loans and securities, a 
very strong balance sheet, and excellent credit results. At the same time, we set aside appropriate 
credit reserves for future contingencies, and took steps to further minimize interest rate, prepay-
ment, and liquidity risks from levels we believe were already modest relative to most financial 
institutions. As we enter 2003, we believe our business model continues to prove itself, and that 
we remain in a strong competitive position as a leading investor in our real estate loan markets. 

Our Philosophy:
Every decision at our company starts with basic principles. We always come back to discuss these 
touchstones when we write our annual letter to shareholders. Here is how we expressed them in last 
year’s letter:

• We lend to high-quality borrowers.
• We keep our balance sheet strong, because we cannot predict the future and we need to be pre-
pared for what might come.
• We ask for new capital from our shareholders only when we believe we have exceptional oppor-
tunities in our business that should lead us to higher levels of  earnings and dividends per share.
• We are open and honest in our communications and we follow high-quality accounting prac-
tices.
• We invest for the long-term.

We wouldn’t change a word.

To Our Shareholders:
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Looking Forward: 
Credit trends for our loans have been favorable, and market prices for the houses underlying these 
loans continue to rise in most parts of  the country. Nevertheless, we expect our delinquency and loss 
rates may increase from their extremely low current levels, especially if  the economy weakens further 
or housing prices decline. Given the quality of  our assets and our credit reserves, we do not expect 
credit trends to adversely affect 2003 core earnings. If  favorable credit trends should continue, an 
increase in earnings from our residential loan portfolios is possible.

With respect to interest rates, we do not fund fixed-rate or hybrid assets with floating rate debt, 
a practice followed by many banks, thrifts, and mortgage REITs that could cause considerable 
long-term earnings pressure for them when interest rates rise.  Although rapidly rising short-term 
interest rates could possibly cause us some temporary earnings pressure, we would welcome rising 
interest rates. We believe that rising interest rates will lead to higher earnings at Redwood over 
time. Whatever may happen with interest rates or yield curves, we feel prepared. 

If  interest rates stabilize or rise, originations of  new real estate loans may decline in 2003 and resi-
dential loan prepayment rates may slow. We do not believe that these trends would materially affect 
our core earnings during 2003. 

The Continuing Opportunity: 
We are pleased with our growth and our continuing strong relationships with the nation’s top loan 
originators. Redwood’s established role in helping to fund jumbo residential real estate loans demon-
strates a solid proof  of  concept for our business model.  We own or credit-enhance about 5% of  the 
jumbo residential real estate loans in the U.S. 

We believe the growth opportunities our model supports are significant. The amount of  jumbo 
residential real estate loans outstanding in the U.S. is increasing at a rate of  about 8% to 12% 
a year. We operate within a disciplined framework and have taken prudent steps to continue to 
expand, while being prepared to weather changes in our industry. By remaining committed to 
focusing on long-term objectives, investing in high-quality real estate loans, and setting aside 
appropriate credit reserves, we are confident that our founding vision will continue to produce 
strong results for shareholders. We have a large base of  attractive earning assets, an outstanding 
professional staff, a strong balance sheet, and capital to support growth. We are prepared to manage 
any challenges and to take advantage of  the opportunities ahead. 

As always, the management and staff of Redwood Trust thank our shareholders for their ongoing support. 

Sincerely, 

George E. Bull, III     Douglas B. Hansen   
Chairman and Chief  Executive Officer   President

Increasing Capital: 
In 2002, we also continued a number of  strategic activities related to our asset mix, making changes 
aimed at reducing various risks and increasing capital efficiency and our earnings potential. For 
instance, we sold our remaining Fannie Mae and Freddie Mac guaranteed securities and other similar 
“AAA” rated mortgage-backed securities. For us to earn a competitive rate of  return on these securities, 
we need to use short-term recourse debt funding (“repo”).  Selling these securities allowed us to pay off  
the associated repo debt, thereby distancing us from various liquidity risks, including rollover risk and 
collateral margin calls. Completing this shift in asset mix significantly strengthened our balance sheet. 

Our primary form of  non-recourse debt financing is the issuance of  long-term debt via securiti-
zation of  our assets. We securitized over $5 billion of  our assets in eleven transactions in 2002. 
Our high-quality residential whole loans are securitized through our “Sequoia” program. We also 
issue non-recourse securitized long-term debt through our “Acacia” program to fund our invest-
ments in residential and commercial real estate loan securities. In accounting for securitizations 
we do not use gain-on-sale accounting; the securitizations are accounted for as financings and all 
securitized assets and liabilities are reported on Redwood’s consolidated balance sheet.

Our increased use of  non-recourse securitized long-term debt has limited a number of  our risks in 
important ways. For instance, we have been able to substantially reduce the capital we need to hold 
in reserve to cover potential liquidity risk events such as margin calls on repo debt. The capital that 
was held in reserve is now available to support investment growth. We are using our capital more 
efficiently.  As a result, we had a very strong cash and available capital position at December 31, 
2002. We anticipate that Redwood will be able to grow throughout most of  2003 without requiring 
additional equity funding.

Steady And Rising Dividends: 
Management’s primary objective at Redwood is to maintain a steady dividend for our common 
shareholders. In order to do so, and in order to fuel potential future dividend increases, we need to 
generate earnings and cash flows over time that exceed our dividend rate. 

We achieved this primary objective in 2002.  Based on our estimate of  our sustainable dividend 
rate, we raised the regular quarterly dividend for common shareholders from $0.60 per share at the 
end of  2001 to $0.63 per share at the end of  2002.  This dividend rate is well below our earnings 
rate; we elected to retain (rather than pay out as dividends) a significant portion of  our income in 
2002.  Retaining this income increased our funds available to invest in new real estate assets. This 
should support our commitment to provide our shareholders with steady and rising dividends.

In the first quarter of 2003, we raised our regular common dividend rate to $0.65 per share per quarter. 
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Welcome to the Short Course
on Redwood Trust

Redwood Trust is focused on securing regular dividends 

for our shareholders. And we have been notably suc-

cessful in this endeavor, maintaining consistent and 

growing distributions. Less clear, perhaps, is how we 

actually earn our profits. Because, while our model is 

elegantly simple, the working details of  our business 

can be complex. Often we describe ourselves as a lead-

ing investor in the jumbo residential real estate loan 

market. Or we say that we manage the credit risk of  

securities backed by real estate loans. Ultimately, such 

shorthand fails to clarify the mechanisms behind our 

business model, as well as the underlying strengths of  

Redwood as an investment. This year’s annual report takes on 

that task, outlining in an accessible way our financial strategy, our 

competitive strengths, and providing investors context with which to 

understand the overall market in which we play an essential role. 
76



The Home Loan Business Is Huge 
And Growing

Home. It represents the purchase of  a lifetime for most Americans, and a financial 
investment that they are very motivated to preserve. Over 68% of  American families 
own a home, thanks in large part to the efficient manner in which the U.S. capital mar-
kets and the U.S. mortgage origination industry source and deliver funds to homeowners 
who need real estate loans. 

Residential real estate loans in the U.S. exceed $6 trillion.  The total is expected grow 
at 6% to 8% per year to reach $10 trillion by 2010. From the borrowers’ point of  
view, the money lent to them comes from banks and thrifts – including the top 10 
high-quality bank-owned mortgage origination companies with which Redwood has 
close relationships.  In fact, the bulk of  funds for home lending comes from investors 
in the capital markets who buy real estate loan securities that are created from these 
home loans.

Two federally-sponsored real estate loan investment companies, Fannie Mae and 
Freddie Mac, play an important role in supplying funds from the capital markets to 
the home loan market.  They invest in loans purchased from loan originators and they 
guarantee the credit performance of  loans so originators can sell their loans via secu-
ritization. 

Fannie and Freddie are giants. But, by federal charter, they are not allowed to invest in 
or guarantee home loans with balances greater than $322,700.  Larger balance loans 
are commonly called “jumbo” home loans. There are over $1 trillion of  jumbo home 
loans in the U.S.  The funding for these jumbo loans also comes from the capital mar-
kets, but without the help of  Fannie or Freddie. 

Redwood Trust is a leader in supplying funds from the capital markets to the jumbo 
home loan market. We invest in jumbo home loans purchased from originators.  We 
also use our capital to “guarantee” or “insure” pools of  jumbo loans that mortgage 
originators sell via securitization. We call this activity “credit-enhancement”. 

Fact One

Our Primary Customers
Washington Mutual

Wells Fargo
J.P. Morgan Chase

Countrywide
Bank of America

Cendant Mortgage
Citicorp Mortgage

GMAC-RFC
GreenPoint Mortgage
ABN AMRO Mortgage
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Smaller Balance “A” Quality  68%Jumbo “A” Quality 20%

Below “A” Quality  12%

United States Mortgage Market
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Every day, nationwide, banks make thousands of  residential real estate loans. They 
do this to earn fee income.  But these banks’ internal sources of  funds – deposits and 
borrowings – are not sufficient to supply enough capital for them to keep making new 
loans.  Most banks must sell their loans after origination so they can replenish their 
capital to make new loans.

Bank originators frequently sell their smaller-balance loans directly to Fannie Mae or 
Freddie Mac, who use their shareholders’ equity capital – plus funds raised through 
issuing bonds – to buy these loans.  Alternatively, banks can sell their smaller-balance 
loans by securitizing them and selling the mortgage-backed bonds they have created 
into the capital markets.  Most bond market investors, however, don’t want to take 
credit risk.  To reduce the credit risk for the bonds they sell, originators often engage 
Fannie or Freddie to credit-enhance (assume the credit risk of) the underlying loans in 
return for a guarantee fee.     

Banks rely on Redwood Trust to perform the same functions with jumbo loans as 
Fannie and Freddie do with smaller-balance loans. We purchase jumbo loans from 
originators so they can replenish their capital.  We hold these loans in portfolio, using 
our shareholders’ equity capital – plus funds raised through issuing bonds – to make 
these investments.  Our bonds are issued in the form of  securities that are collateralized 
by our loans.       

Some bank originators prefer to sell their jumbo loans by securitizing them. They need 
to obtain a high credit rating for the bonds they create in order to make them salable.  
Regulatory and accounting rules limit banks’ ability to guarantee the credit performance 
of  their own securities.  That’s Redwood’s job: we use our capital to provide the credit-
enhancement for banks’ real estate loan securitizations.  We take responsibility for the 
initial credit risk that could arise from the underlying loans. With Redwood’s credit-
enhancement protection in place, bond buyers know they will earn reliable income. 

By buying and credit-enhancing loans, Redwood plays a crucial role in sourcing capital 
markets funds for the benefit of  homeowners.  

Banks Sell Many Of Their 
Residential Loans 

Fact Two

The percentage 
of jumbo loans 
that have been 
securitized has 

grown from 10% 
in 1990 to over 
50% in 2002. 
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1994  $206

1995  $224

1996  $256

1997  $311

1998  $405

1999  $455

2000  $500

2001  $591

2002  $705

Jumbo Loan 
Securitizations Outstanding

(in billions)
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Redwood Trust Invests In 
Thousands Of Loans

Redwood Trust owns or credit-enhances over 150,000 high-quality residential real 
estate loans with a total loan balance of  $65 billion. We have set up our company spe-
cifically to be very efficient at this business.  For example, we have organized Redwood 
as a real estate investment trust (REIT) because of  the substantial tax advantages that 
status provides. 

Most REITs invest in commercial real estate properties.  Redwood primarily invests 
in residential real estate loans.  Most REITs must cope with operating factors such 
as lease rollovers, tenant service, capital expenditures, and maintenance. In contrast, 
Redwood’s main job is to manage the risk of  real estate loan default. If  one of  our bor-
rowers cannot make their loan payments over an extended period of  time, the underly-
ing house will be sold.  The proceeds from selling the house are often enough to pay 
foreclosure costs as well as most of  the principal and interest owed to us on the loan.  
As a result, our credit losses have been limited.  Thanks to our proficiency at assessing a 
loan’s risk profile and our active management of  delinquent loans, we are very confident 
in investing in many thousands of  residential real estate loans. 

But the question remains: how do we make money so that we can pay regular share-
holder dividends? Because we own or credit-enhance a loan, we earn interest income 
representing a portion of  each of  the monthly payments the homeowner makes on that 
loan.  If  we keep our credit results strong and our operating costs low, a substantial 
portion of  our interest income becomes net profit.  It is from these profits that we 
make our dividend payments. 

By virtue of  the quality of  the loans we own and credit-enhance, and the efficiency of  
our operations, we expect to earn steady and substantial income for our shareholders. 

Fact Three

Loan Characteristics

Average 
Loan Balance

$427,000

Average 
Home Value
$628,000

Average 
Loan to Value Ratio

68%

Average 
FICO Credit Score

729

Percentage of  
“A”Quality Loans

100%
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Fixed Rate  39%Adjustable Rate  28%

Hybrid  33%

Loan Type 
Redwood’s Total Residential Loans Owned or Credit-Enhanced
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When it comes to ensuring an ongoing supply of money for new residential real estate loans, 
banks ultimately rely on bond investors to supply funds. Bank deposits are not enough.  

Capital markets investors who purchase bonds backed by real estate loans want safety 
of  principal and a secure cash flow.  Redwood provides that confidence with its credit-
enhancing capital.  The bonds backed by Redwood are generally rated “AAA” – the 
highest bond credit rating available.  Redwood is an expert at evaluating, pricing, and 
managing the credit risk of  real estate loans, and we have structured our organization to 
do just that.  That’s why it makes sense for us to take on the credit-enhancement job.

We have built a strong reputation among investors in real estate bonds.  They know we 
have evaluated the loans, we manage the credit risk on the loans, and we have our capital 
first in line if  there is a problem.   We keep careful monthly watch over thousands of  
loans in order to detect and manage potential interruptions of  interest payments due to 
borrower delinquencies.  Our risk mitigation staff  stays in close touch, ready to make 
an early intervention to help resolve any issues and to make sure that we, and the bond 
investors, get paid back.

We have done our job well – with the result of  very low delinquencies and credit losses.  
Our discipline protects both our bondholders and our shareholders.

Redwood’s Capital Helps Protect 
Bond Investors

Fact Four

 Our total credit 
losses for 2002 were 

only $257,000 on 
an average portfolio 

of $65 billion.
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Residential Credit-Enhancement Securities  5%

Commercial Real Estate Loans  1%

Real Estate Securities Portfolio  5%

Residential Real Estate Loans  89%

Redwood’s Real Estate Assets
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Redwood Is A Solid Business 
Paying Reliable Dividends

For over 100 years, high-quality residential real estate loans have produced very reli-
able financial results relative to other types of  consumer and commercial lending. And 
since its 1994 inception, Redwood Trust has grown into a strong business based on our 
belief  that high-quality loans from top-notch borrowers represent a reliable cash flow 
in nearly all economic conditions. 

Redwood’s operational strengths are one of  its success factors.  Our staff  of  real estate 
professionals excels at partnering with our origination customers. We build relation-
ships, underwrite and price acquisitions of  real estate loans and securities, fund our 
acquisitions, work with the loan servicers to mitigate the credit risk from problem loans, 
and develop processes and information systems to incrementally increase our produc-
tivity. Our overall knowledge of  the market, plus our strong ties with the nation’s top 
lenders, has made Redwood Trust one of  the leaders in our industry, with a substantial 
market share of  new business in our segment. By operating in a disciplined framework, 
and through diversifying by investing in loans located in all 50 states, we have generated 
a solid record of  excellent credit results and consistent earnings growth. 

We are proud to play a key role in a growing and vital market.  We apply our competi-
tive strengths to help people buy houses and make them into homes.  These homeown-
ers, through making their monthly mortgage payments, provide us with the nation’s 
most reliable source of  income and cash flow.  

Most of  all, we feel a great responsibility to the thousands of  people who invest in 
Redwood Trust.  In the first twelve months we were in business in 1994 - 1995, we 
paid a dividend of  $0.75 per share.  Eight years later, in 2002, we were able to pay 
$2.51 per share in regular dividends to our common shareholders. 

By perfecting and refining our business of  real estate loan investing, we intend to con-
tinue providing a stable – and potentially rising – dividend for our shareholders.   

Fact Five

Northern California 26%
Southern California 24%
New York 5%
Florida 4%
Texas 3%
New Jersey  3%
Massachusetts 3%
Colorado 3%
Illinois 3%
Virginia 3% 
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Our Company

Redwood Trust invests in real estate loans, both in whole 
loan form and in securitized form. Our primary operat-
ing objective is to produce sufficient cash flow to fund 
a steady – and potentially growing – stream of  dividend 
payments to our common shareholders.
 Our largest investment is in high-quality jumbo 
residential real estate loans. Jumbo residential loans have 
mortgage balances that exceed the loan limit imposed on 
Fannie Mae and Freddie Mac, both of  which are U.S. 
government-sponsored investors in residential real estate 
loans. Most of  the loans that Redwood invests in have 
loan balances between $300,000 and $700,000.
 We acquire high-quality jumbo residential real estate 
loans from large mortgage origination companies. We 
hold these loans on our balance sheet to earn interest 
income. We typically fund our loan investments with a 
combination of  equity and long-term amortizing non-
recourse securitized debt.

 We also acquire real estate securities representing 
subordinated interests in pools of  high-quality resi-
dential real estate loans (residential credit-enhancement 
securities). By acquiring the subordinated securities of  
these loan pools, we provide credit-enhancement for the 
more senior securities backed by the pool; with their 
credit risk reduced in this manner, the senior securities 
can be sold to capital market investors. Our returns from 
our investments in residential credit-enhancement securi-
ties are driven primarily by the credit performance of  the 
underlying real estate loans.
 We also invest in commercial real estate loans and diverse 
residential and commercial real estate loan securities. We 
may acquire or create other types of assets in the future.
 Our primary source of  funding for our investments 
in real estate loans and related securities is the issu-
ance of  debt in the form of  securities collateralized 
by these assets. We do not use gain-on-sale accounting. 

Review Of Redwood Trust’s Business, 
Assets, And Financial Results

Financial Highlights
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We account for our securitization transactions as financ-
ings, so securitized assets remain on our reported bal-
ance sheet and the real estate bond securities we sell are 
shown on our reported balance sheet as long-term debt. 
This form of  financing materially limits our liquidity 
risks (assets are funded to maturity so there is no need 
to roll over debt and there is no margin call risk), interest 
rate and prepayment risks (the characteristics of  the real 
estate bond securities we sell closely match the charac-
teristics of  our assets), and credit risks (our maximum 
credit loss is limited to our initial net investment in the 
securitization trusts that issue the securities).
Our earnings consist of  payments we receive from our 
real estate loans and securities, less interest expenses on 
our debt and operating costs.
 Redwood Trust, Inc. (our parent company) has 
elected, and we anticipate that it will continue to elect, 

to be organized as a real estate investment trust, or REIT. 
As a REIT, we distribute a majority of  our net taxable 
REIT income (which excludes earnings generated in tax-
able subsidiaries) to our stockholders as dividends. As 
long as we retain our REIT status, we will not pay most 
types of  corporate income taxes on taxable REIT income 
that is earned at the REIT and distributed as dividends 
by Redwood Trust. However, while maintaining our 
REIT status, we may choose to retain (rather than pay 
out as dividends) a portion of  our income, either per-
manently or temporarily, and thereby incur corporate 
income or excise taxes. Retention of  income may reduce 
special dividend payments and earnings in the near-term 
while at the same time increasing Redwood’s long-term 
earning and dividend-paying potential. We retain income 
and pay taxes when we believe it is in the best long-term 
interest of  our stockholders to do so.

There are approximately $6.5 trillion of  residential 
real estate loans outstanding in the United States. The 
amount outstanding has grown at a rate of  between 4% 
and 12% per year for over 20 years as home ownership 
and housing values have generally increased. New origi-
nations of  residential real estate loans have ranged from 
$1.0 trillion to $2.5 trillion per year over the last five 
years. Originations generally increase in years when refi-
nancing activity is stronger due to declines in long-term 
interest and mortgage rates.
 Fannie Mae and Freddie Mac – the two government-
sponsored real estate loans investment companies – are 
prohibited from owning or guaranteeing residential real 
estate loans with balances greater than $322,700 for 
single-family loans in the continental United States. 
This loan balance limit increases over time as housing 
prices increase. Loans with balances larger than this limit 
are commonly referred to as jumbo loans. Originations 
of  jumbo residential real estate loans have remained 
between 20% and 25% of  total new residential loan 
originations for the last five years. We believe that jumbo 
real estate loans currently outstanding total over $1.3 
trillion, which represents approximately 20% of  the 
total residential real estate loans outstanding. We also 
believe that this outstanding balance of  jumbo real estate 
loans has grown at a rate of  between 4% and 12% per 
year along with the residential loan market as a whole. 
New originations of  jumbo residential real estate loans 
have ranged between approximately $200 billion and 
$500 billion per year for the last five years.
 In the past, jumbo residential real estate loans that 
are available for sale were purchased predominantly by 

financial institutions such as banks and thrifts that want 
to increase their loan portfolios to a size that is bigger 
than they can achieve through retaining all their own loan 
production. These institutions fund their loan portfolio 
investment activities with deposits and other borrowings. 
Increasingly since the mid-1980s, jumbo residential real 
estate loans have been funded through the creation and 
sale of  mortgage-backed securities to the capital markets. 
We estimate that the share of  jumbo real estate loans out-
standing that have been securitized has been increasing 
steadily from approximately 10% in 1990 to over 50% in 
2002. We believe that mortgage securitization has become 
the financing method of  choice in the jumbo loan market, 
because securitization is generally a more efficient form 
of  funding than deposits or other borrowings.
 In the last year, banks have increased their secondary 
market purchases of  fixed-rate residential real estate loans 
because they have an excess of  deposits relative to avail-
able attractive lending opportunities. This demand for 
whole loans has reduced the volume of  fixed-rate jumbo 
residential loan securitizations. We believe that this is a 
temporary reversal of  the long-term trend towards the 
securitization of  an increasing share of  jumbo loans.  
 The business of  enabling the securitization of  jumbo 
residential real estate loans by assuming the credit risk 
on the loans is highly fragmented. There are no indus-
try statistics known to us that identify participants or 
market shares. Credit enhancers of  jumbo residential 
loan securitizations include banks and thrifts (generally 
credit-enhancing their own loan originations), insurance 
companies, Wall Street broker-dealers, hedge funds, pri-
vate investment firms, mortgage REITs, and others.

Our Industry
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Our dividends for common shareholders for 2002 totaled 
$45 million, or $2.885 per share. Regular common divi-
dends were $2.51 per share for the year. Special dividends 
to common shareholders in 2002 totaled $0.375 per 
share. Our earnings significantly exceeded our dividend 
payments during the year. The earnings we retained will 
fund additional real estate loan investments and thus 
should help increase the stability of  our dividend and 
perhaps help us increase our dividend rate over time. For 
the first quarter of  2003, we raised our regular dividend 
rate for common shareholders by 3% to $0.65 per share 
per quarter (an annual rate of  $2.60 per share). 
 In 2002, we invested $5.3 billion in high-quality 
residential real estate loans, $2 million in commercial 
real estate loans, $127 million in residential loan credit-
enhancement securities, and $303 million in other types 
of  residential and commercial real estate loan securities. 
 These new investments were funded with new equity 
(sourced through two equity offerings and our direct 
stock purchase and dividend reinvestment program) 
and with new issuance of  non-recourse long-term 
debt through securitization transactions. We continue 
to reduce our reliance on short-term recourse debt to 

fund our assets. As a result, our short-term recourse debt 
declined from 37% of  our liabilities at the beginning of  
the year to 2% of  our liabilities at the end of  2002. 
 Our GAAP earnings were $54 million, or $3.44 per 
share for 2002 – a 19% increase from the $2.88 per 
share we reported in 2001 and an 89% increase from the 
$1.82 per share we reported in 2000.
 Our core earnings totaled $49 million, or $3.16 per 
share for 2002 – a 4% increase over the $3.05 per share 
we earned in 2001 and a 52% increase over the $2.08 
per share we earned in 2000. Core earnings equal GAAP 
earnings excluding mark-to-market adjustments and 
non-recurring items. We believe that core earnings is a 
useful additional measure of  on-going income and cash 
flow generation at Redwood: unlike GAAP, core earnings 
does not include realized and unrealized changes in asset 
market values (which can fluctuate significantly from 
quarter to quarter and which may not reflect underlying 
trends in our cash flow earnings). 
 Our taxable REIT income for 2002 was $77 mil-
lion, or $4.91 per common share – a 75% increase on 
a per share basis over the $2.81 we earned in 2001 and 
a 185% increase over the $1.72 per share we earned in 

2000. Taxable REIT income exceeded core and GAAP 
earnings largely because of  the timing of  credit loss 
recognition; only actual credit losses are deductible for 
taxable income whereas credit provision expenses in 
anticipation of  losses are deductible in the calculation 
of  GAAP and core earnings. 
 Net interest income as a percentage of  equity is, in 
our opinion, the best measure of  the profitability rate of  
our real estate loan portfolios. This measure was 14.3% 
in 2000, 18.7% in 2001 and 19.2% in 2002. In 2001, 
we benefited on a temporary basis from a significant 
drop in short-term interest rates. In 2002, the benefits 
from the prior year’s interest rate changes diminished. 
However, our portfolio profitability was enhanced in 
2002 by increases in realized yields from our residential 
credit-enhancement securities (as a result of  excellent 
credit results and faster prepayment rates) and by contin-
ued favorable changes in asset mix and capital utilization 
(a result of  increased growth in our loan portfolio).
 We significantly increased our staff  in 2002 and 
we intend to continue to make material investments 
in building our operating capabilities and expertise. 
Operating expense as a percentage of  equity and operat-
ing expense as a percentage of  net interest income are, in 

our opinion, the best measures of  productivity for our 
company. Operating expense as a percentage of  equity 
was 4.7% in 2000, 4.8% in 2001, and 4.9% in 2002. 
Operating expense as a percentage of  net interest income 
was 33% in 2000, 25% in 2001, and 26% in 2002. As a 
result of  our growth in equity employed and net interest 
income, we have been able to maintain stable operating 
expense ratios while increasing our overall capabilities, 
supporting new products initiatives, and increasing per-
formance-based variable compensation payments due to 
favorable results. Looking at operating costs assuming 
a constant level of  company performance over time (so 
that performance-based compensation is normalized), 
our operating ratios have improved and we have become 
more productive.
 Our reported return on equity (GAAP earnings as 
a percentage of  average GAAP common equity) has 
increased from 8.8% in 2000 to 13.3% in 2001 to 
14.3% in 2002. Our core return on equity (core earn-
ings as a percentage of  average core common equity) has 
increased from 9.9% in 2000 to 14.3% in 2001 and 
14.3% in 2002. Core return on equity is a measure of  
both earnings and equity before the potentially distort-
ing effects of  mark-to-market asset value fluctuations.

Our Recent Performance
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Residential Real Estate Loans
Our residential real estate loan portfolio grew consider-
ably in 2002, increasing from $1.5 billion to $6.2 bil-
lion. We acquired $5.3 billion high-quality residential 
mortgage loans during the year. Nearly all of  our loan 
investments were adjustable rate loans. In 2003, we plan 
to continue to expand our customer base (the origina-
tion companies from whom we buy loans) and to con-
tinue to expand our investment in high-quality jumbo 
residential real estate loans.
 Our credit results for our residential real estate loan 
portfolio remained excellent. Our delinquencies (loans 
over 90 days late plus foreclosures, bankruptcies, and 
real estate owned) were 0.07% of  our loans at December 
31, 2002. Our actual credit losses for 2002 for this loan 
portfolio were $236,000. Our annualized rate of  credit 
loss was less than one basis point (0.01%). Our credit 
reserve for this portfolio was $8.3 million at December 
31, 2002, equal to thirteen basis points (0.13%) of  
loans. We deduct credit provision expenses from our 
income to build this reserve; our credit provisions for 
this portfolio were $3.3 million in 2002. 
 We intend to permanently fund all our residential 
real estate loans through the issuance of  long-term debt 
via our “Sequoia” loan securitization program. This 
type of  financing is non-recourse to Redwood Trust. 
Our exposure to our $6.1 billion of  long-term financed 
loans is limited to our investment in our Sequoia sub-
sidiaries, which at December 31, 2002 was $129 mil-

lion or 2.1% of  the Sequoia loan balances. We plan to 
continue to issue securitized long-term debt to fund 
our loan portfolio.
Residential Loan Credit-Enhancement Securities
At December 31, 2002, we owned $352 million market 
value of  residential loan credit-enhancement securities, 
an 84% increase from the $191 million we owned at 
December 31, 2001. These securities generally have 
below-investment-grade credit ratings and represent 
subordinated interests in pools of  high-quality jumbo 
residential real estate loans. Our adjusted cost basis in 
these investments was $276 million at December 31, 
2002; the market values of  these securities appreci-
ated by $76 million from our basis. The principal value 
of  these securities was $559 million at December 31, 
2002. We receive interest payments on the principal bal-
ance and, over time, we will receive principal payments 
from these securities equal to $559 million less credit 
losses. Our credit reserve, representing the amount of  
principal we expect to lose due to credit losses over the 
life of  these investments, was $225 million at December 
31, 2002. With this reserve and external third-party 
credit-enhancements of  $63 million, our total credit 
protection on these loans was $288 million, or forty-
nine basis points (0.49%) of  the underlying loan bal-
ances. We intend to continue to invest in residential loan 
credit-enhancement securities.
 Total loans underlying our residential loan credit-
enhancement securities increased during 2002 from $52 

billion to $59 billion. This total represents approxi-
mately 5% of  the jumbo residential real estate loans in 
the U.S. The total balance of  loans we credit-enhance 
fell somewhat in the fourth quarter of  2002 (from $68 
billion to $59 billion) due to high prepayment rates, the 
call of  some securities, and our increased emphasis on 
acquiring whole loans rather than new residential loan 
credit-enhancement securities.
 Credit losses for our credit-enhancement loans 
totaled $1.1 million in 2002. The annualized rate of  
credit loss was less than 1 basis point (0.01%) of  loan 
balances. Redwood benefits from some credit-enhance-
ments provided by third parties, so our share of  the 
credit losses on these loans (the amount by which 
the principal value of  our securities was reduced) was 
$21,000 during 2002.
 The delinquency ratio for our credit-enhancement 
loans remained steady at low levels; it was twenty-five 
basis points (0.25%) of  loan balances at December 31, 
2002 and twenty-four basis points (0.24%) one year ear-
lier. We expect delinquencies and losses for our existing 
residential loan credit-enhancement securities to increase 
from their current modest levels, given a weaker economy 
and the natural seasoning pattern of  these loans. 
Commercial Real Estate Loans
Our commercial real estate loan portfolio fell from 
$51 million at December 31, 2001 to $29 million 
at December 31, 2002, with minor levels of  activity 
during the year. We plan to continue to invest in more 

commercial real estate loans and commercial loan par-
ticipations in the future.
Securities Portfolio
Our securities portfolio consists of  all the securities that 
we own with the exception of  residential loan credit-
enhancement securities (discussed above) and cash-
equivalent securities.
 For several years, we have been shifting the asset 
mix of  our securities portfolio. We have increased our 
investment in those types of  residential and commercial 
real estate loan securities (primarily rated AA, A, and 
BBB) that can be funded efficiently through the issuance 
of  securitized long-term non-recourse debt. We have 
been selling our Fannie Mae, Freddie Mac, and other 
AAA-rated securities that require the use of  short-term 
recourse funding (“repo”). Repo debt is subject to vari-
ous liquidity risks, including rollover risk and collateral 
margin calls. We sold the last of  our securities that 
require repo funding during the fourth quarter of  2002, 
thus completing this shift in asset mix and significantly 
strengthening our balance sheet. We continue to invest 
in diverse real estate loan securities that are suitable for 
long-term funding.
 At December 31, 2002, our securities portfolio 
consisted of  $336 million of  real estate loan securities, 
including prime residential, sub-prime residential, man-
ufactured housing, second-lien residential, diverse com-
mercial real estate, and real estate CBO securities. We 
also invest in corporate debt issued by commercial real 

Our Assets And Liabilities
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estate REITs. As investors in these generally investment-
grade securities, we are exposed to the credit risk of  the 
underlying real estate loans but we also benefit from a 
significant degree of  credit-enhancement provided to us 
by third parties. 
Debt and Equity
One of  our objectives is to reduce our short-term debt. 
We have eliminated the ongoing use of  repo debt used 
to fund our securities holdings, but we intend to con-
tinue to use short-term debt to finance our accumula-
tion of  loans and securities for short periods of  time 
prior to securitization. 
 We continue to issue long-term debt to finance to 
maturity our residential loans, commercial loans, and 
real estate securities. The principal balance of  each of  
our long-term debt issuances pays down as a function 
of  the principal payouts received on the underlying real 
estate loans and securities.
 All of  the $6.4 billion of  long-term debt on our 
December 31, 2002 consolidated balance sheet was 
non-recourse debt. The holders of  our long-term debt 
can look for repayment from the cash flows from the 
assets specifically collateralizing the debt; the debt is 
non-recourse to Redwood. By using this source of  
financing, our liquidity risks and credit risks are lim-

ited. Our special purpose financing subsidiaries that 
issue debt have no call on Redwood’s general liquidity 
reserves, and there is no debt rollover risk as the loans 
are financed to maturity. Our maximum credit loss 
equals our net investment (after debt issuance) in our 
financing subsidiaries.
 During the fourth quarter of  2002, we initiated our 
collateralized debt obligation issuance program (“Acacia 
CDO”). We issued $285 million securitized long-term 
non-recourse debt collateralized by a diverse $300 mil-
lion pool of  residential and commercial real estate secu-
rities, some of  which we have owned for years and others 
that we acquired for the purpose of  completing the col-
lateral pool for this Acacia 1 transaction. Our retained 
net interest in Acacia 1 totals $15 million. We intend to 
accumulate a diverse pool of  real estate securities and 
issue additional Acacia CDO debt to permanently fund 
these investments in 2003. 
 We raised $90 million of  equity in 2002. We raise 
equity through our Direct Stock Purchase and Dividend 
Reinvestment Plan and through secondary offerings. We 
will seek to raise additional equity capital in the future 
when opportunities to expand our business are attractive 
and when we believe such issuance is likely to benefit 
long-term earnings and dividends per share.

 Our portfolio management staff  forms flexible 
interdisciplinary product management teams that work 
to acquire attractive real estate loan investments, issue 
securitized long-term debt, and increase our profitability 
over time. Our finance staff  participates on these teams, 
and manages our overall balance sheet, borrowings, cash 
position, accounting, finance, tax, equity issuance, and 
investor relations. 
 We build and maintain relationships with mortgage 
originators, banks that are likely to sell real estate loan 
portfolios, Wall Street firms that broker real estate securi-
ties, mortgage servicing companies that process payments 
for us and assist with loss mitigation, technology and 
information providers that help us conduct our business 
more effectively, banks and Wall Street firms that provide 
us credit and assist with the issuance of  our long-term 
debt, commercial property owners and other participants 
in the commercial real estate loan market, and the capital 
markets investors that buy our bonds. 
 We evaluate, underwrite, and execute real estate asset 
acquisitions. Some of  the factors that we take into con-
sideration are: asset yield characteristics; liquidity; antici-
pated credit losses; expected prepayment rates; the cost 
and type of  funding available for the particular asset; the 
amount of  capital necessary to carry the particular invest-
ment in a prudent manner and to meet our internal risk-
adjusted capital guidelines; the cost of  any hedging that 
might be employed; potential market value fluctuations; 
contribution to our overall asset/liability objectives; 
potential earnings volatility in adverse scenarios; and cash 
flow characteristics. 
 We monitor and actively manage our credit risks. We 
work closely with our residential and commercial mort-
gage servicers, especially with respect to all delinquent 
loans. While procedures for working out troubled credit 
situations for residential loans are relatively standardized, 
we still find that an intense focus on assisting and moni-

toring our servicers in this process yields good results. 
We work to enforce the representations and warranties 
of  our sellers, forcing them to repurchase loans if  there is 
a breach of  the conditions established at purchase. If  the 
loans that make up one of  our investments start to under-
perform our expectations, or if  a servicer is not fully 
cooperative with our monitoring efforts, we will seek to 
sell that investment at the earliest opportunity before its 
market value is diminished.
 Prior to acquisition of  a credit-enhancement secu-
rity, we typically review origination processes, servicing 
standards, and individual loan data. In some cases, we 
underwrite individual loan files. Prior to acquisition of  
whole loans for our residential real estate loan portfolio, 
we conduct a legal document review of  the loans, review 
individual loan characteristics, and underwrite loans that 
appear to have higher risk characteristics.
 We actively monitor and adjust the asset/liability 
characteristics of  our balance sheet. We follow our internal 
risk-adjusted capital guidelines, seeking to make sure that 
we are sufficiently capitalized to hold our assets to matu-
rity through periods of  market fluctuation. We monitor 
our cash levels, the liquidity of  our assets, the stability of  
our borrowings, and our projected cash flows and market 
values to make sure that we maintain a strong liquidity 
position. We generally seek to match the interest rate 
characteristics of  our assets and liabilities within a range. 
If  we cannot achieve our matching objectives on-balance 
sheet, we use interest rate hedge agreements to adjust our 
overall asset/liability mix. We monitor potential earnings 
fluctuations and cash flow changes from prepayments. We 
project credit losses and cash flows from our credit sensi-
tive assets, and reassess our credit provisions and reserves, 
based on information from our loss mitigation efforts, 
borrower credit trends, and housing price trends. We 
monitor the market values of  our assets and liabilities by 
reviewing pricing from external and internal sources.

Our Operations
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 We believe the key longer-term trends for our busi-
ness are the strength of  our credit results and the strength 
of  our competitive market position. Although we rec-
ognize that the U.S. economy is currently weak and is 
potentially vulnerable to external shocks, we believe the 
long-term outlook for our business remains favorable.
 We believe our competitive position remains strong. 
We believe we have an efficient balance sheet combined 
with good economies of  scale, strong operating capa-
bilities, and a leading market position. Over the last 
year, we have noted an increase in competition in the 
form of  increased demand for residential whole loans 
from banks, and we have noted an increased demand 
for residential loan credit-enhancement securities from 
specialized investors and for investment-grade real estate 
securities from a variety of  capital market participants. 
This increased demand for assets has, at times, increased 
prices for some of  the assets we seek to acquire. Prices 
generally decreased towards the end of  2002 as a result 
of  a strong supply of  newly originated mortgage assets 
and an uncertain economy. We expect that prices for the 
assets we seek to buy may increase during 2003. Any 

such price increases will not affect cash flows from our 
current assets. Given what we believe to be our strong 
competitive position, we believe we will continue to be 
able to invest in new real estate loans and securities on 
an attractive basis should prices rise. Our rate of  acquisi-
tion, however, may slow.
 Our short-term earnings can vary from quarter to 
quarter due to fluctuations in interest rates, prepayment 
rates, asset market values, and other factors; however, 
we believe we are well balanced from an asset/liability 
management perspective and we believe that it is unlikely 
that fluctuations in these short-term factors will alter the 
returns we can generate over the long-term.
 Our primary goal in managing Redwood’s operations 
is to do our best to make sure that our regular dividend 
rate for common shareholders remains sustainable in the 
long run from the cash flows generated by our assets. 
We believe that the regular quarterly dividend rate of  
$0.65 per common share we established starting in the 
first quarter of  2003 is likely to be sustainable for the 
near future, given our current expectations for cash flow 
generation and other factors.

Our Outlook For 2003 And Beyond Income Statement
redwood trust, inc . (all dollars in thousands, except per share data)

 2002 2001
Interest Income $ 163,216 $ 144,539
Interest Expense (91,705) (98,069)
Net Interest Income  71,511 46,470
   
Operating Expenses  (18,381) (11,836)
Taxes (959) 0
Preferred Dividends (2,724) (2,724)
Core Earnings 49,447 31,910
   
Mark-to-Market Adjustments  4,446 (1,747)
GAAP Earnings $  53,893 $   30,163
   
Average Diluted Shares  15,658,623 10,474,764
Core Earnings per Share $3.16 $3.05
GAAP Earnings per Share (Diluted) $3.44 $2.88
   
Common Dividends per Share (Regular) $2.510 $2.220
Common Dividends per Share (Special) $0.375 $0.330
Total Common Dividends per Share $2.885 $2.550
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Balance Sheet
redwood trust, inc . (all dollars in thousands, except per share data)

 2002 2001
Residential Real Estate Loans $6,215,179 $1,474,862
Residential Loan Credit-Enhancement Securities 352,479 190,813
Commercial Real Estate Loans 29,270 51,084
Securities Portfolio  335,697 683,482
Cash and Cash Equivalents 39,169 9,030
Working Capital and Other Assets 35,978 26,373
Total Assets $7,007,772 $2,435,644
   
Short-Term Debt $99,714 $796,811
Long-Term Debt 6,397,020 1,313,715
Working Capital and Other Liabilities 38,005 17,345
Preferred Equity 26,517 26,517
Common Equity 446,516 281,256
Total Liabilities and Equity $7,007,772 $2,435,644
   
Common Shares Outstanding 16,277,285 12,661,749
Book Value per Share (Reported) $27.43 $22.21

Selected Financial Information
redwood trust, inc . (all dollars in thousands, except per share data)

 2002 2001
Yield on Earning Assets 4.13% 6.71%
Cost of  Funds 2.54% 5.04%
Interest Rate Spread 1.59% 1.67%
   
Net Interest Margin 1.77% 2.09%
Net Interest Income/Core Equity 19.2% 18.7%
   
Reported GAAP Return on Equity:  
 GAAP Earnings/Reported Common Equity 14.3% 13.3%
Core Return on Equity:  
 Core Earnings/Core Common Equity 14.3% 14.3%
    
Recourse Assets $572,747 $1,104,584
Recourse Debt $99,714 $796,811
Recourse Debt/Equity 0.2      2.6
Equity/Recourse Assets 83% 28%
   
Combined Residential Loan Portfolios   $64,874,289 $53,195,718
Total Credit Protection $296,341 $235,834
As % of  Loan Portfolios 0.46% 0.44%
Total Delinquencies $150,353 $129,881
As % of  Loan Portfolios 0.23% 0.24%

The foregoing financial information should be read in conjunction with the more detailed information 
contained in our Consolidated Financial Statements and Notes thereto and our Management’s Discussion 
and Analysis of Financial Condition  and Results of Operations included in the Redwood Trust, Inc. 

Annual Report on Form 10-K for the year ended December 31, 2002.
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Transfer Agent:
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Corporate Counsel:
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Stock Listing: 
The Company’s common stock is traded on the 
New York Stock Exchange under the symbol RWT.

Corporate Office: 
591 Redwood Highway, Suite 3100
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Direct Stock Purchase 
& Dividend Reinvestment Plan
Redwood Trust offers both new investors and exist-
ing shareholders an economical and convenient way 
to purchase our common stock.  Through our Direct 
Stock Purchase and Dividend Reinvestment Plan, you 
can purchase shares directly from us at a price per share 
representing a 2% discount to the market price, without 
incurring fees or paying commissions.  Once you are a 
shareholder, in addition to investing new funds through 
this program, you can also automatically reinvest your 
Redwood Trust dividends to acquire additional com-
mon stock at a 2% discount.
 To participate in this plan, please call our Investor 
Relations Department at (415) 389-7373 or our Plan 
Administrator at (888) 877-2882.  You can also obtain 
information regarding this program on our website 
located at www.redwoodtrust.com.

Annual Report on Form 10-K
Redwood Trust, Inc.’s Annual Report on Form 10-K for 
the year ended December 31, 2002 accompanies and 
forms a part of  this Annual Report

32



591 Redwood Highway, Suite 3100
Mill Valley, California 94941
(415) 389-7373 phone
(415) 381-1773 fax
www.redwoodtrust.com


