
Redwood Trust, Inc.

2001 Annual Report 

continuity



Redwood Trust, Inc. is a real estate finance company. We provide 
financing to the high-quality U.S. jumbo residential mortgage 
loan market by acquiring loans from mortgage origination compa-
nies and by credit-enhancing loans that will be financed through 
securitization. We also acquire and own other types of real estate 

loans and securities.

We distribute to our shareholders as dividends the mortgage 
payments we receive from our real estate loans and securities, 

less interest expenses and operating costs. 

Redwood Trust is headquartered in Mill Valley, California, and 
our stock is publicly traded on the New York Stock Exchange 
under the ticker symbol RWT.  We can be found on the Internet 

at www.redwoodtrust.com.



Sometimes, all we ask for in life is a little familiarity. 
For the comfort of knowing that we can

depend on certain things. 

During one such time, in 2001, 
Redwood Trust continued to deliver the steady and 

increasing dividends our shareholders have come to expect.
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We are pleased to report to you that 2001 was another successful year for 
Redwood Trust. We surpassed our previous record high levels for earn-
ings per share, and we were able to keep our regular dividend rate on a 
steady and rising course.

While we are happy with these results, we are even more pleased that we 
have built an increasingly efficient company with a stronger competitive 
position in our core markets. Success in these efforts should help produce 
attractive results for shareholders for many years.

The home of stability.
Americans have always placed the highest value on home and family, and 
on the communities they form. 

In 2001, a year unlike any in recent memory, these values took on even 
deeper importance. America experienced a climate of multiple uncer-
tainties in the face of war and recession. Yet, the market for home owner-
ship continued to grow. In times like these, the dream of owning a home 
and raising children in solid communities becomes even more central to 
our thoughts and actions.

At Redwood Trust, we have a special role in the American dream, financ-
ing high quality residential mortgage loans all across the U.S. The loans 
we own and credit-enhance are secured by the real value of residential 
real estate: the homes in which Americans live, in the neighborhoods 
they create. 

Fellow shareholders,
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Managing for consistency.
The success of Redwood Trust is largely the result of a well-defined 
objective: securing dividends for our shareholders from the most reliable 
source of cash flows in the United States – residential mortgage loans. To 
accomplish this, we purchase and credit-enhance only high-quality resi-
dential loans from the top mortgage origination companies and banks in 
the country, including Bank of America, Washington Mutual, Wells Fargo, 
and Citicorp.

We acquire our loans using our shareholders’ capital as well as funds 
raised through issuing mortgage-backed securities into the world’s capital 
markets. Our activities ensure a continuous flow of funds to mortgage lend-
ers, making mortgage credit widely available at the lowest possible rates.

We are proud of the quality of the loans we put on our balance sheet. Our 
overall credit statistics are generally superior to those of other companies 
that own large residential mortgage loan portfolios such as Fannie Mae, 
Freddie Mac, and the large banks and savings and loans. Our loan port-
folios showed their strength throughout 2001, with very low delinquency 
rates and negligible credit losses.

The values of success.
At Redwood Trust, we believe that our sharply defined market focus, our 
status as a real estate investment trust (REIT) that is neither regulated 
nor taxed, and our lean corporate structure all contribute significantly to 
our ongoing success. 
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We remain deeply committed to the core values we articulated back in 
1994, when we started the business. Our commitment to these values has 
been the foundation for our success, and is the basis for our future: 
• We lend to high-quality borrowers.
• We keep our balance sheet strong, because we cannot predict the 
 future and we need to be prepared for what might come. 
• We ask for new capital from our shareholders only when we believe 
 we have exceptional opportunities 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 practices. 
• We invest for the long-term.

The power of positive numbers.
Our competitive strength in our core business – high-quality jumbo resi-
dential mortgage loans – is growing as we increase our market share and 
improve operating efficiencies. Evidence of these improvements was visi-
ble in 2001.

Core earnings per share were $3.05 in 2001, an increase of 47 percent 
over the $2.08 per share we earned in 2000. Core earnings equal GAAP 
earnings excluding mark-to-market adjustments and non-recurring items. 

Common stock dividends rose in each quarter in 2001. We increased 
our regular common stock dividend rate from $0.50 per share in the first 
quarter to $0.60 per share in the fourth quarter. These dividend increases 
were driven by our success in improving the sustainable level of cash 
flow per share that the company can generate in the long run. In addi-
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tion, we paid special dividends in the third and fourth quarters, reflect-
ing exceptional profits in 2001. For the year, regular and special common 
stock dividends totaled $2.55 per share.

Looking ahead.
We are committed to building long-term wealth for our shareholders. We 
believe in this company and its business model – the vast majority of the 
net worth of our senior management team is tied to Redwood Trust – and 
we want our investors to share that same confidence.

In 2002, we believe we will see healthy volumes of newly created mort-
gages by our primary customers – the large mortgage origination companies 
– and a continued supply of attractive acquisition opportunities. Within our 
portfolios, we believe credit results will remain favorable.

Some challenges may come our way, perhaps in the form of rising inter-
est rates or increased competition. We are prepared, and we do not expect 
any such challenges to deter us from our business development plans or 
to impact our ability to pay a steady and attractive dividend. 

Our primary efforts in 2002 will be focused on increasing Redwood’s 
capacity to generate even higher levels of cash flow and dividends per 
share in the future. 

On behalf of the management and staff of Redwood Trust, we would like 
to thank you for your ongoing support, and look forward to your continued 
participation as a member of the Redwood Trust family.

Sincerely,

George E. Bull, III Douglas B. Hansen
Chairman and Chief Executive Officer President
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It’s a community that we 

– and our shareholders – 

are glad to be a part of.
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The desire for community – for single-family homes in good neighborhoods – remains the 
American dream. And in 2001, it was a healthy dream indeed.

Housing prices have remained stable throughout the country, reflecting an ongoing need 
for high-quality homes in virtually every region. These are the homes of successful families; 
families that measure their quality of life in large part by the quality of their neighborhoods.

The prosperity of highly creditworthy homeowners is the bedrock of Redwood Trust: their 
monthly mortgage payments are our revenues. When these homeowners improve their 
houses, they improve their neighborhoods; when they improve their neighborhoods, they 
improve the quality of the loans we hold on our books. 

community
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Redwood Trust has, over the past few years, significantly expanded its presence in the 
residential real estate lending market. This is a market that is currently estimated at $1.2 
trillion, and is expected to continue growing at a rate of 6 to 8 percent per year, likely 
exceeding the $2 trillion mark by the year 2010. 

With this growth comes opportunity. The loan portfolios from which Redwood Trust derives 
its income grew from $24 billion to $53 billion by year-end 2001. Because we own or 
credit-enhance these loans, by year-end we were receiving a portion of the monthly mort-
gage payments made by nearly 140,000 homeowners across America. Our market share 
in the high-quality jumbo residential mortgage loan finance business is approximately 5 
percent and growing.

capacity
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It is good to be big, 

and to have room to grow.
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It is a breadth of coverage that allows us to 

simultaneously maximize our exposure geographically and 

minimize our exposure financially.
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Wherever there’s a neighborhood of desirable homes, in any state in the country, the 
chances are good that Redwood Trust is there.

This geographical variety, along with other means of diversifying our risks, is important 
to our business model. As with a personal investment portfolio, we believe it is desirable to 
spread one’s assets – and consequently one’s risk – across a wide spectrum of opportunities. 

Nationwide, the value of housing has risen each year, because the health of the housing 
market does not depend on any one industry or trend. The returns on our core assets are 
diversified by their very nature.

Nevertheless, regional factors, from weather to natural disasters to industry to politics, can 
affect the local housing and mortgage environment. That’s why, with a presence in every part 
of the country, we choose to not be overly concentrated in any one area. Even in our home 
state of California – a healthy and diverse place to lend on residential real estate, and a 
state in which 50 percent of the jumbo market (and our portfolio) is located – we take care to 
spread our holdings and limit our exposure in any single zip code or neighborhood.

diversity
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As homeowners continue to cherish the homes in which they live, Redwood Trust remains 
on solid ground in the jumbo loan lending business. Our size, our diversity, and the nature 
of our business model – lending to creditworthy borrowers – all serve a single objective: 
delivering a steady dividend to our shareholders.

We expect our stability to continue because we believe that people work hard, under all 
circumstances, to pay their mortgages. The fact that Redwood Trust has experienced a 
very low delinquency rate, as well as few credit losses, is a testament to this core belief.

Beyond this solid foundation for generating dividends, it becomes our mission to do even 
better. By identifying new opportunities for making our business more efficient, we can 
raise our regular dividend rate over time.

stability
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Steady and rising dividends. 

A genuine confidence in the future. 

That is our vision for Redwood Trust.



financial overview
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Our Company
Redwood Trust is a real estate finance company. We distribute to our 
shareholders as dividends the mortgage payments we receive from our real 
estate loans and securities, less interest expenses and operating costs. We 
are structured as a real estate investment trust (REIT). A REIT generally 
does not pay corporate income taxes, and thus is a very efficient corporate 
structure for financing real estate. 

In our residential real estate finance business, we invest in high-quality 
jumbo residential mortgage loans. Jumbo residential loans have mortgage 
balances that exceed the financing limit imposed on Fannie Mae and 
Freddie Mac, both of which are United States government-sponsored real 
estate finance companies. Most of the mortgages we finance have loan bal-
ances between $300,000 and $600,000.

We acquire high-quality jumbo residential mortgage loans from large, 
high-quality mortgage origination companies. We hold these loans on our 
balance sheet to earn interest income. 

We also finance residential real estate by acquiring residential credit-
enhancement securities: securities that assume the bulk of the credit risk 
in pools of securitized high-quality residential mortgage loans. We acquire 
these securities from mortgage companies that are securitizing the loans 
they originate. The yield we earn on these investments depends directly 
on the credit performance of the securitized residential loans. With our 
efficient balance sheet and our expertise in residential mortgage credit, we 
are well positioned to acquire and manage these securities. 

We also own a variety of other types of residential and commercial real 
estate mortgage loans and securities.

17



18

Our Industry
There are almost $6 trillion worth of residential mortgage loans in the 
United States. The amount outstanding has grown at a rate of 4% to 10% 
per year for the past 20 years as home ownership and housing values 
have generally increased. New originations of residential mortgage loans 
have ranged from $1 trillion to $2 trillion per year for the last five years. 
New loan originations are generally higher in those years when refinancing 
activity is stronger due to declines in mortgage interest rates.

Fannie Mae and Freddie Mac are prohibited from owning or guaranteeing 
most single-family mortgages with loan balances greater than $300,700. 
These larger loans are commonly referred to as jumbo mortgages. We believe 
that approximately 20%, or $1.2 trillion, of the residential loans in America 
are jumbo mortgages. We also believe that the outstanding balance of jumbo 
mortgages has grown at the same rate as that of the residential mortgage 
market as a whole. Originations of new jumbo mortgages have been $200 
billion to $450 billion per year for the last five years.

Historically, banks and savings and loans have been the leading financiers 
of jumbo mortgages. These institutions fund their mortgage loan portfo-
lios with deposits and other types of borrowings in a regulated, taxable 
environment. Increasingly since the mid-1980s, jumbo mortgages have 
been funded through mortgage securitization. We estimate that the share of 
jumbo mortgages outstanding that have been securitized has been increas-
ing steadily from 10% in 1990 to 50% in 2001. We believe that securi-
tization has increased its share as the financing method of choice in the 
jumbo market (relative to bank deposits) because securitization is gener-
ally a more efficient form of funding.

We hope to continue to increase our market share of the jumbo residential 
loan market by using the more efficient form of financing – securitization – 
and by using the efficient balance sheet and operating structure that comes 
with being a REIT. At year-end 2001, we owned or credit-enhanced $53 
billion of jumbo residential loans for a market share of approximately 5%.
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Our 2001 Performance
Our high-quality residential mortgage loan business continues to drive our 
growth and profitability. Our credit results remain excellent. We were able 
to grow rapidly in this business in 2001 due to a good supply of attractively 
priced acquisition opportunities. To support this growth, we increased our 
equity base through three common stock offerings. In addition, we increased 
our operational capabilities, improved our operational efficiencies, and fur-
ther strengthened our balance sheet. These factors, along with falling short-
term interest rates, contributed to our record earnings performance.

Core earnings for the year 2001 were $3.05 per share, an increase of 47% 
from year 2000 core earnings of $2.08 per share. Core earnings equal 
GAAP earnings excluding mark-to-market adjustments and non-recurring 
items. Reported GAAP earnings for the year 2001 were $2.88 per share, 
an increase of 58% from year 2000 GAAP earnings of $1.82 per share.

We increased our regular cash dividend rate in each quarter of 2001. 
Common dividends were $0.50 per share for the first quarter, $0.55 per 
share for the second quarter, $0.57 per share for the third quarter, and 
$0.60 per share for the fourth quarter. We also paid a special dividend of 
$0.18 per common share in the third quarter and $0.15 in the fourth quar-
ter. Total dividend distributions, including special dividends, were $2.55 
per common share for 2001.

During 2001, a year of falling short-term interest rates, our asset yield 
dropped by 0.85% (from 7.56% to 6.71%) while our cost of borrowed 
funds dropped by 1.65% (from 6.69% to 5.04%). The spread we earned 
between our asset yield and our cost of funds increased from 0.87% in 
2000 to 1.67% in 2001. 

Our spread increased as we replaced lower-yielding AAA-rated mortgage 
securities with higher-yielding mortgage loans and credit-enhancement 
securities. We believe this change in portfolio mix – a change that we 
expect will continue in 2002 – will provide long-term benefits.
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In 2001, we also benefited – on a more temporary basis, due to falling inter-
est rates – from a slight mismatch we carry between the earning rate adjust-
ment frequencies of our assets (generally, each six months) and the borrow-
ing rate adjustment frequencies of our liabilities (generally, every month).

Ours is a scalable business, so we become more efficient as we grow. Operat-
ing expenses increased by 18% in 2001 while the scale of our business 
(as measured by our equity capital base) grew by 43%. This increase in 
operating efficiency was a major contributor to our increase in earnings 
per share in 2001 and should continue to benefit us going forward. Future 
growth in our business should lead to additional efficiency gains.  

Our core net income for 2001 was $31.9 million, an increase of 72% from 
the $18.6 million we earned in 2000. Our core return on common equity 
was 14.3% in 2001 and 9.9% in 2000.

Our Assets And Liabilities 
Residential Mortgage Loans
Our residential mortgage loan portfolio grew by 30% in 2001 to $1.5 bil-
lion; at year-end we owned 4,177 high-quality adjustable-rate loans with 
an average loan balance of $353,000. The properties securing these loans 
are located nationwide, with a concentration of 22% in California. We esti-
mate that the loan-to-value ratio of these loans (the current loan balance as 
a percentage of the current value of the house) was 58% at year-end. The 
average age of these loans was 30 months. 

Despite the weaker economy, seriously delinquent loans (late by 90 days 
or more) in this portfolio declined during 2001 to $5.1 million, or 0.34% 
of our loan balances. We believe that credit losses from these delinquent 
loans will be relatively minor. Our 2001 credit losses for this portfolio were 
$382,000; our annual credit loss rate was less than 0.03% of our loan bal-
ances. These credit results are attractive relative to the residential mortgage 
market as a whole, and are very attractive when compared to almost any 
other form of lending undertaken by banks or finance companies in the 
United States. 
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We fund our residential mortgage loan portfolio with our shareholders’ 
equity and by issuing long-term non-recourse securitized debt that closely 
matches the interest rate, prepayment, and maturity characteristics of our 
mortgage loans.

Residential Credit-Enhancement Securities
Our residential credit-enhancement securities portfolio grew by 136% in 
2001. Our investment in this portfolio was $191 million at year-end. These 
securities bear a portion of the potential credit risk of $52 billion worth of 
high-quality jumbo residential mortgage loans. The principal value of these 
securities was $353 million at December 31, 2001. The total principal pay-
ments we will receive over the life of the underlying mortgage loans will 
equal $353 million less our share of the pools’ credit losses. We will also 
receive interest payments each year on the outstanding principal amount. 

The 133,634 loans we credit-enhanced at year-end had an average loan 
balance of $387,000. They are located in all 50 states, with a concentra-
tion of 53% in California. We estimate that the current loan-to-value ratio 
was 55% and the average age was 28 months for these loans at year-end. 
Credit results remained favorable in 2001 for this portfolio as well. Seri-
ously delinquent loans were $125 million at December 31, 2001, or 
0.24% of the $52 billion of credit-enhanced loans. Total 2001 credit 
losses for this portfolio were $3.1 million; the annual credit loss rate was 
less than 0.01% of the loan balances. We bear only a portion of the credit 
risk of these loans; our share of the 2001 credit losses for these mortgages 
was $764,000.

We fund our ownership of these securities with our shareholders’ equity 
and a modest amount of short-term debt sourced from committed facilities.

Commercial Mortgage Loans
Our portfolio of commercial real estate mortgage loans declined to $51 
million during 2001 due to loan sales and payoffs. We may acquire addi-
tional commercial mortgage loans in 2002. All our commercial loans are 
performing, with no delinquencies or credit losses to date. 
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We fund this portfolio with equity, long-term non-recourse debt in the form 
of senior loan participations, and committed short-term debt facilities.

Securities Portfolio
We owned $683 million worth of real estate mortgage securities at year-
end 2001 (excluding the residential credit-enhancement securities that 
are discussed separately). At year-end 2000, we owned $765 million of 
these securities. Most of these are senior adjustable-rate residential mort-
gage securities that are rated AAA or AA because the underlying loan 
pools have been credit-enhanced by others. We also own a lesser amount 
of residential and commercial real estate mortgage securities with lower 
credit rating levels. The credit results for the loans underlying these secu-
rities remain favorable. 

We fund these assets with equity and short-term debt; we may issue long-
term debt to fund portions of this portfolio in the future.

Our Team
We employ an experienced team of real estate mortgage professionals 
who build relationships with originators, underwrite and price acquisi-
tions of real estate loans and securities, fund our acquisitions with equity 
and with debt that has characteristics that closely match our assets, 
manage our portfolios, work with servicers to mitigate the credit risk 
from problem loans, and develop processes and information systems to 
increase our productivity.

Our team is compensated in a manner that does not encourage growth for 
growth’s sake, but rather emphasizes maintaining and improving attrac-
tive levels of return on equity and dividends per share for shareholders.
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Our Outlook For 2002
We believe we will have a strong year in 2002; we expect to continue to 
benefit from growth, improvements in asset mix, improved operational effi-
ciencies, and favorable credit results. However, earnings per share may 
not reach the exceptional levels we achieved in 2001, when our earnings 
received a temporary boost due to rapidly falling short-term interest rates.  

Our first goal in managing Redwood Trust’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 the new regular dividend rate of $0.62 per common share per 
quarter that we established in the first quarter of 2002 is a sustainable rate, 
even – in most circumstances – if some business trends become less favor-
able or interest rates increase. 

In the event we earn taxable REIT income in excess of the dividends we 
distribute at our regular dividend rate, we may declare one or more special 
dividends during 2002.

We believe the longer-term trends that really matter are the strength of our 
credit results and the strength of our competitive market position. If these 
stay strong, we expect to be able to raise our regular dividend rate over time.
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Income Statement
Redwood Trust, Inc. (All dollars in thousands, except per share data)

 2001 2000

Interest Income $ 144,539 $ 172,682
Interest Expense (98,069) (141,353)
Net Interest Income  46,470 31,329
  
Operating Expenses  (11,836) (10,020)
Preferred Dividends (2,724) (2,724)
Core Earnings 31,910 18,585
  
Mark-to-Market Adjustments  (1,747) (2,375)
GAAP Earnings $   30,163 $   16,210
  
Average Diluted Shares  10,474,764 8,902,069
Core Earnings per Share (Diluted) $ 3.05 $ 2.08
GAAP Earnings per Share (Diluted) $ 2.88 $ 1.82
  
Common Dividends per Share (Regular) $ 2.22 $ 1.61
Common Dividends per Share (Special) $ 0.33 $ 0.00
Total Common Dividends per Share $ 2.55 $ 1.61
  
Yield on Earning Assets  6.71% 7.56%
Cost of Funds 5.04% 6.69%
Interest Rate Spread  1.67% 0.87%
  
Net Interest Margin  2.09% 1.37%
Net Interest Income/Equity 18.7% 14.3%
Core Return on Common Equity 14.3% 9.9%
  

The income statements here are presented as if RWT Holdings, Inc. 
was consolidated in all periods. 
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Balance Sheet
Redwood Trust, Inc. (All dollars in thousands, except per share data)

 2001 2000

Residential Mortgage Loans $ 1,474,862 $ 1,130,997
Residential Credit-Enhancement Securities 190,813 80,764
Commercial Mortgage Loans 51,084 57,169
Securities Portfolio 683,482 764,775
Cash and Cash Equivalents 9,030 15,483
Working Capital and Other Assets 26,373 32,927
Total Assets $ 2,435,644 $ 2,082,115
  
Short-Term Debt $    796,811 $    756,222
Long-Term Debt 1,313,715 1,095,835
Working Capital and Other Liabilities 17,345 14,394
Preferred Equity 26,517 26,517
Common Equity 281,256 189,147
Total Liabilities and Equity $ 2,435,644 $ 2,082,115
  
Common Shares Outstanding 12,661,749 8,809,500
Book Value per Share $ 22.21 $ 21.47
  

The foregoing financial information should be read in conjunction with the more detailed 
information contained in the Consolidated Financial Statements and Notes thereto and 
“Management’s Discussion and Analysis of Financial Condition and Results of Opera-
tions” included in Redwood Trust, Inc.’s Annual Report on Form 10-K for the year ended 
December 31, 2001.
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Executive Officers: Directors:
    
George E. Bull George E. Bull
Chairman of the Board Chairman of the Board
& Chief Executive Officer & Chief Executive Officer

Douglas B. Hansen Douglas B. Hansen
President President

Harold F. Zagunis Richard D. Baum
Chief Financial Officer President
 Care West Insurance Company
Brett D. Nicholas
Vice President Thomas C. Brown
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Andrew I. Sirkis
Vice President Mariann Byerwalter
 Chairman 
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 Thomas F. Farb
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Transfer Agent: 
Mellon Investor Services
85 Challenger Road
Ridgefield Park, NJ  07660
(800) 851-9677

Independent Accountants:
PricewaterhouseCoopers, LLP
San Francisco, California

Corporate Counsel:
Tobin & Tobin
San Francisco, California

Stock Listing:
The Company’s common stock is traded on the New York Stock Exchange under the symbol RWT 
and the Company’s preferred stock is traded under the symbol RWT-PB.

Corporate Office:
591 Redwood Highway, Suite 3100
Mill Valley, California 94941
(415) 389-7373

Direct Stock Purchase Program
Redwood Trust offers both new investors and existing shareholders an economical and con-
venient way to purchase our common stock. Through our Direct Stock Purchase 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 common 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 get information at our 
web site 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, 2001 
accompanies and forms a part of this Annual Report.



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


