
t h e
VALUE

o f
DIVIDENDS 

R
e

d
w

o
o

d
 T

r
u

s
t

 A
n

n
u

a
l

 R
e

p
o

r
t

 2
0

0
3



t o  o u r
SHAREHOLDERS

2003 was an exceptional year. Our primary goal at Redwood

Trust is to generate reliable income and provide steady 

dividends to our shareholders, and during the year we 

exceeded that goal by delivering record earnings and 

historically high dividends. The past year also gave us the 

opportunity to continue to develop our loan portfolios to 

enhance Redwood Trust’s value for years to come

Redwood Trust is a leading investor in the jumbo residential real estate loan market. 

We own and credit-enhance high-quality real estate loans acquired from mortgage 

origination companies, banks, and thrifts. Our primary goal is to earn a dependable 

amount of net interest income to pay our shareholders a steady regular quarterly dividend.

• • • • • • •
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We formed Redwood Trust in 1994 with the conviction that a well-focused 
company with a disciplined investment strategy could generate attractive cash 
flows from high-quality real estate loans. By maintaining this core strategy, 
we structured and built a company that operates effectively and efficiently. By 
investing primarily in residential real estate loans that generate high-quality 
cash flows, we have produced increasingly reliable and attractive results. 
 We manage Redwood Trust based on a set of fundamental principles that 
have guided our actions from the beginning: 

• We invest in loans backed by high-quality borrowers
• We keep our balance sheet strong to prepare for the future and guard 

against the unknown
• We seek new capital from shareholders only when we can generate excep-

tional investment opportunities that should lead to greater earnings and 
dividends per share

• We are open and honest, and we follow strict accounting practices
• We invest for the long-term

 These principles have served us well over the last nine years. We have built an 
efficient and innovative operation managed by experienced professionals. We 
are considered a leader within our industry and we continue to prove ourselves 
every year by delivering steady regular dividends to our shareholders.
 We are proud of what Redwood Trust has come to represent to our 
shareholders, our employees, our business partners, and the mortgage 
industry. We continually focus on developing and strengthening our business 
relationships and we strive to maintain the highest standards of honesty 
and credibility. We understand that our long-term performance is not just a 
measure of what we do, but how we do it.    

Highlights of 2003
By all measures, 2003 was an outstanding year for Redwood Trust, marking 
another year with solid earnings and increasing dividends. Our real estate 
loan investment portfolios, aided by favorable market conditions, continued 
to produce strong cash flows and core earnings during 2003.   
 For the year, we reported $132 million of GAAP earnings ($7.09 per share) 
and $91 million of core earnings ($4.88 per share), both significant increases 
over 2002. Core earnings is a measure we believe represents our ongoing 
operating results as it excludes gains or losses from asset sales and changing 
market values that are included in GAAP earnings. 
 The notable difference between GAAP and core earnings in 2003 is 
primarily due to income from “calls” of residential loan credit-enhancement 
securities. Calls effectively caused these investments to pay off sooner than 
originally expected, thus generating capital gains. This unexpected call 
income contributed to our strong GAAP results and our special dividend.
 During 2003, we declared regular quarterly dividends of $0.65 per share, 
our highest quarterly regular dividend. In December, as a result of our strong 
earnings bolstered by calls, we also paid a special dividend of $4.75 per share. 
Our dividend distributions for 2003 totaled $137 million, or $7.35 per share. 
Because we are structured for tax purposes as a real estate investment trust 
(REIT), these dividends represent required distributions of taxable income.    
 We had a successful year of investing, acquiring large volumes of high-quality 
real estate loan assets at attractive pricing levels. We increased our residential 
real estate loan portfolio by $10 billion as we continued to acquire loans from 
top originators with whom we have established strong relationships.    
 In addition to jumbo residential real estate loans, we continued to invest 
in other types of residential and commercial real estate loans and securities. 

• • • • • • •
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By expanding the types of real estate investments we make, we expand our 
income opportunities and diversify potential risks. 
 The primary risk inherent in our business is credit risk. For 2003, our credit 
results remained excellent, as credit losses and delinquencies continued at 
very low levels. In addition, home prices continued to increase, providing 
additional protection in the event that homeowners experience difficulties. 
 Changing interest rates continued to have little impact on our results 
during 2003. Because we match the interest rate characteristics of our liabil-
ities to those of our assets, changes in interest rates are not likely to affect 
our long-term earnings potential or our ability to pay steady dividends.
 Over a period of years, changes in the rates at which homeowners 
refinance or otherwise prepay their mortgage loans may eventually affect 
our results. Our assets have diverse prepayment rate characteristics, some 
benefit from faster prepayment rates and some from slower rates. Favorable 
prepayment patterns over the last few years have contributed to our strong 
2003 results.
 We continue to focus on developing our operating capabilities and 
infrastructure. Our progress in this area should help us maintain our distinct 
competitive advantage in our market sector. 
 Our ongoing operations continue to generate strong earnings as a result 
of several years of good decision making and favorable market conditions. We 
believe the assets we own today should continue to generate attractive results 
for the next several years. As our current assets pay down, our future earnings 
will increasingly depend on the acquisition pricing, credit performance, and 
prepayment patterns of the new investments we make in 2004 and thereafter.

Outlook
As a leading competitor in a steadily growing market, we are optimistic about 
the future of Redwood Trust. 
 We expect 2004 will be another excellent year. Our real estate loan 
investment portfolio should continue to generate solid earnings and benefit 
from sound credit quality. We expect to generate additional call income from 
credit-enhancement securities, although we cannot accurately anticipate the 
timing or magnitude of the gains we may realize. We will continue to look 

for opportunities to enhance our operating capabilities, expand our business 
relationships, and become more efficient.    
 We are confident in the long-term strength of the residential real estate 
market. The amount of residential real estate loans outstanding in the U.S. 
has grown every year and is expected to double by 2011. The housing market 
remains strong as home prices continue to appreciate. We believe that 
housing prices will continue to increase in the long-term as income grows, 
the demand for housing increases with the population, and the supply of new 
housing is restricted. 
 As with all businesses, we face risks and uncertainties. We constantly 
assess our exposure to risk and continually work to manage and mitigate 
their potential effects on our business. 
 We are optimistic about our future but remain realistic about the nature 
of our business and market. The exceptional operating environment that we 
have enjoyed for the last several years will most likely become less favorable. 
We currently face increased competition and higher acquisition prices, and 
there is real potential for slower investment growth, increased credit losses, 
and less favorable prepayment patterns in the future. Nevertheless, we are 
confident we can continue to produce earnings sufficient to sustain our 
regular dividends. 
 We believe we are well positioned in our market. We have established 
operations and proven capabilities to generate solid business results. Our 
long-term results should benefit from the strength of our balance sheet and 
the experience of our management team. We believe our specialization and 
focus make us more efficient than many of our competitors. By remaining 
true to our principles and maintaining our discipline, we will continue to 
make solid investment decisions that should generate attractive long-term 
returns for shareholders.   
 As always, we remain focused on our primary goal of generating consistent 
cash flows to support steady regular dividends for our shareholders. 
 On behalf of everyone at Redwood Trust, we thank you for your continued 
support and involvement. 

Sincerely, 

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

• • • • • • •• • • • • • • • • • • • • • • • • • • • •
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The r esidential r eal 
estate loan market is  
growing 9% an nually and 
is  expected to exceed 
$ 14 tr illion by 2011 .
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Buying a home is the most important purchase 
most people make. It is more than just an invest-
ment, it is part of the American dream – where 
we live, raise families, grow up, and grow old 
together. That is why responsible homeowners 
throughout the U.S. take on the financial commit-
ment of a mortgage and consistently make their 
payments month after month. 

Redwood Trust has an interest in 6% of the U.S. 
jumbo residential real estate loan market, owning or
credit-enhancing 190,000 high-quality residential real 
estate loans with total loan balances of $84 billion. 
We invest only in high-quality loans originated by the 
nation’s top loan origination companies. The interest 
from these loans becomes our income and is the 
source of our shareholders’ dividends. 

Almost 70% of American families own a home. The market for 
residential real estate loans is vast; there are more than $7 trillion of home 
loans outstanding in the U.S. and this amount is expected to double by 
2011. More than 20% of this market represents “jumbo” loans, those 
loans exceeding $333,700 that fall outside of the reach of the two large 
U.S. government sponsored real estate loan investment companies, Fannie 
Mae and Freddie Mac. These jumbo loans are our primary market. 

Our abi l ity  to  sustain 

sol id earnings  and steady 

dividends is  backed by 

the depth, strength, and 

growth potential  of  the  

U.S. residential  real  

estate  loan market.
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o f DIVIDENDS

t h e VALUE
As a l eading investor 

in an expanding market,  

Redwood Trust ’s  investment 

opportunit ie s  and earnings  

potential  are  substantial .

 



Responsible homeow ners 
place significant value 
on their homes and 
consider their mortgage 
payments a pr ior ity.  
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Our borrowers earn high credit scores and have top-quality payment his-
tories. The average balance of the loans in which we invest is $430,000. 
The average value of the homes behind each of our loans over $615,000, 
well in excess of the loan size. We invest in loans originated throughout 
the U.S., with no significant concentration in any one zip code.

As a result of our disciplined investment strategy, 
our credit losses and delinquencies have 
been well below industry averages. Also 
working in our favor has been the nature of the 
U.S. housing market over time, with nationwide 
housing prices continuing to appreciate in re-
cent years, regardless of the strength of the 
economy. This helps maintain and enhance the 
value of our real estate loan investments.

Loan payments from 

dependable borrowers 

are a reliable source of  

income for Redwood Trust. 

We pass this income to our 

shareholders though dividends.

FACTS

12 13

Monthly loan payments from homeowners rep-
resent our cash flows – our source of income and 
dividends. The quality of any real estate loan lies in 
the strength of each borrower and the value of every 
property. We assess the loans in which we invest to 
ensure that each is backed by substantial property 
value and a solid, credit-worthy borrower with a 
proven ability to repay debt. We also spread our loan 
investments across the country and throughout each 
state to limit geographical concentrations. 

o f DIVIDENDS

t h e VALUE
Quality  homeowners  

and valuable  homes 

back Redwoods Trust ’s  

real  e state  loan 

investments.



The people behind
our business make it 
successful and the way 
we conduct our business 
enhances its success.
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Our ability to obtain high-quality real estate loan invest-
ments is the key to our success. Developing and main-
taining quality relationships with the country’s leading loan 
originators enhances our ability to succeed. Our access 
to these loan originators is a result of sound business 
practices, well-established relationships, and a solid 
reputation in the mortgage finance industry. 

During 2003, Redwood Trust acquired over $11 billion of residential 
real estate loans from top originators throughout the United States. We 
credit-enhanced an additional $25 billion of new loans during the year.

Our people make Redwood Trust special. 
We have a team of experienced pro-
fessionals that know their jobs and have 
proven abilities. What sets us apart from 
our competition is that we know our pur-
pose, we live our values, and we believe in 
our vision. We understand that long-term 
success is not a result of what we do, 
but how we do it. 

We work closely  with 

our business  partners  and 

maintain sound business  

practices . Our abi l ity  to  

sustain our dividends is  

enhanced by the way 

we do business.
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o f DIVIDENDS

t h e VALUE
Real  people  with sound 

character  and integ r ity  

are  behind Redwood Trust .   

Establi shed relat ionships  

and a solid reputation 

create  value.

 



Providing for
the needs of our 
shar eholders.
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o f DIVIDENDS

Making sound investments in real estate loans is our 
business; generating steady income and providing 
reliable dividends to shareholders is our goal. 
Once again, in 2003, we have distributed steady 
and increasing cash dividends to our shareholders. 

Redwood Trust is a Real Estate Investment Trust (REIT). A 
REIT is an elected tax status that allows qualified real estate 
investment companies to avoid paying most forms of income 
taxes by distributing a majority of their REIT taxable income 
to shareholders as dividends. In short, a REIT can distribute 
pre-tax earnings to shareholders while other companies 
must make payments to tax authorities.

Over the last nine years we have become a 
leader in a large and expanding market. Invest-
ing in jumbo real estate loans is our specialty. 
Our investments generate reliable income, 
which we pass to shareholders as dependable 
dividend income that can be counted on for 
long-term stability. The value of our dividends 
is the value of Redwood Trust.

What is a REIT?

The cash dividend we deliver 

four times a year, every year 

to our shareholders not only 

contributes to their financial 

health, but also reflects the 

optimism we have for the 

future growth and the 

financial stability of  

Redwood Trust. 
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t h e VALUE
We invest for the long - term, 

in quality assets we can 

depend upon for solid income.  

Reliable cash f low is  the true 

value of  each asset .
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$7.09  

Record GAAP earnings per 
share include gains and losses  

from asset  sales , cal l s , and 
changes in market values not 

included in core earnings.

$29.03  

Book value per share rose by 
6% in a year when significant 

dividends were distr ibuted.

20.8%  

Annualized core return on 
equity hit  a record high 

level  in 2003.

$4.88  

Redwood generated record core 
earnings per share in 2003 as a 

result of  favorable market condi-
tions and our efficient operating 

and capital structure.
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Financial Highlights

$7.35  

Dividends totaled $7.35 per share for 
2003. Regular dividends totaled $2.60 
per share. A special  dividend of  $4.75 

was also paid in the 4th quarter of  2003.
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Redwood increased its  regular 
quarterly dividend rate to $0.67 

per share for 2004. 
A special  dividend of  $0.50 per share 

was also declared for the 
1st  quarter of  2004.



Financial Highlights
(in thousands, except per share data) 2003 2002
 
Net Interest Income $ 128,115 $ 71,511 
GAAP Earnings $ 131,713 $ 53,893 
GAAP Earnings per share $ 7.09 $ 3.44 
Core Earnings $ 90,689 $ 49,447 
Core Earnings per share $ 4.88 $ 3.16 
Taxable Income per share $ 9.36 $ 4.92
Regular Dividends per common share $ 2.60 $ 2.510 
Special Dividends per common share $ 4.75 $ 0.375  
Total Assets $ 17,626,770 $ 7,007,772 
Short-Term Debt $ 236,437 $ 99,714 
Non-Recourse Long-Term Debt $ 16,782,586 $ 6,397,020 
Total Stockholders’ Equity $ 553,328 $ 473,033 
Book Value per common share (reported)   $ 29.03  $ 27.43 

r eview of
R edwood Trust’s 
business, assets &
financial results
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Redwood Trust is a financial institution that is a leading investor in real 
estate loans. Our primary market is high-quality jumbo residential real 
estate loans. Our primary goal is to generate steady income and dividends 
for our shareholders.  
 We invest in high-quality residential real estate loans originated 
throughout the United States. We also invest in real estate loan securities 
created from these loans. Our investments consist of high-quality jumbo 
residential real estate loans, securities backed by jumbo residential real 
estate loans, various other diverse residential and commercial real estate 
loan securities, and commercial real estate loans. The interest income we 
earn from these investments consists of monthly loan payments made by 
homeowners and property owners. This income covers our expenses, which 
are primarily borrowing costs and operating expenses, and our dividend 
distributions. Our status as a Real Estate Investment Trust (REIT) allows us 
to avoid paying certain income taxes by distributing the majority of our 
REIT taxable income to our shareholders in the form of dividends. 

We acquire high-quality jumbo residential real estate loans from large 
mortgage origination companies throughout the United States. Jumbo 
real estate loans have mortgage balances that exceed the loan balance 
limits imposed upon Fannie Mae and Freddie Mac, the two U.S. govern-
ment-sponsored residential real estate loan investment companies. Most 
of our loans have balances between $350,000 and $750,000 with an average 
balance of $430,000. We also acquire securities representing subordi-
nated interests in pools of high-quality residential real estate loans. We 
refer to these securities as residential loan credit-enhancement securi-
ties because they effectively enhance the credit of more senior securities 
within the securitized loan pool. Our returns on credit-enhancement 
securities are driven primarily by the credit performance of the underlying 
real estate loans.
 We fund the majority of our real estate loan investments through securi-
tizations, where we issue non-recourse long-term debt in the form of asset-
backed securities, using the real estate loan investments as collateral. This is 
an efficient form of long-term financing that helps us maximize our return 
on equity while limiting our risks. 
 For each of our securitizations, specific real estate loan investments are 
transferred to a securitization trust formed by a bankruptcy-remote, non-
recourse, special purpose entity. The securitization trust issues multiple 
classes of securities with varying maturities and coupons. Most of these 
securities are sold to others. We typically retain a portion of the securities 
from each securitization for Redwood’s own investment portfolio. There is 
no gain or loss generated from these securitizations. We account for these 
transactions as financings – not sales – and therefore we include all of the 
assets and debt associated with each securitization on our consolidated 
balance sheet.      
 Redwood Trust, Inc., our parent company, is organized as a REIT. Our REIT 
status allows us to avoid paying certain income taxes by distributing the major-
ity of REIT taxable income, as stipulated by the IRS, to our shareholders in the 
form of dividends. The REIT rules allow us to temporarily defer distribu-
tions of REIT taxable income. We may also permanently retain a portion of 
our REIT taxable income as well as retain all income earned by our taxable 
subsidiaries. We are subject to income taxes on retained taxable income. 
We retain a portion of our income to help us maintain and grow our dividend-
paying potential.

our company
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There are approximately $7 trillion of residential real estate loans out-
standing in the United States. The amount outstanding has grown at an 
average rate of 9% per year for approximately 20 years as home owner-
ship and housing values have generally increased. New originations of 
residential real estate loans have ranged from $1 trillion to $ 4 trillion per 
year over the last five years. Originations generally increase in years when 
refinancing activity is stronger due to declines in long-term interest and 
mortgage rates.
 The two U.S. government-sponsored residential real estate loan invest-
ment companies, Fannie Mae and Freddie Mac, are prohibited from owning 
and credit-enhancing real estate loans over certain loan balances limits (the 
limit for single-family mortgage loans originated within the continental 
United States is currently $333,700). Loans with balances larger than this 
limit are commonly referred to as jumbo loans. We estimate that, over the 
past five years, new originations of jumbo residential real estate loans have 
ranged between $200 billion and $700 billion per year, making up between 
18% and 22% of total new residential loan originations. We believe that 
outstanding jumbo residential real estate loans total over $1.4 trillion in the 
United States. We believe that the outstanding balance of jumbo residential 
real estate loans will continue to grow at the same rate as the residential 
loan market as a whole (4%-12% per year). 

our industry Historically, jumbo residential real estate loans that are available for sale 
have been purchased 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 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 residential 
real estate loans outstanding that have been securitized has been increasing 
steadily from approximately 10% in 1990 to 50% in 2003. We believe that 
loan 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.
 One way to describe our business is that we enable the securitization of 
jumbo residential real estate loans by assuming the credit risk on the loans. 
This business is highly fragmented. Credit enhancers of jumbo residential 
loan securitizations include banks and thrifts (generally credit-enhancing 
their own loan originations), insurance companies, Wall Street broker-deal-
ers, hedge funds, private investment firms, mortgage REITs, and others. 
We are a leader in this market. Including the loans we own and the loans we 
credit-enhance, we have an approximate market share of 6%.
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our recent
performance

Redwood Trust produced outstanding results in 2003. Several years of dis-
ciplined business decisions and an overall favorable business environment 
helped us produce record earnings and dividends during the year. 

Earnings
 Our 2003 earnings as measured in accordance with GAAP (generally 
accepted accounting principles) totaled $132 million, or $7.09 per share. 
In addition to GAAP earnings, there are other measures of our earnings 
we consider relevant, including core earnings and taxable income (an IRS 
calculation of net income for tax purposes). Core earnings is a measure 
that we believe represents earnings from our ongoing operations and ex-
cludes gains or losses from asset sales and changes in market values that 
are included in GAAP earnings. Taxable income includes the REIT taxable 
income we earn through our REIT subsidiaries as well as taxable income 
earned by taxable subsidiaries. REIT taxable income is the basis of our 
dividend distribution requirements. 

Our core earnings totaled $91 million, or $4.88 per share for 2003, a 54% 
increase over 2002 ($3.16 per share) and a 60% increase over 2001 ($3.05 
per share). Our core earnings exclude the gain on sale from credit-
enhancement securities that were called as a result of their strong credit 
performance and history of rapid prepayments. Our call income for 2003 
was over 40% of our GAAP income, and totaled $3.04 per share.
 Our taxable income for 2003 was $171 million ($9.36 per share) as com-
pared to $77 million ($4.92 per share) in 2002 and $29 million ($2.84 per 
share) in 2001. Of our $171 million taxable income earned in 2003, $163 
million was REIT taxable income. Taxable income exceeded 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 earnings. 

Dividends 
Our goal each year is to provide our shareholders with steady and reliable 
regular dividends. In 2003, our taxable income supported not only our 
regular dividend of $0.65 per share per quarter ($2.60 per share for the 
year), but also a special dividend of $4.75 per share. Total dividend distri-
butions for 2003 were $137 million, or $7.35 per share. While the payment 
of special dividends could recur, it should not be relied on going forward; 
our regular dividend rate is more indicative of the level of dividend distri-
butions we believe we can reasonably support in the future. 
 As a REIT, we are required to distribute the bulk of our REIT taxable 
income as dividends. Our 2003 dividends included distributions of REIT 
taxable income earned in 2002. As we did in 2002, we deferred distribu-
tion of a portion of our 2003 earnings. This deferred income will fund the 
first three quarters of our 2004 regular dividend distributions. In addition, 
our Board raised our regular dividend rate for common shareholders to 
$0.67 per share per quarter for 2004, an annual rate of $2.68 per share. 
Our Board also declared a special dividend of $0.50 per share for the first 
quarter of 2004. 
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Performance Measures
Net interest income as a percentage of core equity is, in our opinion, a good 
measure of the profitability rate of our real estate loan investment portfo-
lios. This measure was 18.7% in 2001, 19.2% in 2002, and 28.9% in 2003. 
Our portfolio profitability was enhanced in 2002 and 2003 by increases in 
realized yields from our residential loan credit-enhancement securities as 
a result of excellent credit results and faster prepayment rates, and by con-
tinued favorable changes in asset mix and capital utilization.
 We continued to increase our staff and build our infrastructure during 
2003 as we continue building our operating capabilities and expertise. 
Operating expenses as a percentage of net interest income is, in our opin-
ion, a good measure of efficiency and productivity for our company. Our
“efficiency ratio” was 25% in 2001, 26% in 2002, and 23% in 2003. 
 Our GAAP return on equity (GAAP earnings as a percentage of average 
GAAP common equity) has increased from 13.3% in 2001 to 14.3% in 2002 
to 25.3% in 2003. Our core return on equity (core earnings as a percentage 
of average core common equity) has increased from 14.3% in 2001 and 
14.3% in 2002 to 20.8% in 2003. Core return on equity is a measure of both 
earnings and equity before the potentially distorting effects of mark-to-
market asset value fluctuations. 
 We ended 2003 with a GAAP book value (equity) per share of $29.03 
as compared to $27.43 in 2002. Our core book value per share was $24.72 
as compared to $23.18 for 2002. The increase in core book value per share 
during 2003 was primarily due to the issuance of common stock at prices 
greater than our core book value per share and the retention of a portion 
of our income. Increases in core book value per share should help support 
our regular dividend rate.

our assets 
and liabilities

Residential Real Estate Loans
Our residential real estate loan portfolio increased from $6.2 billion 
to $16.2 billion during 2003. We acquired $11.4 billion of high-quality 
residential real estate loans during the year. Nearly all of our whole loan 
investments were adjustable-rate loans. In 2004, we plan to continue to 
expand our customer base (the origination companies from whom we 
buy loans) and our investment in high-quality jumbo residential real 
estate loans.
 Our credit results for our residential real estate loan portfolio remained 
excellent during 2003. Our delinquencies (loans over 90 days late plus fore-
closures, bankruptcies, and real estate owned) were 0.03% of our loans at 
December 31, 2003. Our actual credit losses for 2003 for this loan portfolio 
were $81,000. Our annualized rate of credit loss was less than one basis 
point (less than 0.01%) of our residential loan portfolio. 

32 33



Residential Loan Credit-Enhancement Securities
At December 31, 2003, we owned residential loan credit-enhancement se-
curities with a principal (face) value of $624 million, a market value of $379 
million, and a cost basis of $299 million. During the year, we purchased 
$287 million face value of these securities for $149 million. These securities 
have below-investment-grade credit ratings and represent subordinated 
interests in pools of high-quality jumbo residential real estate loans. We 
receive interest payments on the principal balance and, over time, we will 
receive principal payments from these securities equal to the original bal-
ance of the security less credit losses. We intend to continue to invest in 
residential loan credit-enhancement securities. 
 We typically purchase credit-enhancement securities at a discount to 
the face value and designate a portion of this discount as credit protection. 
Our internally designated credit protection was $201 million at December 
31, 2003; this represents the amount of principal reduction we expect to 
sustain from credit-enhancement securities due to credit losses over the 
remaining life of the loan pools that underlie these securities. 
 The total loans underlying our residential loan credit-enhancement 
securities as of December 31, 2003 were $68 billion. This total represents 
approximately 5% of the jumbo residential real estate loans in the U.S. 
 Credit losses for our credit-enhancement loans totaled $4.1 million in 
2003. The annualized rate of credit loss was less than 1 basis point (0.01%) 
of loan balances. Redwood benefits from some credit-enhancements pro-
vided 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 
$3.1 million during 2003. This is an excellent performance that exceeded 
our expectations.
 The delinquency ratio for our credit-enhancement loans remained 
steady at low levels; it was 19 basis points (0.19%) of current loan balances 
at December 31, 2003. We expect delinquencies and losses for our existing 
residential credit-enhancement securities to increase from their current 
modest levels, given the uncertainties of the economy and the natural 
seasoning pattern of these loans. 
 During 2003, $117 million in face value of our residential credit-en-
hancement securities were called, generating GAAP income of $57 million 
($3.04 per share). This represents an acceleration of income, some of which 
we would have otherwise expected to earn in later years. These securities 
were called by the company that originally securitized the underlying 
assets. Residential credit-enhancement securities are likely to be called 
when the pool of loans underlying the security has exhibited strong credit 
performance and has paid down to a fraction of its original size. 

Commercial Real Estate Loans
Our commercial real estate loan portfolio was $22 million at December 31, 
2003. The credit performance of this portfolio met our expectations. We 
plan to invest in more commercial real estate loans and commercial loan
participations in the future.

Securities Portfolio
Our securities portfolio consists of all the securities that we own with the 
exception of residential credit-enhancement securities (discussed above) 
and cash-equivalent securities. For several years, we have been diversifying 
the mix of our securities portfolio. We have increased our investment in 
residential and commercial real estate loan securities (primarily rated AA, 
A, BBB, and BB) that can be funded efficiently through the issuance of se-
curitized long-term non-recourse debt via our “Acacia” CDO (collateralized 
debt obligation) securitization program. We continue to invest in diverse 
real estate loan securities that are suitable for long-term funding.
 At December 31, 2003, our securities portfolio consisted of $845 mil-
lion of real estate loan securities, including prime residential, sub-prime 
residential, second-lien residential, diverse commercial real estate, manu-
factured housing, and real estate CDO securities. We also invest in cor-
porate debt issued by commercial real estate REITs. As investors in these 
investment-grade and BB-rated securities, we are exposed to the credit 
risk of the underlying real estate loans but we also benefit from a degree 
of credit-enhancement provided to us by third parties. 

Debt and Equity
We use short-term debt to finance our accumulation of loans and securities 
for the short period of time prior to funding these assets with long-term 
debt securitizations. As of December 31, 2003, our short-term debt totaled 
$236 million.  
 After a short accumulation period, we permanently finance our real es-
tate loan investments with securitized long-term debt. This type of financ-
ing is non-recourse to Redwood Trust. Our net exposure to credit losses 
is limited to our equity investment in each securitization. The principal 
balance of each of our securitized long-term debt issuances pays down as 
a function of the principal payouts received on the underlying real estate 
loans and securities.
 We fund all our residential real estate loans through the issuance of 
long-term debt via our “Sequoia” loan securitization program. Our equity 
investment (and our net exposure to credit losses) in each Sequoia securi-
tization averages less than 2% of the Sequoia loan balances. We plan to 
continue to issue securitized long-term debt to fund our loan portfolio. 
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We fund a variety of our other real estate loan investments with long-term 
debt issued via our Acacia CDO securitization program. Our equity invest-
ment (and our net exposure to credit losses) in each Acacia securitization 
averages less than 5% of Acacia assets. Our Acacia CDO program allows 
us to diversify the types of real estate investments we make as well as im-
prove the capital efficiency of our balance sheet. 
 All of the $16.8 billion of long-term debt on our December 31, 2003 
consolidated balance sheet was non-recourse debt. Holders of our debt 
securities can only look for repayment from the cash flows from the assets 
specifically collateralizing the debt. The maximum amount of Redwood’s 
equity that is at risk to credit losses is equal to the net investment (after 
debt issuance) in the financing subsidiaries. This net investment ranges 
between 0.5%-5% of the securitized asset balances. By using this source 
of financing, we protect our equity capital and limit our liquidity risks and 
credit risks. We also have no debt rollover, margin call, or mark-to-market 
risk with these assets because they are financed to maturity. Excluding se-
curitized assets and debt, at December 31, 2003 Redwood had $236 million 
of short-term debt, a debt-to-equity ratio of 0.4 times, and an equity-to-
assets ratio of 70%.  

our operations

Our portfolio management staff leads flexible interdisciplinary product 
management teams that work to acquire attractive real estate loan 
investments, issue securitized long-term debt, and increase our profitabil-
ity 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 such as: 
banks that are likely to sell real estate loan portfolios, Wall Street firms that 
broker real estate securities, mortgage servicing companies that process 
payments for us and assist with loss mitigation, technology and informa-
tion 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 issuance of securitized debt. 
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We evaluate, underwrite, and execute real estate asset acquisitions. Some of 
the factors that we take into consideration are: asset yield characteristics; 
liquidity; anticipated 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 investment 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 mortgage servicers, especially with 
respect to 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 monitoring 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 may 
seek to sell that investment at the earliest opportunity before its market 
value is diminished.
 Prior to acquiring a credit-enhancement security, we typically review 
origination processes, servicing standards, and individual loan data. In 
some cases, we underwrite individual loan files. Prior to acquiring 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 maturity 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 char-

acteristics of our assets and liabilities. If we cannot achieve our matching ob-

jectives 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 sensitive assets, and reassess our credit provi-

sions 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.

We believe the most important longer-term trends for our business are the 
strength of our credit results and the strength of our competitive market 
position. We expect the long-term outlook for our business to remain fa-
vorable. We are optimistic that the real estate loan market will continue to 
expand, that high-quality borrowers will continue to make their mortgage 
loan payments, and that we will be able to continue to capitalize on favor-
able investment opportunities. 
 We believe our competitive position remains strong and that we have 
an efficient balance sheet combined with good economies of scale, strong 
operating capabilities, and a leading market position. Over the last few 
years, competition has increased for all the assets we seek to buy. This 
increased demand for assets has increased acquisition prices. Prices have 
continued to increase during 2004. These price increases will not affect 
cash flows from our current assets. Given 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 even at higher pricing levels. Our rate 
of acquisition, however, may slow, and the returns from the new assets we 
add will likely be lower than the returns we are currently experiencing on 
our existing portfolio.

our outlook 
for 2004 

and beyond
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Our short-term earnings may 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 fac-
tors will alter the returns we can generate over the long-term. During 2004, 
we expect to experience additional calls on certain of our residential credit-
enhancement securities, although we do not currently expect that income 
generated from these calls in 2004 will equal levels achieved during 2003. Calls 
that do occur during 2004 will result in the accelerated recognition of income, 
most of which we would otherwise have expected to earn in later years.  
 We have been operating in a near-perfect operating environment during 
the last few years; we do not expect these optimal conditions to continue.  
As a result, we do not expect to be able to maintain earnings over the 
long-term at the extraordinary levels we generated in 2003. Nevertheless, 
as a result of the efficiency of our operations, we believe that we will con-
tinue to be able to generate attractive levels of earnings for shareholders 
over time.
 Our primary goal in managing Redwood’s operations is to do our best 
to make sure that our regular dividend rate remains sustainable in the long 
run from the cash flows generated from our assets. We believe that the 
current regular quarterly dividend rate is sustainable, given our current 
expectations for cash flow generation and other factors.

Income Statement   redwood trust, inc.  
(all dollars in thousands, except per share data) 2003 2002

Interest Income $ 330,976 $ 163,216
Interest Expense (202,861) (91,705)
Net Interest Income  128,115 71,511

Operating Expenses  (31,243) (19,340)
Provision for Income Taxes (5,502) 0
Preferred Dividends (681) (2,724)
Core Earnings 90,689 49,447
   
Mark-to-Market Adjustments  41,024 4,446
GAAP Earnings $  131,713 $  53,893
   
Average Diluted Shares  18,586,649 15,658,623
Core Earnings per Share $ 4.88 $ 3.16
GAAP Earnings per Share (Diluted) $ 7.09 $ 3.44
   
Common Dividends per Share (Regular) $ 2.60 $ 2.510
Common Dividends per Share (Special) $ 4.75 $ 0.375
Total Common Dividends per Share $ 7.35 $ 2.885
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Balance Sheet   redwood trust, inc. 
(all dollars in thousands, except per share data) 2003 2002

Residential Real Estate Loans $16,239,160 $6,215,179
Residential Loan Credit-Enhancement Securities 378,727 352,479
Commercial Real Estate Loans 22,419 29,270
Securities Portfolio  844,714 335,697
Cash and Cash Equivalents 58,467 39,169
Working Capital and Other Assets 83,283 35,978
Total Assets $17,626,770 $7,007,772
   
Short-Term Debt $236,437 $99,714
Long-Term Debt, non-recourse 16,782,586 6,397,020
Working Capital and Other Liabilities 54,419 38,005
Preferred Equity 0 26,517
Common Equity 553,328 446,516
Total Liabilities and Equity $17,626,770 $7,007,772
   
Common Shares Outstanding 19,062,983 16,277,285
Book Value per Share  $29.03 $27.43

Selected Financial Information   redwood trust, inc.

(all dollars in thousands, except per share data) 2003 2002

Yield on Earning Assets 3.05% 4.13%
Cost of Funds 1.93% 2.54% 

Net Interest Income/Core Equity 28.9% 19.2%
   
Return on Equity:  
 GAAP Earnings/Reported Common Equity 25.3% 14.3%
Core Return on Equity:  
 Core Earnings/Core Common Equity 20.8% 14.3%
    
Recourse Assets $789,765 $572,747
Recourse Debt $236,437 $99,714
Recourse Debt/Equity 0.4 0.2
Equity/Recourse Assets 70% 83%
   
Combined Residential Loan Portfolios 
 that are Credit-Enhanced $84,372,335 $64,874,289
Total Credit Protection $263,782 $296,341
 as % of Loan Portfolios 0.31% 0.46%
Total Delinquencies $137,978 $150,353
 as % of Loan Portfolios 0.16% 0.23%

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, 2003.
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information

Direct Stock Purchase and Dividend Reinvestment Plan

Redwood Trust offers both new investors and existing 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 common stock at a 2% discount.

To participate in this plan, please contact our plan administrator, Computershare Investor Services, at 
(888) 472-1955 or our Investor Relations Department at (415) 380-2321.  You can also obtain information 
regarding this program on our website located at http://www.redwoodtrust.com.

This report should be read in conjunction with the Redwood Trust Annual Report on Form 

10-K for the year ended December 31, 2003 that has been filed with the Securities and 

Exchange Commission. The Annual Report on Form 10-K includes the complete financial 

statements of Redwood Trust.
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