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We have changed the format of our annual reporting package because we recognize that, in the age of 

online information, we could save shareholders considerable expense by eliminating the production 

of a four-color brochure-style annual report. Accordingly, we are providing you with our Annual 

Letter to Shareholders, our Annual Report on form 10-K, and our year-end 2004 earnings release. 

All the required and interesting information previously provided in the old format is now available 

either in this package or on our website at www.redwoodtrust.com.  

We hope you like this change. If you have any questions or comments, please feel free to contact 

Redwood Trust’s Investor Relations Department at (415) 389-7373.



Dear Fellow Shareholder, 

 

We are pleased to report to you that 2004 was another outstanding year for Redwood Trust. 

 In 2004, Redwood Trust paid record total dividends of $8.68 per share and 

our core earnings rose by 56% per share. We continued to build our asset base, increas-

ing our portfolio of permanent assets by 66%. Meanwhile, we increased our per-share 

capital base—the money we use to make new investments—by more than 20%. We 

sponsored the securitization of $11 billion of real estate loans and securities, and also 

broadened our product line and expanded our customer base.

 Redwood Trust’s core objectives are to produce high-quality cash flows and 

sustainable dividends for shareholders by investing in and managing high-quality real 

estate loans and securities. Our excellent 2004 results were driven by a combination of 

factors, including the overall quality of our existing investments, a favorable operating 

environment, and positive changes in the financial metrics that underlie our business. 

 We invite you to read about our financial performance in more detail in the 

year-end press release and Form 10-K enclosed with this letter. The enclosed press release 

also explains what we mean by the financial measure we call “core earnings” and how it 

relates to earnings reflected on our financial statements included in the Form 10-K.

  

Redwood Trust takes a two-pronged approach to dividends: 

1) Our business model is focused on delivering sustainable annual dividends to share-

holders even under difficult financial circumstances. In 2004, Redwood Trust paid $2.68 

per share of regular dividends, and for 2005, the Board of Directors has increased the 

regular annual dividend rate to $2.80 per share.
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2) In years when our profits exceed our regular dividend payments, Redwood Trust 

declares a special dividend. This allows us to remain in compliance with the tax laws gov-

erning our status as a real estate investment trust (REIT), which requires us to pay out 

90% of our REIT taxable income to shareholders. In 2004, Redwood Trust paid special 

dividends of $6.00 per share.

 These special dividends are the result of many variable factors, including the 

excellent credit results within our real estate portfolio and earlier-than-forecasted calls 

of portfolio securities. Since the impact of these factors cannot be accurately assessed 

or predicted until we are nearing the end of a tax year, we do not forecast the timing or 

amount of a special dividend, if any. 

 As shareholders ourselves, we are pleased when the company pays a special 

dividend. However, since the special dividend cannot be assured from year to year, we 

caution you to think of special dividends as a bonus, a likely but not certain part of the 

return on your holdings.

  

Eleven years ago, we founded Redwood Trust with a single vision: to create a company 

that generates high-quality, long-term cash flows and delivers a sustainable dividend to 

shareholders. We have remained true to that vision. Today, Redwood Trust is an efficient 

and profitable financial institution that generates those cash flows and dividends by in-

vesting in, securitizing, and credit-enhancing high-quality real estate loans and securities.

 Over the past 11 years, Redwood Trust has closely adhered to the following 

five principles, which we share with you again to remind you of our shared purpose:

1. Redwood Trust invests in loans backed by high-quality borrowers;

2. Redwood Trust keeps its balance sheet strong to prepare for the future and guard   

 against the unknown;
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3. Redwood Trust seeks new equity capital only when we can generate    

exceptional investment opportunities that should lead to greater earnings and   

dividends per share;

4. Redwood Trust is open and honest and follows strict accounting practices; and

5. Redwood Trust invests for the long-term.

 To achieve high-quality cash flows and sustainable dividends, Redwood Trust 

focuses on a specific component of the vast real estate market: high-quality real estate 

loans. Today, our portfolio consists of securities backed by 343,000 high-quality jumbo 

residential real estate loans, high-quality commercial real estate loans, and other real 

estate-related securities. 

 Redwood Trust’s share of the jumbo residential real estate loan market, where 

we have the greatest concentration of our holdings, now stands at approximately 10%, up 

from 6% at the end of 2003. Redwood Trust’s holdings represent interests in $149 billion 

of real estate loans made to the highest quality homeowners in the U.S. We continue to 

be, we believe, the largest single player in our sector of the jumbo loan market.

 The primary variable for our income is whether the homeowners and 

property owners whose loans underlie our portfolio continue to make their monthly 

mortgage payments. In 2004, our overall credit losses remained very low, as they have 

consistently throughout our history. Credit losses in 2004 amounted to less than one 

basis point (less than 0.01%) of our total portfolio of real estate loans.

  

While we remain optimistic about the prospects for Redwood Trust, conditions in our 

market have grown more challenging. We find ourselves facing increased competition and 

higher prices for assets we would like to acquire. We expect that we will continue to show 

growth in our asset base, but we are uncertain about the rate of that growth.
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 In the meantime, we are hard at work building an even stronger and more 

efficient Redwood Trust, so that when market conditions turn more favorable, we are 

positioned to take advantage of the opportunity. We would consider 2005 to be a very 

productive year if we did not grow our asset base at all, but we took the necessary steps 

to prepare our company for future growth. We expect that the growth will come, because 

securitization of real estate loans is growing and is now the prime source of fresh capital 

for new real estate loans, and we believe we are well-positioned to be a dominant player 

in the high-quality markets that will benefit from this trend. 

 Thank you for your continued support and investment in Redwood Trust.  

We look forward to a prosperous future together.

Sincerely,

George E. Bull, III    Douglas B. Hansen

Chairman and CEO    President



One Belvedere Place 

Suite 300 

Mill Valley, CA 94941 

(415) 389-7373

 www.redwoodtrust.com


