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INTRODUCTION

I The Redwood Review

We file quarterly reports on Form 10-Q and annual reports on Form 10-K with the Securities
and Exchange Commission. Those filings and our quarterly earnings press releases provide
information about our financial results from the perspective of Generally Accepted Accounting
Principles (GAAP). These documents are available on our web site, www.redwoodtrust.com.
We urge you to study them, as there is much to learn about Redwood Trust there.

In the Redwood Review, you have the opportunity to learn more about Redwood Trust through
a discussion of GAAP results and also a discussion of tax results and other non-GAAP
measures. You will first find a quarterly letter to our shareholders, and then a background
section on Redwood Trust that highlights the key aspects of our business. Following that is a
discussion of current trends within each of the business groups that comprise Redwood Trust, a
review of various financial indicators for our business, a glossary explaining some of the
specialized terms we use, and then tables that provide supplementary financial data.

On a basic level, our primary business — assuming the credit risk of securitized residential and
commercial real estate loans — is not that difficult to understand. The details and business
metrics, however, can get complicated. We hope that the Redwood Review provides some
insight and serves as a useful tool for better understanding your investment in Redwood Trust.

We expect that the form and content of the Redwood Review will evolve over time. We
welcome your input during this process.

CAUTIONARY STATEMENT: This Redwood Review contains forward-looking statements within the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. Statements that are not historical in nature,
including the words “anticipated,” “estimated,” “should,” “expect,” “believe,” "intend,” and similar expressions, are
intended to identify forward-looking statements. These forward-looking statements are subject to risks and
uncertainties, including, among other things, those described in our 2005 Annual Report on Form 10-K under ltem
1A “Risk Factors.” Other risks, uncertainties, and factors that could cause actual results to differ materially from
those projected are detailed from time to time in reports filed by us with the Securities and Exchange Commission,
including Forms 10-K, 10-Q, and 8-K. Important factors that may impact our actual results include changes in
interest rates and market values, changes in prepayment rates; general economic conditions, particularly as they
affect the price of earning assets and the credit status of borrowers; the level of liquidity in the capital markets as it
affects our ability to finance our real estate asset portfolio; and other factors not presently identified. In light of
these risks, uncertainties, and assumptions, the forward-looking events mentioned in, discussed in, or
incorporated by reference into this Review might not occur. Accordingly, our actual results may differ from our
current expectations, estimates, and projections. We undertake no obligation to publicly update or revise any
forward-looking statements, whether as a result of new information, future events, or otherwise.
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SHAREHOLDER LETTER

I Third Quarter 2006

Dear Shareholders:

At Redwood, we are actively managing our business for growth. We focus on growth through the
development of strong market positions, economies of scale, and the diversification of risk and
opportunity. In practical terms, this means that we have been building and developing our
capabilities to capitalize on changing market conditions and to invest in a broader array of real
estate assets. Our long-term mission is to become a much larger company, and we believe we can
do that in a responsible manner that benefits our shareholders.

As has been well documented, this is a period of rapid change in the real estate and capital
markets. To capitalize on those changes, Redwood has been evolving. We are working to diversify
our opportunities and risks on both the asset and liability side of our balance sheet. In addition, in
the short-term, we are putting less emphasis on accumulating assets that have highly
concentrated real estate credit risks. This letter highlights some of these developments. You can
read more about the evolution of Redwood Trust in the business group discussions that follow.

Over the past year, capital market pricing for prime-quality residential credit-enhancement
securities (CES) has remained at record levels despite clear signs of weakness in the housing
market. These assets have highly concentrated credit risks with respect to large balances of
underlying loans, and healthy investment returns require that almost all of the underlying loans
perform. For the last year, we have continued to acquire prime CES at a reduced pace while also
actively selling certain types of these assets. We have reduced our exposure to first- and second-
loss residential real estate credit risk from the 2005 and 2006 vintages to less than 10% of our
equity base. We will continue to acquire selected second- and third-loss CES for re-securitization
via Acacia CDOs. However, we do not expect to make significant new net investments in prime
residential first-loss or similar assets in the next few quarters unless asset prices correct. We do
anticipate resuming across-the-board investment growth in residential CES in late 2007 or early
2008, by which time we expect that underwriting quality will have improved and the risk of further
home price decreases will have diminished.

For some time, we have been developing our capabilities to invest in Alt-A and sub-prime
residential credit-enhancement securities, including residuals and net interest margin securities
(NIMs). We have made small initial investments in these assets and we expect to make additional
investments as the housing cycle progresses. While we do not expect that first-loss exposure to
Alt-A or sub-prime loans will become a large part of Redwood’s business, we do expect to find
some very interesting investment opportunities in these sectors in the next few years.

We have expanded our commercial real estate CES activities, acting as the lead investor providing
credit-enhancement for what we expect to be an increasing number of commercial real estate
securitizations. While commercial property fundamentals are strong, loan-underwriting criteria are
becoming more speculative. We are proceeding, but with caution.

We see some tentative initial signs of softness in pricing for residential and commercial CES and
related assets that have concentrated credit risks. It is not yet clear how attractive asset
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acquisition prices will become, or whether this price softness is a seasonal fourth quarter
phenomenon or a secular trend.

We expect that investing in CES backed by residential and commercial real estate loans will
remain our primary business in terms of total equity capital employed. If credit results are good,
Redwood shareholders stand to benefit from the potential upside inherent in the assets we own
that have concentrated credit risks. Investing in CES is a fundamental focus of our company, and
we will continue to develop and build CES upside potential for shareholders.

We believe that our capabilities can also be used to create attractive investment opportunities in
higher-rated securities, whole loans, and other assets that are not directly exposed to
concentrated credit risks. We expect to expand our focus on investing in these lower risk assets
going forward. Doing so not only compliments but also strengthens our credit-enhancement
business. In addition, doing so also utilizes our excess capital in an attractive but flexible manner,
and diversifies some of our capital away from first-loss credit risks, which may be appropriate at
this point in the real estate and capital markets cycles.

To produce an attractive rate of return on equity capital employed while investing in lower-risk
assets, we must use leverage. Our returns on these lower-risk assets are generated through
spread lending — earning the spread between the yield on the asset and the cost of borrowed
funds. In contrast, most of our earnings over the last few years have come from investing in CES
assets held with equity (without leverage). Spread lending was a large business for Redwood in
its early years. We have continued to engage in spread lending in the last few years primarily
through funding loans via securitization in Sequoia and funding securities through re-securitization
in Acacia CDOs. In this manner, we have used structural leverage (our equity invested is exposed
to the risks of a large volume of underlying assets) but not financial leverage (the ABS issued by
these consolidated securitization entities are not obligations of, and do not pose liquidity risks for,
Redwood Trust). We have used financial leverage, but only to a small degree to fund the
aggregation of loans and securities prior to securitization.

Going forward, we intend to increase our acquisitions of residential and commercial whole loans
and of investment-grade real estate securities backed by these loans. We will use Sequoia
securitizations, Acacia CDO securitizations, and Redwood debt to fund these assets on an on-
going basis to earn net interest income.

Since we have not used Redwood debt extensively in the last few years, we expect our financial
leverage will increase from near zero to levels more common for financial institutions. We are not
changing our risk-adjusted capital standards — we will still use equity funding for higher risk, less
liquid assets. Our liability structure will shift in a manner we believe appropriate for our anticipated
shift in asset mix.

We intend to take on only modest prepayment and interest rate risks with respect to assets funded
with Redwood debt. To the extent we do take on these risks, we believe they will largely serve to
offset risks we currently have within our existing asset portfolios. Using increased levels of
Redwood debt (primarily debt secured through the pledging of assets) does involve assuming
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liquidity risk. We have experience successfully managing this risk at Redwood through several
liquidity cycles in the past. In addition, new forms of secured debt that involve fewer liquidity risks
(such as collateralized commercial paper, market value CDOs, and the like) have become
available. We anticipate using diverse sources and types of debt, with the primary goal being
prudent management of liquidity risks.

Let us look at a specific example that illustrates one of the ways we anticipate diversifying our
liabilities. The Sequoia securitization entities currently own $9 billion seasoned high-quality
residential loans funded by issuance of Sequoia ABS securities. We own the Sequoia call rights,
giving us the right (if we so choose) to pay off Sequoia liabilities and acquire the underlying
Sequoia loans at Redwood. At current prepayment rates, most of the existing Sequoias will
become callable in the next two years and, in general, we intend to call these transactions when
they become callable. For instance, we called Sequoia 7 and 8 in October and acquired $235
million one- and six-month LIBOR adjustable-rate Sequoia loans. We expect to have the
opportunity to acquire approximately $2 billion Sequoia loans in 2007. In the past, we would have
sold these loans for a gain or funded them by re-securitizing them in a new Sequoia transaction.
Going forward, we intend to use Redwood debt to fund an ongoing investment in some of the
loans we will be acquiring from Sequoia. Assuming an 8% equity-to-assets ratio, we could employ
a significant amount of capital in this manner, generating equity returns we estimate at 10% to
15% before overhead. This is only one example of how we may employ capital in debt-funded
asset strategies. Equity employed in this manner is a flexible commitment, because, if in the
future we choose to redeploy this capital to acquire credit-enhancement securities, then we
probably will be able to sell or re-securitize the debt-funded assets.

Moving on from spread lending — let us look at the big picture. For Redwood, the near-term
outlook for earnings, dividends, and growth depends, in part, on the how fast we employ our $219
million of excess capital. The outlook for utilizing this capital is good, although the exact timing is
uncertain and depends on a number of factors, including our pace of asset acquisitions, our
funding strategies, capital recycling, and capital raising. Our general outlook is clear — the amount
of excess capital we have is small relative to our current residential and commercial credit-
enhancement opportunities, our developing opportunities in acquiring more high-grade securities
and high-quality whole loans to be funded via securitization and with Redwood debt, and our
potential future opportunities to acquire a variety of types of distressed assets. Since we could
utilize our excess capital over the next several quarters, we are beginning to explore options for
raising additional equity and long-term debt capital during 2007.

Moving to the intermediate term, residential credit performance is the most important factor driving
investment results from our current book of business. It is still early in the down cycle for
residential real estate. So far, there are few signs of increased stress among the residential loans
we credit-enhance. Losses have been negligible. Residential delinquencies are up only slightly,
in a manner generally consistent with the seasoning of the loans we credit-enhance. If the
housing recession continues, however, we expect to realize increased residential credit losses in
2007 and 2008. The immediate effect of an increase in losses, should it occur, would be to reduce
our taxable income and special (or perhaps, regular quarterly) dividends. The silver lining to such
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a scenario, if there is one, is that we would likely see ample opportunities to acquire newly
originated and seasoned distressed assets at attractive risk/reward levels.

In the longer term, Redwood’s success depends on the competitive advantages we can develop
and, most of all, on our culture of disciplined investing, teamwork, and innovation. In these
respects, we believe we are in good shape.

On a personal note, we want to alert you that we (George and Doug) each own over 100,000
options that will be expiring in the next few months. We have held these options for almost ten
years. As a result of this looming expiration, we will be exercising these options before year-end.
Our plan is to exercise these options and sell a portion of the optioned shares (both back to
Redwood and also in the open market) to cover option exercise costs, taxes, and to capture a
portion of the option profits earned over the last 10 years. We also intend to keep a portion of the
option-exercise shares, thus increasing the amount of Redwood stock we own. We have been
continuously building our personal holdings of Redwood stock since we founded the company in
1994. Additional options will be expiring in the next few years and exercising these options will
help us accumulate more stock. (Please note that it will not be our normal practice to discuss
option exercises and stock sales in advance of when they occur.)

Continuing on a personal note, we are excited by the diverse opportunities in the real estate asset
markets developed by Redwood’s staff. We are wary of the trends in residential real estate
because they will likely bring us challenges and headaches, but at the same time, we are prepared
to capitalize on new opportunities should they arise. For now, we have reduced some of our risks
in the residential sector and we are watching it carefully, with interest. We expect to keep having
fun, and to keep enjoying our work with the good people of Redwood Trust. In addition, we are
looking forward to earning more quarterly and special dividends.

Yours truly,

j% . Q?Q@/mgff

George E. Bull, IlI Douglas B. Hansen
Chairman and CEO President

The Redwood Review 6 3rd Quarter 2006



ABOUT REDWOOD TRUST

I An Introductory Overview of Redwood Trust

1. We are an entrepreneurial specialty finance company.

Our vision when we started Redwood Trust in 1994 was to create a company that is more
efficient than banks, thrifts, and other financial institutions at investing in and managing real
estate loans and securities.

We are building a variety of related and integrated specialty finance businesses in areas where
we believe we can develop a competitive advantage.

For tax purposes, we are structured as a real estate investment trust (REIT). We also conduct
business in taxable subsidiaries.

2. Our primary business is credit-enhancing securitized residential and commercial real
estate loans.

Historically, money lent to homeowners and property owners came from bank deposits. Today,
a growing percentage of money sourced to fund real estate loans comes from capital markets
investors who buy mortgage-asset-backed securities (MBS), which are fixed income securities
backed by pools of residential real estate loans (RMBS) or commercial real estate loans
(CMBS).

Most of these investors want to buy AAA-rated or other investment-grade MBS that do not
carry a significant risk of credit loss if an underlying real estate loan defaults. In order for these
securities to be marketed, someone else has to assume this risk of credit losses. Redwood
Trust is a specialist in evaluating and managing real estate loan credit and our core business is
assuming the risk of credit losses for securitized loans. Because Redwood credit-enhances (or
“guarantees”) these securitized loans, the risk of credit loss is reduced for other MBS investors.
As a credit-enhancer, we are exposed to real estate credit risk on many loans, but we also
have the ability to produce strong financial results if the real estate loans we credit-enhance
perform well.

3. We credit-enhance loans by acquiring and owning credit-enhancement securities.

In most securitizations of real estate loans, a variety of types of MBS are created, each with
different characteristics with respect to average life, credit risk, prepayment risk, interest rate
risk, and other variables.

One security serves as the “first-loss” bond. If there are credit losses within the pool of
securitized real estate loans, the principal value of the first-loss bond is reduced. If the entire
principal value of the first-loss bond is eliminated due to credit losses within the securitized
loan pool, then further credit losses reduce the principal value of the “second-loss” bond. Only
when the entire principal value of the second-loss bond is eliminated does the third-loss and
other bonds issued from that securitization risk incurring credit losses. The bonds that are the
most exposed to credit risks carry below-investment-grade bond ratings from the credit rating
agencies. These are credit-enhancement securities — they improve the creditworthiness of the
more senior bonds by protecting them from initial credit losses.

We typically acquire first-loss bonds at 25% to 35% of their principal value and other credit-
enhancement securities at 50% to 100% of their principal value. Many of these bonds are
priced at a substantial discount to their principal value as future credit losses could reduce or
eliminate the principal value of these bonds. Our returns on these investments are based on
how much principal and interest we eventually receive and how quickly we receive those
payments.

The Redwood Review 7 3rd Quarter 2006



ABOUT REDWOOD TRUST

I An Introductory Overview of Redwood Trust

We receive interest on the full principal value of the bonds, even though we buy them at a
discount. For instance, on a bond with a principal value of $1 million — for which we may have
paid only $300,000 — we receive interest based on the full principal value, thus providing a
strong cash-on-cash return.

We typically do not receive principal payments until a few years following loan securitization
since the principal payments and prepayments from the underlying loans are first used to pay
down the most senior bonds. The amount of principal we ultimately receive depends on the
cumulative amount of credit losses incurred within the loan pool before the securitization is
called or the loans mature.

The faster we collect principal and the longer it takes to realize credit losses, the better it is for
our investment returns. In an ideal environment, we would experience fast prepayments and
low credit losses. We encountered this environment in 2003, 2004, and 2005. Conversely, our
least favorable environment would be slow prepayments and high credit losses. If losses are
high, we might never receive a principal payment. In this case, our investment return could still
be positive if losses are delayed long enough for us to receive sufficient interest payments.

4. Our primary focus is on credit-enhancing high-quality real estate assets.

Most of the real estate loans we credit-enhance or own are of above-average quality compared
to other securitized real estate loans. As a result, our delinquency and loss rates have been
significantly lower than the national average. On the residential side, we plan to continue to
expand our credit-enhancement activities to include more loans that have average or below-
average quality characteristics (Alt-A and sub-prime). Nevertheless, it is likely that the bulk of
the real estate loans we credit-enhance will continue to be of above-average quality. The
majority of the loans we credit-enhance are “jumbo loans” that have balances in excess of the
lending limits (currently $417,000) set for Fannie Mae (FNMA) and Freddie Mac (FHLMC).

Currently, 40% to 50% of the residential loans we credit-enhance or own are on homes located
in California. This roughly equals the percentage of all jumbo loans that are located in
California. We consider California to be one of the more attractive states for the residential
credit-enhancement business. Of the commercial real estate loans we credit-enhance, 16% of
the underlying properties are located in California.

5. We use securitization to finance most of our assets.

We securitize most of the residential real estate whole loans we acquire from originators. We
accumulate loans over a period of weeks or months, and then sell the loans to a newly created
securitization entity typically called “Sequoia”. These entities then create securities backed by
these loans. Sequoia sells the created investment-grade securities to investors. Redwood
generally assumes the credit risk of the loans and earns the spread between the yield on the
loans and the cost of funds of the securities issued (we do this by acquiring the credit-
enhancement securities and interest-only securities from the Sequoia entities). Although the
loans are owned by Sequoia and the asset-backed securities (ABS) issued are obligations of
Sequoia (not of Redwood), we show the assets and liabilities of Sequoia on our consolidated
GAAP balance sheet. We retain the Sequoia call rights that permit us (if we so choose) to call
the transaction and re-acquire the underlying Sequoia loans for Redwood by paying off the
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holders of Sequoia ABS securities at par value. Sequoias usually become callable after
prepayments have reduced the underlying loan pool to 10% to 20% of its original size.

We use collateralized debt obligation (CDO) securitizations to fund a variety of our assets,
including credit-enhancement securities, investment-grade securities, and commercial whole
loans. Over a period of several months, we acquire and aggregate a diverse pool of these
assets. We then sell this pool of assets to a newly formed securitization entity (under the brand
name “Acacia”) that creates and sells CDO asset-backed securities to the capital markets. We
generally assume a portion of the credit risks of these assets and earn the spread between the
yield on the asset and the cost of funds of the CDO securities issued (we do this by acquiring a
portion of the CDO equity securities from Acacia). To the extent that we sell CDO equity
securities to third-party investors other than Redwood, we also earn asset management fees
for managing the Acacia assets and liabilities on an on-going basis. Although the asset pool is
owned by the Acacia entity and the asset-backed securities issued are obligations of Acacia
(not of Redwood), we show the assets and liabilities of Acacia on our consolidated balance
sheet. We retain the Acacia call rights that permit us (if we so choose) to call the transaction
and re-acquire the underlying Acacia assets for Redwood by paying off the holders of Acacia
ABS securities at par value. Acacia CDOs generally become callable three years after they
were originally issued.

6. We maintain a strong balance sheet.

Most of our assets that have concentrated credit risks (such as first-loss credit-enhancement
securities) are financed with equity. Most of our other assets are financed via securitization.
As a result, Redwood’s debt obligations are low compared to most financial institutions. On
September 30, 2006, we had $1.0 billion of equity capital and $0.5 billion of Redwood debt.

We expect to utilize more Redwood debt in the future; as we are increasing our acquisitions of
investment-grade securities and high-quality whole loans for which the use of debt is
appropriate, we believe and we intend to use a combination of Redwood debt and
securitizations to fund these assets. Nevertheless, we expect to maintain a strong balance
sheet given the risks we carry.

7. We are leaders in our market segments.

The securitized residential real estate loan market can be divided into three segments. The first
segment consists of “conforming” lower-balance loans, usually of average or better quality.
Many of these loans are credit-enhanced by FNMA or FHLMC. The second segment consists
of lower-quality loans that are credit-enhanced primarily by sub-prime mortgage origination
companies. The third segment consists of private-label securitizations containing primarily
jumbo loans of above-average or average quality (prime and Alt-A loans). Redwood is one of
the largest credit-enhancers in this third segment. Redwood credit-enhances $235 billion of
loans that have been securitized in private-label securitizations, representing approximately
13% of the outstanding securitized loans in this segment.

Additionally, since 1998 we have been developing a credit-enhancement business for
commercial real estate loans. We currently credit-enhance $36 billion of commercial loans,
representing approximately 7% of the outstanding commercial real estate loan balances that
have been securitized.
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8.

10.

We have some interesting competitive advantages.

As a non-regulated specialty finance company, we have greater freedom to operate in the
capital markets and securitization markets than do financial institutions such as banks and
insurance companies. We also enjoy lower operating costs.

As a public company with permanent capital, we have an advantage in investing in illiquid
assets compared to investment companies, partnerships, and hedge funds. In an environment
of declining liquidity, some of our competitors may suffer investor withdrawals, forcing them to
sell assets at a time when prices are low and asset acquisition opportunities are attractive.

As a REIT, we have tax advantages relative to corporations that have to pay corporate income
taxes, typically one of the largest costs of doing business.

With $1 billion of equity capital focused on one integrated business, we have size advantages
that bring economies of scale as well as marketing and operating advantages.

As a company with a small number of employees (89 as of September 30, 2006), we have a
strong culture that is entrepreneurial, innovative, focused, and disciplined.

We pay a regular dividend and we may pay a special dividend.

As a REIT, we are required to distribute to shareholders as dividends at least 90% of our REIT
taxable income, which is our income as calculated for tax purposes (exclusive of income
earned in taxable subsidiaries). In order to meet our dividend distribution requirements, we
have been paying both a regular quarterly dividend and a year-end special dividend.

We set our regular quarterly dividend at a rate that we believe is reasonably likely to be
sustainable over time under most market conditions. If we earn more REIT taxable income
than is required to fund the regular dividend, we typically pay a special dividend. We expect
our special dividend amount will be highly variable, and we may not pay a special dividend
every year. Our dividend policies, distribution practices, and outlook may change over time.

We are a growth company.

The amount of real estate loans and securities outstanding has grown rapidly over the past
several years, and we expect 8% to 12% long-term growth going forward. With our competitive
advantages in a very large and growing market, we expect to be able to develop growth
opportunities for many years. We believe growth, if pursued in a responsible manner, help us
improve book value per share, produce an attractive return on equity, and increase dividends
per share.
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BUSINESS GROUP DISCUSSION

I Residential Group Overview

Description

Redwood’s residential group invests in and manages residential real estate loans and
securities backed by these loans.

Redwood credit-enhances residential loans by investing in credit-enhancement securities that
bear the bulk of the credit risk of a pool of securitized loans. These below-investment grade
credit rated securities include highly credit-sensitive first-loss credit-enhancement securities
that we acquire and hold using our equity funds. We also invest in second- and third-loss
credit-enhancement securities that carry significant, but lesser, degrees of credit risk. We fund
the acquisition of these assets either with our equity or via a re-securitization in our Acacia
CDO program.

Redwood also invests in investment-grade credit rated residential securities and residential
whole loans. Loans are acquired from originators on a flow and bulk basis through our
residential conduit operations. Currently, most of our investments in these loans and
investment-grade securities are funded via securitization. When we use securitization as a
source of funding, residential whole loans are securitized via our Sequoia securitization
program and residential securities are re-securitized via our Acacia CDO program. Increasingly,
we also expect to fund ongoing investments in whole loans and investment-grade securities
with Redwood debit.

Discussion

We continue to acquire residential real estate assets at a measured pace. During the third
quarter, we acquired $967 million residential loans, $91 million investment-grade securities,
and $22 million credit-enhancement securities.

We used a variety of methods to finance these new assets. During the third quarter, we
completed a Sequoia securitization of whole loans and an Acacia CDO re-securitization of our
securities purchases. We also used Redwood debt to finance assets, primarily assets we have
purchased on a temporary basis prior to sale to a securitization entity.

At quarter-end, we owned $520 million of unsecuritized whole loans and we had commitments
to acquire an additional $93 million newly originated loans. We expect to continue to acquire
newly originated loans on an ongoing basis. Additionally, in the fourth quarter of 2006 (and
continuing for the next few years), we expect to acquire seasoned high-quality adjustable-rate
whole loans from the Sequoia securitization entities we have sponsored, as many of these
transactions are becoming callable and we own the call rights.

In recent years, we have used securitization to fund all our ongoing investments in residential
whole loans. Going forward, we intend to use a combination of securitization and Redwood
debt to fund these assets. To secure Redwood debt, we can pledge either whole loans or
securitize the whole loans and pledge the created securities.

Asset prices for many segments of the residential asset marketplace remain high. In our
opinion, these high prices are, in many cases, not consistent with underlying fundamental
weaknesses in the residential housing markets. During the third quarter, we took advantage of
strong asset prices and sold $47 million residential first- and second-loss credit-enhancement
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securities backed primarily by prime and Alt-A loans originated in 2005 and 2006. The
continued reduction of our investments in the 2005 and 2006 vintages reflects our concerns
about weaker underwriting standards, deteriorating housing markets, and current risk-adjusted
valuations for these assets. As a result of these sales, our total investment in first-loss CES
backed by 2005 and 2006 vintage residential loans has been reduced to $67 million.

In the business of investing in first-loss and other credit-enhancement securities, the prime-
quality loan segment is very small relative to Alt-A and sub-prime. We estimate that the total
market value of Alt-A first-loss credit-enhancement securities outstanding is more than four
times larger than prime CES, and that the total of sub-prime first-loss CES outstanding is more
than 10 times larger than the prime CES outstanding. In addition, the markets for these lower-
quality loan investments are less efficient. To address this market opportunity, we are
continuing to develop our credit expertise, asset evaluation, and surveillance capabilities with
respect to Alt-A and sub-prime loans. We will continue to invest primarily in the prime markets,
but we believe there are also opportunities for growth in the Alt-A and sub-prime markets.

Despite our increased interest in the Alt-A and sub-prime markets, we are not committing much
capital to investments in Alt-A and sub-prime credit-enhancement securities at this time. This is
not the right point in the credit cycle. At September 30, 2006, our first-loss Alt-A credit-
enhancement securities totaled $33 million. As the cycle progresses, we may see improved
loan quality, improved pricing, and attractive niche investment opportunities in these market
segments.

A market segment that is of potential concern during a period of housing weakness is negative-
amortization (neg-am) loans. Our quarter-end portfolio of first-loss securities credit-enhancing
neg-am loans was $61 million market value. Depending on the quality of the borrower and
various loan factors, we characterize the pools of neg-am loans we credit-enhance as generally
prime or generally Alt-A. Our first-loss market value exposure to prime neg-am was $37 million
and to Alt-A neg-am was $24 million.

We invest in and manage neg-am assets with great care. Neg-am loans allow borrowers to
make a minimum monthly payment that is less than the interest due on the loan, deferring part
of the interest payment by adding it to the loan balance. Borrowers who consistently make
minimum payments face rising loan balances and a potential erosion of their equity in their
home. For some neg-am loan pools, a reasonable percentage of the borrowers are likely to
come under some financial stress as monthly payments rise over time. The overall credit
quality of neg-am loans, even if made to prime borrowers, is significantly inferior to prime
quality fully amortizing loans. Recognizing these risks, we are highly selective in making
investments backed by neg-am loans. We would not credit-enhance many of these loans,
even if they are “prime” neg-am product. It is also important to note that securitizations of
these loans are structured, and assets are priced, so that we can still earn decent investment
returns even if cumulative loss levels are five to ten times higher than fully amortized loans
made to the same quality of borrowers.

We have invested in and credit-enhanced neg-am loans for many years. Credit losses and
delinquency results for our neg-am loans have been and continue to be excellent. We also
benefit from rapid prepayment rates on these loans. Therefore, while risks are elevated, the

The Redwood Review 13 3rd Quarter 2006



BUSINESS GROUP DISCUSSION

I Residential Group Overview

upside potential from these assets is substantial even if the credit performance of the loans
turns out to be much worse than one would reasonably expect from these borrowers. We are
currently generating attractive yields from our neg-am assets.

The housing market is coming under some stress, especially in new home, condominium, and
sub-prime markets in some locations. We do not know how much stress our borrowers will
come under. So far, there are few if any visible signs of an increase in delinquencies in the
loan portfolios we credit-enhance, and our credit losses remain negligible (see “Residential
Credit Results” in the finance section of this Review for additional details). We expect to incur
increased delinquencies and credit losses, but also to have improved investment opportunities.

Although, in the long term we expect to increase our residential assets and the amount of
capital utilized in the residential business, in the near term our primary focus is on investing in
investment-grade securities and high-quality whole loans that do not have the kind of
concentrated credit risks found in credit-enhancement securities.

In the intermediate and longer term, we have a positive outlook for our invested and managed
residential assets. Overall, the residential real estate markets should continue to grow. We
have a highly efficient balance sheet, leadership positions in some segments of the residential
credit-enhancement business, complimentary Redwood businesses that benefit our residential
investment business, and a great team.
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Chart 1: Total Residential CES
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» Our residential CES assets are growing at
a measured pace.

Chart 3: Seriously Delinguent Trends for
Neg-Am Residential CES
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» Neg-am and non neg-am CES
delinquencies remain low on an absolute
basis.

» Neg-am CES delinquencies are performing

well relative to our higher expected loss
assumptions.

» Delinquencies are measured as a
percentage of current pool balances.

Chart 2: Residential 1% Loss CES
Portfolio by Vintage

Source: Redwood Trust

» Our residential first-loss portfolio remains
very seasoned, with 62% of assets
originated prior to 2005.

» Measured by market value.

Chart 4: Prepayments Trends for
Residential CES
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» We continue to benefit from higher than
expected prepayment rates on our ARM
and neg-am CES.
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Description

Redwood’s commercial group invests in and manages commercial real estate loans and
securities backed by commercial loans.

An important part of our commercial real estate business is credit-enhancing securitized
commercial real estate loans. We do this by investing in credit-enhancement securities issued
from commercial loan securitizations. These securities bear the bulk of the credit risk of the
underlying loans, and thus credit-enhance the other securities issued from the same entity.
Due to the large amount of underlying loans, these credit-enhancement securities have
concentrated credit risks and carry below-investment-grade credit ratings, bringing both the
potential upside and downside that comes with assuming concentrated risks.

We also invest in commercial real estate whole loans that we acquire from originators, in
investment-grade commercial real estate securities, and in special-situation commercial real
estate assets.

Discussion

In the third quarter of 2006, we acquired $99 million below-investment-grade commercial credit-
enhancement securities. We did not acquire any investment-grade commercial securities or
commercial whole loans during the third quarter.

Redwood’s commercial group is now established in the marketplace as an investor and
manager of first-loss and other commercial credit-enhancement securities. Credit-enhancement
of commercial real estate loans is a specialized business requiring a commitment to providing a
high level of service and reliability to loan originators and securities issuers.

Our commercial real estate business has been growing at a good pace. Over the last several
years, we worked in partnership with another firm to invest in and manage credit-enhancement
securities from 14 commercial loan securitizations. In the second quarter of 2006, for the first
time we credit-enhanced a commercial securitization without a partner. We completed our
second sole-managed deal in the third quarter, and we expect to continue to close an
additional sole-managed deal in the fourth quarter. Our portfolio of below-investment-grade
commercial credit-enhancement securities grew from $218 million to $383 million in the first
nine months of this year. Of this, first-loss credit enhancement securities that we are funding
with equity were $117 million at September 30, 2006. We have been funding first-loss
securities primarily with equity and funding other credit-enhancement securities primarily
through re-securitization in Acacia CDOs.

We have been working to enhance our due diligence, surveillance, and credit-risk management
capabilities in an integrated fashion. We have been further developing our information systems
so our staff can effectively monitor and manage our commercial real estate exposure at the
individual property level. Our goal in developing these systems and capabilities is to not only
make superior investment decisions based on underwriting and due diligence, but also to press
forward asset workout and disposition decisions in a timely and cost-effective manner. Our
focus on this aspect of the credit-enhancement business has already produced good results for
us, as we have moved swiftly to either resolve the few loan issues that have surfaced or,
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alternatively, to sell assets that may have developing credit issues. We expect that our
enhanced capabilities in this area will differentiate us from some of our competitors.

We have not been actively buying investment-grade commercial securities due to their tight
spreads (high asset prices). We fund these securities through re-securitization in our Acacia
CDO program. Our investment-grade commercial securities have declined from $162 million to
$130 million during the first nine months of 2006 primarily due to asset sales following the call
of Acacia 2.

Our commercial real estate whole loan portfolio was $32 million at September 30, 2006. Of this,
$30 million was financed via securitization in Acacia CDOs. We intend to increase our
purchases of commercial real estate whole loans in the future.

Although we have had to deal with issues on a few individual loans underlying our credit-
enhancement securities, the overall credit performance for our commercial real estate assets
continues to be good, with delinquencies and losses below industry-standard levels. At
September 30, 2006, serious delinquencies were 0.15% of the current balance of the $36
billion loans underlying our commercial credit-enhancement securities. Realized principal
value losses in the third quarter of 2006 were $1.0 million, of which our share was $0.5 million,
reducing taxable income by $0.1 million.

Overall, the commercial real estate sector continues to perform quite well, with fundamentals of
property performance balanced nicely against new construction and absorption. There are
minor pockets of concern, such as a pending residential condominium bust in isolated markets.
This could put upward pressure on vacancies in the multifamily sector as condo units (and also
single-family residential investor properties) come onto the market as competitive rental
properties. We also continue to be concerned about the retail property sector, which is driven
by consumer spending, employment, and wage growth.

Space absorption across all property types continues to keep pace with the expanding
economy, though with GDP growth forecasted to trend downward over the next year or two,
absorption could slow. While each major property segment (office, retail, multifamily, and
warehouse/industrial) is driven by its own set of specific dynamics, in the end, all commercial
real estate is driven by macro trends of the economy. Given that there are currently few
external challenges in the form of tax policy changes or systemic speculative construction
(build first, find the tenant later), we feel our commercial real estate credit results will mirror the
performance of the overall economy in the long run.

For the financing of commercial real estate, we are concerned that strong investor demand is
leading to aggressive underwriting and over-leveraged properties. This, in turn, could lead to
underperforming bond investments. Our approach continues to be that of investing only in
assets that meet our investment criteria, rather than simply buying market share.
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Chart 5: Redwood’s First-Loss
Commercial CES and CRE CDO
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Chart 7: Domestic CMBS Historical

Chart 6: Commercial Property Type
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» Given the potential outlook for slower
GDP growth and the slowdown in the
residential housing market, we are
paying particular attention to the retail
exposure we are taking on.

Chart 8: CRE CDO Historical
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Description

The Redwood CDO group, working together with our residential and commercial groups,
structures and manages collateralized debt obligation (CDO) transactions. In a CDO, diverse
residential and commercial real estate securities and loans are acquired and pooled by a
securitization entity, which then creates and sells collateralized debt securities. The CDO
entities we sponsor issue CDO bond obligations under the Acacia brand name.

Most of the asset-backed debt securities created and sold by Acacia carry investment-grade
credit ratings. The Acacia entities also create non-investment grade CDO equity securities that
bear most of the credit risk of the underlying assets and that also earn the spread between the
yield on Acacia assets and the cost of funds of the CDO bond obligations issued by Acacia.
The primary determinant of the returns generated by Acacia CDO equity securities is the credit
performance of the real estate securities and loans Acacia has purchased, though there is a
small amount of interest rate and prepayment risk.

Redwood has an ongoing economic interest in the Acacia entities in three ways: we acquire
and retain as an investment all or a portion of the Acacia CDO equity securities; we earn asset
management fees for managing the assets and liabilities of the Acacia entities; and we retain
the call rights for the Acacia transactions, giving us the opportunity (usually after three years) to
generate a gain on sale.

Discussion

At the end of the third quarter of 2006, Acacia CDOs owned $2.5 billion assets, primarily
residential and commercial real estate securities. Since the beginning of 2006, Acacia assets
have increased by 25%. Many of Acacia’s assets were upgraded by the credit rating agencies
in the last quarter. The overall performance of Acacia assets has been excellent.

Total investment-grade CDO bond obligations issued by Acacia were $2.5 billion at quarter-
end. Several Acacia-issued securities have been upgraded in the last year, and Moody’s
recently placed Acacia 3’s obligations on credit-watch positive.

Acacia 10 completed its $500 million issuance of ABS CDO bond obligations in the third
quarter, selling all of the investment-grade ABS CDO bond obligations and a third of the equity
to investors other than Redwood. The sale of CDO equity improves Redwood’s economics. It
also helps us establish liquidity for Redwood’s Acacia CDO program in the CDO equity market,
which may be of great value to us in the long run. We expect Acacia 10 to provide Redwood
with attractive returns from our investment in the equity as well as from the asset management
fees we will receive from non-Redwood equity investors. Going forward, our general intention
for future Acacia transactions is to sell a portion of the CDO equity created by new Acacia
securitizations to outside investors.

Of the outstanding Acacia CDO equity securities, Redwood owns $154 million and other
investors own $14 million. All of these equity securities are generating attractive investment
returns.
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The market for new CDOs similar to those that Acacia issues (“mezzanine ABS CDO”) has
been extremely active in the past quarter, with dramatic increases in new issuance volume.
The new issuance volume of mezzanine ABS CDOs has increased to $22 billion in the third
quarter versus $13 billion in the prior quarter. The main reason for this increase is the large
influx of capital from aggressive investors buying CDO equity. The demand for collateral from
new CDOs has served to keep asset and credit derivative spreads at historically tight levels.

The unprecedented volume driven by these aggressive investors could ultimately cause high
volatility in the markets for assets and CDO bond obligations. Investors in AAA-rated CDO
bond obligations may also become more selective in the future. Absent the willingness of AAA
buyers to support all of the new CDO issuance activity, the market for CDOs could change
abruptly. For the time being, spreads on CDO bond obligations have remained stable.

Redwood’s CDO issuance activity has not increased in conjunction with the increased CDO
market issuance activity, as lately we have not been large buyers of sub-prime assets, the
predominant asset type for new mezzanine CDOs. The Acacia entities own $417 million
investment-grade sub-prime securities (mostly from the 2003 and 2004 vintages), and those
assets have performed very well for us, having suffered no downgrades to date. Earlier this
year, the rating agencies increased the amount of credit support they require for new issue
sub-prime and neg-am securities. This reduces risk to the owners of these securities.
Consequently, we have increased our focus on securities backed by those loan types and we
plan to purchase significantly more investment grade sub-prime and neg-am securities for
Acacia in 2007.

We have completed two CDO transactions during 2006 for a Redwood equity investment of
$37 million. We do not expect to complete any deals in the fourth quarter of 2006. Net of calls,
and with market value appreciation, Redwood’s CDO equity investments have increased from
$128 million to $159 million this year.

We anticipate that our CDO issuance activities will increase in 2007, and that our issuing
activities will incorporate the best of what we have done in the past with some new concepts
going forward. Depending on market developments, it is likely that the CDOs we issue will have
a higher volume and concentration of securities backed by non-prime residential loans. In
addition, the commercial group’s increased activity in commercial credit-enhancement
securities will result in an increase in purchases of BB- and B-rated commercial securities for
Acacia.
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Chart 9: Acacia’s Non-Investment-Grade
Assets by Vintage
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Chart 11: Acacia Collateral Rating History

Chart 10: Acacia Equity Invested
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Acacia equity is a significant part of
Redwood’s investments.

Returns to date have exceeded our hurdle
rate.

Returns are expected to remain above our
hurdle rate.

The market value of Acacia equity has
grown since we initially invested.
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» Upgrades of securities owned by Acacia are a sign that Acacia CDO equity may continue to

perform well.
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Description

Redwood’s finance group is responsible for financial reporting, tax, treasury, balance sheet
management, and information technology.

Discussion

For the third quarter of 2006, GAAP earnings were $1.22 per share, core earnings were $1.20
per share, and total taxable income was $1.95 per share.

For the third quarter of 2006, compared to the third quarter of 2005, GAAP earnings per share
were down 45% due to strong asset sale gains in 2005, core earnings per share were down
2%, and total taxable income per share was down 13%.

For the first nine months of 2006, GAAP earnings were $3.51 per share, core earnings were
$3.34 per share, and total taxable income was $5.29 per share.

For the nine months of 2006, compared to the first nine months of 2005, GAAP earnings per
share were down 44%, core earnings per share were down 26%, and total taxable income was
down 8% per share.

Adjusted return on equity was 14% for the third quarter. During the quarter, GAAP book value
per share increased from $39.13 to $40.02.

Please see the following pages for definitions of taxable income, core earnings, adjusted return
on equity, and other non-GAAP measures, and for reconciliations of these measures to the
most comparable GAAP measures.

Overall, this was a good quarter. We believe our earnings are generally stabilizing after
declining from the extraordinary levels of profit we earned over the last few years.

We remain reasonably optimistic about earnings over the intermediate and long term. However,
we continue to expect that GAAP earnings and taxable income could be volatile from quarter to
quarter, due largely to some technical accounting and tax issues (which are fully described in
our third quarter 10-Q). Furthermore, credit losses may become an issue as the housing
recession progresses. We have established loss reserves for GAAP accounting purposes, so
initial increases in losses may not affect our earnings per share. However, each realized credit
loss will result in a reduction of our taxable income and will reduce our dividend distribution
requirements.

These issues aside, there are a number of positive elements to our earnings outlook that could
lead to a rising earnings trend over the next few years. Fast prepayments and continued
excellent credit results are having a positive impact on our residential credit-enhancement
business. We have begun to recognize increasing yields from these assets. Over the next few
years, the upside income potential from these assets is considerable if credit losses remain
low. In addition, our earnings should benefit as we invest excess capital.
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Redwood Trust Permanent Assets
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We generally have been measuring business growth with reference to the total market value of
our permanent assets — those assets that we are holding for the long term and are funding with
equity. Using this measure, our business grew at an annual rate of 8% in the first nine months.
This is below our stated goal of 10% to 15% growth. While our commercial and CDO business
groups grew at substantially higher rates during this period, our overall rate of growth was held
back by a net reduction in capital invested in residential CES during the third quarter. Our
residential group cut back on acquisitions and sold $47 million of 2005 and 2006 vintage
residential CES to third parties as part of ongoing portfolio management. Additionally, we
recycled $32 million of capital used in funding second-loss CES securities by securitizing these
assets in Acacia 10.

As a result of these actions, total permanent assets remained essentially flat quarter to quarter.
In the first nine months of 2006, permanent assets increased from $568 million to $603 million
as a result of $179 million of acquisitions, $135 million of sales and calls, $48 million of pay
downs, and $39 million of positive market value appreciation.
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Redwood Trust Excess Capital
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Due to asset sales, capital recycling, and retained earnings, we ended the quarter with $219
million of excess capital, an increase from $191 million at the beginning of the quarter. We do
not hold most of this excess capital in cash or short-term securities. We use it to reduce debt.
We derive our excess capital figures by calculating the amount of capital we would have
available for investment if we conservatively leveraged our unsecuritized assets fully consistent
with our risk-adjusted capital policies.

We see a number of possible investment opportunities that, combined with a special dividend,
could utilize a meaningful portion of this excess capital during the fourth quarter of 2006. We
currently expect to fully utilize all of this excess capital at some point during 2007.

Our plans include continuing to employ increasing amounts of capital in our CDO and
commercial businesses. We will also be acquiring loans and securities that we will retain as an
investment and fund with Redwood debt in order to earn a spread. We have initially allocated
$100 million of excess capital to support new spread-lending assets, including high-quality
seasoned residential loans that we expect to acquire when we exercise Sequoia calls starting
in the fourth quarter of 2006.

Additionally, although the exact timing is unclear, we expect to resume asset growth in
residential credit investments. As discussed in the Residential Group section, we expect the
risk/reward relationship will improve over the next two years in the market for prime residential
credit investments, even if asset prices do not fall. In addition, we expect to acquire some
additional credit-sensitive assets backed by Alt-A and sub-prime loans.

Given the size and diversity of these various opportunities, we currently anticipate that we will
seek to raise additional capital during 2007.
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Currently, there is a lot of debate over contemplated changes to the accounting standards that
could eventually require mark-to-market accounting for income statement purposes for some or
all assets, liabilities, and hedges. While the outcome of the debates is still unclear, we believe
there is merit to the concept. Mark-to-market income statement accounting offers more
transparency and would likely lead to better economic decision making and lower hedging
costs. It would also lead to higher quarter-to-quarter earnings volatility. As a step in this
direction, we intend to classify securities (and related hedges) that we acquire as an on-going
investment that we intend to fund with Redwood debt as “trading” for accounting purposes.
Changes in the market values of securities and hedges classified as trading flow through the
income statement.

We declared regular quarterly dividends of $0.70 per share in each of the first three quarters of
2006. Total regular dividends in 2006 to date totaled $54 million, of which $52 million
represented the distribution of the remainder of our 2005 REIT taxable income. Consistent with
our practice in previous years, we expect to permanently retain approximately 10% of the
ordinary real estate investment trust (REIT) taxable income we earn during 2006, to retain the
after-tax profits earned in our taxable subsidiaries, and to defer the distribution of a portion of
our 2006 taxable income to distribute by September 2007 as regular dividends.

We also expect to declare a special dividend in the fourth quarter of 2006. Taxable income
generation at the REIT level has been strong this year, but so far has been 8% below last
year’s levels on a per share basis. Our special dividend declaration will depend on our
evolving projection of fourth quarter REIT taxable income performance. Although subject to
change, it currently appears that the special dividend this year will likely exceed $2.50 per
share and could be close to the $3.00 per share special dividend we paid in December 2005.
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What Is This?
Income calculated under Generally Accepted Accounting Principles in the United States.

a) Graph

GAAP Earnings per Share
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b) Quarterly Update

>

Our GAAP earnings were $32 million, or $1.22 per share, for the third quarter of 2006.
This was a slight increase over the previous quarter. In the third quarter of 2005, GAAP
earnings were $56 million, or $2.21 per share.

The reduction in net income of $24 million from the third quarter of 2005 resulted
substantially from a reduced amount of gains generated from selling assets and asset
calls.

Net interest income was $49 million in the current quarter, an increase of $4 million
from the previous quarter and an increase of $1 million from the third quarter of last
year. This reflects rising yields from our residential credit-enhancement portfolio
resulting from strong credit performance and rapid prepayments.

The yield on our residential credit-enhancement securities improved from 17% in the
third quarter of 2005 to 19% in the second quarter of 2006, to 22% in the third quarter
of 2006. The performance of yields generated by our credit-enhancement investments
in neg-am loans have been particularly favorable.
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What Is This?

Core earnings is a profitability measure that highlights earnings that are more likely to be
ongoing in nature. In calculating core earnings, we start with GAAP earnings and then
exclude gains and losses on calls and sales, mark-to-market adjustments, and one-time
items that are unlikely to be repeated. Table 2 in the Appendix shows a reconciliation of
core to GAAP earnings.

a) Graph
Core Earnings per Share
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b) Quarterly Update

> Core earnings were $32 million, or $1.20 per share, for the third quarter of 2006. This is
the highest level of core earnings since the third quarter of 2005.

» An additional boost in core earnings could come as we invest our excess capital. Other
factors, of course, could cause volatility.
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What Is This?

Total taxable income is a measure of our profitability. It is our pre-tax income as calculated
for tax purposes. It includes pre-tax income earned at our parent company and qualified
subsidiaries (REIT taxable income) as well as pre-tax income earned in our taxable
qualified subsidiaries. Total taxable income can differ materially from GAAP earnings.
Table 3 in the Appendix reconciles these two profitability measures.

Core taxable income is a profitability measure that highlights that portion of taxable income
that is more likely to be ongoing in nature. In calculating core taxable income, we start with
total taxable income and then exclude gains on sale, tax deductions created by the
exercise of stock options, and one-time items that are unlikely to be repeated. Table 4 in
the Appendix reconciles core taxable income and total taxable income to GAAP income.

REIT taxable income is the primary determinant of the minimum amount of dividends we
need to distribute in order to maintain our tax status as a real estate investment trust
(REIT). REIT taxable income is pre-tax profit, as calculated for tax purposes, at Redwood.
It does not include taxable income earned at our non-REIT taxable subsidiaries. Over time,
we must distribute at least 90% of our REIT taxable income as dividends. A reconciliation
of GAAP income to REIT taxable income appears in Table 3 of the Appendix.

a) Graphs
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Core Taxable Income per Share
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b) Quarterly Update

> Taxable income results continue to be favorable. Total taxable income was $51 million,
or $1.95 per share, in the third quarter of 2006.

» Our REIT taxable income per share continues to exceed our regular quarterly dividend
rate of $0.70 per share by quarter by a comfortable margin.

» Taxable income exceeds GAAP for a variety of reasons, the largest of which is that we
are not able to establish credit reserves for tax. Currently, our actual credit losses are
minimal. Taxable income was reduced by $1.1 million ($0.04 per share) in the third
quarter as a result of deductions for actual credit losses. This deduction is less than the
losses incurred on the underlying loans, as we own most of our credit-sensitive assets
at a tax basis that is substantially less than par (principal) value. Increased credit losses
would reduce taxable income and our dividend distributions.

» For a variety of reasons, including but not limited to stock option exercises and
distributions from deferred compensation plans, our taxable income results can be
volatile on a quarter-to-quarter basis.
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What Is This?

Book value per share is the amount of equity capital we have per share of common stock
outstanding. There are many different ways to measure equity. We usually focus on three
measures, each of which we believe is useful for a different purpose.

GAAP book value is our common equity as calculated for GAAP purposes. It includes a
mark-to-market valuation adjustment of some of our assets (i.e., those assets for which
changes in market valuations are reported on our balance sheet and not our income
statement.)

Core book value is GAAP book value excluding those mark-to-market valuation
adjustments of our assets reflected on our balance sheets. Core book value more closely
reflects historical amortized costs rather than current market values.

Adjusted core book value is core book value less REIT taxable income that we have
earned but not yet distributed as dividends to our stockholders. Adjusted core book value is
a measure that provides one estimate of the amount of equity capital we have available to
reinvest in new long-term assets and to generate future earnings.

A reconciliation of GAAP book value to core book value and adjusted core book value
appears in Table 8 of the Appendix.

a) Graph
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b) Quarterly Update

>

For the third quarter of 2006, after including the effect of declaring $0.70 per share of
regular dividends, GAAP book value per share increased by 2% from $39.13 per share
to $40.02 per share.

Over time, our GAAP book value per share has been increasing because of retention of
a portion of our income, increases in the market value of our assets, and issuance of
stock at prices in excess of book value.

At September 30, 2006, core book value was $36.38 per share and adjusted core book
value was $32.11 per share.

At the end of our first quarter of operations in September 1994, GAAP book value was
$11.67 per share. Since that time, we have paid $36.73 per share of dividends while
also increasing GAAP book value by $28.35 per share.

Book value per share growth is not a direct indicator of our market value or an indicator
of the returns available to our shareholders. If you had acquired Redwood stock at our
initial public offering in August 1995, and had reinvested all dividends back into
Redwood stock, your annualized compounded return as a shareholder through the third
quarter of 2006 would have been 21% through October 31, 2006. Future results may
vary.
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What Is This?

We believe return on equity (ROE) is one of the more useful measures of the profitability of
our business. ROE is the amount of profit we generate each year per dollar of equity
capital. There are numerous ways we calculate returns on equity for Redwood since we
monitor a number of different profit measures as well as a number of different measures of
equity capital.

GAAP ROE is GAAP earnings divided by GAAP equity.

One interesting aspect to consider about GAAP ROE is that it will decline (all other things
being equal) if our assets increase in market value. Many of our assets are marked-to-
market through our balance sheet but not our income statement. An increase in asset
market value will therefore increase GAAP equity but not our GAAP earnings, thus
lowering GAAP ROE. Similarly, a decrease in asset market values will increase our GAAP
ROE.

An alternative measure of ROE that may also be useful is Adjusted ROE, by which we
mean GAAP income divided by core equity. Core equity excludes those balance sheet
mark-to-market adjustments that are not included in our income statement. Only those
asset market value changes that are included in our income statement will affect Adjusted
ROE.

A reconciliation of GAAP ROE to Adjusted ROE, and of GAAP equity to core equity,
appears in Table 8 of the Appendix.
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I Return on Equity

b) Quarterly Update

» GAAP ROE was 13% for the third quarter of 2006 as compared to 22% in the third
quarter of 2005.

» Adjusted ROE was 14% for the third quarter of 2006 and 25% for the third quarter of
2005. Adjusted ROE is greater than GAAP ROE due to the appreciation of the market
values of assets that are marked-to-market through our GAAP balance sheet. This
increases our GAAP equity and thus lowers GAAP ROE.

» Over the very long term, we expect to generate an average adjusted annual return on
equity between 11% and 18%.
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What Is This?

We invest in credit-enhancement securities that bear the credit risk of billions of underlying
residential loans. We also invest in whole loans financed via securitization or with Redwood
debt. If the credit performance of the loans we credit-enhance or own is strong, our earnings
and dividends will benefit in a material way. If credit performance is weak, our earnings results
will be reduced if losses exceed our reserves or cause market value write-downs.

Serious delinquencies are defined as all loans that are 90 days or more overdue, or are in
foreclosure, bankruptcy, or REO (REO means ‘real estate owned” and is industry jargon for
property that has been foreclosed and is now owned by the lender pending sale). We report
serious delinquencies as a percentage of both the current balance remaining in a pool of loans
and the original balance of all loans originally within that pool of loans. We find the later
measure more useful, as prepayment rates can alter the current balance measure and thus
obscure underlying credit trends.

a) Graphs
Seriously Delinquent Trends in RWT’s Prime and Alt-A Residential
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Seriously Delinquent Trends in RWT’s Prime Residential CES, by Vintage

Credit Results
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Seriously Delinquent Trends for Residential CES in
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I Residential Credit Results

b) Quarterly Update

>

At September 30, 2006, through ownership of credit-enhancement securities and whole
loans, we were exposed to credit risk on $235 billion in residential real estate loans
(excluding loans underlying investment-grade rated securities). Of this total, prime-
quality loans were $210 billion.

For the third quarter of 2006, realized credit losses within these loan pools were $2.6
million of principal value, a rate that is less than one basis point (0.01%) on an
annualized basis of the current balance of loans. Principal value losses were $2.4
million for loans in prime pools and $0.2 million for Alt-A. There were no sub-prime
losses, as these loans are new.

Realized credit losses for residential assets for tax purposes were $1.1 million for the
third quarter. This deduction is less than the principal value losses incurred on the
underlying loans, as we own most of our credit-sensitive assets at a tax basis that is
substantially less than par (principal) value.

Serious delinquencies at September 30, 2006 were 0.23% of current balances and
0.14% of original balances. For loans in prime pools, delinquencies were 0.19% of
current balance and 0.12% of original balance. Alt-A pools had delinquencies of 0.60%
of current balance and 0.40% of original balance. Although delinquency ratios were
generally stable for the quarter, total serious residential delinquencies increased from
$467 million to $528 million.

For prime loans, the delinquency performance as a percentage of original balance of
the 2005 and 2006 vintages has been generally similar (as measured at similar months
since origination) to earlier vintages. The latest month jumped up slightly, but the last
several months of data on vintage charts needs to be interpreted with caution—this
portion of vintage data is volatile as it is based on a very small sample set. It is too early
to conclude that the increase in the delinquency ratio for 6-month-old loans originated in
2006 is indicative of a real trend.

For Alt-A loans, delinquency results appear to be deteriorating slightly with each
subsequent vintage, although it is too early to draw definitive conclusions.

We closely monitor early payment defaults, defined as loans that become seriously
delinquent within three months of loan origination, for the 673,000 residential loans we
credit-enhance or own. Early payment defaults remain very low. We have averaged 14
new early payment defaults per month in 2006, compared to 10 per month in 2005.
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I Credit Reserves

What Is This?

One of our goals is to provide substantial earnings upside for shareholders if real estate
credit losses in the loans we credit-enhance or own are low.

Our potential GAAP earnings upside from good credit performance can be estimated by
referencing the size of our credit reserves. In the event we experience no future credit
losses, as these loans pay off our GAAP earnings would benefit by the amount of these
credit reserves. Our current earnings incorporate these loss estimates, so income from the
reversal of credit reserves would add to our current GAAP earnings run rate (all other
factors being equal).

Our investments incorporate a high degree of credit risk, so high credit loss rates would
reduce GAAP earnings, taxable income, and dividends.
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a) Graph
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b) Quarterly Update

> Our GAAP credit reserves at September 30, 2006 were $635 million, or $24.36 per
share.

> At September 30, 2006, our residential real estate credit reserves were $384 million
($14.76 per share) for CES and $19 million ($0.74 per share) for residential whole
loans. The principal value of actual credit losses underlying our residential loans and
securities were $3 million for the third quarter of 2006 and $8 million for the last 12
months. Third quarter residential credit losses reduced taxable income by $1 million.

> At September 30, 2006, our commercial real estate credit reserves were $223 million
($8.55 per share) for CES and $8 million ($0.31 per share) for commercial whole loans.
We incurred principal value commercial credit losses of $0.5 million ($0.1 million tax
losses) in the third quarter of 2006 and for the last 12 months.
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I Dividends

What Is This?

As a REIT, we are required to distribute at least 90% of our REIT taxable income each
year as dividends. We have established a regular dividend rate level that we believe is
reasonably likely to be sustainable. To the extent the REIT taxable income we are required
or choose to distribute is greater than our regular dividend distributions, we typically make
a special dividend distribution towards year-end.

a) Graphs
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I Dividends

b) Quarterly Update

>
>

We declared a regular quarterly dividend of $0.70 per share in the third quarter of 2006.

Based on the Redwood stock price of $54.97 on October 31, 2006, the dividend yield
on Redwood stock based regular dividends distributed over the last 12 months of $2.80
per share was 5%. The dividend yield based on the $5.80 per share of total dividends
(including the special dividend) distributed over the last 12 months was 11%.

We plan to permanently retain approximately 10% of the ordinary REIT taxable income
we earn during 2006, and to retain 100% of the after-tax taxable income we earn at our
taxable subsidiaries. By retaining a portion of our income, we seek to build book value
per share, and thus potential earnings and dividends per share, over time.

We also plan to defer distribution of a portion of this year’s taxable income into the
following year.

Based on our estimates of REIT taxable income during 2005 and the first three quarters
of 2006, we entered the fourth quarter of 2006 with $111 million ($4.28 per share) of
undistributed REIT taxable income.

We expect to distribute a special dividend in the fourth quarter of 2006. Our special
dividend declaration will depend on our evolving projection of fourth quarter REIT
taxable income performance. Although subject to change, it currently appears that the
special dividend this year will exceed $2.50 per share and could be close to the $3.00
per share special dividend we paid in December 2005.
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All companies and analysts do not calculate non-GAAP measures in the same fashion. As a result, certain
measures as calculated by Redwood may not be comparable to similarly titled measures reported by other
companies.

ASSET-BACKED SECURITIES (ABS)

Securities backed by financial assets that generate cash flows. Each security issued from an asset-backed
securitization entity has a unique priority with respect to receiving principal and interest cash flows from the assets
owned by the entity.

ACACIA

Acacia is the brand name for the collateralized debt obligation (CDO) securitizations Redwood sponsors. The
underlying pool of assets for these CDO securitizations consists primarily of investment-grade and non-
investment-grade rated securities backed by residential prime, residential sub-prime, and commercial real estate
loans. Acacia also owns related assets such as CDO securities issued by other real estate oriented CDOs,
corporate debt issued by equity REITs, commercial real estate loans, and synthetic assets derived from
commercial real estate assets. Redwood typically acquires a portion of the CDO equity securities issued by
Acacia; these are the securities that are in the first-loss (highest risk) position with respect to absorbing any credit
losses that may occur within the assets owned by the Acacia entities.

ADJUSTED CORE EQUITY (ADJUSTED BOOK VALUE)

Adjusted core equity (adjusted book value) is not a measure calculated in accordance with GAAP. Adjusted core
equity is core equity less undistributed REIT taxable income that is still undeclared but that will need to be paid
out. We have minimum dividend distribution requirements as a REIT. As we earn income (as calculated for tax and
minimum distribution requirements) we are creating future dividend payment obligations. These obligations are not
recognized for GAAP accounting, however, until dividends are declared. Cash that we have earned but that we
must pay out as dividends in the near future is not cash that will be available to us to acquire long-term assets and
build our business. So when we try to answer questions such as “how much equity per share do we have available
to build our business and to generate dividends in the long-term?” we use adjusted core equity per share. A
reconciliation of adjusted core equity to GAAP equity appears in the Appendix in Table 8.

ADJUSTABLE RATE MORTGAGES (ARMs)

Adjustable rate mortgages are loans that have coupons that adjust at least once per year. We make a distinction
between ARMs (loans with a rate adjustment at least annually) and hybrids (loans that have a fixed rate period of
2 to 10 years and then become adjustable rate).

ALT-A SECURITIES

Alt-A securities are residential mortgage-backed securities that have higher credit quality than sub-prime and
lower credit quality than prime. Alt-A originally represented loans with alternative documentation, but has shifted
over time to include additional characteristics. Alt-A loans typically originate from a lender's expanded criteria
underwriting guidelines. For example, borrowers’ income may not be verified, and in some cases, may not be
disclosed on the loan application. Expanded criteria also allows for higher debt-to-income ratios with higher
accompanying loan-to-value ratio (LTV) than otherwise permissible for Prime loans. Other distinguishing
characteristics of Alt-A securities may be lower weighted average FICO, higher weighted average LTV, as well as
greater percentages of loans on investor properties or with low FICO or high LTV.

BOOK VALUE

Book value is our common equity amount. It can be calculated in a number of ways, one of which is appropriate
for GAAP.
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COLLATERALIZED DEBT OBLIGATIONS (CDO)

Re-securitization of a diverse pool of assets. See “Acacia”.

CDO EQUITY SECURITIES

CDO equity securities are securities that bear the initial credit losses of the assets owned by re-securitization
entities. Their function is similar to that of first-loss credit-enhancement securities issued by residential and
commercial real estate loan securitizations.

CONDUIT

An entity that acquires closed loans from originators, accumulates loans over a period of time, and sells these
loans, seeking to generate a gain on sale. Sales are usually made via securitization, but also can be made through
bulk whole loan sales.

CORE EARNINGS

Core earnings are not a measure of earnings in accordance with GAAP. We attempt to strip some of the elements
out of GAAP earnings that are temporary, one-time, or non-economic in nature, or that relate to the past rather
than the future. We are trying to show the trend of underlying ongoing earnings. We exclude realized gains (and
losses) resulting from asset sales and calls from GAAP income. We sell assets from time to time as part of our
ongoing portfolio management activities. These sales can produce material gains and losses that could obscure
the underlying trend of our long-term portfolio earnings, so we exclude them from core earnings. Similarly, we
exclude gains from calls of residential credit-enhancement securities, as these are essentially sales of assets that
produce a highly variable stream of income that may obscure some underlying income generation trends. GAAP
earnings also include mark-to-market income and expenses for certain of our assets and interest rate agreements.
These are unrealized market value fluctuations, and we exclude them from core earnings.

Management believes that core earnings provide relevant and useful information regarding results from
operations. This information can be used in conjunction with and in addition to GAAP measures of performance.
Core earnings can be useful, in part, because market valuation adjustments on only a portion of our assets and
none of our liabilities are recognized through the income statement under GAAP. Thus, GAAP valuation
adjustments may not be fully indicative of changes in market values on the balance sheet as a whole and may not
be a reliable guide to current operating performance. Furthermore, gains or losses realized upon sales of assets
vary based on portfolio management decisions; a sale of an asset for a gain or a loss may or may not affect
ongoing earnings from operations. A reconciliation of core earnings to GAAP income appears in Table 2 of the
Appendix.

CORE EQUITY (CORE BOOK VALUE)

Core equity is not a measure calculated in accordance with GAAP. Core equity is GAAP equity with mark-to-
market gains and losses (“accumulated other comprehensive income”) excluded. GAAP equity includes mark-to-
market adjustments for certain of our assets and interest rate agreements. Core equity approximates what our
equity value would be if we used historical amortized cost accounting exclusively. A reconciliation of core equity to
GAAP equity appears in Table 8 of the Appendix.

CORE REIT TAXABLE INCOME

Core REIT taxable income is REIT taxable income before gains and losses on asset sales and calls and before
certain other expenses such as tax deductions for stock option exercises. It represents that portion of our REIT
taxable income that may be more ongoing in nature. A reconciliation of core REIT taxable income to GAAP
income appears in Tables 3 and 4 of the Appendix.
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CORE TAXABLE INCOME

Core taxable income is total taxable income before gains and losses on asset sales and calls and before certain
other expenses such as tax deductions for stock option exercises. It represents that portion of our total taxable
income that may be more ongoing in nature. A reconciliation of core taxable income to GAAP income is covered in
Tables 3 and 4 of the Appendix.

CPR

Constant (or Conditional) Prepayment Rate (CPR) is an industry-standard measure of the speed at which
mortgage loans prepay. It approximates the annual percentage rate at which a pool of loans is paying down due to
prepayments.

CREDIT-ENHANCEMENT SECURITIES (CES)

Credit-enhancement securities (CES) absorb the initial credit losses generated by a pool of securitized assets. As
a result, the more senior securities issued from that securitization are credit-enhanced (have less credit risk). Our
definition of CES includes all the below investment-grade rated bonds issued from a securitization. These
securities are also referred to as subordinated securities and B-pieces. For a typical securitization of prime
residential loans, there are three CES - the first-loss, second-loss, and third-loss bonds. The first-loss security
takes the initial risk. If credit losses within the securitized asset pool exceed the principal value of the first-loss
security, the second-loss security is at risk. [If cumulative losses exceed the principal value of the first- and
second-loss securities, then the third-loss security is at risk. Generally, for these securitizations, the third-loss
security has a credit rating of BB, the second-loss has a credit rating of B, and the first-loss is not rated. Other
types of securitizations, such as commercial, CDO, sub-prime residential, and some Alt-A residential transactions,
are structured differently. Nevertheless, the below-investment-grade securities issued from these securitizations
function as credit-enhancement securities for these transactions.

GAAP

Generally Accepted Accounting Principles in the United States.

INTEREST-ONLY SECURITIES (IOs)

Interest-only securities (10s) are specialized securities that are backed by real estate loans. They receive interest
payments calculated by a formula that typically varies as a function of interest payments generated by the
underlying loans within a securitization or as a function of the spread between the yield on the loans owned by a
securitization entity and the cost of funds of the securities (ABS) issued by that entity. Typically, 10 securities do
not have a principal balance and they will not receive principal payments. Interest payments to 10 securities
usually equal the IO interest rate formula multiplied by a “notional” principal balance. The notional principal
balance for an 10 is typically reduced over time as the actual principal balance of the underlying pool of real estate
loans pays down, thus reducing 10 cash flows over time. 10 cash flows are typically reduced more quickly if loan
prepayments accelerate. The IO securities that Redwood has acquired in the past from some Sequoia residential
securitizations typically earn an interest amount that varies as a function of the remaining principal balance of
Sequoia loans and the spread between the yield on the residential loans owned by Sequoia and the cost of the
asset-backed securities issued by Sequoia.

INVENTORY ASSETS

Inventory assets are assets that we acquire to hold for several weeks or months that we then sell to a
securitization entity or as part of a whole-loan sale. We use a combination of debt and equity to fund inventory
assets.
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LEVERAGE RATIOS

We currently use debt primarily to finance on a temporary basis the accumulation of inventory assets prior to sale
to a securitization entity. Thus, we do not typically have a significant amount of financial leverage. However,
because of the consolidation of independent securitization entities, it appears on our GAAP consolidated financial
statements that Redwood is highly leveraged, with total liabilities significantly greater than equity. These
securitization structures are non-recourse to Redwood. Therefore, although included in our consolidated balance
sheets, they do not represent financial leverage for Redwood. Our investment returns from the assets we own are
highly dependent on the credit performance (and, to a lesser degree, interest rate and prepayment performance)
of much larger balances of loans within the associated securitizations. We do take “structural leverage” in this
sense, but that does not necessarily mean we are taking financial leverage. In the future, we intend to use more
Redwood debt and therefore financial leverage will increase.

MARK-TO-MARKET ACCOUNTING

Mark-to-market accounting uses estimated current market values of assets, liabilities, and hedges to determine
balance sheet values and/or income statement revenue recognition. For instance, many of our assets currently
are carried on our balance sheet at their market value rather than historical amortized cost. For our income
statement, mark-to-market accounting is used for some assets and hedges, and will also be used for assets if they
become impaired under various accounting definitions of that term. Increasingly in the future, we expect to use
mark-to-market accounting for income statement purposes for a wider variety of assets and liabilities. This will
likely make quarter-to-quarter GAAP earnings trends more volatile, although core earning and taxable income will
not be affected to the same degree.

NEGATIVE AMORTIZATION ADJUSTABLE-RATE MORTGAGES (NEG-AM ARMS, OPTION ARMS, OR MTA
ARMS)

Negative amortization ARMs (Neg-am ARMs, option ARMs, pay option ARMs, or MTA ARMs) are monthly
adjustable rate mortgages that allow the borrower to choose between different payment options. One of these
options allows the borrower to make a minimum payment. This minimum payment is less than the interest accrued
on the mortgage during that period and, in this instance, the borrower’s loan balance will increase (causing
negative amortization of the loan balance).

PERMANENT ASSETS

We seek to invest in assets that have the potential to provide high cash flow returns over a long period of time to
help support our goal of maintaining steady dividends. We have typically funded long-term investment assets
entirely with equity capital and not debt. We refer to the assets that meet these criteria as permanent assets. Our
permanent asset portfolio primarily includes residential and commercial credit-enhancement securities and CDO
equity securities. Increasingly in the future, we will use Redwood debt to fund assets—these assets are not
‘permanent assets’.

PRIME RESIDENTIAL REAL ESTATE LOANS

Prime loans are higher-quality residential loans issued to borrowers with high FICO credit scores, lower loan-to-
value ratios, lower debt-to-income ratios, greater reserves, more full documentation, and other characteristics of
higher quality loans.

PRIME SECURITIES

Prime securities are residential mortgage-backed securities backed by high credit, quality loans, generally with
balances greater than conforming loan limits. Prime securities typically have relatively high weighted average
FICO scores (700 or higher), low weighted averages LTVs (75% or less), limited concentrations of investor
properties, and low percentages of loans with low FICO or high LTV.
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PROFITABILITY RATIOS

Many financial institution analysts use asset-based profitability ratios such as interest rate spread and interest rate
margin in their work analyzing financial institutions. These are asset-based measures. Because we consolidate the
assets and liabilities of securitization entities for GAAP purposes, our total GAAP assets and liabilities may vary
strongly over time, and may not be comparable in economic reality to assets typically used in these calculations
for other financial institutions. As a result, we believe equity-based profitability ratios may be more appropriate
than asset-based measures for some analyses of Redwood’s operations. We believe, for example, that net
interest income as a percentage of equity is a useful measure of profitability. For operating expenses, we believe
useful measures are operating efficiency ratio (operating expenses as a percentage of net interest income) and
operating expenses as a percentage of equity.

REIT SUBSIDIARY
A REIT subsidiary is a subsidiary of a REIT that is taxed as a REIT.

REDWOOD DEBT

Redwood debt is debt that is an obligation of Redwood. We have been using debt to fund the acquisition of our
inventory assets. We obtain this debt from a variety of Wall Street firms, banks, and other institutions. In addition,
we have a commercial paper facility that will allow us to issue short-term debt to finance the acquisition of
residential loans as inventory prior to securitization. In the future, we expect to fund ongoing investments in assets
using Redwood debt.

REAL ESTATE INVESTMENT TRUST (REIT)

An entity that makes a tax election to be taxed as a REIT, invests in real estate assets, and that meets certain
qualifications. By meeting certain tests, including the distribution as dividends of at least 90% of REIT taxable
income, profits are not taxed at the corporate level for a REIT to the extent that these profits are distributed as
dividends to stockholders. This provides an operating cost savings, as most profits are not taxed at the entity level.
On the other hand, the requirement to pay out as dividends most of the REIT profits means it can be harder for a
REIT to grow if using only internally-generated funds (as opposed to issuing new stock).

REIT RETAINED TAXABLE INCOME

REIT retained taxable income is not a measure calculated in accordance with GAAP. REIT retained taxable
income is the taxable income earned at the REIT after dividend distributions to our shareholders, less corporate
income taxes and excise taxes paid at the REIT level. A reconciliation of REIT retained taxable income to GAAP
income appears in Tables 3 and 4 of the Appendix.

REIT TAXABLE INCOME

REIT taxable income is not a measure calculated in accordance with GAAP. REIT taxable income is pre-tax
income calculated for tax purposes at Redwood including only its qualified REIT subsidiaries (excluding its taxable
subsidiaries). REIT taxable income is an important measure as it is the basis of our dividend distributions to
shareholders. We must distribute at least 90% of REIT taxable income as dividends to shareholders over time. As
a REIT, we are not subject to corporate income taxes on the REIT taxable income we distribute. We pay income
tax on the REIT taxable income we retain (we can retain up to 10% of the total). A reconciliation of REIT taxable
income to GAAP income appears in Table 3 of the Appendix.
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RETURN ON EQUITY (ROE) AND ADJUSTED RETURN ON EQUITY

ROE is the amount of profit we generate each year per dollar of equity capital. Adjusted ROE is GAAP income
divided by core equity. Core equity excludes those balance sheet mark-to-market adjustments that are not
included in our income statement. Thus, only those asset market value changes that are included in our income
statement will affect adjusted ROE. A reconciliation of GAAP ROE to adjusted ROE appears in Table 8 of the
Appendix.

SUB-PRIME SECURITIES

Sub-prime securities are residential mortgage-backed securities backed by loans to borrowers who have impaired
credit histories, but who exhibit the ability to repay the current loan. Typically, these borrowers have lower credit
scores and/or other credit deficiencies that prevent them from qualifying for prime or Alt-A mortgages. To
compensate for the greater risks and higher costs to service the loans, sub-prime borrowers pay higher interest
rates, points, and origination fees.

Sub-prime borrowers typically have experienced credit problems in the past, such as late payments or
bankruptcies.

Typical characteristics of sub-prime loan pools are:

® More than 60% of loans with FICO < 680

® \Weighted average LTV over 85%

® More than 70% of loans with LTV over 75%

® Loans with LTV over 80% with no mortgage insurance

SEQUOIA
Sequoia is the brand name for most of the securitizations of residential real estate loans we have sponsored.

TAXABLE SUBSIDIARY

A taxable subsidiary is a subsidiary of a REIT that is not taxed as a REIT and thus pays taxes on its income. A
taxable subsidiary is not limited to investing in real estate and it can choose to retain all of its after-tax profits.

TOTAL RETAINED TAXABLE INCOME

Total retained taxable income is not a measure calculated in accordance with GAAP. Total retained taxable
income is the taxable income earned at the REIT after dividend distributions to our shareholders, plus all of the
taxable income earned at our taxable subsidiaries, less corporate income taxes and excise taxes paid. A
reconciliation of total retained taxable income to GAAP income appears in Tables 3 and 4 of the Appendix.

TOTAL TAXABLE INCOME

Total taxable income is not a measure calculated in accordance with GAAP. Total taxable income is pre-tax
income for Redwood and all its subsidiaries as calculated for tax purposes. Taxable income calculations differ
significantly from GAAP income calculations. The remainder of our total taxable income is income we earn in
taxable subsidiaries. We pay income tax on this income and we generally retain the after-tax income at the
subsidiary level. A reconciliation of total taxable income to GAAP income appears in Table 3 of the Appendix.
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Redwood Trust Corporate Information

Executive Officers: Directors:

George E. Bull, Il George E. Bull, 1l

Chairman of the Board and Chairman of the Board and

Chief Executive Officer Chief Executive Officer

Douglas B. Hansen Douglas B. Hansen

President President

Martin S. Hughes Richard D. Baum

Chief Financial Officer Chief Deputy Insurance
Commissioner for the

Harold F. Zagunis State of California

Vice President

Thomas C. Brown
Brett D. Nicholas CEO, Urban Bay Properties, Inc.
Vice President

Mariann Byerwalter

Loren R. Picard Chairman, JDN Corporate
Vice President Advisory, LLC

Andrew l. Sirkis Greg H. Kubicek

Vice President President, The Holt Group, Inc.

Georganne C. Proctor
Executive Vice President and
Chief Financial Officer, TIAA-CREF

Charles J. Toeniskoetter
Chairman, Toeniskoetter & Breeding, Inc.

David L. Tyler
Private Investor



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

Corporate Office:

One Belvedere Place, Suite 300
Mill Valley, California 94941
Telephone: 415-389-7373

Investor Relations:

Nicole Klock

IR Hotline: 866-269-4976

Telephone: 415-380-2321

Email: nicole.klock@redwoodtrust.com

Transfer Agent:
Computershare

2 North LaSalle Street
Chicago, IL 60602
Telephone: 888-472-1955

For more information about our company, please visit our website at:
www.redwoodtrust.com
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