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Item 5.02. Compensatory Arrangements of Certain Officers.

As previously reported on a Current Report on Form 8-K (filed with the Securities and Exchange Commission (the “SEC”) on November 16, 2009), on November 14, 2009, the
Board of Directors of Redwood Trust, Inc. (the “Company”) appointed Diane L. Merdian to serve as Chief Financial Officer of the Company commencing on a date to be
determined during March 2010.

On December 9, 2009, the Compensation Committee of the Board of Directors of the Company approved the compensation terms for Ms. Merdian in her position as Chief
Financial Officer.  Those terms provide for an annual base salary for 2010 of $400,000; a target annual cash incentive for 2010 of 75% of base salary, pro rated for Ms. Merdian’s
period of employment during 2010, and subject to the attainment of company performance and personal performance metrics (with such metrics being consistent with those of
other executive officers of the Company as described in the Company’s Proxy Statement for its 2009 Annual Meeting of Stockholders, a copy of which was filed with the SEC on
April 3, 2009); and an award of deferred stock units (made pursuant to the Company’s Incentive Plan and to be granted as of the commencement of Ms. Merdian’s employment)
with an equivalent market value of $500,000 (measured as of the commencement of Ms. Merdian’s employment), which award will vest over a four-year period.   In addition, Ms.
Merdian will receive a relocation and transition expense allowance of $200,000.  Ms. Merdian will be eligible to receive a 2010 year-end equity award of deferred stock units, with
any such award to be at the discretion of the Compensation Committee of the Redwood Trust Board of Directors.
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