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Item 5.        OTHER EVENTS

               The REIT Modernization Act, enacted December 15, 1999, permits a
               REIT to own, after December 31, 2000, 100% of the outstanding
               voting securities of a taxable subsidiary. Previously, to comply
               with REIT rules, Redwood Trust, Inc. owned all of the preferred
               stock of its taxable affiliate RWT Holdings, Inc., which
               represented a nonvoting 99% economic interest in RWT Holdings.
               The voting common stock of RWT Holdings was owned by the Chairman
               and President of Redwood Trust, Inc., George E. Bull III and
               Douglas B. Hansen, respectively. Effective January 1, 2001,
               Redwood Trust acquired the voting common stock of RWT Holdings
               for an aggregate amount of $300,000. Redwood Trust's Audit
               Committee determined the purchase price based upon an independent
               appraisal obtained by the Committee and through negotiations with
               Messrs. Bull and Hansen, taking into account projected cost
               savings to Redwood Trust from being able to consolidate RWT
               Holdings into Redwood Trust's future financial statements and
               other potential benefits to Redwood Trust. As a result of the
               acquisition, Redwood Trust owns 100% of the voting common stock
               of RWT Holdings. Redwood Trust's consolidated financial
               statements beginning with fiscal year 2001 will include RWT
               Holdings as a consolidated wholly-owned subsidiary.
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