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ITEM 1. BUSINESS
General

MAXXAM Group HoldingsInc. (the* Company” or“MGHI") isawholly owned subsidiary of MAXXAM Inc.
(“MAXXAM™). The Company’s wholly owned subsidiary, MAXXAM Group Inc. (“MGI"), and MGI’s wholly
owned subsidiaries, The Pacific Lumber Company (“ Pacific Lumber™) and Britt Lumber Co., Inc. (“Britt”), are
engaged in forest products operations. Pacific Lumber’s principal wholly owned subsidiaries are Scotia Pacific
Company LLC (“Scotia LLC") and Salmon Creek LLC (“ Salmon Creek”). Asused herein, the terms“ Company,”
“MGHI,” “MGI,” “PacificLumber,” “Kaiser” or “MAXXAM” refer to therespectivecompaniesand their subsidiaries,
unless otherwise noted or the context indicates otherwise.

Pacific Lumber, which has been in continuous operation for over 130 years, engagesin several principal aspects
of thelumber industry—the growing and harvesting of redwood and Douglas-fir timber, the milling of logsinto lumber
products and the manuf acturing of lumber into avariety of value-added finished products. Britt manufactures redwood
fencing and decking products from small diameter logs, a substantial portion of which Britt acquires from Pacific
Lumber (as Pacific Lumber cannot efficiently process them in its own mills). The Company also owns 27,938,250
shares of the common stock of Kaiser Aluminum Corporation (* Kaiser”), representing a 35.1% interest in Kaiser. In
addition, MAXXAM hasadirect interest in Kaiser of 27.8%. Kaiser isapublicly traded company (New Y ork Stock
Exchange trading symbol “KLU”) which operatesin several principal aspects of the aluminum industry—the mining
of bauxite, therefining of bauxiteinto aumina, the production of primary aluminumfrom alumina, and the manufacture
of fabricated (including semi-fabricated) aluminum products.

This Annual Report on Form 10-K contains statementswhich constitute forwar d-looking statements” withinthe
meaning of the Private Securities Litigation Reform Act of 1995. These statements appear in a number of places (see
Item1. “ Business—Forest Products Oper ations—Pacific Lumber Operations—Harvesting Practices,” “* —Production
Facilities,” “ —Regulatoryand Environmental Factors’ and* —Aluminum Oper ations—General—Competition” Item
3. “ Legal Proceedings’ and Item 7. “ Management’ s Discussion and Analysis of Financial Condition and Results of
Operations—Background,” “ —Financial Condition and Investing and Financing Activities’ and“ —Trends’ ). Such
statements can be identified by the use of forward-looking terminology such as “believes,” “ expects,” “may,”
“estimates,” “will,” “should,” “plans’ or “anticipates’ or the negative thereof or other variations thereon or
comparable terminology, or by discussions of strategy. Readers are cautioned that any such forward-looking
statements are not guarantees of future performance and involve significant risks and uncertainties, and that actual
results may vary materially from the forwar d-looking statements as a result of variousfactors. These factorsinclude
the effectiveness of management’ s strategies and decisions, general economic and business conditions, devel opments
intechnology, new or modified statutory or regulatory requirements and changing prices and market conditions. This
Report identifies other factorsthat could cause such differences between such forwar d-looking statements and actual
results. No assurance can be given that these are all of the factors that could cause actual resultsto vary materially
from the forward-looking statements.

Forest Products Operations
Pacific Lumber Operations

Timber and Timberlands

Pacific Lumber owns and manages approximately 219,000 acres of virtually contiguous commercial timberlands
located in Humboldt County along the northern California coast, an area which has very favorable soil and climate
conditionsfor growing timber. Thesetimberlands contain approximately 67% redwood, 26% Douglas-fir and 7% other
timber, are located in close proximity to Pacific Lumber’s four sawmills and contain an extensive network of roads.
Approximately 205,000 acres of Pacific Lumber's timberlands are owned by Scotia LLC (the “Scotia LLC
Timberlands’), and ScotiaL L C hasthe exclusiveright to harvest (the“ ScotiaLL C Timber Rights’) approximately
12,200 acresof Pacific Lumber’ stimberlands. Thetimber in respect of the Scotial LC Timberlandsand the ScotiaLLC
Timber Rights is collectively referred to asthe  Scotia LLC Timber.” Substantially all of Scotia LLC’s assets are
pledged as security for its $867.2 million original aggregate principal amount of 6.55% Series B Class A-1 Timber
Collateralized Notes, 7.11% Series B Class A-2 Timber Collateralized Notes and 7.71% Series B Class A-3 Timber
Collateralized Notes(collectively the” Timber Notes’). The Timber Notesare governed by an Indenture (the” Timber
Notes Indenture’). Pacific Lumber harvests and purchases from Scotia LLC virtually al of the logs harvested from



the Scotia LLC Timber. See “—Relationships with Scotia LLC and Britt” below for a description of this and other
rel ationships among Pacific Lumber, Scotia LLC and Britt.

On March 1, 1999, Pacific Lumber, Scotia LLC and Salmon Creek (collectively, the “Palco Companies’)
consummated the Headwaters Agreement (the “Headwaters Agreement”) with the United States and California,
pursuant to which approximately 5,600 acres of timberlands owned by the Palco Companies known as the Headwaters
Forest and the Elk Head Springs Forest (the “ Headwaters Timberlands’) were transferred to the United States. A
substantial portion of the Headwaters Timberlands consists of virgin old growth timberlands. In consideration for the
transfer of the Headwaters Timberlands, Salmon Creek was paid $299.9 million, Scotia LLC was paid $150,000 and
approximately 7,700 acres of timberlands known as the Elk River Timberlands (the “ Elk River Timberlands’) were
transferred to Pacific Lumber (and subsequently transferred to Scotia LLC). In addition, upon consummation of the
Headwaters Agreement (i) habitat conservation and sustained yield plans were approved covering the Scotia LLC
Timberlands (as defined below), (i) the Palco Compani es dismissed takingslitigation pending against the United States
and California and (iii) California agreed to purchase a portion of Pacific Lumber’'s Grizzly Creek grove, as well as
ScotiaLLC’'s Owl Creek grove. Salmon Creek placed $169.0 million of the proceeds from the sale of the Headwaters
Timberlandsinto a Scheduled Amortization Reserve Account (* SAR Account”) inorder to support principal payments
on Scotia LLC's Timber Notes (as defined below). See “—Regulatory and Environmental Factors” and Note 2 to the
Consolidated Financial Statements.

Timber generally iscategorized by speciesand the age of atreewhenit isharvested. “ Old growth” treesare often
defined as trees which have been growing for approximately 200 years or longer, and “ young growth” trees are those
which have been growing for lessthan 200 years. Theforest productsindustry grades|umber into variousclassifications
according to quality. Thetwo broad categoriesinto which all gradesfall based on the absence or presence of knotsare
called “upper” and “common” grades, respectively. Old growth trees have a higher percentage of upper grade lumber
than young growth trees.

Pacific Lumber engages in extensive efforts to supplement the natural regeneration of timber and increase the
amount of timber onitstimberlands. Pacific Lumber isrequired to comply with Californiaforestry regulationsregarding
reforestation, which generally require that an area be reforested to specified standards within an established period of
time. Pursuant to the Services Agreement described below (see “—Relationships with Scotia LL C and Britt"), Pacific
Lumber conducts regeneration activities on the Scotia LLC Timberlands for Scotia LLC. Regeneration of redwood
timber generally is accomplished through the natural growth of new redwood sprouts from the stump remaining after a
redwood tree is harvested. Such new redwood sprouts grow quickly, thriving on existing mature root systems. In
addition, Pacific Lumber supplements natural redwood regeneration by planting redwood seedlings. Douglas-fir timber
isregenerated almost entirely by planting seedlings. During 2000, Pacific L umber planted an estimated 586,000 redwood
and Douglas-fir seedlings.

Californialaw requirestimber owners such as Pacific Lumber to demonstratethat their operationswill not decrease
the sustainable productivity of their timberlands. A timber company may comply with this requirement by submitting
asustained yield plan to the California Department of Forestry and Fire Protection (“ CDF”) for review and approval.
A sustained yield plan contains a timber growth and yield assessment, which evaluates and calculates the amount of
timber and long-term production outlook for acompany’ s timberlands, a fish and wildlife assessment, which addresses
the condition and management of fisheries and wildlife in the area, and a watershed assessment, which addresses the
protection of aquatic resources. Therelevant regulationsrequiredetermination of along-termsustainedyield (“LTSY")
harvest level, which is the average annual harvest level that the management area is capable of sustaining in the last
decade of a 100-year planning horizon. The LTSY is determined based upon timber inventory, projected growth and
harvesting methodologies, aswell as soil, water, air, wildlife and other relevant considerations. A sustained yield plan
must demonstrate that the average annual harvest over any rolling ten-year period within the planning horizon does not
exceed the LTSY.

Pacific Lumber isalso subject to federal and state laws providing for the protection and conservation of wildlife
species which have been designated as endangered or threatened, certain of which are found on Pacific Lumber’'s
timberlands. Theselawsgenerally prohibit certain adverse impacts on such species (referred to asa*” take” ), except for
incidental takes which do not jeopardize the continued existence of the affected species and which are made in
accordance with an approved habitat conservation plan and related incidental take permit. A habitat conservation plan
analyzestheimpact of theincidental take and specifies measuresto monitor, minimize and mitigate suchimpact. Aspart
of the Headwaters Agreement, Scotia LLC and Pacific Lumber reached agreement with various federal and state



regulatory agencieswith respect to asustained yield plan (the* SY P”) and amulti-species habitat conservation plan (the
“HCP,” together with the SY P, the* Environmental Plans’). See“—Regulatory and Environmental Factors’ below.

Harvesting Practices

Thissection contains statementswhich constitute” forward-looking statements’ within the meaning of the Private
Securities Litigation Reform Act of 1995. Seeltem 1. “ Business—General” in this section for cautionary information
with respect to such forward-looking statements.

The ability of Pacific Lumber to harvest timber will depend, in part, upon its ability to obtain regulatory approval
of timber harvesting plans (“ THPS"). Prior to harvesting timber in California, companies are required to obtain the
CDF s approval of adetailed THP for the areato be harvested. A THP must be submitted by aregistered professional
forester and must include information regarding the method of proposed timber operationsfor a specified area, whether
the operations will have any adverse impact on the environment and, if so, the mitigation measures to be used to reduce
any suchimpact. The CDF s evaluation of THPs incorporates review and analysis of such THPs by several California
and federal agencies and public comments received with respect to such THPs. An approved THP is applicable to
specific acreage and specifiesthe harvesting method and other conditionsrelating to the harvesting of thetimber covered
by such THP. The number of Scotia LLC's approved THPs and the amount of timber covered by such THPs varies
significantly from time to time, depending upon the timing of agency review and other factors. Timber covered by an
approved THP istypically harvested within aone year period from the date harvesting first begins. The Timber Notes
Indenture requires Scotia LL C to use its best efforts (consistent with prudent business practices) to maintain a number
of pending THPs which, together with THPs previously approved, would cover rights to harvest a quantity of Scotia
LLC Timber adequateto pay interest and principal amortization based onthe Minimum Principal Amortization Schedule
for the Timber Notesfor the next succeeding twelve month period. Despite ScotiaL L C’ sbest efforts, it hasexperienced
an absence of a sufficient number of THPs available for harvest to enable it to conduct its operations at levels it had
experienced prior to 1998 or at level swhich meet itsexpectations. Seeltem 7. “Management’ sDiscussion and Analysis
of Financial Conditionand Resultsof Operations—Trends.” However, Scotial L C believesthat the Environmental Plans
should in the long-term expedite the preparation and facilitate approval of its THPs, although Scotia LLC continuesto
experience difficulties in the THP approval process as it implements the Environmental Plans.

Pacific Lumber maintains a detail ed geographical information system covering itstimberlands (the“ GIS’). The
Gl Scoversnumerousaspectsof Pacific Lumber’ sproperties, including timber type, treeclass, wildlife data, roads, rivers
and streams. Pursuant to the terms of the Services Agreement (as defined below), Pacific Lumber, to the extent
necessary, provides Scotia L L C with personnel and technical assistanceto assist ScotiaL L Cin updating, upgrading and
improving the GIS and the other computer systems owned by Scotia LLC. By carefully monitoring and updating this
data base and conducting field studies, Pacific Lumber’ s foresters are better able to devel op detailed THPs addressing
the various regulatory requirements. Pacific Lumber also utilizes a Global Positioning System (“ GPS’) which allows
precise location of geographic features through satellite positioning. Use of the GPS greatly enhances the quality and
efficiency of the GIS data.

Pacific Lumber employs a variety of well-accepted methods of selecting trees for harvest designed to achieve
optimal regeneration. These methods, referred to as “silvicultural systems” in the forestry profession, range from very
light thinnings aimed at enhancing the growth rate of retai ned treesto clear cutting which resultsinthe harvest of all trees
inan areaand replacement with anew forest stand. |n between are anumber of varying levels of partial harvestswhich
can be employed.

Production Facilities

Thissection contains statementswhich constitute“ forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. Seeltem 1. “ Business—General” in thissection for cautionary information
with respect to such forward-looking statements.

Pacific Lumber owns four highly mechanized sawmills and related facilities located in Scotia, Fortuna and
Carlotta, Caifornia. The sawmills historically have been supplied almost entirely from timber harvested from Pacific
Lumber’s timberlands. Since 1986, Pacific Lumber has implemented numerous technological advances that have
increased the operating efficiency of its production facilities and the recovery of finished products from its timber.
Pacific Lumber produced approximately 205, 155 and 230 million board feet of lumber in 2000, 1999 and 1998,
respectively. The Fortunasawmill produces primarily common grade lumber and during 2000 produced approximately
83 million board feet of lumber. The Carlotta sawmill produces both common and upper grade redwood lumber and
during 2000, produced approximately 55 million board feet of lumber. Sawmills“A” and“B” areboth located in Scotia.
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Sawmill “A” processes Douglas-fir logs and Sawmill “B” primarily processes large diameter redwood logs. During
2000, Sawmills“A” and “B” produced approximately 57 million and 10 million board feet of lumber, respectively.
During 2000, Pacific Lumber partialy curtailed operations at al of its sawmills due to difficulties in supplying an
adequate number of logs. During the first two months of 2001, all of the sawmills have continued to experience some
curtailment dueto inadequatelog supply. Seeltem 7. “Management’ s Discussion and Analysisof Financial Condition
and Results of Operations—Trends.”

Britt owns a 46,000 square foot mill in Arcata, California. Britt’s primary business is the processing of small
diameter redwood logsinto fencing products for saleto retail and wholesale customers. It operated as an independent
manufacturer of fence products until it was purchased by a subsidiary of the Company in 1990. Britt purchases,
primarily from Pacific Lumber but also from other timberland owners, small diameter (6 to 15 inch) redwood logs of
varying lengths. Britt processes these logs at its mill into a variety of fencing products, including “dog-eared” 1" by
6" fence stock in six foot lengths, 4" by 4" fence postsin 6 through 12 foot lengths, and other lumber productsin 6
through 12 foot lengths. Britt’ s purchases of logs fromthird parties are generally consummated pursuant to short-term
contracts of 12 monthsor less. Britt’s manufacturing operations are conducted on 12 acres of land, ten acres of which
are leased on along-term fixed price basis from an unrelated third party. An 18 acre log sorting and storage yard is
located one-quarter of amile away. Britt's (single shift) mill capacity, assuming 40 production hours per week, is
estimated at 37.4 million board feet of fencing products per year. Britt constructed a 25,000 square foot
remanufacturing facility during 2000, which is expected to become operational in the second quarter of 2001.

Pacific Lumber operates a finishing and remanufacturing plant in Scotia which processes rough lumber into a
variety of finished products such as trim, fascia, siding and paneling. These finished products include a variety of
customized trim and fascia patterns. Remanufacturing enhances the value of some grades of lumber by assembling
knot-free pieces of narrower and shorter lumber into wider or longer piecesin Pacific Lumber’ s state-of -the-art end and
edge glue plants. The result is a standard sized upper grade product which can be sold at a significant premium over
common gradeproducts. Pacific Lumber hasalsoinstalled alumber remanufacturing facility atitsmill in Fortunawhich
processes low grade redwood common lumber into value-added, higher grade redwood fence and related products.

Pacific Lumber dries the mgjority of its upper grade lumber before it is sold. Upper grades of redwood lumber
are generally air-dried for three to twelve months and then kiln-dried for seven to twenty-four days to produce a
dimensionaly stable and high quality product which generally commands higher pricesthan “green” lumber (whichis
lumber sold before it has been dried). Upper grade Douglas-fir lumber is generally kiln-dried immediately after it is
cut. Pacific Lumber owns and operates 34 kilns, having an annual capacity of approximately 95 million board feet, to
dry itsupper gradesof lumber efficiently in order to produceaquality, premium product. Pacific Lumber also maintains
several large enclosed storage sheds which can hold approximately 27 million board feet of lumber.

Pacific Lumber ownsand operatesamodern 25-megawatt cogeneration power plant whichisfueled almost entirely
by the wood residue from Pacific Lumber’ s milling and finishing operations. This power plant generates substantially
all of the energy requirements of Scotia, California, the town adjacent to Pacific Lumber’ s timberlands where several
of its manufacturing facilities are located. Pacific Lumber sells surplus power to Pacific Gas and Electric Company.
In 2000, the sale of surplus power accounted for approximately 3% of Pacific Lumber’s total revenues.



Products
Thefollowingtable setsforth thedistribution of MGI’ slumber production (on anet board foot basis) and revenues
by product line:

Year Ended December 31, 2000 Year Ended December 31, 1999
% of Total % of Total

Lumber % of Total Lumber % of Total

Production Lumber % of Total Production Lumber % of Total
Product Volume Revenues Revenues Volume Revenues Revenues

Upper grade redwood lumber . . . .. .. 7% 16 % 14 % 9% 23% 20%
Common grade redwood lumber . . .. 59% 58 % 51 % 52% 51% 46%
Tota redwood lumber .......... 66% 74 % 65 % 61% 74% 66%
Upper grade Douglas-fir lumber . . . .. 4% 9% 8% 5% 8% 7%
Common grade Douglas-fir lumber . . 28% 16 % 14% 29% 16% 14%
Tota Douglas-fir lumber ........ 32% 25 % 22 % 34% 24% 21%
Other grades of lumber ............ 2% 1% 1% 5% 2% 2%
Total lumber ............... 100% 100% 88% 100% 100% 89%
LOgS .. i 2% -
Hardwood chips ................. 2% 3%
Softwood chips.................. 4% 4%
Tota wood chips .............. 6% 7%

In 2000, MGl sold approximately 253 million board feet of lumber, which accounted for approximately 88% of
itstotal revenues. Lumber productsvary greatly by the species and quality of the timber fromwhich they are produced.
Lumber issold not only by grade (such as*“ upper” grade versus“common” grade), but also by board size and thedrying
process associated with the lumber.

Redwood lumber has historically been MGI’ s largest product category. Redwood is commercially grown only
along the northern coast of Californiaand possesses certain unique characteristicsthat permit it to be sold at apremium
to many other wood products. Such characteristicsinclude its natural beauty, superior ability to retain paint and other
finishes, dimensiona stability and innate resistance to decay, insects and chemicals. Typical applications include
exterior siding, trim and fascia for both residential and commercial construction, outdoor furniture, decks, planters,
retaining walls and other specialty applications. Redwood also has a variety of industrial applications because of its
chemical resistance and because it does not impart any taste or odor to liquids or solids.

Upper grade redwood lumber, which is derived primarily from large diameter logs and is characterized by an
absence of knotsand other defects, isused primarily in distinctiveinterior and exterior applications. Theoverall supply
of upper grade lumber has been diminishing due to increasing environmental and regulatory restrictions and other
factors. See Item 7. “Management’'s Discussion and Analysis of Financial Condition and Results of
Operations—Background.” Common grade redwood lumber, historically MGI’ slargest volume product, has many of
the same aesthetic and structural qualities of redwood uppers, but has some knots, sapwood and a coarser grain. Such
lumber is commonly used for construction purposes, including outdoor structures such as decks, hot tubs and fencing.

Douglas-fir lumber isused primarily for new construction and some decorative purposes and iswidely recognized
foritsstrength, hard surface and attractive appearance. Douglas-firisgrown commercially alongthewest coast of North
America and in Chile and New Zealand. Upper grade Douglas-fir lumber is derived primarily from old growth
Douglas-fir timber and isused principally infinished carpentry applications. Common grade Douglas-fir lumber isused
for avariety of general construction purposes and islargely interchangeable with common grades of other whitewood
lumber.

MGI does not have any significant contractual relationships with third parties relating to the purchase of logs.
During 2000, MGl purchased approximately 40 million board feet of logs from third parties.

Pacific Lumber uses awhole-log chipper to produce wood chips from hardwood trees which would otherwise be
left aswaste. These chipsare sold to third parties primarily for the production of facsimile and other specialty papers.



Pacific Lumber a so produces softwood chips from the wood residue from its milling operations. These chips are sold
to third parties for the production of wood pulp and paper products. The Company also derives revenues from a soil
amendment operation and a concrete block manufacturing operation.

Backlog and Seasonality

MGI’ sbacklog of salesordersat December 31, 2000 and 1999 was approximately $15.7 millionand approximately
$19.0 million, respectively, the substantial portion of which was delivered in the first quarter of the next fiscal year.
Thedeclinein the sales backlog from 1999 to 2000 was principally due to adiminished supply of THPswhich reduced
the volume of logs available for the production of lumber products. See Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Trends.” MGI has historically experienced lower first
quarter sales due largely to the general decline in construction-related activity during the winter months. As a
consequence, MGI’ sresultsin any one quarter are not necessarily indicative of resultsto be expected for the full year.
See“—Regulatory and Environmental Factors’ below and Item 7. “ Management’ sDiscussion and Analysisof Financial
Condition and Results of Operations—Background.”

Marketing

The housing, construction and remodeling markets are the primary markets for MGI’ s lumber products. MGI’s
policy isto maintain awide distribution of its products both geographically and in terms of the number of customers.
MGI sells its lumber products throughout the country to a variety of accounts, the large majority of which are
wholesalers, followed by retailers, industrial users, exporters and manufacturers. Upper grades of redwood and
Douglas-fir lumber are sold throughout the entire United States, as well as to export markets. Common grades of
redwood lumber are sold principally west of theMississippi River, with Californiaaccounting for approximately 71.1%
of these salesin 2000. Common grades of Douglas-fir lumber are sold primarily in Caifornia. In 2000, MGI had three
customers which accounted for approximately 11.1%, 7.1% and 5.6%, respectively, of MGI’s total net lumber sales.
Exports of lumber accounted for approximately 4.8% of MGI’s total revenues in 2000. MGI markets its products
through its own sales staff which focuses primarily on domestic sales.

MGI actively follows trends in the housing, construction and remodeling markets in order to maintain an
appropriatelevel of inventory and assortment of products. Duetoitshigh quality products, competitive pricesand long
history, MGI believesit has a strong degree of customer loyalty.

Competition

MGI’ slumber issold in highly competitive markets. Competition isgenerally based upon acombination of price,
service, product availability and product quality. MGI’ s products compete not only with other wood products but with
metals, masonry, plastic and other construction materials made from non-renewable resources. The level of demand
for MGI’ s productsis dependent on such broad factors as overall economic conditions, interest rates and demographic
trends. In addition, competitive considerations, such astotal industry production and competitors’ pricing, aswell as
the price of other construction products, affect the sales pricesfor MGI’ slumber products. Competitioninthecommon
grade redwood and Douglas-fir lumber market isintense, with MGI competing with numerous large and small lumber
producers. MGI primarily competes with the northern California mills of Georgia Pacific, Eel River and Redwood
Empire.

Employees
As of March 1, 2001, MGI had approximately 1,430 employees, none of whom are covered by a collective
bargaining agreement.

Relationships with Scotia LLC and Britt

Scotia LLC's foresters, wildlife and fisheries biologists, geologists and other personnel are responsible for
providing a number of forest stewardship techniques, including protecting the timber located on the Scotia LLC
Timberlands from forest fires, erosion, insects and other damage, overseeing reforestation activities and monitoring
environmental and regulatory compliance. Scotia LLC's personnel are also responsible for preparing THPs and
updating the information contained in the GIS. See “—Harvesting Practices’ above for a description of the GIS
updating process and the THP preparation process.

Scotial L C and Pacific Lumber are partiesto several agreementsbetween themsel ves, including amaster purchase
agreement and a services agreement, relating to the conduct of their forest products' operations. The master purchase
agreement governs the sale to Pacific Lumber by Scotia LLC of logs harvested from the Scotia LLC Timberlands.



Under the services agreement, Pacific Lumber provides operational, management and related services to Scotia LLC
with respect to the Scotia LLC Timberlands. ScotiaLLC and Pacific Lumber are also parties to agreements providing
for reciprocal rights of ingress and egress through their respective properties, the indemnification of Scotia LLC by
Pacific Lumber for environmental liabilities incurred in connection with the Scotia LLC Timberlands, and certain
services provided by Scotia LLC to Pacific Lumber.

Pacific Lumber isalso a party to an agreement with Britt (the“ Britt Agreement”) which governsthe sale of logs
by Pacific Lumber and Britt to each other, the sale of hog fuel (wood residue) by Britt to Pacific Lumber for use in
Pacific Lumber’s cogeneration plant, the sale of lumber by Pacific Lumber and Britt to each other, and the provision
by Pacific Lumber of certain administrative servicesto Britt (including accounting, purchasing, data processing, safety
and human resources services).

Regulatory and Environmental Factors

Thissection contains statementswhich constitute forwar d-looking statements” withinthe meaning of the Private
Securities Litigation Reform Act of 1995. Seeltem 1. “ Business—General” in this section for cautionary information
with respect to such forward-looking statements.

General

Pacific Lumber’s businessis subject to the Environmental Plans and avariety of Californiaand federa laws and
regulations dealing with timber harvesting, threatened and endangered species and habitat for such species, and air and
water quality. Compliance with such laws and regulations also plays a significant role in Pacific Lumber’s business.
TheCaliforniaForest Practice Act (the* Forest Practice Act”) and rel ated regul ations adopted by the CaliforniaBoard
of Forestry and Fire Protection (the “BOF”) set forth detailed requirements for the conduct of timber harvesting
operationsin California. These requirementsinclude the obligation of timber companiesto obtain regul atory approval
of detailed THPs containing information with respect to areas proposed to be harvested (see “—Harvesting Practices’
above). Californialaw alsorequireslargetimber companies submitting THPsto demonstrate that their proposed timber
operationswill not decrease the sustainable productivity of their timberlands. See“—Timber and Timberlands’ above.
The federal Endangered Species Act (the “ESA”) and California Endangered Species Act (the* CESA”) providein
genera for the protection and conservation of specifically listed wildlife and plants which have been declared to be
endangered or threatened. Theselawsgenerally prohibit thetake of certain species, except for incidental takes pursuant
to otherwise lawful activities which do not jeopardize the continued existence of the affected species and which are
made in accordance with an approved habitat conservation plan and related incidental take permits. A habitat
conservation plan, among other things, analyzes the potential impact of the incidental take of species and specifies
measures to monitor, minimize and mitigate such impact. The operations of Pacific Lumber are also subject to the
CdiforniaEnvironmental Quality Act (the“ CEQA™), which providesfor protection of the state’' sair and water quality
and wildlife, and the California Water Quality Act and Federal Clean Water Act, which require that Pacific Lumber
conduct its operations so asto reasonably protect the water quality of nearby riversand streams. Compliancewith such
laws, regulations and judicial and administrative interpretations, together with other regulatory and environmental
matters, have resulted in restrictions on the scope and timing of its timber operations, increased operational costs and
engendered litigation and other challenges to its operations.

The Environmental Plans

The Environmental Plans, consisting of the HCP and the SY P, were approved by the applicable federal and state
regulatory agencies upon the consummation of the Headwaters Agreement. In connection with approval of the
Environmental Plans, incidental take permits (“ Per mits’) were issued with respect to certain threatened, endangered
and other species found on the Scotia LLC Timberlands. The Permits cover the 50-year term of the HCP and allow
incidental takes of 17 different species covered by the HCP, including four specieswhich are found on the ScotiaLLC
Timberlands and had previously been listed as endangered or threatened under the ESA and/or the CESA. The
agreements which implement the Environmental Plans also provide for various remedies (including the issuance of
written stop orders and liquidated damages) in the event of a breach by Scotia LLC of these agreements or the
Environmental Plans.

Under the Environmental Plans, harvesting activitiesare prohibited or restricted on certain areas of the ScotiaLLC
Timberlands. For a50-year period, harvesting activitiesare severely restricted in several areas(consisting of substantial
guantitiesof old growth redwood and Douglas-fir timber) to serve ashabitat conservation areasfor themarbled murrelet,
acoastal seabird, and certain other species. Harvesting in certain other areasof the ScotiaL L C Timberlandsiscurrently



prohibited whilethese areas are eval uated for the potential risk of |andslide and the degreeto which harvesting activities
will be prohibited or restricted in the future. Further, additional areas alongside streamsides have been designated as
buffers, in which harvesting isprohibited or restricted, to protect aquatic and riparian habitat. These streamsidebuffers
may be adjusted up or down, subject to certain minimum and maximum buffers, based upon an ongoing watershed
analysis process, which the HCPrequiresbe completed within five years of itseffective date. Pacific Lumber’ sanalysis
of the Freshwater watershed has recently been released, and is subject to review and approval by the applicable
regulatory agencies. Theanalysisfor two additional watershedsisnearing compl etion, whilethe analysesfor additional
watersheds are in various stages of completion.

The HCP also imposes certain restrictions on the use of roads on the timberlands covered by the HCP during
several months of the year and during periods of wet weather, except for certain limited situations. These restrictions
may restrict operations so that certain harvesting activities can generally only be carried out from June through October
of any particular harvest year, and then only if wet weather conditions do not exist. However, Pacific Lumber
anticipates that some harvesting will be able to be conducted during the other months. The HCP also requiresthat 75
miles of roads be stormproofed on an annual basis. Certain other roads must be built or repaired. The HCP requires
the stormproofing to be done between May 2 and October 14 of each year, while the road building and repair is to be
accomplished between June 2 and October 14 of each year. The road stormproofing and building and repair is also
required to be suspended if certain wet weather conditions exist.

The HCP contains an adaptive management provision, which various regulatory agencies have clarified will be
implemented on atimely and efficient basis, and in amanner which will be both biologically and economically sound.
This provision allows the Palco Companiesto propose changesto any of the HCP prescriptions based on, among other
things, certain economic considerations. The regulatory agencies have aso clarified that in applying this adaptive
management provision, to the extent the changes proposed do not result in the jeopardy of a particular species, the
regulatory agencieswill consider the practicality of the suggested changes, including the cost and economic feasibility
and viability.

Owl Creek and Grizzly Creek Agreements

In connection with the consummation of the Headwaters Agreement, California entered into agreements with
respect to the future purchase of the Owl Creek grove (the “Owl Creek Agreement”) and a portion of the Grizzly
Creek grove (the “ Grizzly Creek Agreement”).

Under the Owl Creek Agreement, Scotia LLC agreed to sell the Owl Creek grove to the state of Californiafor
consideration consisting of the lesser of the appraised fair market value or $79.7 million. On December 29, 2000, the
state of California purchased the Owl Creek grove for $67.0 million in cash.

With respect to the potential future sale of aportion of the Grizzly Creek grove, Pacific Lumber and the California
Wildlife Conservation Board (“CWCB") agreed that Pacific Lumber would transfer a portion of the Grizzly Creek
groveto the state of Californiaat apurchase price not to exceed $19.9 million. The Grizzly Creek Agreement provided
that Californiamust purchase aportion of the Grizzly Creek grove by October 31, 2000, but such date hasbeen mutually
extended to December 31, 2001. Consummation of the purchase is also subject to typical rea estate title and other
closing conditions. Also pursuant to the terms of the Grizzly Creek Agreement, Pacific Lumber granted the state of
Cdlifornia a five-year option to purchase, at fair market value, additional property within the Grizzly Creek grove.
Pacific Lumber is continuing to work with Californiato consummate the sale of a portion of the Grizzly Creek grove.

Water Quality

Under the Federal Clean Water Act, the Environmental Protection Agency (the“ EPA™) is required to establish
total maximum daily load limits (* TM DL S”) in water courses that have been declared to be “water quality impaired.”
The EPA and the North Coast Regional Water Quality Control Board (the “Water Board”) are in the process of
establishing TMDLs for 17 northern Californiarivers and certain of their tributaries, including certain water courses
that flow within the Scotia LLC Timberlands. The Company expects this process to continue into 2010. In the
December 1999 EPA report dealing with TMDLSs on two of the nine water courses, the agency indicated that the
reguirements under the HCP would significantly address the sediment issues that resulted in TMDL requirements for
these water courses. However, the September 2000 report by the staff of the Water Board proposed various actions,
including restrictions on harvesting beyond those required under the HCP. Datesfor hearings concerning these matters
have not been scheduled. Establishment of thefinal TMDL requirementsapplicableto the Company’ stimberlandswill
be alengthy process, and the final TMDL requirements applicable to the Company’ s timberlands may require aquatic



protection measuresthat are different from or in addition to the prescriptionsto be devel oped pursuant to the watershed
analysis process provided for in the HCP.

Impact of Future Legislation

Laws, regulations and related judicial decisions and administrative interpretations dealing with Pacific Lumber’s
business are subject to change and new laws and regul ations are frequently introduced concerning the Californiatimber
industry. Fromtimeto time, billsareintroduced in the Californialegislature and the U.S. Congress which relate to the
business of Pacific Lumber, including the protection and acquisition of old growth and other timberlands, threatened
and endangered species, environmental protection, air and water quality and therestriction, regul ation and administration
of timber harvesting practices. In addition to existing and possible new or modified statutory enactments, regulatory
requirements and administrative and legal actions, the Californiatimber industry remains subject to potential California
or local ballot initiatives and evolving federal and California case law which could affect timber harvesting practices.
Itisnot possible to assess the effect of such future legislative, judicial and administrative events on Pacific Lumber or
its business.

Timber Operator’s License

Historically, Pacific Lumber has conducted logging operations on the Scotia LL C Timberlands with its own staff
of logging personnel aswell asthrough contract loggers. In order to conduct logging operationsin California, alogging
company must obtain from the CDF a Timber Operator’s License. In January 2000, Pacific Lumber was granted a
Timber Operator’s License for the years 2000 and 2001.

Aluminum Operations
General

The Company owns 27,938,250 shares of the common stock of Kaiser, representing a 35.1% interest in Kaiser.
Kaiser operates in several principal aspects of the aluminum industry through its wholly owned subsidiary, Kaiser
Aluminum & Chemical Corporation (“KACC”)—the mining of bauxite, the refining of bauxite into alumina, the
production of primary aluminumfromalumina, and the manuf acture of fabricated (including semi-fabricated) aluminum
products. In addition to the production utilized by Kaiser in its operations, Kaiser sells significant amounts of alumina
and primary aluminum in domestic and international markets. Referencesin thisreport to tons refers to metric tons of
2,204.6 pounds. The following table sets forth production and third party purchases of bauxite, alumina and primary
aluminum and third party shipments and intersegment transfers of bauxite, alumina, primary aluminum and fabricated
products for the years ended December 31, 2000, 1999 and 1998:

Sour ces® Uses®?
Third Party Third Party I nter segment
Production Pur chases Shipments Transfers
(I'n thousands of tons)
Bauxite
2000 . 4,305.0 - 2,007.0 2,342.0
1999 5,261.0 - 1,497.0 3,515.0
1908 . 6,656.0 - 1,659.0 4,639.0
Alumina
2000 . 2,042.9 322.0 1,927.1 751.9
1999 2,524.0 395.0 2,093.9 757.3
1908 . 2,964.0 - 2,250.0 750.7
Primary Aluminum o
2000 . 411.4 206.5 672.4 o -
1999 426.4 260.1 684.6 o -
1908 . 387.0 251.3 668.2 -

@ Sources and uses will not be equal due to the impact of inventory changes and alumina and metal swaps.
@ | ncludes both primary aluminum shipments and pounds of aluminum contained in fabricated aluminum product shipments.

Consistent withitspreviously disclosed strategy, Kaiser isconsidering the possible sale of part or al of itsinterests
in certain operating assets. The contemplated transactions are in various stages of development. Kaiser expects that
at least one operating asset will be sold. Kaiser has multiple transactions underway. It is unlikely, however, that it
would consummate all of the transactions under consideration. Further, there can be no assurance asto the likelihood,
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timing, or terms of such sales. Kaiser would expect to use the proceeds from any such sales for debt reduction, capital
spending or some combination thereof.

Business Operations
Each of the items in this section contains statements which constitute “ forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995. See Item 1. “ Business—General” for cautionary

information with respect to such forward-looking statements.

Kaiser's operations are conducted through five main business units (bauxite and alumina, primary auminum,
commodities marketing, flat-rolled products and engineered products), each of which is discussed below.

Bauxite and Alumina Business Unit
The following table lists Kaiser’ s bauxite mining and alumina refining facilities as of December 31, 2000:

Annual
Production Total

Capacity Annual

Company Availableto Production
Activity Facility L ocation Owner ship the Company Capacity
(I'n thousands of tons)

Bauxite Mining: KJBCW Jamaica 49.0% 4,500.0 4,500.0
Alpart® Jamaica 65.0% 2,275.0 3,500.0
6,775.0 8,000.0
Alumina Refining: Gramercy® Louisiana 100.0% 1,250.0 1,250.0
Alpart Jamaica 65.0% 942.5 1,450.0
QAL® Australia 28.3% 1,032.9 3,650.0

3,225.4 6,350.0

@ Kaiser Jamaica Bauxite Company (“KJBC”).

@ Alumina Partners of Jamaica (“ Alpart”) bauxite is refined into alumina at the Alpart alumina refinery.
® Production was completely curtailed from July 1999 until the middle of December 2000.

@ Queensland Alumina Limited (“ QAL").

Kaiser isamajor producer of alumina and sells significant amounts of its aumina production in domestic and
international markets. Kaiser's strategy is to sell a substantial portion of the alumina available to it in excess of its
internal smelting requirement under multi-year sales contracts with priceslinked to the price of primary aluminum. See
“—Commodities Marketing Business Unit” below.

OnJuly 5, 1999, Kaiser's Gramercy, Louisianaaluminarefinery was extensively damaged by an explosioninthe
digestion area of the plant. A number of employeeswereinjured in theincident, several of them severely. Production
at thefacility was completely curtailed until the middle of December 2000 at which time partial production commenced.
The plant is expected to increase production progressively to approximately 75% of its newly rated estimated annual
capacity of 1,250,000 tons by the end of March 2001, and construction of the damaged part of the facility is expected
to be completed during the third quarter of 2001. At February 28, 2001, the plant was operating at 70% of capacity.
See Note 2 to the Consolidated Financial Statements of Kaiser, which are included as Exhibit 99.3 hereto, for more
detailed information regarding the impact of the Gramercy incident.
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Primary Aluminum Business Unit
The following table lists Kaiser’s primary aluminum smelting facilities as of December 31, 2000:

Annual
Rated Total
Capacity Annual 2000
Company Availableto Rated Operating
L ocation Facility Ownership the Company Capacity Rate
(In thousands of tons)
Domestic:
Washington Mead 100% 200.0 200.0 85%®@
Washington Tacoma 100% 73.0 73.0 41%®
Subtotal 273.0 273.0
International:
Ghana Valco 90% 180.0 200.0 78%
Wales, United Kingdom Anglesey 49% 66.2 135.0 106%
Subtotal 246.2 335.0
Tota 519.2 608.0

@ 2000 operating rates were affected by high market prices for electric power in the Pacific Northwest. Both smelters were
curtailed as of December 31, 2000.

In response to the unprecedented high market prices for power in the Pacific Northwest, Kaiser temporarily
curtailed primary aluminum production at the Tacoma and M ead, Washington smelters during the second half of 2000
and sold a portion of the power that it has under contract through September 30, 2001. Asaresult of the curtailments,
Kaiser avoided the need to purchase power on a variable market price basis and will receive cash proceeds sufficient
to more than offset the cash impact of the potline curtailments over the period for which the power was sold. Kaiser
has made additional power salesin 2001. Both the Mead and Tacoma, Washington smelters are expected to remain
curtailed through September 30, 2001.

Also, during October 2000, Kaiser signed a new power contract with the Bonneville Power Administration
(“BPA™) under which the BPA will provide Kaiser’s operations in the State of Washington with sufficient power to
operate Kaiser's Trentwood facility as well as approximately 40% of the combined capacity of Kaiser's Mead and
Tacoma aluminum smelting operations during the period from October 2001 through September 2006. Power costs
under the new contract are expected to exceed the cost of power under Kaiser’ s current BPA contract by between 20%
to 60% and, perhaps, by as much as 100% in certain periods, and other contract terms are less favorable than Kaiser's
current BPA contract. Kaiser does not have any remarketing rights under the new BPA contract. See Note 7 to the
Consolidated Financial Statements of Kaiser, which areincluded as Exhibit 99.3 hereto, for additional information on
these matters.

Commodities Marketing Business Unit

Kaiser's operating results are sensitive to changes in the prices of alumina, primary aluminum, and fabricated
aluminum products, and also depend to a significant degree upon the volume and mix of al products sold. Primary
aluminum prices havehistorically been subject to significant cyclical fluctuations. Aluminaprices, aswell asfabricated
aluminum product prices (whichvary considerably among products), aresignificantly influenced by changesin theprice
of primary aluminum and generally lag behind primary aluminum prices by up to three months. Fromtimetotimein
the ordinary course of business, Kaiser entersinto hedging transactionsto provide risk management in respect of itsnet
exposure of earnings and cash flow related to primary aluminum price changes. Given the significance of primary
aluminum hedging activities, Kaiser has begun (starting with the year ended December 31, 2000) reporting its primary
aluminum-related hedging activities as a separate segment. Primary aluminum-rel ated hedging activities are managed
centrally on behalf of al of Kaiser's business segments to minimize transaction costs, monitor consolidated net
exposures and to allow for increased responsiveness to changes in market factors. See Item 7A. “Quantitative and
Qualitative Disclosures about Market Risk” and Notes 1 and 10 to the Consolidated Financial Statements of Kaiser,
which are included as Exhibit 99.3 hereto, for further information.
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Hedging activities conducted in respect of Kaiser’s cost exposureto energy prices and foreign exchangeratesare
not considered a part of the commodities marketing segment. Rather, such activities are included in the results of the
business unit to which they relate.

Flat-Rolled Products Business Unit

Kaiser manufactures and markets fabricated aluminum products for the transportation, packaging, construction
and consumer durables markets in the United States and abroad. The flat-rolled product business unit operates the
Trentwood, Washington, rolling mill. The business unit sells to the aerospace, transportation and industrial (“* ATI")
markets (producing heat treat sheet and plate products and automotive brazing sheet) and the beverage contai ner market
(producing lid and tab stock) both directly and through distributors. During 2000, Kaiser shifted the product mix of its
Trentwood rolling mill toward higher value added product lines, such as heat treat sheet and plate, automotive brazing
sheet and beverage can lid and tab stock, and away from beverage can body stock, wheel and common alloy tread
productsin an effort to enhance its profitability.

Engineered Products Business Unit

Theengineered products businessunit operates soft-alloy extrusionfacilitiesin Los Angel es, California; Sherman,
Texas, Tulsa, Oklahoma; Richmond, Virginia; and London, Ontario, Canada; rod and bar extrusion facilitiesin Newark,
Ohio, and Jackson, Tennessee, which produce screw machine stock, redraw rod, forging stock, and billet; and afacility
in Richland, Washington, which produces seamless tubing in both hard and soft alloys for the automotive, other
transportation, export, recreation, agriculture and other industrial markets. The businessunit also producesdrawn tube
in both hard and soft aloys at afacility in Chandler, Arizona, that it purchased in May 2000.

The business unit also operates forging facilities at Oxnard, Cdifornia and Greenwood, South Carolina. The
business unit sells forged partsto customersin the automotive, commercial vehicle and ordnance markets.

Competition

Thissection contains statementswhich constitute“ forward-l1ooking statements” withinthemeaning of thePrivate
SecuritiesLitigation Reform Act of 1995. Seeltem 1. “ Business—General” in thissection for cautionary information
with respect to such forward-looking statements.

Kaiser competes globally with producers of bauxite, alumina, primary aluminum, and fabricated aluminum
products. Many of Kaiser’s competitors have greater financial resourcesthan Kaiser. Primary aluminum and, to some
degree, alumina are commodities with generally standard qualities, and competition in the sale of these commodities
is based primarily upon price, quality and availability. Aluminum competesin many markets with steel, copper, glass,
plastic, and other materials. Kaiser competes with numerous domestic and international fabricators in the sale of
fabricated aluminum products. Kaiser manufactures and markets fabricated al uminum productsfor the transportation,
packaging, construction, and consumer durables markets in the United States and abroad. Sales in these markets are
made directly and through distributors to alarge number of customers. Competition in the sale of fabricated products
isbased upon quality, availability, priceand service, including delivery performance. Kaiser concentratesitsfabricating
operations on selected productsin which it believesit has production expertise, high-quality capability, and geographic
and other competitive advantages. Kaiser believes that, assuming the current relationship between worldwide supply
and demand for aluminaand primary aluminum does not change materially, theloss of any one of Kaiser’s customers,
including intermediaries, would not have a material adverse effect on its financial condition or results of operations.
See also the description of the business units above.

Labor Matters

Asaresult of the September 1998 strike by the United Steelworkers of America(“ USWA™) and the subsequent
“lock-out” by Kaiser in January 1999, and prior to the settlement in September 2000, Kaiser was operating five of its
U.S. facilities with salaried employees and other employees. Under the terms of the settlement, USWA members
generaly returned to the affected plants during October 2000. Although the USWA dispute has been settled and the
workers have returned to the facilities, two allegations of unfair labor practices (“ ULPSs’) remain in connection with
the USWA strike and subsequent lock-out. Kaiser believes that these charges are without merit. See Note 12 to the
Consolidated Financial Statements of Kaiser, which areincluded as Exhibit 99.3 hereto, for adiscussion of the ULPs.
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Asbestos-Related Liability and Expected Recoveries

Kaiser isadefendant in anumber of asbestoslawsuitsthat generally relateto productsit hasnot sold for morethan
20years. Kaiser believesthat it hasinsurance coverage avail ableto recover asubstantial portion of its asbestos-related
costs. For the year ended December 31, 2000, atotal of approximately $99.5 million of ashestos-related settlements
and defense costs were paid and partial insurance reimbursements for asbestos-related matters totaling approximately
$62.8 million were received. See Note 12 to the Consolidated Financial Statements of Kaiser, which are included as
Exhibit 99.3 hereto, for additiona information.

Miscellaneous

For further information concerning the business and financial condition of Kaiser, see Kaiser’s Consolidated
Financial Statements and the notes thereto (Exhibit 99.3 hereto), aswell as Kaiser's Annual Report on Form 10-K for
the fiscal year ended December 31, 1999. Such Exhibit and Form 10-K are available at no charge by writing to the
following address: Kaiser Aluminum Corporation, Shareholder Services Department, 5847 San Felipe, Suite 2600,
Houston, Texas 77057.

ITEM 2. PROPERTIES

A description of the Company’s propertiesisincluded under Item 1 above.

ITEM 3. LEGAL PROCEEDINGS

Thissection contains statementswhich constitute forwar d-looking statements” withinthemeaning of thePrivate
Securities Litigation Reform Act of 1995. See Item 1. “ Business—General” for cautionary information with respect
to such forward-looking statements.

Timber Harvesting Litigation

On January 28, 1997, an action was filed against Pacific Lumber entitled Ecological Rights Foundation, Mateel
Environmental v. Pacific Lumber (the” ERF lawsuit”) inthe U.S. District Court in the Northern District of California
(No. 97-0292). Thisaction allegesthat Pacific Lumber has discharged pollutantsinto federal waterways, and plaintiffs
are seeking to enjoin Pacific Lumber from continuing such actions, civil penalties of up to $25,000 per day for each
violation, remediation and other damages. This case was dismissed by the District Court on August 19, 1999, but the
dismissal was reversed by the U.S. Court of Appeals for the Ninth Circuit on October 30, 2000 and the case was
remanded to the District Court, but no further proceedings have occurred. The Company believes that it has strong
factual and legal defenses with respect to the ERF lawsuit; however, there can be no assurance that it will not have a
material adverse effect on itsfinancia position, results of operations or liquidity.

On March 5, 2001, the parties reached an agreement to settle the lawsuit entitled Jennie Rallins, et al. v. Charles
Hurwitz, John Campbell, Pacific Lumber, MAXXAM Group HoldingsInc., Scotia Pacific Holding Company, MAXXAM
GroupInc., MAXXAM Inc., Barnum Timber Company, et al. (No. 9700400) (the* Rollinslawsuit”) filed inthe Superior
Court of Humboldt County. Substantialy all of the amountsto be paid to the plaintiffswill be paid by the Company’s
insurers. Still pending is a similar action entitled Kristi Wrigley, et al. v. Charles Hurwitz, John Campbell, Pacific
Lumber, MAXXAM Group Holdings Inc., Scotia Pacific Holding Company, MAXXAM Group Inc., MAXXAM Inc.,
Scotia Pacific Company LLC, et al. (No. 9700399) (the “ Wrigley lawsuit”) filed on December 2, 1997 in the Superior
Court of Humbol dt County. Thisaction alleges, among other things, that defendants’ 1ogging practiceshave contributed
to an increase in flooding and damage to domestic water systems in a portion of the EIk River watershed. Plaintiffs
further allege that in order to have THPs approved in connection with these areas, the defendants submitted false
information to the CDF inviolation of California’ s business and professions code and the Racketeering Influence and
Corrupt Practices Act. The Company believesthat it has strong factual and legal defenses with respect to the Wrigley
lawsuit; however, there can be no assurancethat it will not have amaterial adverse effect on its consolidated financial
position, results of operations or liquidity.
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On March 31, 1999, an action entitled Environmental Protection Information Association, Serra Club v.
California Department of Forestry and Fire Protection, California Department of Fish and Game, The Pacific Lumber
Company, Scotia Pacific Company LLC, Salmon Creek Corporation, et al. (No. 99CS00639) (the* EPI C-SYP/Permits
lawsuit”) wasfiled alleging, among other things, that the CDF and the CDFG violated the CEQA and the CESA with
respect to the SY P and the Permits issued by California. This action is now pending in Humboldt County, California
(No. CV-990445). The plaintiffs seek, among other things, injunctive relief to set aside the CDF s and the CDFG's
decisions approving the SY P and the Permits issued by Cdifornia. On March 31, 1999, an action entitled United
Seelworkers of America, AFL-CIO, CLC, and Donald Kegley v. California Department of Forestry and Fire
Protection, The Pacific Lumber Company, Scotia Pacific Company LLC and Salmon Creek Corporation (No.
99CS00626) (the “USWA lawsuit”) was filed alleging, among other things, violations of the Forest Practice Act in
connection withthe CDF sapproval of the SYP. Thisactionisnow pending in Humboldt County, California(No. CV-
990452). The plaintiffs seek to prohibit the CDF from approving any THPs relying on the SYP. The EPIC-
SYP/Permits lawsuit and the USWA lawsuit have been set for trial in November 2001. The Company believes that
appropriate procedureswerefoll owed throughout the public review and approval processconcerningthe Environmental
Plans, and the Company is working with the rel evant government agencies to defend the USWA lawsuit and the EPIC-
SYP/Permits lawsuit.

On March 10, 2000, a lawsuit entitled Environmental Protection Information Center, Serra Club v. California
Department of Fish and Game, The Pacific Lumber Company and Does XI-XX (THP 520) (No. CV-00170) (the
“EPIC/THP 97-520 lawsuit”) was filed in the Superior Court of Humboldt County. Plaintiffs allege, among other
things, that the CDF violated the Forest Practice Act and the California Public Resources Code by approving an
amendment to THP 97-520 (which covers approximately 700 acres of timberlands adjoining the Headwaters
Timberlands) asa“minor” amendment. The plaintiffs seek an order requiring the CDF to withdraw its approval of the
minor amendment to THP 97-520, and enj oining Pacific Lumber from harvesting under THP 97-520. 1n July 2000, the
Court issued a preliminary injunction enjoining Pacific Lumber from harvesting under THP 97-520. The EPIC/THP
97-520 lawsuit was supposed to begin trial on March 5, 2001, but was postponed and anew trial date has not been set.
On March 6, 2001, the CDF approved a“major” amendment of THP 97-520 which allows for winter operations and
restates the changes in the minor amendment. Asaresult of thisapproval, the Company believesthat it should be able
to obtain relief from the injunction and begin harvesting. Therefore, although the EPIC/THP 97-520 lawsuit has yet
to conclude, the Company believesit will not haveamaterial adverseeffect onitsconsolidated financial position, results
of operations or liquidity.

In February 2001, Pacific Lumber received aletter from the Environmental Protection Information Association
of its 60-day notice of intent to sue Pacific Lumber under the federal Clean Water Act (" CWA”). The letter alleges
a number of violations of the CWA by Pacific Lumber in certain watersheds since 1990. If filed, the lawsuit will
purportedly seek declarative and injunction relief for past violations and to prevent future violations, as well as civil
penalties. Such civil penalties could be up to $25,000 per day for each continuing violation. The Company does not
know when or if alawsuit will befiled regarding this matter, or if alawsuit isfiled, the ultimate impact of such lawsuit
on its consolidated financial condition or results of operations.

Hunsaker Action

On November 24, 1998, an action entitled William Hunsaker, et al. v. Charles E. Hurwitz, Pacific Lumber,
MAXXAM Group Inc., MXM Cor p., Federated Devel opment Company and Does 1-50 (No. C 98-4515) wasfiled inthe
United States District Court for the Northern District of California (the “ Hunsaker Action”). This action alleges,
among other things, that a class consisting of the vested empl oyees and retirees of the former Pacific Lumber Company
(Maine) (“Old Palco”) isentitled to recover approximately $60.0 million of surplus funds allegedly obtained through
deceit and fraudulent acts from the Old Palco retirement plan that was terminated in 1986 following acquisition by
MAXXAM of Pacific Lumber. Plaintiffsfurther allege that defendants violated RICO and engaged in numerous acts
of unfair businesspracticesinviolation of California’ sbusinessand professionscode. Inaddition to seekingthesurplus
funds, plaintiffsalso seek, among other things, a constructive trust on the assets traceabl e from the surplus funds, plus
interest, trebling of damages for violation of RICO, punitive damages, and injunctive and other relief. On March 30,
1999, the Court dismissed the lawsuit with prejudice and ordered the plaintiffsto pay the defendants’ costswith respect
to the lawsuit. On April 30, 1999, the plaintiffs appealed the dismissal, and on February 13, 2001, the U.S. Ninth
Circuit Court of Appeals heard such appeal, but has not yet rendered a decision. The Company believes that it has
strong factual and legal defenses with respect to the Hunsaker action, and does not believe that the resolution of this
meatter will result in amaterial adverse effect on its financial position, results of operations or liquidity.
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Other Litigation Matters

Kaiser isinvolved in significant legal proceedings, including asbestos and environmenta litigation as well as
litigation involving the Gramercy incident and the USWA strike. For further information, see Item 1.
“Business—Aluminum Operations—Business Operations,” “—Labor Matters,” “—Asbestos-Related Liquidity and
Expected Recoveries’ and “—Miscellaneous’ as well as Notes 2, 5 and 12 to Kaiser's Consolidated Financial
Statements (Exhibit 99.3 hereto).

The Company isinvolved in other claims, lawsuits and other proceedings. While uncertainties areinherent inthe
final outcome of such mattersandit is presently impossibleto determinethe actual coststhat ultimately may beincurred
or their effect onthe Company, management beli evesthat the resol ution of such uncertaintiesand theincurrence of such
costs should not have amaterial adverse effect on the Company’ s consolidated financial position, results of operations
or liquidity.

ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS
Not applicable.
PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

All of the Company’ scommon stock isowned by MAXXAM. Accordingly, the Company’ scommon stock is not
traded on any stock exchange and has no established public trading market. The 12% Senior Secured Notes due 2003
of the Company (the“ M GHI Notes”) are secured by the common stock of MGl the Pledged Kaiser Shares and anote
receivablefromMAXXAM. Seeltem 7. “Management’ s Discussion and Analysisof Financial Condition and Results
of Operations—Financial Condition and Investing and Financing Activities’ and Note 7 to the Consolidated Financial
Statements appearing in Item 8.

ITEM 6. SELECTED FINANCIAL DATA
Not applicable.
ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTSOF OPERATIONS
Background

Thissection contains statements which constitute* forward-looking statements” within the meaning of the Private
SecuritiesLitigation Reform Act of 1995. Seeltem 1. “ Business—General” for cautionary information with respect to
such forward-looking statements.

The Company’s wholly owned subsidiary, MGI, and its operating subsidiaries, Pacific Lumber and Britt, are
engaged inforest productsoperations. The Company’ sbusinessis somewhat seasonal, and itsnet saleshave historically
been higher in the months of April through November than in the months of December through March. Management
expects that the Company’s revenues and cash flows will continue to be seasonal. The following should be read in
conjunction with the Company’ s Consolidated Financial Statements and the Notes thereto appearing in Item 8.

Dueto Pacific Lumber’ s difficultiesin implementing the Environmental Plans and the resulting lower harvests on
itsproperty, Pacific Lumber’ s production of redwood lumber hasdecreased. Furthermore, logging costs haveincreased
dueto theharvest of smaller diameter logsand compliancewith environmental regulationsand the Environmental Plans.
Pacific Lumber has been able to lessen the impact of these factors by instituting a number of measures at its sawmills
during the past several years designed to enhance the efficiency of its operations, such as modernization and expansion
of its manufactured lumber facilities and other improvements in lumber recovery. Seealso “—Trends.”
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The Company also owns 27,938,250 shares of Kaiser common stock (the“ Kaiser Shares’) representing a35.1%
interest in Kaiser on a fully diluted basis as of December 31, 2000. The Company follows the equity method of
accounting for itsinvestment in Kaiser. See Note 6 to the Notes to the Consolidated Financial Statements for further
information, including summarized financial information of Kaiser.

Results of Operations

Thefollowing table presents sel ected operational and financial informationfor theyearsended December 31, 2000,
1999 and 1998:

Y ears Ended December 31,
2000 1999 1998
(In millions of dollars,
except shipments and prices)

Shipments:
Lumber: @
Redwood upper grades . ...t e 15.8 24.6 41.9
Redwood commongrades . ....... ...t e 143.8 1374 230.1
Douglasfirupper grades . .. ..ot e 115 104 6.9
Douglas-fircommongrades ......... ... 76.1 61.5 475
Other ... e 5.9 8.7 7.0
Tota lumber .. ... e 253.1 242.6 333.4
Wood Chips @ ... 169.5 163.7 176.7
Average sales price:
Lumber: @
Redwood upper grades .. ..ot $ 1,798 $ 1531 $ 1,478
Redwood commongrades . ... e 712 629 540
Douglasfirupper grades . . ... ..ot 1,352 1,290 1,280
Douglasfircommongrades .............coiiiiiiiii i, 376 430 346
Wood Chips ) .. 67 77 70
Net sales:
Lumber, net of discount . ....... ...t $ 1753 $ 1653 $ 2116
WOOd ChipS .o e 11.3 125 12.3
Cogeneration power® ... 6.0 3.8 3.9
Other ..o e 7.5 6.2 5.8
Total NEL SAlES ... e e $ 200.1 $ 187.8 $ 233.6
Operating income (10SS) . . ..o oottt $ 73 $ (44 $ 406
Operatingcashflow ® ... . . .. . . . $ 270 $ 126 $ 631
Income (loss) beforeincometaxes® ......... ... .. ... ... $ 393 $ 1779 $ (27.3
Netincome (10SS) ) ... $ 301 $ 1000 $ (59.8)
@ Lumber shipments are expressed in millions of board feet.
@ Wood chip shipments are expressed in thousands of bone dry units of 2,400 pounds.
® Dollars per thousand board feet.
@ Dallars per bone dry unit.
®
)

Operating income before depletion and depreciation, also referred to as“EBITDA.”

2000 resultsinclude a $60.0 million gain on the sale of the Owl Creek grove, and 1999 results include a $239.8 million gain on

the sale of the Headwaters Timberlands.

™ 2000 results include an extraordinary gain of $4.2 million, net of tax, on the repurchases of debt and 1998 results include an
extraordinary loss of $41.8 million, net of tax, for the early extinguishment of debt.

® Asof December 31, 2000, the Company had receivablesfrom Pacific Gas& Electric Company (“ PG& E”) of $2.2 million. PG& E

iscurrently experiencing financial difficultiesin connection with the power shortagesin California, and thereforethecollectibility

of thereceivablesisuncertain. Asof March 15, 2001, $0.9 million of thisbalance had been collected. Additiona salesof power

to PG& E have been made during thefirst quarter of 2001. Asof March 15, 2001, the uncollected receivable balance attributable

to sales made in 2000 and 2001 was $4.2 million.
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Net Sales

Net sales for the year ended December 31, 2000, increased over the comparable prior year period primarily due
to higher prices for redwood lumber and higher shipments of common grade redwood and Douglas-fir lumber. These
improvements were offset in part by lower shipments of upper grade redwood lumber due to continuing reductionsin
the volume of old growth logs available for the production of lumber. The failure of government agencies to approve
THPsin atimely manner continuesto adversely affect log supply resulting in lower shipmentsand lower net sales. See
“—Trends’ below.

Net sales declined from $233.6 million for the year ended December 31, 1998, to $187.8 million for the year
ended December 31, 1999, primarily dueto lower shipments of redwood lumber offset somewhat by higher shipments
of Douglas-fir lumber and higher lumber prices. The decrease in redwood lumber shipmentsis dueto the reductionin
the volume of logs available for the production of lumber products. A diminished supply of approved THPs reduced
log supplies throughout 1999. Net sales for both 1999 and 1998 were also affected by the seasonal restrictions on
Pacific Lumber’ s logging operations during wet weather and during the nesting seasons for both the northern spotted
owl and the marbled murrelet.

Operating Income (L0ss)
The Company had operating income for the year ended December 31, 2000, as compared to an operating loss for
the comparable 1999 period, primarily due to the increase in net sales discussed above.

The Company had an operating loss for the year ended December 31, 1999, as compared to operating income for
the comparable 1998 period, primarily due to the decrease in net sales discussed above. Results for 1999 were also
affected by higher costs and expenses dueto higher logging costs aswell as manuf acturing inefficienciesresulting from
production curtailments at the sawmills due to the lack of logs.

Income (Loss) Before Income Taxes

Income before income taxes for the year ended December 31, 2000, decreased from the comparable prior year
period principally due to the 1999 gain on the sale of the Headwaters Timberlands of $239.8 million ($142.1 million
net of deferred taxes). Included in 2000 is a gain on the sale of the Owl Creek grove of $60.0 million ($35.6 million
net of deferred taxes). Income before income taxes for the year ended December 31, 2000, also reflects $5.9 million
of equity income from Kaiser as compared to $19.2 million of equity loss from Kaiser in 1999.

Income before income taxes for the year ended December 31, 1999, increased as compared to the 1998 period,
primarily due to the gain on the sale of the Headwaters Timberlands of $239.8 million offset by the operating loss
discussed above. Income before income taxes for the year ended December 31, 1999, also reflects $19.2 million of
equity loss from Kaiser, interest income earned from investing the net proceeds from the sale of the Headwaters
Timberlands and higher earnings from marketabl e securities.

Financial Condition and Investing and Financing Activities

Thissection containsstatementswhich constitute forwar d-looking statements” withinthe meaning of the Private
SecuritiesLitigation ReformAct of 1995. Seeltem1. “ Business—General” and below for cautionary information with
respect to such forward-looking statements.

Note 7 to the Consolidated Financia Statements contains additional information concerning the Company’s

indebtedness and information concerning certain restrictive debt covenants. “MGHI Parent” isused in this section
to refer to the Company on a stand-al one basis without its subsidiaries.
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Thefollowing table summarizes certain datarel ated to financial condition and to investing and financing activities
of the Company and its subsidiaries.

Scotia Pacific MGI and MGHI
LLC L umber Other Parent Total
(In millions)
Debt and credit facilities (not including
intercompany notes)
Short-term borrowings and current maturities of
long-term debt:
December 31,2000 ...t $ 164 $ 371 $ - $ - $ 535
December 31,1999 ......... ... ..o 159 0.1 - - 16.0
Long-term debt, excluding current maturities:
December 31,2000 .. ... ... i $ 7672 $ 06 $ - $ 1188 $ 886.6
December 31,1999 ......... ... 843.5 0.7 - 125.2 969.4
Revolving credit facilities:
Facilityamounts ................ ..., $ 620 $ 600 $ 25 §$ - $ 1245
December 31, 2000:
BOrrowings . .......couiii - 37.0 - - 37.0
Lettersof credit ........... ... ... ... .. ... - 125 - - 125
Unused and available
credit ... 62.0 - 25 - 64.5
Cash, cash equivalents, marketable securities and other
investments
December 31, 2000:
Current amounts restricted for debt service .. ........ $ 458 $ - $ - $ - $ 45.8
Othercurrentamounts . ........... ..., 68.6 0.2 61.7 54.3 184.8
114.4 0.2 61.7 54.3 230.6
Long-term amounts restricted for debt service? . ... .. 92.1 - - - 92.1
Other long-termrestrictedamounts ... ............. 2.5 — 2.0 — 4.5
94.6 — 2.0 — 96.6

$ 2090 $ 02 $ 63.7 $ 543 $ 3272

December 31, 1999:

Current amounts restricted for debt service . ......... $ 159 $ - $ - 3 - $ 15.9
Other currentamounts . ...............ooiin... 1.3 27.5 179.9 9.0 217.7
17.2 275 179.9 9.0 233.6

Long-term amounts restricted for debt service .. ..... 153.6 - - - 153.6
Other long-term restricted amounts ... ............. 3.3 — 2.0 — 5.3
156.9 - 2.0 - 158.9

Changesin cash and cash equivalents
Capital expenditures:

December 31,2000 . ... ... . i $ 82 $ 41 $ 17 $ - $ 14.0
December 31,19999 ... ... ... .. 19.2 2.6 13 - 23.1
December 31,1998 ... ..o 16.6 4.2 0.4 - 21.2
Net proceeds from dispositions of property and

investments:

December 31,2000 ... ... ... $ 670 $ 03 % - $ - $ 67.3
December 31,1999 . .. ... ... 0.3 - 298.0 - 298.3
December 31,1998 ... ..o - 6.5 0.1 - 6.6

Table and Notes continued on next page
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Scotia Pacific MGI and MGHI

LLC L umber Other Parent Total
(In millions)
Borrowings (repayments) of debt and credit
facilities, net of financing costs:
December 31,2000 . ... .. ... $ (160 $ 370 % -3 58 $ 15.2
December 31,1999 . ... ... ... .. (9.0) (0.2) 4.7 - (13.8)
December 31,1998% . ... ......... ... ... 488.9 (244.9) (232.3) (2.6) 9.1
Dividends and advances received (paid):
December 31,2000 .. ......... . i $ - $ 237 $ (1321) % 634 $ (45.0)
December 31,1999 ............ ..o, - - (18.7) 18.7 -
December 31,1998% ... ... ... ... ... ... (532.8) 262.8 251.3 16.2 (2.5)

@ The decrease in MGHI’s and Scotia LLC’s long-term debt between December 31, 1999, and December 31, 2000, was due
primarily to repurchases of debt. With respect to Scotia LLC, such repurchases were made using proceeds from the SAR
Account, resulting in adecreasein long-term cash restricted for debt service. In addition, ScotiaL L C made principal payments
on the Timber Notes of $15.9 million and $8.2 million during the years ended December 31, 2000 and 1999, respectively.

@ ScotiaL L Cissued the$867.2 million aggregate principal amount of Timber Noteson July 20, 1998. Proceedsfromthe offering
of the Timber Noteswere used primarily to prepay ScotiaPacific's7.95% Timber Collateralized Notes due 2015 and to redeem
the 10%2% Senior Notes due 2003 of Pacific Lumber, the 11%:9% Senior Secured Notes due 2003 and the 12%4% Senior Secured
Discount Notesdue 2003 of MGI. On July 28, 1998, when the Timber Noteswereissued, ScotiaL L C paid adividend of $526.1
million to Pacific Lumber, Pacific Lumber paid adividend of $263.0 millionto MGI, and MGl paid adividend of $14.7 million
to MGHI Parent.

®  Includedin capital expendituresfor 2000 and 1999is$1.1 million and $13.2 million, respectively, for timberland acquisitions.

@ Net proceeds from dispositions of property and investments includes $67.0 million of proceedsin 2000 for ScotiaLLC'ssale
of the Owl Creek grove and $299.9 million of gross proceedsin 1999 for Pacific Lumber’ s sale of the Headwaters Timberlands.

®  For theyear ended December 31, 2000, $90.0 million of the dividends paid from MGI to MGHI were made using proceedsfrom
the sale of the Headwaters Timberlands. MGHI in turn paid a $45.0 million dividend to MAXXAM Parent.

Subsequent to December 31, 2000, the Company repurchased $15.7 million of the MGHI Notesfor $12.8 million.
The Company expects that interest payments on the remaining $103.2 million of MGHI Notes will be paid with its
existing cash and dividends paid by MGI to MGHI. Dividendsfrom MGl are expected to be at least $14.9 million per
year based on the minimum levels provided for under the indenture for the MGHI Notes.

Substantially all of the Company’ s consolidated assets are owned by Pacific Lumber, and asignificant portion of
Pacific Lumber’s consolidated assets are owned by ScotiaLLC. The holders of the Timber Notes have priority over
the claims of creditors of Pacific Lumber with respect to the assets and cash flows of ScotiaLLC. Inthe event Scotia
LLC’ scashflowsare not sufficient to generate distributable fundsto Pacific Lumber, Pacific Lumber would effectively
be precluded from distributing fundsto MGI and MGl in turn to MGHI Parent.

Proceeds from the sale of Owl Creek in December 2000 significantly improved the liquidity of the Company.
Excluding such proceeds, the Company did not generate cash flows from operations in 2000 due principally to
expendituresfor certain working capital items and the need to fund losses. With respect to changesin working capital,
$15.5 million of the decrease in cash and marketable securities was a result of the following items: an increase in
inventories as the Company is rebuilding its lumber and log inventory levels and an increase in prepaid expenses
primarily related to THP preparation costs.

Scotia LLC has an agreement with a group of banks which alows it to borrow up to one year’s interest on the
Timber Notes (the “ Scotia LLC Line of Credit”). This facility expires on July 15, 2001, but it is expected to be
renewed annually, subject to approval of the bank group. Pacific Lumber’s revolving credit agreement (the “ Pacific
Lumber Credit Agreement”), a senior secured credit facility, expires on October 31, 2001, but it is expected to be
renewed.

On the January 22, 2001, note payment date for the Timber Notes, Scotia LL C had $40.8 million set asidein the
note payment account to pay the $31.0 million of interest due as well as $9.8 million of principal. ScotiaLLC repaid
an additional $3.3 million of principa on the Timber Notes using funds held in the SAR Account, resulting in atotal
principal payment of $13.1 million, an amount equal to Scheduled Amortization. In addition, Scotia LLC made a
distribution to Pacific Lumber of $73.1 million, $63.9 million of which was made using funds from the sale of the Owl
Creek grove and $9.2 million of which was made using excess funds released from the SAR Account.
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Capita expenditures were made during the past three years to improve production efficiency, reduce operating
costs and acquire additional timberlands. Capital expenditures, excluding expenditures for timberlands, are estimated
to be between $10.0 million and $13.0 million per year for the 2001 — 2003 period. Pacific Lumber and ScotiaLLC
may purchase additional timberlands from time to time as appropriate opportunities arise.

MGHI Parent believes that its existing resources, together with the cash available from subsidiaries, will be
sufficient to fund its debt service and working capital requirements for the next year. With respect to its long-term
liquidity, MGHI Parent believes that its existing cash and cash resources, together with distributions from its
subsidiaries, should be sufficient to meet its debt service and working capital requirements. However, there can be no
assurancethat thiswill bethe case. Any adverse outcome of the regul atory and environmental matters described under
“—Trends’ below could materially adversely affect cash available from subsidiaries and therefore MGHI Parent’s
financial position, results of operations or liquidity.

MGI anditssubsidiariesanticipatethat existing cash, cash equival ents, marketable securities, fundsavailablefrom
the SAR Account and available sources of financing will be sufficient to fund their working capital, debt service and
capital expenditure requirements for the next year. With respect to their long-term liquidity, although MGI and its
subsidiaries believe that their existing cash and cash equivalents should provide sufficient funds to meet their debt
service and working capital requirements until such time as Pacific Lumber has adequate cash flows from operations
and/or dividends from Scotia LL C, there can be no assurance that thiswill be the case. Furthermore, duetoits highly
leveraged condition, MGI ismore sensitive than less leveraged companiesto factors affecting its operations, including
governmental regulation and litigation affecting its timber harvesting practices (see“—Trends’ below and Note 11 to
the Consolidated Financial Statements), increased competition from other lumber producers or alternative building
products and general economic conditions.

Trends

Thissection contains statementswhich constitute* forwar d-looking statements” withinthemeaning of the Private
SecuritiesLitigation ReformAct of 1995. Seeltem 1. “ Business—General” and below for cautionaryinformationwith
respect to such forward-looking statements.

Regulatory and environmental matters play a significant role in the Company’s operations. See Item 1.
“Busi ness—Forest Products Operations—Regul atory and Environmental Factors’ and Note 11 tothe Consolidated
Financial Statementsfor adiscussion of these matters. Regulatory compliance and related litigation have increased the
cost of logging operations, and Pacific Lumber has also been adversely affected by alack of availablelogs as aresult
of aseverely diminished supply of available THPs, resulting in delayed or reduced harvest and in lower shipments of
lumber and lower net sales.

With the consummation of the Headwaters Agreement, Pacific Lumber has completed itswork in connection with
preparation of the Environmental Plans; however, significant additional work continues to be required in connection
with their implementation. Asaresult of the implementation process, 1999 was atransition period for Pacific Lumber
with respect to the filing and approva of its THPs. The transition period continued into 2000 and is expected to
continueinto 2001. Although the rate of submissionsand approvals of THPs during 2000 is higher than that for 1999,
monthly submissions and approval s continue to be slower than Pacific Lumber’ s expectations and slower than Pacific
Lumber had experienced prior to 1998, principally because government agencies have failed to approve THPs in a
timely manner. Nevertheless, Pacific Lumber anticipates that after a transition period, the implementation of the
Environmental Planswill streamline the process of preparing THPs and potentially shorten the time to obtain approval
of THPs.

There can be no assurance that Pacific Lumber will not continue to experience difficultiesin receiving approvals
of itsTHPssimilar to thoseit has been experiencing. Furthermore, there can be no assurancethat certain pending legal,
regulatory and environmental matters or future governmental regulations, legislation or judicial or administrative
decisions, or adverseweather conditions, would not have amaterial adverse effect on the Company’ sfinancial position,
resultsof operationsor liquidity. Seeltem3.“Legal Proceedings’ and Note 11 tothe Consolidated Financial Statements
for further information regarding regulatory and legal proceedings affecting the Company’ s operations.
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Accounting Pronouncements

See Note 1 to the Consolidated Financial Statements for a discussion of Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities” and Statement of Financial
Accounting Standards No. 138, “ Accounting for Certain Derivative Instruments and Certain Hedging Activities-An
Amendment of FASB Statement No. 133" which Kaiser, the Company’ s equity investee implemented on January 1,
2001.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Thisitemisnot applicablefor the Company and its subsidiaries; however, Kaiser, the Company’ sequity investee,
utilizes hedging transactions to lock-in a specified price or range of prices for certain products which it sells or
consumes and to mitigate its exposure to changesin foreign currency exchangerates. Seeltem 7A. “Quantitative and
Qualitative Disclosures About Market Risk” from Kaiser’'s Annual Report on Form 10-K (included as Exhibit 99.4
hereto) for information regarding Kaiser’ s hedging activities.
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ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To MAXXAM Group Holdings Inc.:

We have audited the accompanying consolidated balance sheets of MaxxAM Group Holdings Inc. (a Delaware
corporation and awholly owned subsidiary of MAaxxAM Inc.) and subsidiaries as of December 31, 2000 and 1999, and
therelated consolidated statements of operations, stockholder’ sdeficit and cash flowsfor each of thethreeyearsinthe
period ended December 31, 2000. Thesefinancial statements and the schedule referred to below are the responsibility
of the Company’ s management. Our responsihility isto express an opinion on these financia statements and schedule
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes ng the accounting principles used
and significant estimates made by management, aswell as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financia statements referred to above present fairly, in al material respects, the
financial position of MAXXAM Group Holdings Inc. and subsidiaries as of December 31, 2000 and 1999, and the
results of their operations and their cash flows for each of the three years in the period ended December 31, 2000, in
conformity with accounting principles generally accepted in the United States.

Our audits were made for the purpose of forming an opinion on the basic consolidated financial statementstaken
asawhole. The schedulelisted in Item 14(a)(2) of this Form 10-K is presented for purposes of complying with the
Securities and Exchange Commission’s rules and is not part of the basic consolidated financial statements. This
schedule has been subjected to the auditing procedures applied in our audits of the basic consolidated financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic consolidated financial
statements taken as awhole.

ARTHUR ANDERSEN LLP

San Francisco, California
March 15, 2001
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Assets:
Current assets:

Cash and cash equivalents

Marketable securities
Receivables:
Trade

Receivables from MAXXAM Inc.

Other
Inventories

Prepaid expenses and other current assets
Total current assets

MAXXAM GROUP HOLDINGSINC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
(In millions of dollars, except shareinformation)

Property, plant and equipment, net of accumulated depreciation of $102.9 and

$93.7, respectively
Timber and timberlands,
respectively

net of accumulated depletion of $183.8 and $180.6,

Notereceivable fromMAXXAM INC. .. ..ot e e

Investment in Kaiser Aluminum Corporation
Deferred financing costs, net

Deferred income taxes .

Restricted cash, marketabl e securities and other investments

Other assets

Liabilities and Stockholder’s Deficit:

Current liabilities:
Accounts payable
Accrued interest

Accrued compensation and related benefits
Deferred income taxes
Other accrued liabilities
Short-term borrowings and current maturities of long-term debt
Total current liabilities
Long-term debt, less current maturities

Deferred income taxes .

Total liabilities.
Contingencies
Stockholder’s deficit:

Common stock, $1.00 par value; 3,000 shares authorized; 1,000 shares issued

Additiona capital
Accumulated deficit .

Other noncurrent liabilities

Accumulated other comprehensive loss
Total stockholder’ s deficit

December 31,
2000 1999

$ 2017 $ 1898
289 43.8
104 10.9
6.6 6.3
40 2.8
55.1 44.6
14.2 17.7
320.9 3159
100.0 100.4
244.3 254.1
164.5 147.8
27.6 219
19.8 23.6
27.3 100.3
96.6 158.9
7.9 8.8

$ 10089 $ 11317

$ 62 $ 61
324 345
8.2 3.7
10.0 7.0
36 53
53.5 16.0
113.9 726
886.6 969.4
31.2 78.8
26.6 45.8
1,0583  1,166.6
1232 1232
(1726)  (157.7)
— (0.4)
(49.4) (34.9)

$ 10089 $ 11317

The accompanying notes are an integral part of these financial statements.
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MAXXAM GROUP HOLDINGSINC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS

(In millions of dollars)

Net sales:

Lumberandlogs ........coiiiii
Other ..

Operating expenses.

Costof goodssold . ...
Selling, general and administrativeexpenses. . ...................
Depletion and depreciation ..............co ..

Operatingincome (10SS) .. ... e e e

Other income (expense):

Gainsonsaesof timberlands ......... .. ... . i
Equity in earnings (loss) of Kaiser Aluminum Corporation .........
Investment, interest and other income (expense), net . .............
NN et EX PN . o\ ittt
Income (loss) beforeincometaxes. .. ...t
Credit (provision) inlieu of incometaxes .........................
Income (loss) before extraordinaryitems. ............. ... .t

Extraordinary items:
Loss on early extinguishment of debt, net of

creditinlieu of incometaxesof $23.6 ............ ... L.

Gains on repurchases of debt, net of provision in lieu of income

taxesof $2.4 .
Netincome (I0SS) . . ..o vt

Y ears Ended December 31,

2000

1999

1998

$ 1788 $ 1655 $ 2131

213 223 205
200.1 187.8 233.6
157.4 1595 155.3
15.7 15.7 15.2
19.7 17.0 225
192.8 192.2 193.0
73 (4.9) 406
60.0 239.8 -
5.9 (19.2) 0.1
456 445 236
(79.5) (82.8) (91.6)
39.3 177.9 (27.3)
(13.4) (77.9) 9.3
25.9 100.0 (18.0)

- - (41.8)
4.2 — —
$ 301 $ 1000 $ (59.8)

The accompanying notes are an integral part of these financial statements.
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MAXXAM GROUP HOLDINGSINC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDER'SDEFICIT
(In million of dollars, except per shareinformation)

Balance, December 31, 1997
Net loss
Equity in Kaiser Aluminum Corporation’s

reduction of pension liability reversa
Comprehensive loss
Dividend

Balance, December 31, 1998
Net income
Equity in Kaiser Aluminum

Corporation’s additional minimum
pension liability
Comprehensive income

Balance, December 31, 1999
Net income
Equity in Kaiser Aluminum

Corporation’s additional minimum
pension liability
Changein value of available-for-sde
investments
Comprehensive income
Dividend

Balance, December 31, 2000

Accumu-
lated
Other
Compre- Compre-
Common Addi- Accum- hensive hensive
Stock tional ulated Income Income
($1.00 Par) Capital Deficit (L 0ss) Total (L 0ss)
$ - $ 1232 $ (1954) $ 10 $ (712
- - (59.8) - (59.8) $ (59.8)
_ — - (2.0 (2.0 (1.0
$ (60.8)
_ - (2.5) — (29
- 123.2 (257.7) - (134.5)
- - 100.0 - 1000 $ 100.0
— — - (0.9) (0.9) 0.9
$ 99.6
- 123.2 (157.7) (0.9) (34.9)
— — 30.1 — 301 $ 30.1
- - - (0.2 (0.2 (0.2
- - - 0.6 0.6 0.6
$ 30.5
_ - (45.0) = (45.0)
$ - $ 1232 $ (172.6) $ - 3 (49.49)

The accompanying notes are an integral part of these financial statements.
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MAXXAM GROUP HOLDINGSINC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
(In millions of dollars, except per shareinformation)

Years Ended December 31,

2000 1999 1998
Cash flows from operating activities:
NEtiNCOME (I0SS) . . .\ vttt et e e $ 301 $ 1000 $(59.8)
Adjustments to reconcile net income (loss) to net cash provided by (used for)
operating activities:
Depletionand depreciation ... ...t 19.7 170 225
Gainsonsaesof timberlands ............co i i e (60.0) (239.8) -
Extraordinary loss (gains) on early extinguishments (repurchases) of debt, net . . . (4.2) - 418
Equity in undistributed loss (earnings) of Kaiser Aluminum Corporation . ...... (5.9 19.2 (0.1
Amortization of deferred financing costs and discounts on long-termdebt ... ... 23 24 115
Net gains on marketable securities ............. .. i (151 (115 (29
Deferral of interest payment on note receivable from MAXXAM Inc. ......... (16.7) (1500 (7.8
Increase (decrease) in cash resulting from changesin:
RECEIVADIES ... o (1.5) (2.8) 1.0
Inventories, net of depletion ........... ... i (12.2) (21 140
Prepaid expensesand other assats . ... ... .o (3.3 28 (27
Accountspayable. .. ... e 0.1 2.7 (0.3)
ACCTUEH INEEIESt . . . oot e (2.1 (0.3) 4.0
Other accrued liabilities . .. ... e 0.1 (0.7) 13
Accrued and deferred incometaxes. ... ...t 13.9 76.3 (10.5)
Long-term assets and long-term liabilities. .. .......... ... ... ... o oL 2.1 (2.1) 0.7
Net cash provided by (used for) operating activities. ..................... (52.7) (59.5) 12.7
Cash flows from investing activities:
Net proceeds from dispositions of property and investments ................... 67.3 2983 6.6
Net sales (purchases) of marketable securities ........... ... ... ... ... ...... 30.5 4.7 426
Capital expenditureS ... ... e (1400 (231 (21.2)
Restricted cash withdrawals used to acquiretimberlands . ..................... 0.8 12.9 8.9
Net cash provided by investing activities .............................. 84.6 2834 36.9
Cash flows from financing activities:
Proceeds fromissuance of long-termdebt . . .......... ... il — - 8672
Premiumsfor early retirementof debt ............ .. ... ... - -  (45.5)
Net borrowings under revolving creditagreements ... .......... ... o 37.0 — —
Incurrence of deferred financing costs . ... - 0.7 (229
Redemptions, repurchases of and principal paymentson long-termdebt .......... (21.8) (13.1) (796.8)
Dividendspaidtostockholder ............ ... .. . i (45.0) - (2.5)
Other restricted cash withdrawals (deposits), net ............. .. ... ... ... 9.8 (171.1) 9.4
Net cash provided by (used for) financing activities. ..................... (20.0) (184.9) 9.4
Net increasein cash and cash equivalents . ..., 11.9 390 590
Cash and cash equivalentsat beginningofyear ............... .. ... ... ...... 189.8  150.8 91.8
Cash and cash equivalentsatendof year ...................cciiiiiiinnn. $ 201.7 $ 189.8 $150.8

The accompanying notes are an integral part of these financial statements.
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MAXXAM GROUP HOLDINGSINC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

1. Basisof Presentation and Summary of Significant Accounting Policies
Basis of Presentation

The consolidated financial statements include the accounts of MAXXAM Group Holdings Inc. and its wholly
owned subsidiaries. All referencesto the“ Company” or “MGHI” include MAXXAM Group Holdings Inc. and its
wholly owned subsidiaries, unless otherwise indicated or the context indicates otherwise. MGHI isawholly owned
subsidiary of MAXXAM Inc. (“ MAXXAM™). Intercompany balances and transactionshave been eliminated. Certain
reclassificationshave been madeto prior years' financia statementsto be consistent with thecurrent year’ spresentation.

The Company’ swholly owned subsidiary, MAXXAM Group Inc. (“MGI"), and itswholly owned subsidiaries,
ThePacific Lumber Company (“ PacificLumber”) and Britt Lumber Co., Inc. (“ Britt”) areengaged inforest products
operations. Pacific Lumber’s principal wholly owned subsidiaries are Scotia Pacific Company LLC (“ ScotiaLLC")
and Salmon Creek LLC (“ Salmon Creek”). MGI operates in several principa aspects of the lumber industry —the
growing and harvesting of redwood and Douglas-fir timber, the milling of logs into lumber and the manufacture of
lumber into a variety of finished products. Housing, construction and remodeling are the principal markets for the
Company’s lumber products.

Inaddition, the Company has 27,938,250 shares of the common stock of Kaiser Aluminum Corporation (“ Kaiser”)
which represented a 35.1% equity interest in Kaiser at December 31, 2000.

Use of Estimates and Assumptions

The preparation of financial statementsin accordance with generally accepted accounting principles requiresthe
use of estimates and assumptions that affect (i) the reported amounts of assets and liabilities, (ii) the disclosure of
contingent assetsand liabilitiesknown to exist as of the datethefinancial statementsare published and (iii) the reported
amount of revenues and expenses recognized during each period presented. The Company reviews all significant
estimates affecting its consolidated financial statements on a recurring basis and records the effect of any necessary
adjustments prior to filing the consolidated financial statements with the Securities and Exchange Commission.
Adjustments made using estimates often relate to improved information not previously available. Uncertainties
regarding such estimates and assumptions are inherent in the preparation of the Company’s consolidated financial
statements; accordingly, actual results could differ from estimates, and it is possible that the subsequent resolution of
any one of the contingent matters described in Note 11 could differ materially from current estimates. The results of
an adverse resolution of such uncertainties could have a material effect on the Company’s consolidated financial
position, results of operations or liquidity.

Summary of Significant Accounting Policies

Prepaid Expenses and Other Current Assets; Other Long-term Assets

Direct costs associated with the preparation of timber harvesting plans (* THPS") are capitalized and reflected in
prepaid expenses and other current assets on the balance sheet. These costs are expensed as the timber covered by the
related THP is harvested. Costs associated with the preparation of asustained yield plan (“ SYP”) and a multi-species
habitat conservation plan (“HCP”) are capitalized and reflected in other long-term assets. These costs are being
amortized over 10 years.

Timber and Timberlands
Timber and timberlands are stated at cost, net of accumulated depletion. Depletion is computed utilizing the
unit-of -production method based upon estimates of timber values and quantities.

Concentrations of Credit Risk

Cash equivalents and restricted marketable securities are invested primarily in commercial paper aswell as other
types of corporate and government debt obligations. The Company has mitigated its concentration of credit risk with
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respect to these investments by purchasing high grade investments (ratings of A1/P1 short-termor at least AA/aalong-
term debt). No more than 10% is invested in the same issue. Unrestricted marketable securities are invested in
corporate common stocks and option contracts. These investments are managed by a financial institution, and
investments are limited to no more than 4.9% of an individual company’s stock.

The Company had three customers which accounted for 11.1%, 7.1% and 5.6% of total net lumber salesfor the
year ended December 31, 2000. Trade receivablesfrom these customerstotaled $1.3 million as of December 31, 2000.
As of December 31, 2000, the Company had receivables from Pacific Gas & Electric Company (“ PG& E”) of $2.2
million. PG& Eiscurrently experiencing financial difficultiesin connection with the power shortagesin California, and
therefore the collectibility of the receivablesisuncertain. Asof March 15, 2001, $0.9 million of this balance had been
collected. Additional salesof power to PG& E have been made during thefirst quarter of 2001. Asof March 15, 2001,
the uncollected receivable balance attributable to sales made in 2000 and 2001 was $4.2 million.

Revenue Recognition
Revenues from the sale of logs, lumber products and by-products are recorded when the legal ownership and the
risk of loss passes to the buyer, which is generally at the time of shipment.

Deferred Financing Costs

Costs incurred to obtain debt financing are deferred and amortized over the estimated term of the related
borrowing. The amortization of deferred financing costs expense is included in interest expense on the income
Statement.

Accounting Pronouncements for Derivative Financial Instruments - Kaiser

Beginning with the quarterly period ending March 31, 2001, Kaiser will begin reporting derivative activities
consistent with Statement of Financial Accounting StandardsNo. 133, “ Accountingfor Derivative Financia Instruments
and Hedging Activities” (* SFASNo. 133”). Statement of Financial Accounting Standards No. 138, “ Accounting for
Certain Derivativesand Certain Hedging Activities-FAn Amendment of FASB Statement No. 133" (* SFASNo. 138"),
which amends certain requirements of SFAS No. 133, was issued in June 2000. SFAS No. 133 requires companies
to recognize al derivative instruments as assets or liabilities in the balance sheet and to measure those instruments at
fair value. Kaiser, the Company’ sequity investee, hashedging programswhich usevariousderivative productsto*lock-
in” aprice (or range of prices) for products sold or used so that earnings and cash flows are subject to a reduced risk
of volatility. Changesinthe market value of Kaiser’ sderivative instrumentsrepresent unrealized gainsor losses. Such
unrealized gains or losses will change based on prevailing market prices at each subsequent balance sheet date, until
the transaction occurs. Under SFAS No. 133, these changes are reflected as an increase or reduction in stockholders
equity through either other comprehensive income or net income, depending on the nature of the hedging instrument
used and its effectiveness at off setting changesin market prices for the hedged item. To the extent that changesin the
market value of Kaiser’'s hedging positions are initially recorded in other comprehensive income, such changes are
reversed from other comprehensiveincome (net of any fluctuationsin other “ open hedging” positions) and arereflected
in traditional net income upon the occurrence of the transactions to which the hedges relate. Under the equity method
of accounting which the Company followsin accounting for itsinvestment in Kaiser, the Company will reflect itsequity
share of Kaiser’'s adjustments through either other comprehensive income or traditional net income, as appropriate.

SFAS No. 133 requires that as of the date of the initial adoption, the difference between the market value of
derivativeinstrumentsand the previous carrying amount of those derivativesrecorded on Kaiser’ sconsolidated balance
sheet be reported in net income or other comprehensive income, as appropriate, asthe cumulative effect of achangein
accounting principle. As previously discussed, this impact will be reflected in Kaiser’s first quarter 2001 financial
statements, and in turn the Company’s equity share of the impact will be reflected in its first quarter 2001 financial
statements. The adoption of SFASNo. 133 resulted in apre-tax benefit of $7.4 million to other comprehensiveincome
and a pre-tax charge of $6.6 million to earnings.

2. Significant Acquisitionsand Dispositions
Headwaters Transactions
On March 1, 1999, the United States and California acquired the Headwaters Timberlands, approximately 5,600

acres of timberlands containing a significant amount of virgin old growth timber, from Pacific Lumber and itswholly
owned subsidiary, Salmon Creek. Salmon Creek received $299.9 million for its 4,900 acres, and for its 700 acres
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Pacific Lumber received the 7,700 acre Elk River Timberlands, which Pacific Lumber contributed to ScotiaLLC in June
1999. See Note 11 below for adiscussion of additional agreements entered into on March 1, 1999.

Asaresult of the disposition of the Headwaters Timberlands, the Company recognized a pre-tax gain of $239.8
million ($142.1 million net of deferred taxes) in 1999. This amount represents the gain attributable to the portion of
the Headwaters Timberlands for which the Company received $299.9 million in cash. With respect to the remaining
portion of the Headwaters Timberlands for which the Company received the EIk River Timberlands, no gain has been
recognized as this represented an exchange of substantially similar productive assets. These timberlands have been
reflected in the Company’ s financial statements at an amount which represents the Company’ s historical cost for the
timberlands which were transferred to the United States.

ScotiaLLC and Pacific Lumber also entered into agreements with Californiafor the sale of two timber properties
known as the Owl Creek grove and the Grizzly Creek grove. On December 29, 2000, Scotia L L C sold the Owl Creek
grove to California for $67.0 million, resulting in a pre-tax gain of $60.0 million. Under a separate agreement,
Cdliforniamust purchase from Pacific Lumber all or a portion of the Grizzly Creek grove for a purchase price to be
determined based on its fair market value, but not to exceed $19.9 million. This transaction has not been completed.
Theoriginal October 31, 2000, date for completing the sale of the Grizzly Creek grove has been extended to December
31, 2001. Cdliforniaaso hasafive year option under the Grizzly Creek agreement to purchase additional property in
the Grizzly Creek grove. Thesaleof the Grizzly Creek grovewill not bereflected inthe Company’ sfinancial statements
until it has been concluded.

3. Cash, Marketable Securities and Other | nvestments

Cash equivalents consist of highly liquid money market instruments with original maturities of three months or
less. Asof December 31, 2000 and 1999, the carrying amounts approximated fair value.

Marketable securities consist primarily of investmentsin debt securities and long and short positionsin corporate
common stocks and option contracts. The Company determinesthe appropriate classification of itsinvestmentsin debt
securities at the time of purchase and reevaluates such determinations at each balance sheet date. Debt securities are
classified as* held-to-maturity” when the Company has the positive intent and ability to hold the securitiesto maturity.
Debt securitieswhich the Company doeshot havetheintent or ability to hold to maturity areclassified as* available-for-
sale” “Held-to-maturity” securities are stated at amortized cost. Debt securities classified as “ held-to-maturity” as of
December 31, 2000 and 1999, totaled $18.9 million and $169.1 million, respectively, and had a fair market value of
$18.9 million and $168.5 million, respectively. “ Available-for-sale” securitiesare carried at fair market value, withthe
unrealized gains and losses included in other comprehensive income and reported in stockholder’s deficit. The fair
value of substantially all securitiesis determined by quoted market prices. Marketable securitieswhich are considered
“trading” securities consist of long and short positionsin corporate common stocks and option contractsand are carried
at fair value. The cost of the securities sold is determined using the first-in, first-out method. Included in investment,
interest and other income (expense), net for each of the three yearsin the period ended December 31, 2000 were: 2000
—net realized gains of $13.7 million and net unrealized gains of $0.4 million; 1999 — net realized gains of $12.5 million
and net unrealized losses of $0.9 million; 1998 — net realized gains of $5.1 million and net unrealized losses of $2.2
million.

Other investmentsincludedinlong-termrestricted cash, marketabl e securitiesand other investmentsincludes $10.1

million as of December 31, 2000, invested in alimited partnership which investsin marketable securities. Thecarrying
amount for this investment reflects the market value of the underlying securities.
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Cash, marketabl e securitiesand other investmentsincludethefoll owing amountswhich arerestricted (inmillions):

December 31,
2000 1999
Current assets:
Cash and cash equivalents:
Amounts held as security for short positions in marketable securities . ............... $ 92 % 271
Other restricted cash and cash equivalents .............. .., 29.2 —
38.4 27.1
Marketable securities, restricted:
Amountsheld iIN SAR ACCOUNE . .. ... . i e e e 16.3 15.9
Long-term restricted cash, marketable securities and other investments:
Amountsheld iNn SAR ACCOUNE . ... .. . i e e et e 144.4 153.2
Amountsheld in Prefunding Account . .. ... .. .. 25 33
Other amounts restricted under the Timber NotesIndenture .. ........................ 0.4 0.4
Other long-termrestricted Cash ... ... .ot 20 20
Less: Amounts attributable to Timber Notesheld in SAR Account . ................... (52.7) —
96.6 158.9
Total restricted cash, marketable securities and other investments. ... .................... $ 151.3 $ 201.9

Amounts in the Scheduled Amortization Reserve Account (the “ SAR Account”) are being held by the trustee
under theindenture (the“ Timber Notes|ndenture”) to support principal paymentson ScotiaLLC'sClassA-1, Class
A-2 and Class A-3 Timber Collateralized Notes due 2028 (the” Timber Notes’). SeeNote 7 for further discussion on
the SAR Account. Amountsheldinthe* Prefunding Account” by thetrustee areto be used by ScotiaLLC to acquire
additional timberlands. The current portion of the SAR Account is determined based on the liquidity needs of Scotia
LLC which corresponds directly with the current portion of Scheduled Amortization.

4. |Inventories

Inventories are stated at the lower of cost or market. Cost is primarily determined using the last-in, first-out
(“L1FO”) method not in excess of market value. Replacement cost is not in excess of LIFO cost. Inventory costs
consist of material, labor and manufacturing overhead, including depreciation and depletion. Inventories consist of the
following (in millions):

December 31,
2000 1999
LUMEY ot e $ 340 $ 232
00 v ittt 21.1 21.4

$ 551 $ 446

5.  Property, Plant and Equipment

Property, plant and equipment, including capitalized interest, is stated at cost, net of accumulated depreciation.
Depreciation is computed principally utilizing the straight-line method at rates based upon the estimated useful lives
of the various classes of assets. The carrying value of property, plant and equipment is assessed when events and
circumstances indicate that an impairment is present. The existence of an impairment is determined by comparing the
net carrying value of the asset to its estimated undiscounted future cash flows. If an impairment is present, the asset
is reported at the lower of carrying value or fair value. The major classes of property, plant and equipment are as
follows (dollar amounts in millions):

Estimated December 31,
Useful Lives 2000 1999
Logging roads, land and improvements . .............. .. i 15years $ 416 $ 35.2
BUIIAINGS . ... 33 years 50.2 49.4
Machinery and equipment . .. ... ..ot 3-15years 108.3 108.8
CONSLIUCLION 1N PrOGIESS . . . o v ettt et e e e e e et e et 2.8 0.7
202.9 194.1
Less: accumulated depreciation . ... ...t (102.9) (93.7)

$ 1000 § 1004



Depreciation expense for the years ended December 31, 2000, 1999 and 1998 was $10.4 million, $10.1 million
and $9.8 million, respectively.

6. Investmentin Kaiser

Asof March 15, 2001, the Company has 27,938,250 shares of the common stock of Kaiser, of which 25,055,775
shares are pledged as collateral for the 12% MGHI Senior Secured Notes due 2003 (the “M GHI Notes’). Kaiser
operates in several principa aspects of the auminum industry—the mining of bauxite into alumina, (the major
aluminum-bearing ore), the refining of bauxite into alumina (the intermediate material), the production of primary
aluminumand themanuf acture of fabricated and semi-fabricated aluminum products. Kaiser’ scommon stock ispublicly
traded on the New Y ork Stock Exchange under the trading symbol “KLU.”

The Company follows the equity method of accounting for its investment in Kaiser. Net sales and cost and
expenses of Kaiser for 1999 and 1998 have been restated to conformto anew accounting principlethat requiresfreight
charges to beincluded in cost of products sold. The amount of such restatement was $39.3 million and $46.0 million
for 1999 and 1998, respectively.

The market value for the Kaiser Shares based on the price per share quoted at the close of business on March 15,
2001 was $111.8 million. There can be no assurance that such value would be realized should the Company dispose
of itsinvestment in the Kaiser shares. The following tables contain summarized financial information of Kaiser (in
millions).

December 31,
2000 1999

CUITENE GSSELS .« . v vt e e e e e e e e e e e e e e $ 10121 $ 9739

Property, plant and equipment, Net . . ... ... .. 1,176.1 1,053.7

OtNEr BS9ES . . o oottt 1,154.9 1,171.2

TOtE @SOS . . ottt $ 33431 $ 31988

Current lHabilities . .. ... o $ 8414 $ 6379

Long-term debt, lesscurrent maturities . .......... it e 957.8 972.5

Other lHabilities . .. ..o e 1,360.6 1,405.4

T aTo TN Y 1= (== £ 101.1 117.7
Stockholders' equity:

COMIMION .t 82.2 65.3

82.2 65.3

Total liabilitiesand stockholders equity ......... ...t $ 33431 $ 3,1988

Y ears Ended December 31,
2000 1999 1998

N SAIES . . ottt e $ 21698 $ 20836 $ 23024

COoStS AN BXPENSES . . . o o e ettt et e e e (2,030.5) (2,112.5) (2,211.8)

Other eXPENSES—NEL . . ...t (113.9) (61.0) (106.5)

Income (loss) before income taxes and minority interests . ...................... 254 (89.9) (15.9)

Credit (provision) for inCOMetaxes .. ... (11.6) 32.7 16.4

MiNOKity INtErESES . . ..ot 3.0 3.1 0.1

NetinComMe (I0SS) . . .o v it 16.8 (54.1) 0.6

Dividendson preferred Stock .. ... .. o — — —

Net income (loss) available to common stockholders . ......................... $ 168 $ (541 0.6

Equity inearnings (10ss) of KaiSer ... ..o oot $ 59 $ (192 $ 0.1
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7. Long-term and Short-term Debt

Long-term and short-term debt consists of the following (in millions):

December 31,

2000 1999
Pacific Lumber Credit AQreement . ... ...t $ 370 $ -
6.55% Scotia LLC Class A-1 Timber Collateralized Notesdue July 20,2028 . .................. 136.7 152.6
7.11% Scotia LLC Class A-2 Timber Collateralized Notesdue July 20,2028 ................... 243.2 243.2
7.71% Scotia LLC Class A-3 Timber Collateralized Notesdue July 20,2028 ................... 463.3 463.3
12% MGHI Senior Secured Notesdue August 1, 2003 . . ... oottt 118.8 125.2
OtNEr . .o 1.0 1.1
1,000.0 985.4
LSS, CUMTeNt MatUNItiES . . . ...ttt et e e e et e e e e (53.5) (16.0)
Timber Notesheld in SAR ACCOUNE . ... ... e (59.9) —

$ 8866 $ 9694

Scotia LLC Timber Notes

Scotia LLC issued $867.2 million aggregate principal amount of Timber Notes on July 20, 1998. Net proceeds
fromthe offering of the Timber Noteswere used primarily to prepay certain debt, and accordingly, in 1998 the Company
recognized an extraordinary loss of $41.8 million, net of the related income tax benefit of $23.6 million, for the early
extinguishment.

The Timber Notes and the Scotia LLC Line of Credit (defined below) are secured by alien on (i) ScotiaLLC's
timber, timberlands and timber rights and (ii) substantially all of Scotia LLC's other property. The Timber Notes
Indenture permits Scotial L C to have outstanding up to $75.0 million of non-recourseindebtednessto acquire additional
timberlandsand to i ssue additional timber notesprovided certain conditionsaremet (including repayment or redemption
of the remaining $136.7 million of Class A-1 Timber Notes).

The Timber Notes were structured to link, to the extent of cash available, the deemed depletion of ScotiaLLC's
timber (through the harvest and sale of l1ogs) to the required amortization of the Timber Notes. The required amount
of amortization on any Timber Notes payment date is determined by various mathematical formulas set forth in the
Timber Notes Indenture. The minimum amount of principal which Scotia LLC must pay (on a cumulative basis and
subject to available cash) through any Timber Notes payment date is referred to as Minimum Principal Amortization.
If the Timber Notes were amortized in accordance with Minimum Principal Amortization, the final installment of
principal would be paid on July 20, 2028. The minimum amount of principal which Scotia LLC must pay (on a
cumulative basis) through any Timber Notes payment date in order to avoid payment of prepayment or deficiency
premiumsisreferred to as Scheduled Amortization. If all paymentsof principal are madein accordance with Scheduled
Amortization, the payment date on which Scotia LLC will pay the final installment of principa is January 20, 2014.
Suchfina installment would includeasinglebullet principal payment of $463.3 million related to the Class A-3 Timber
Notes.

Pursuant to certain liquidity requirements under the Timber Notes Indenture, Scotia LLC has entered into an
agreement (the” ScotiaLL C Lineof Credit”) with agroup of banks pursuant to which Scotia L L C may borrow to pay
interest on the Timber Notes. The maximum amount Scotia LLC may borrow is equal to one year’s interest on the
aggregate outstanding principal balance of the Timber Notes (the* Required Liquidity Amount”). At December 31,
2000, the Required Liquidity Amount was $62.0 million. The Scotia LLC Line of Credit expires on July 15, 2001.
Annually, ScotiaLL C will request that the banks extend the ScotiaLL C Line of Credit for a period of not less than 364
days. If not extended, Scotia LL C may draw upon the full amount available. Borrowings under the ScotiaLLC Line
of Credit generally bear interest at the Base Rate (as defined in the agreement) plus 0.25% or at a one month or six
month LIBOR rate plus 1% at any timethe borrowings have not been continually outstanding for morethan six months.
As of December 31, 2000, Scotia LLC had no borrowings outstanding under the Scotia LLC Line of Credit.

In connection with the sale of the Headwaters Timberlands, Salmon Creek received proceeds of $299.9 million
in cash. See Note 2. On November 18, 1999, $169.0 million of funds from the sale of the Headwaters Timberlands
were contributed to Scotia LLC and set aside in the SAR Account. Amounts in the SAR Account are part of the
collateral securing the Timber Notes and will be used to make principal payments to the extent that other available
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amounts are insufficient to pay Scheduled Amortization on the Class A-1 and Class A-2 Timber Notes. In addition,
during the six years beginning January 20, 2014, amountsin the SAR Account will be used to amortize the Class A-3
Timber Notes as set forth in the Timber Notes Indenture, as amended. Funds may from time to time be released to
Scotia LLC from the SAR Account if the amount in the account exceeds the then Required Scheduled Amortization
Reserve Balance (as defined in the Timber Notes Indenture). If the balance in the SAR Account falls below the
Required Scheduled Amortization Reserve Balance, up to 50% of any Remaining Funds (funds that could otherwise
be released to Scotia LLC free of the lien securing the Timber Notes) is required to be used on each monthly deposit
dateto replenishthe SAR Account. The amount attributableto Timber Notesheld inthe SAR Account of $52.7 million
reflected in Note 3 represents $59.9 million principal amount of reacquired Timber Notes. Repurchases made during
the year ended December 31, 2000, resulted in an extraordinary gain of $3.8 million, net of tax.

Principal and interest on the Timber Notes are payable semi-annually on January 20 and July 20. On the January
22, 2001, note payment date for the Timber Notes, Scotia LL C had $40.8 million set aside in the note payment account
to pay the $31.0 million of interest due and $9.8 million of principal. ScotiaLLC repaid an additional $3.3 million of
principal using fundsheldinthe SAR Account resulting in atotal principal payment of $13.1 million (an amount equal
to Scheduled Amortization). In addition $10.8 million in funds representing the excessin the SAR Account above the
Required Scheduled Amortization Reserve Balance were released from the SAR Account on January 22, 2001.

Pacific Lumber Credit Agreement

The Pacific Lumber Credit Agreement, asenior secured credit facility which expires on October 31, 2001, allows
for borrowings of up to $60.0 million, all of which may be used for revolving borrowings, $20.0 million of which may
be used for standby letters of credit and $30.0 million of which may be used for timberland acquisitions. Borrowings
are secured by all of Pacific Lumber’'s domestic accounts receivable and inventory. Borrowings for timberland
acquisitionsareal so secured by the acquired timberlandsand, commencing in April 2001, areto berepaid annually from
50% of Pacific Lumber’'s excess cash flow (as defined). The remaining excess cash flow is available for dividends.
Upon maturity of the facility, all outstanding borrowings used for timberland acquisitions will convert to aterm loan
repayable over four years. Asof December 31, 2000, borrowings of $37.0 million and letters of credit of $12.5 million
were outstanding, and no borrowings were avail able under the agreement.

12% MGHI Senior Secured Notes due 2003 (the“MGHI Notes’)

The MGHI Notes due August 1, 2003 are guaranteed on a senior, unsecured basisby MAXXAM. Asof March
15, 2001, the MGHI Notes are also secured by a pledge of 25,055,775 shares of the Kaiser common stock owned by
MGHI, the common stock of MGI and the MAXXAM Note (defined below). Interest on the MGHI Notesis payable
semi-annually.

The net proceeds from the offering of the MGHI Notes after expenses were approximately $125.0 million, all of
which was loaned to MAXXAM pursuant to an intercompany note (the*MAXXAM Note’). The MAXXAM Note
bearsinterest at therate of 11% per annum (payable semi-annually on theinterest payment dates applicabletothe MGHI
Notes) and matureson August 1, 2003. MAXXAM isentitled to defer the payment of interest onthe MAXXAM Note
on any interest payment date to the extent that the Company has sufficient available funds to satisfy its obligations on
theMGHI Noteson such date. Any such deferred interest will be added to the principal amount of the MAXXAM Note
and will be payable at maturity. As of December 31, 2000, $47.0 million of interest had been deferred and added to
principal. An additional $9.0 million of interest was deferred and added to principal on February 1, 2001.

Maturities

Scheduled maturities of long-term and short-term debt outstanding at December 31, 2000 are as follows: $53.5
millionin 2001, $17.3 millionin 2002, $138.3 millionin 2003, $22.4 million in 2004, $25.2 million in 2005 and $683.4
million thereafter.

Restricted Net Assets of Subsidiaries
As of December 31, 2000, all of the assets of MGI and its subsidiaries are subject to certain debt instruments
which restrict the ability to transfer assets, make |oans and advances and pay dividends to the Company.

8. Credit (Provision) in Lieu of Income Taxes

Income taxes are determined using an asset and liability approach which requires the recognition of deferred
income tax assets and liabilities for the expected future tax consequences of events that have been recognized in the
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Company’s financial statements or tax returns. Under this method, deferred income tax assets and liabilities are
determined based on the temporary differences between the financial statement and tax bases of assets and liabilities
using enacted tax rates.

The Company and its corporate subsidiaries are members of MAXXAM'’s consolidated return group for federal
income tax purposes.

Pursuant to a tax allocation agreement between MAXXAM, Pacific Lumber, and Salmon Creek (the “PL Tax
Allocation Agreement”), Pacific Lumber isliable to MAXXAM for the federal consolidated income tax liability of
Pacific Lumber, Scotia LLC and certain other subsidiaries of Pacific Lumber (but excluding Salmon Creek)
(collectively, the “PL Subgroup”) computed as if the PL Subgroup was a separate affiliated group of corporations
which was never connected with MAXXAM. The PL Tax Allocation Agreement further provides that Salmon Creek
is liable to MAXXAM for its federal income tax liability computed on a separate company basis as if it was never
connected with MAXXAM. For taxable periods beginning after December 7, 1999 (the day on which Salmon Creek
was converted from a corporation to alimited liability company), the PL Subgroup includes Salmon Creek and there
isno separate calculation for Salmon Creek. Theremaining subsidiaries of MGl areeachliableto MAXXAM for their
respective income tax liabilities computed on a separate company basis as if they were never connected with
MAXXAM, pursuant to their respective tax allocation agreements.

MGI’ stax allocation agreement with MAXXAM (the*M Gl Tax Allocation Agreement”) providesthat MGI’s
federal income tax liability is computed as if MGI files a consolidated tax return with al of its subsidiaries except
Salmon Creek, and that such corporations were never connected with MAXXAM (the “MGI Consolidated Tax
Liability”). For taxable periods beginning after December 7, 1999, the MGI Consolidated Tax Liability includes
Salmon Creek. Thefederal incometax liability of MGl isthedifference between (i) theM Gl Consolidated Tax Liability
and (ii) the sum of the separate tax liabilities for MGI’s subsidiaries (computed as discussed above), but excluding
Salmon Creek for taxabl e periods through December 7, 1999. To the extent that the MGI Consolidated Tax Liability
is less than the aggregate amountsin (ii), MAXXAM is obligated to pay the amount of such differenceto MGI.

MGHI’ stax allocation agreement with MAXXAM (the“MGHI Tax Allocation Agreement”) providesthat the
Company’ sfederal consolidated incometax liability iscomputed asif MGHI and itssubsidiaries, except Salmon Creek,
file a consolidated tax return and that such corporations were never connected with MAXXAM (the “MGHI
Consolidated Tax Liability”). For taxable periods beginning after December 7, 1999, the MGHI Consolidated Tax
Liability includes Salmon Creek. The federal income tax liability of MGHI is the difference between the MGHI
Consolidated Tax Liability and the MGI Consolidated Tax Liability. To the extent that the MGHI Consolidated Tax
Liability islessthanthe MGI Consolidated Tax Liability, MAXXAM isobligated to pay the amount of such difference
to MGHI.

The credit (provision) in lieu of income taxes on income (loss) before income taxes consists of the following (in
millions):

Years Ended December 31,

2000 1999 1998
Current:

Federal inlieu of inCOMEtaXES . ... ... ottt $ 01 $ @0 $ 0.1
Stateand loCal . .. ... — 0.1 (0.1
0.1 (29 —

Deferred:
Federal inlieu of incOmMetaxes .. ...... ... e (9.3 (53.4) 7.1
Stateand [0Cal . . ... 4.2 (21.6) 2.2
(13.5 (75.0 9.3

$ (134 $ (779 $ 9.3
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A reconciliation between the credit (provision) in lieu of income taxes and the amount computed by applying the
federal statutory income tax rate to income (loss) before income taxesis as follows (in millions):

Y ears Ended December 31,

2000 1999 1998
Income (10ss) before incometaxes . . ...t $ 393 $ 1779 $ (27.3)
Amount of federal income tax credit (provision) based upon the statutory rate . .. ......... $ (138) $ (623) $ 9.6
Revision of prior years' tax estimates and other changesin valuation allowances. ......... 12 45 (1.9
Equity in earnings (loss) of Kaiser nottax effected ........... ... ... ... ... ... ... ... 21 (6.6) 0.1
State and local taxes, net of federal tax effect ... ... .. ... (2.9 (13.2) 13
Expenses for which no federal tax benefitisavailable ... ......... ... ... ... ... ....... — (0.3 (0.3

$ (134 $ (779 9.3

Therevision of prior years' tax estimates and other changesin valuation allowances, as shown in the table above,

includes amounts for the reversal of reserves which the Company no longer believes are necessary, other changesin

prior years' tax estimates and changes in valuation allowances with respect to deferred income tax assets. Generally,

thereversal of reserves relates to the expiration of the relevant statute of limitations with respect to certain income tax
returns or the resolution of specific income tax matters with the relevant tax authorities.

The components of the Company’ s net deferred income tax assets (liabilities) are as follows (in millions):

December 31,
2000 1999
Deferred income tax assets:
Lossand credit carryforwards .. ... .. $ 1441 $ 1365
Timber and timberlands . . .. ... 28.1 322
ONEr L 20.2 17.9
VaUation allOWaNCES . . . ..ttt (47.6) (47.6)
Total deferred incometax @ssets, NEL . ... ..ottt 144.8 139.0
Deferred income tax liabilities:
Deferred gainson salesof timber andtimberlands ........... ... .. ... ... . . i (130.4) (104.3)
Property, plant and equUipment . . . ... .. o (14.9) (16.9)
IV BT S . . . o e (8.9 (10.4)
O L (6.2 (5.9
Tota deferred incometax liabilities . ... ... ... i (160.4) (137.5)
Net deferred income tax assets (liabilities) . ... $ (156 $ 15

Included in net deferred income tax assets as of December 31, 2000 is $96.5 million attributableto the tax benefit
of loss and credit carryforwards, net of valuation allowances. The Company evaluated all appropriate factors in
determining the realizability of the deferred tax assets attributable to loss and credit carryforwards, including any
limitations on their use, the year the carryforwards expire and the levels of taxable income necessary for utilization.
Based onthiseval uation of the appropriatefactorsto determinethe proper val uation all owancesfor these carryforwards,
the Company believes that it is more likely than not that it will realize the benefit for the carryforwards for which
valuation allowances were not provided. The deferred income tax liabilities related to deferred gains on the sales of
timber and timberlands are aresult of the sales of the Headwaters Timberlands (1999) and the Owl Creek grove (2000).

Included in the net deferred income tax assets listed above are $2.8 million and $15.6 million at December 31,
2000 and 1999, respectively, which are recorded pursuant to the tax allocation agreements with MAXXAM.

Thefollowing table presents the estimated tax attributes for federal incometax purposes for the Company and its
subsidiaries as of December 31, 2000, under the terms of the respective tax allocation agreements (in millions). The
utilization of certain of these tax attributes is subject to limitations.

Expiring
Through
Regular Tax Attribute Carryforwards:
Nt ORI NG I0SSES . .+ v v vttt et ettt e e $ 3928 2020
Alternative Minimum Tax Attribute Carryforwards:
Nt 0PN I0SSES . .+ v v ettt ettt e $ 3446 2020



Theincometax credit (provision) related to other comprehensiveincomefor the years ended December 31, 2000,
1999 and 1998 was $(0.3) million, $0.2 million and $(0.3) million, respectively.

9. Employee Benefit Plans

Pension and Other Postretirement Benefit Plans

Pacific Lumber has a defined benefit plan which covers al employees of Pacific Lumber. Under the plan,
employeesareeligiblefor benefitsat age 65 or earlier, if certain provisionsare met. The benefits are determined under
acareer average formulabased on each year of service with Pacific Lumber and the employee’ s compensation for that
year. Pacific Lumber’s funding policy is to contribute annually an amount at least equal to the minimum cash
contribution regquired by the Employee Retirement Income Security Act of 1974, as amended.

Pacific Lumber hasan unfunded benefit plan for certain postretirement medical benefitswhich coverssubstantially
all employees of Pacific Lumber. Participants of the plan are eligible for certain health care benefits upon retirement.
Participants make contributions for a portion of the cost of their health care benefits. The expected costs of
postretirement medical benefits are accrued over the period the employees provide services to the date of their full
eigibility for such benefits.

The following tables present the changes, status and assumptions of Pacific Lumber’'s pension and other
postretirement benefit plans as of December 31, 2000 and 1999, respectively (in millions):

Pension Benefits Medical/Life Benefits
Y ears Ended December 31,

2000 1999 2000 1999
Change in benefit obligation:
Benefit obligation at beginningof year ............. ... ... ... ... ..., $ 337 $ 343 3 49 $ 5.0
SEIVICE COSE o vttt ettt e 19 24 0.2 0.3
INEErESt COSt . ..o 27 25 0.3 04
Plan participants’ contributions . ............ ... ... ... .. . - - 11 0.3
Actuarial (gain) [0SS. . ...t 0.8 (4.8) 12 (0.7)
Benefitspaid . ... ... (0.9) (0.7 (1.7) (0.4)
Benefit obligationatendofyear ........... ... ... ... . . o 38.2 33.7 6.0 4.9
Changein plan assets:
Fair value of plan assets at beginningofyear .......................... 37.1 29.9 - -
Actual retUmM ON aSSEtS . . . . oottt (1.5) 5.7 - -
Employer contributions . ........ ... .. - 22 0.6 0.1
Plan participants' contributions . ............ .. ... ... ... . - - 11 0.3
Benefitspaid .. ... ... (0.9) (0.7) (1.7) (0.4)
Fairvalueof planassetsatendofyear ............. ... ... ... ........ 34.7 37.1 — —
Benefit obligation in excess of (lessthan) planassets .................... 35 (3.9 6.0 4.9
Unrecognized actuarial gain . ...ttt 75 12.8 0.8 21
Unrecognized prior SErViCE COSES . . . v v v v ittt i (0.7) (0.8 — —
Accrued benefit liability .......... ... ... ... $ 103 % 86 $ 68 $ 7.0
Pension Benefits Medical/L ife Benefits
Y ears Ended December 31,
2000 1999 1998 2000 1999 1998
Components of net periodic benefit costs:
SEIVICECOSE .\ v it $ 19 8 24 % 22 % 02 $ 03 % 0.3
Interestcost ......... 27 25 22 0.3 04 0.3
Expectedreturnonassets ...................... (2.6) (2.0) (1.8) - - -
Amortization of prior servicecosts ............... 0.1 0.1 0.1 - - -
Recognized net actuarial gain ................... (0.4) — — (0.1 (0.1 (0.1
Adjusted net periodic benefitcosts .. ........... $ 17 $ 29 $ 27 $ 04 $ 06 $ 0.5
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Pension Benefits Medical/Life Benefits
Y ears Ended December 31,

2000 1999 1998 2000 1999 1998
Weighted-average assumptions:
Discountrate .........covviiiiiiiii i 7.5% 7.8% 7.0% 7.5% 7.8% 7.0%
Expectedreturnonplanassets................... 8.0% 8.0% 8.0% - - -
Rate of compensationincrease .................. 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plan.
A one-percentage-point change in assumed health care cost trend rates as of December 31, 2000 would have the
following effects (in millions):

1-Per centage-Point 1-Per centage-Point
Increase Decrease
Effect on total of service and interest cost components ......... $ 01 $ (0.1)
Effect on the postretirement benefit obligations . . ............. 0.8 (0.7)

Employee Savings Plan

Pacific Lumber’s employees are eligible to participate in a defined contribution savings plan sponsored by
MAXXAM. Thisplanisdesigned to enhance the existing retirement programs of participating employees. The cost
to the Company of this plan was $1.5 million, $1.4 million and $1.4 million for the years ended December 31, 2000,
1999 and 1998, respectively.

Workers' Compensation Benefits

Pacific Lumber is self-insured for workers compensation benefits, whereas Britt is insured for workers
compensation benefitsby an outside party. Included in accrued compensation and rel ated benefitsand other noncurrent
liahilities are accruals for workers’ compensation claims amounting to $9.2 million and $9.8 million at December 31,
2000 and 1999, respectively. Workers' compensation expenses amounted to $3.4 million, $3.9 million and $3.5 million
for the years ended December 31, 2000, 1999 and 1998, respectively.

10. Related Party Transactions

MAXXAM provides the Company and certain of the Company’s subsidiaries with accounting, data processing
services, office space and various office personnel, insurance, legal, operating, financial and certain other services.
MAXXAM'’sexpensesincurred on behal f of the Company arereimbursed by the Company through paymentsconsisting
of (i) an alocation of the lease expense for the office space utilized by or on behalf of the Company and (ii) a
reimbursement of actual out-of-pocket expenses incurred by MAXXAM, including, but not limited to, labor costs of
MAXXAM personnel rendering servicesto the Company. Chargesby MAXXAM for such serviceswere $2.2 million,
$3.1 million and $3.5 million for the years ended December 31, 2000, 1999 and 1998, respectively. The Company
believes that the services being rendered are on terms not less favorable to the Company than those which would be
obtainable from unaffiliated third parties.

11. Commitmentsand Contingencies

Commitments

Minimumrental commitmentsunder operating leasesat December 31, 2000 areasfollows: yearsending December
31, 2001—%$4.2 million; 2002—$3.5 million; 2003—$2.8 million; 2004—$1.7 million; 2005—$1.2 million;
thereafter—3$2.5 million. Rental expense for operating leases was $4.7 million, $4.2 million and $3.0 million for the
years ended December 31, 2000, 1999 and 1998, respectively.

Contingencies

Regulatory and environmental matters play a significant role in the Company’ s forest products business, which
issubject toavariety of Californiaand federal lawsand regulations, aswell asthe HCP and SY P and Pacific Lumber’'s
timber operator’s license, dealing with timber harvesting practices, threatened and endangered species and habitat for
such species, and air and water quality. As further described in Note 2, on March 1, 1999, Pacific Lumber and
MAXXAM consummated the Headwaters Agreement with the United Statesand California. Inadditiontothetransfer
of the Headwaters Timberlands described in Note 2, the SY P and the HCP were approved and incidental take permits
related to the HCP (the “ Permits”) were issued.
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The SYP complies with certain California Board of Forestry and Fire Protection regulations requiring timber
companiesto project timber growth and harvest on their timberlandsover a100-year planning period and to demonstrate
that their projected average annual harvest for any decade within a 100-year planning period will not exceed theaverage
annua harvest level during the last decade of the 100-year planning period. The SY Piseffectivefor 10 years (subject
to review after five years) and may be amended by Pacific Lumber, subject to approval by the California Department
of Forestry and Fire Protection (the“ CDF"). Revised SY Pswill be prepared every decadethat addressthe harvest level
based upon reassessment of changes in the resource base and other factors. The HCP and the Permits allow incidental
“take” of certain species located on the Company’ s timberlands which have been listed as endangered or threatened
under the federal Endangered Species Act (the “ESA™) and/or the California Endangered Species Act (“CESA”) so
long as there is no “jeopardy” to the continued existence of such species. The HCP identifies the measures to be
instituted in order to minimize and mitigate the anticipated level of take to the greatest extent practicable. The SYPis
also subject to certain of these provisions. The HCP and rel ated Permitshave aterm of 50 years. The Company believes
that the SY P and the HCP shoul d in the long-term expedite the preparation and facilitate approval of its THPs, although
the Company is experiencing difficultiesin the THP approval process as it implements these agreements.

Under the Federal Clean Water Act, the Environmental Protection Agency (“ EPA”) isrequired to establish total
maximum daily load limits (“ TM DL ") in water courses that have been declared to be “water quality impaired.” The
EPA and the North Coast Regional Water Quality Control Board are in the process of establishing TMDLs for 17
northern Californiarivers and certain of their tributaries, including nine water coursesthat flow within the Company’s
timberlands. The Company expectsthis processto continueinto 2010. Inthe December 1999 EPA report dealing with
TMDLsontwo of the ninewater courses, the agency indicated that the requirements under the HCPwould significantly
addressthe sediment issuesthat resulted in TM DL requirementsfor thesewater courses. However, the September 2000
report by the staff of the North Coast Regional Water Quality Control Board proposed various actions, including
restrictions on harvesting beyond those required under the HCP. Datesfor hearings concerning these matters have not
been scheduled. Establishment of the final TMDL requirements applicable to the Company’s timberlands will be a
lengthy process, and the final TMDL requirements applicable to the Company’s timberlands may require aquatic
protection measuresthat are different from or in addition to the prescriptionsto be devel oped pursuant to the watershed
analysis process provided for in the HCP.

Lawsuits are pending and threatened which seek to prevent the Company from implementing the HCP and/or the
SY P, implementing certain of the Company’s approved THPs or carrying out certain other operations. On December
2,1997, alawsuit entitled JennieRoallins, et al. v. Charles Hurwitz, John Campbell, Pacific Lumber, MAXXAM Group
Holdings Inc., Scotia Pacific Holding Company, MAXXAM Group Inc., MAXXAM Inc., Barnum Timber Company, et
al. (the* Rollinslawsuit™) wasfiled. OnMarch 5, 2001, the partiesin the Rollinslawsuit reached an agreement to settle
this matter. Substantialy all of the amounts to be paid to the plaintiffs will be paid by the Company’sinsurers. Still
pending isasimilar lawsuit, also filed on December 2, 1997, entitled Kristi Wrigley, et al. v. Charles Hurwitz, John
Campbell, Pacific Lumber, MAXXAM Group Holdings Inc., Scotia Pacific Holding Company, MAXXAM Group Inc.,
MAXXAM Inc., Scotia Pacific Company LLC, et al. (the“ Wrigley lawsuit”). Thisaction alleges, among other things,
that the defendants’ logging practices have contributed to an increasein flooding and damage to domestic water systems
in aportion of the Elk River watershed.

On January 28, 1997, an action was filed against Pacific Lumber entitled Ecological Rights Foundation, Mateel
Environmental v. Pacific Lumber (the” ERF lawsuit”) inthe U.S. District Court inthe Northern District of California.
Thisaction alegesthat Pacific Lumber has discharged pollutantsinto federal waterways, and the plaintiffs are seeking
to enjoin Pacific Lumber from continuing such actions, civil penalties of up to $25,000 per day for each violation,
remediation and other damages. This case was dismissed by the District Court on August 19, 1999, but the dismissal
wasreversed by the U.S. Ninth Circuit Court of Appealson October 30, 2000, and the case was remanded to the District
Court, but no further proceedings have occurred. The Company believes that it has strong factual and legal defenses
with respect to the Wrigley lawsuit and ERF lawsuit; however, there can be no assurance that they will not have a
meaterial adverse effect on the Company’ s financial position, results of operations or liquidity.

On March 31, 1999, an action entitled Environmental Protection Information Center, Serra Club v. California
Department of Forestry and Fire Protection, Califor nia Department of Fish and Game, The Pacific Lumber Company,
Scotia Pacific Company LLC, Salmon Creek Corporation, et al. (the” EPI C-SYP/Permitslawsuit”) wasfiled aleging
various violations of the CESA and the California Environmental Quality Act , and challenging, among other things,
thevalidity and legality of the Permitsissued by Californiaand the SYP. On March 31, 1999, an action entitled United
Seelworkers of America, AFL-CIO, CLC, and Donald Kegley v. California Department of Forestry and Fire
Protection, The Pacific Lumber Company, Scotia Pacific Company LLC and Salmon Creek Corporation (the* USWA
lawsuit”) was filed also challenging the validity and legdlity of the SYP. The Company believes that appropriate
procedures were followed throughout the public review and approval process concerning the HCP and the SY P, and
the Company isworking with the rel evant government agenciesto defend these challenges. Although uncertaintiesare
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inherent in the final outcome of the EPIC-SYP/Permits lawsuit and the USWA lawsuit, the Company believes that the
resol ution of these matters should not result in amaterial adverse effect onitsfinancial condition, results of operations
or the ability to harvest timber.

On or about February 23, 2001, Pacific Lumber received aletter from the Environmental Protection Information
Association of its60-day notice of intent to sue Pacific Lumber under thefederal Clean Water Act (* CWA”). Theletter
alleges a number of violations of the CWA by Pacific Lumber in certain watersheds since 1990. If filed, the lawsuit
will purportedly seek declarativeand injunctionrelief for past violationsand to prevent futureviolations, aswell ascivil
penalties. Such civil penalties could be up to $25,000 per day for each continuing violation. The Company does not
know when or if alawsuit will be filed regarding this matter, or if alawsuit isfiled, the ultimate impact of such lawsuit
on its consolidated financia condition or results of operations.

Whilethe Company expectsenvironmentally focused obj ectionsand lawsuitsto continue, it believesthat theHCP,
the SY P and the Permits should enhance its position in connection with these continuing challenges and, over time,
reduce or minimize such challenges.

12. Supplemental Cash Flow and Other Information

Years Ended December 31,

2000 1999 1998
(In millions)

Supplemental information on non-cash investing and financing activities:

Acquisition of assets subject to other liabilities.................................. $ - $ - $ 08

Deferral of interest on MAXXAM notereceivable ........... ... .. ... ... 16.7 15.0 7.8

Repurchases of debt using restricted cash .. ......... .. . 525 - -

Purchases of marketable securities and other investments using restricted cash ......... 04 159 -
Supplemental disclosure of cash flow information:

Interest paid, net of capitalized interest . ............ . . $ 793 $ 808 $ 782

IncometaxeSpaid .. ... ...t - - 0.2

Tax allocation paymentsto (from) MAXXAM ... ... (0.5) 18 0.2

13. Quarterly Financial Information (Unaudited)

Summary quarterly financial information for the years ended December 31, 2000 and 1999 is as follows (in
millions):

Three Months Ended
March 31 June 30 September 30 December 31

2000:

Netsales ... ... $ 474 $ 559 $ 494 $ 474

Operatingincome (10SS) . . ..o oo 5.7 8.5 0.1 (7.0

Income (loss) before extraordinary items ............ 20 49 (12.8) 318

Extraordinaryitems,net . ........... ... ... .. ... 1.4 - 0.6 2.2

Netincome (l0SS) .. ..o oo 34 4.9 (12.2) 34.0
1999:

Netsales ... ... $ 467 $ 414 $ 490 $ 50.7

Operatingincome (10SS) . . ..o oo (1.5) (349 (3.9 44

Netincome (10SS) .. ..o v i 120.3 (10.8) (19.3) 9.8
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ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTSON ACCOUNTING AND
FINANCIAL DISCLOSURE
None.
PART II1
Not applicable.

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K
(8 IndextoFinancial Statements Page

1. Financial Statements (included under Item 8):

Report of Independent Public ACCOUNEaNES .. ... ... ottt e 23
Consolidated Balance Sheet at December 31,2000and 1999 ... ...t 24
Consolidated Statement of Operations for the Y ears Ended December 31, 2000,

1090 AaNd 1008 . . ..t 25
Consolidated Statement of Stockholder’s Deficit for the Y ears Ended

December 31,2000, 1999 and 1998 . . .. ...ttt e 26
Consolidated Statement of Cash Flows for the Y ears Ended December 31, 2000,

1990 aNd 1008 . . ..t e e e 27
Notes to Consolidated Financial Statements . . .. .. .ottt e e e e 28

2.  Financial Statement Schedules:

Schedule | — Condensed Financial Information of Registrant at December 31, 2000
and 1999 and for the Y ears Ended December 31, 2000, 1999and 1998 ..................... 42

The Consolidated Financia Statementsand Notesthereto of MAXXAM Inc., MAXXAM Group
Inc. and Kaiser Aluminum Corporation are incorporated herein by reference and included as
Exhibits 99.1, 99.2 and 99.3 hereto, respectively.

All other schedules are inapplicable or the required information isincluded in the Consolidated
Financial Statements or the Notes thereto.

(b) Reportson Form 8-K

On January 2, 2001, the Company filed a current report on Form 8-K (under Item 5) dated December 29, 2000,
related to the sale of approximately 1,200 acres of timberlands known as the Owl Creek grove.

() Exhibits

Reference is made to the Index of Exhibits immediately preceding the exhibits hereto (beginning on page 47),
which index isincorporated herein by reference.
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SCHEDULE | —CONDENSED FINANCIAL INFORMATION OF REGISTRANT

MAXXAM GROUP HOLDINGSINC.

BALANCE SHEET (Unconsolidated)
(In millions of dollars, except shareinformation)

ASSETS

Current assets:
Cashand cash eqUIVAENtS . .. . ... ot e
Marketable SECUNtIES . . .. i e e
Recalvable fromMAXXAM INC. ..o e e
Total CUM BNt ASSEES . . ottt i ettt e et e e e e e e
Notereceivable fromMAXXAM INC. . ... i e e
DEfErred INCOMEaXES . . .ttt e e e e
Deferred finanCing COSES . ... .ot

LIABILITIESAND STOCKHOLDER'SDEFICIT

Current liabilities:
Accounts payable and other accrued liabilities . ............ ... ... ... .. L.
ACCTUBH INEEIESt . . . oo e e e
Total current liabilities. ... ...
Note payableto MGl . ... ..
Losses recognized in excess of investmentsin subsidiaries .............. ... ... . 0
Long-termdebt . ... ..
Total lHabilities . ..o e

Stockholder’ s deficit:
Common stock, $1.00 par value, 3,000 shares authorized, 1,000 sharesissued ...........
Additional capital . ... ... e e
Accumulated defiCit . . ... ..o
Accumulated other comprenensiveloss. ... ..o e
Total stockholder’sdeficit ...

See notes to consolidated financial statements and accompanying notes.
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December 31,

2000 1999
$ 469 $ 90
7.4 -
7.6 6.8
61.9 15.8
1645 1478
6.4 9.9
2.0 2.7

$ 2348 $ 1762
$ 13 $ 12
5.9 6.3
7.2 75

- 46
158.2 7338
1188 1252
2842 2111
1232 1232
(172.6) (157.7)
— (0.4)
(49.4) — (34.9)
$ 2348 $ 1762




SCHEDULE | —CONDENSED FINANCIAL INFORMATION OF REGISTRANT (Continued)
MAXXAM GROUP HOLDINGSINC.

CONDENSED STATEMENT OF OPERATIONS (Unconsolidated)
(In millions of dollars)

Y ears Ended December 31,

2000 1999 1998
Investment, interest and other income (expense), net .................... $ 249 $ 177 $ 144
INtEreSt BXPENSE . . ot (15.2) (16.4) (16.4)
Genera and administrative eXpensSeS . ... oo vt e (0.3) (0.3 (0.3)
Equity in earnings (loss) of subsidiaries ............. ... ... ... o 23.6 99.3 (56.1)
Income (loss) beforeincometaxes. ...t 33.0 100.3 (58.4)
Credit (provision) inlieuof incometaxes ...............oiiiianan... (3.3) (0.3 0.2
Income (loss) before extraordinaryitems. ............... ..o, 29.7 100.0 (58.2)
Extraordinary items:
Gain on repurchase of debt, net of provisionin lieu of incometaxes . ... .. 04 - -
Loss on early extinguishment of debt, net of creditinlieu
Of INCOMETAXES ... o e e e e e — — (1.6)
NEINCOME (10SS) .+ v v e ettt et $ 301 $ 1000 $ (59.8

See notes to consolidated financial statements and accompanying notes.
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SCHEDULE | —CONDENSED FINANCIAL INFORMATION OF REGISTRANT (Continued)

MAXXAM GROUP HOLDINGSINC.

CONDENSED STATEMENT OF CASH FLOWS (Unconsolidated)
(In millions of dollars)

Years Ended December 31,

2000 1998
Cash flows from operating activities:
NEtinCOME (I0SS) . . .ottt ettt $ 301 $ 1000 $ (59.8)
Adjustments to reconcile net income (l0ss) to net cash
provided by (used for) operating activities:
Extraordinary loss (gain) on early extinguishment of debt, net . ........... (0.9 16
Net gains on marketable securities .......... ... .. .. . i i, (6.9 -
Amortization of deferred financing costs and
discountsonlong-termdebt ........... .. ... .. ... i 0.8 0.8
Equity in loss (earnings) of subsidiaries ................ ... ... ... ... (23.6) 56.1
Dividendsfromsubsidiaries ......... ... .. .o i i 108.4 18.7
Increase (decrease) in cash resulting from changesin:
Receivable fromMAXXAMINC. ... ... i (22.1) (8.9
Accrued and deferred incometaxes .............. i, 2.8 (0.1
Accrued interest, other liabilitiesandother ......................... 0.1 (0.1)
Net cash provided by operating activities .......................... 89.2 8.8
Cash flows from investing activities:
Net purchases of marketable securities . ............ ... ... ... oot (0.5 —
Net cash used for investing activities ............. ... .. ... ... ... ... (0.5 —
Cash flows from financing activities:
Repurchases of long-termdebt ........... .. ... ... ... ... . .. . L (5.8 -
Consent fees for early retirement of subsidiaries debt .................... - (2.6)
Dividendspaid .. ... oot (45.0) (2.5)
Net cash used for financing activities ........... .. ... .. . ... (50.8) (5.1
Netincreasein cashand cashequivalents ...............c .. 37.9 37
Cash and cash equivaentsat beginningofyear ............................ 9.0 1.9
Cashand cash equivalentsatendof year ............ ..., $ 469 $ 5.6

See notes to consolidated financial statements and accompanying notes.
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SCHEDULE | —CONDENSED FINANCIAL INFORMATION OF REGISTRANT (Continued)

NOTESTO FINANCIAL STATEMENTS

1. Deferred |ncome Taxes

The deferred income tax assets and liabilities reported in the accompanying unconsolidated balance sheet are
determined by computing such amounts on a consolidated basis, asif MGHI files a consolidated tax return with all of
its subsidiaries except Salmon Creek, and as if such corporations were never connected with MAXXAM, and then
reducing such consolidated amounts by the amounts recorded by MGHI’ s subsidiaries, but excluding Salmon Creek,
pursuant to their respective tax alocation agreementswith MAXXAM. For taxable periods beginning after December
7, 1999, the computation includes Salmon Creek. A significant portion of MGHI's net deferred income tax assets
relates to loss and credit carryforwards, net of valuation allowances. MGHI evaluated all appropriate factors to
determine the proper valuation allowances for these carryforwards, including any limitations concerning their use, the
year the carryforwards expire and the levels of taxable income necessary for utilization. Based on this evaluation,
MGHI has concluded that it is more likely than not that it will realize the benefit of these carryforwards for which
valuation allowances were not provided.

2. Supplemental Cash Flow Information
Y ears Ended December 31,

2000 1999 1998
(In millions)
Supplemental information on non-cash investing and
financing activities:
Deferral of interest on MAXXAM notereceivable . ............. $ 167 $ 150 $ 7.8
Supplemental disclosure of cash flow information:
Interestpaid . ...t $ 149 $ 156 $ 15.6

45



SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

MAXXAM GROUP HOLDINGSINC.

Date: March 28, 2001 By: CHARLESE. HURWITZ
Charles E. Hurwitz
Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Date: March 28, 2001 By: CHARLESE. HURWITZ
Charles E. Hurwitz
Chairman of the Board, President,
and Chief Executive Officer

Date: March 28, 2001 By: J. KENT FRIEDMAN
J. Kent Friedman
Director

Date: March 28, 2001 By: JOHN T. LA DUC
John T. LaDuc
Director

Date: March 28, 2001 By: PAUL N. SCHWARTZ
Paul N. Schwartz
Vice President, Chief Financial Officer
and Director
(Principal Financial Officer)

Date: March 28, 2001 By: ELIZABETH D. BRUMLEY

Elizabeth D. Brumley
Controller
(Principal Accounting Officer)
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Exhibit
Number

INDEX OF EXHIBITS

Description

31

3.2

41

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

411

Certificate of Incorporation of MAXXAM Group Holdings Inc. (the “Company” or “MGHI")
(incorporated herein by referenceto Exhibit 3.1 tothe Company’ sRegistration Statement on Form
S-4 dated November 4, 1996; Registration No. 333-18723; the “Company’s Form S-4")

Amended and Restated By-laws of the Company, adopted July 7, 1998 (incorporated herein by
reference to Exhibit 3.2 to the Company’s Form S-4)

Indenture, dated as of December 23, 1996 among the Company, as Issuer, MAXXAM Inc.
(“MAXXAM"), as Guarantor, and First Bank National Association, as Trustee (“MGHI
Indenture”), regarding the Company’ s 12% Senior Secured Notesdue 2003 (incorporated herein
by reference to Exhibit 4.1 to the Company’s Form S-4)

First Supplemental Indenture, dated as of July 8, 1998, to the MGHI Indenture (incorporated
herein by reference to Exhibit 4.4 to the Quarterly Report on Form 10-Q/A of the Company for
the quarter ended June 30, 1998; the “ Company June 1998 Form 10-Q/A™)

Second Supplemental Indenture, dated as of July 29, 1998, to the MGHI Indenture (incorporated
herein by reference to Exhibit 4.5 to the Company June 1998 Form 10-Q/A)

Indenture, dated as of July 20, 1998, between Scotia Pacific Company LLC (“ScotiaLLC") and
State Street Bank and Trust Company (“ State Street”) regarding Scotia LLC's Class A-1, Class
A-2 and Class A-3 Timber Collateralized Notes (the “ Timber Note Indenture”) (incorporated
herein by reference to Exhibit 4.2 to the Quarterly Report on Form 10-Q/A of MAXXAM for the
quarter ended June 30, 1998; File No. 1-3924

First Supplemental Indenture, dated as of July 16, 1999, to the Timber Note Indenture
(incorporated herein by referenceto Exhibit 4.1 to Scotia LLC' s Quarterly Report on Form 10-Q
for the quarter ended June 30, 1999; File No. 333-63825; the “Scotia LLC June 1999 Form

10-Q")

Second Supplemental Indenture, dated as of November 18, 1999, to the Timber Note Indenture
(incorporated herein by reference to Exhibit 99.3 to Scotia LLC's Report on Form 8-K dated
November 19, 1999; File No. 333-63825)

Deed of Trust, Security Agreement, Financing Statement Fixture Filing and Assignment of
Proceeds, dated as of July 20, 1998, among Scotia LLC, Fidelity Nationa Title Insurance
Company, as trustee, and State Street, as collateral agent (incorporated herein by reference to
Exhibit 4.6 to ScotiaL L C' sRegistration Statement on Form S-4; Registration No. 333-63825; the
“Scotia LLC Registration Statement”)

Credit Agreement, dated as of July 20, 1998, among Scotia LLC, the financial institutions party
thereto and Bank of America National Trust and Savings Association, as agent (incorporated
herein by referenceto Exhibit 4.3 to the Quarterly Report on Form 10-Q/A of MAXXAM for the
quarter ended June 30, 1998; File No. 1-3924; the “MAXXAM June 1998 Form 10-Q")

First Amendment, dated as of July 16, 1999, to the Line of Credit Agreement among ScotiaLLC,
the financia institutions party thereto and Bank of America National Trust and Savings
Association, asagent (incorporated herein by referenceto Exhibit 4.2 to the Scotial. L C June 1999
Form 10-Q)

Amended and Restated Credit Agreement (“Pacific Lumber Credit Agreement”) dated as of
December 18, 1998 between The Pacific Lumber Company (“Pacific Lumber”) and Bank of
AmericaNational Trust and Savings Association (incorporated herein by referenceto Exhibit 4.7
to the Company’s Annual Report on Form 10-K dated December 31, 1998)

Amendment, dated as of January 31, 2000, to the Pacific Lumber Credit Agreement
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10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

Note: Pursuant to Regulation § 229.601, Item 601 (b)(4)(iii) of Regulation S-K, upon request of
the Securities and Exchange Commission, the Company hereby agrees to furnish a copy of any
unfiled instrument which defines the rights of holders of long-term debt of the Company and its
consolidated subsidiaries (and for any of its unconsolidated subsidiaries for which financial
statements are required to be filed) wherein the total amount of securities authorized thereunder
does not exceed 10 percent of the total consolidated assets of the Company

Tax Allocation Agreement dated as of December 23, 1996 between MGHI and MAXXAM
(incorporated herein by reference to Exhibit 10.1 to the Company’s Form S-4)

Tax Allocation Agreement between MAXXAM Group Inc. (“MGI") and MAXXAM dated as of
August 4, 1993 (incorporated herein by reference to Exhibit 10.6 to Amendment No. 3 to the
Registration Statement on Form S-2 of MGl ; Registration No. 33-64042; the “M Gl Registration
Statement”)

Tax Allocation Agreement dated as of May 21, 1988 among MAXXAM, MG, Pacific Lumber
and the corporations signatory thereto (incorporated herein by referenceto Exhibit 10.8to Pacific
Lumber’s Annual Report on Form 10-K for the fiscal year ended December 31, 1988; File No.
1-9204)

Tax Allocation Agreement among Pacific Lumber, Scotia LLC, Salmon Creek Corporation
(“Salmon Creek™) and MAXXAM dated asof March 23, 1993 (incorporated herein by reference
to Exhibit 10.1 to Amendment No. 3 to the Form S-1 Registration Statement of Scotia Pacific
Holding Company, Registration No. 33-55538)

Tax Allocation Agreement between MAXXAM and Britt Lumber Co., Inc. (“Britt”), dated as of
July 3, 1990 (incorporated herein by referenceto Exhibit 10.4 to Pacific Lumber’ s Annual Report
on Form 10-K for the fiscal year ended December 31, 1993)

Non-Negotiable Intercompany Note dated as of December 23, 1996 executed by MAXXAM in
favor of the Company (incorporated herein by reference to Exhibit 10.8 to the Company’s Form
S4)

Power Purchase Agreement dated as of January 17, 1986 between Pacific Lumber and Pacific Gas
and Electric Company (incorporated herein by reference to Exhibit 10(n) to Pacific Lumber's
Registration Statement on Form S-1, Registration No. 33-5549)

New Master Purchase Agreement, dated as of July 20, 1998, between Scotia LLC and Pacific
Lumber (incorporated herein by referenceto Exhibit 10.1 to the Quarterly Report on Form 10-Q
of the Company for the quarter ended June 30, 1998; the “ Company June 1998 Form 10-Q")

New Services Agreement, dated as of July 20, 1998, between Pacific Lumber and Scotia LLC
(incorporated herein by reference to Exhibit 10.2 to the Company June 1998 Form 10-Q)

New Additional Services Agreement, dated as of July 20, 1998, between ScotiaLL C and Pacific
Lumber (incorporated herein by reference to Exhibit 10.3 to the Company June 1998 Form 10-Q)

New Reciprocal Rights Agreement, dated asof July 20, 1998, among Pacific Lumber, ScotiaLLC
and Salmon Creek Corporation (incorporated herein by referenceto Exhibit 10.4 to the Company
June 1998 Form 10-Q)

New Environmental Indemnification Agreement, dated as of July 20, 1998, between Pacific
Lumber and Scotia LLC (incorporated herein by reference to Exhibit 10.5 to the Company June
1998 Form 10-Q)

Purchase and Services Agreement between Pacific Lumber and Britt dated as of March 23, 1993
(incorporated herein by reference to Exhibit 10.17 to Amendment No. 2 to the Form S-2
Registration Statement of Pacific Lumber; Registration Statement No. 33-56332)
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10.14

10.15

10.16

10.17

10.18

10.19

10.20

*99.1

*09.2

*99.3

*99.4

I mplementation Agreement with Regard to Habitat Conservation Planfor the Propertiesof Pacific
Lumber, Scotia LLC and Salmon Creek dated as of February 1999 by and among The United
States Fish and Wildlife Service, the Nationa Marine Fisheries Service, the California
Department of Fish and Game (“CDF&G"), the California Department of Forestry and Fire
Protection (the“ CDF") and Pacific Lumber, Salmon Creek and ScotiaLL C (incorporated herein
by reference to Exhibit 99.3 to Scotia LLC's Form 8-K dated March 19, 1999; File No. 333-
63825; the “ Scotia LLC March 19, 1999 Form 8-K”)

Agreement Relating to Enforcement of AB 1986 dated as of February 25, 1999 by and among
The California Resources Agency, CDF& G, CDF, The CaliforniaWildlife Conservation Board,
Pacific Lumber, Salmon Creek and Scotia LL C (incorporated herein by reference to Exhibit 99.4
to the Scotia LLC March 19, 1999 Form 8-K)

Habitat Conservation Plan dated as of February 1999 for the Propertiesof Pacific Lumber, Scotia
Pacific Holding Company and Salmon Creek (incorporated herein by reference to Exhibit 99.5
to the Scotia LLC March 19, 1999 Form 8-K)

Agreement for Transfer of Grizzly Creek and Escrow Instructions and Option Agreement dated
asof February 26, 1999 by and between Pacific Lumber and the State of California (incorporated
herein by reference to Exhibit 99.6 to Scotia LLC's March 19, 1999 Form 8-K)

L etter dated February 25, 1999 fromthe CDF to Pacific Lumber (incorporated herein by reference
to Exhibit 99.8 to Scotia LLC's March 19, 1999 Form 8-K)

Letter dated March 1, 1999 from the CDF to Pacific Lumber (incorporated herein by reference
to Exhibit 99.9 to Scotia LLC's March 19, 1999 Form 8-K)

Letter dated March 1, 1999 from the U.S. Department of the Interior Fish and Wildlife Service
and the U.S. Department of Commerce National Oceanic and Atmospheric Administration to
Pacific Lumber, Salmon Creek and the Company (incorporated herein by reference to Exhibit
99.10 to ScotiaLLC's March 19, 1999 Form 8-K)

The consolidated financial statements and notes thereto of MAXXAM Inc. for the fisca year
ended December 31, 2000

The financia statements and notes thereto of MAXXAM Group Inc. for the fiscal year ended
December 31, 2000

The consolidated financial statements and notesthereto of Kaiser Aluminum Corporation for the
fiscal year ended December 31, 2000

Item 7A. of Kaiser Aluminum Corporation’s Annua Report on Form 10-K for the fiscal year
ended December 31, 2000

* Included with thisfiling.
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