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Current assets:
Cash and cash equivalents
Marketable securities and other investments
Receivables:

Trade ..

MAXXAM GROUP HOLDINGSINC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
(In millions of dollars, except shar e infor mation)

Receivables from MAX X AM. ... o e e

Other ..

Inventories

Prepaid expenses and other current assets
Total current assets

Property, plant and equipment, net of accumulated depreciation of $107.3 and

$102.9, respectively

Timber and timberlands, net of accumulated depletion of $187.3 and

$183.8, respectively

Notereceivable from MAXXAM. . ... e e

Investment in Kaiser
Deferred financing costs, net
Deferred income taxes
Restricted cash, marketabl e securities and other investments
Other assets .

LIABILITIESAND STOCKHOLDER'SDEFICIT

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 lHabilitieS . . . ... oo

Long-term debt, less current maturities
Deferred income taxes

Other noncurrent liabilities. . ... ..ot e
Total 1abilities . . ...

Contingencies (See Note 8)
Stockholder’ s deficit:

Common stock, $1.00 par value; 3,000 shares authorized; 1,000 shares issued
Additional capital
Accumulated deficit
Accumulated other comprehensive loss

Total stockholder’s deficit

June 30, December 31,

2001 2000
(Unaudited)

$ 69.6 $ 201.7

534 28.9

16.7 104

8.0 6.6

33 4.0

44.1 55.1

17.3 14.2

212.4 320.9

2315 100.0

243.1 244.3

173.6 164.5

44.3 27.6

239 19.8

184 27.3

88.8 96.6

7.7 7.9

$ 10437 $ 10089

$ 56 $ 6.2

30.0 324

9.3 8.2

31 10.0

6.1 3.6

18.8 53.5

72.9 113.9

964.8 886.6

224 312

25.1 26.6

1,085.2 1,058.3

123.2 123.2

(162.1) (172.6)

(2.6) —

(41.5) (49.4)

$ 1,043.7

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 sdes:

Lumberandlogs. . ...
Other

Operating expenses:

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

Operating income (I0SS) . ... oo it

Other income (expense):

Equity in earnings (loss) of Kaiser ......................
Investment, interest and other income (expense), net . .......
Interest eXpense . ...t
Income (loss) beforeincometaxes . ...

Benefit (provision) inlieu of incometaxes .................
Income (loss) before extraordinary item. . ..................

Extraordinary item:
Gains on repurchases of debt, net of income tax provisions

of $0.9, $2.0 and $1.0, respectively ...................
Netincome (10SS) . ..o v

Three Months Ended Six Months Ended
June 30, June 30,
2001 2000 2001 2000
(Unaudited)
$ 471 $ 510 $ 849 $ 94.7
6.2 4.9 13.2 8.6
53.3 55.9 98.1 103.3
42.7 38.7 82.7 71.8
4.4 3.8 8.8 7.8
5.3 49 10.2 9.5
52.4 47.4 101.7 89.1
0.9 8.5 (3.6) 14.2
(22.4) 39 19.6 8.0
9.1 13.2 18.4 24.0
(17.9) (19.9) (36.5) (40.1)
(30.3) 5.7 (2.1) 6.1
35 (0.8) 9.0 0.8
(26.8) 4.9 6.9 6.9
1.7 — 3.6 14
$ (251) % 49 $ 105 $ 8.3

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)

Six Months Ended

June 30,
2001 2000
(Unaudited)
Cash flows from operating activities:
= 0o 1= $ 105 $ 83
Adjustments to reconcile net income to net cash used for operating activities:
Depletionand depreciation . ...... ..ottt e 10.2 9.5
Extraordinary gainsonrepurchasesof debt ............. .. ... ... ... L (3.6) (1.9
Equity inundistributed earningsof Kaiser . .......... ... i i (19.6) (8.0)
Amortization of deferred finanCiNng CoOStS . . .. ..o oot e 11 12
Net gainon marketable securities . ...t e e (3.0 (5.1
Deferral of interest payment on note receivable from MAXXAM. ................... (9.0 (8.1
Increase (decrease) in cash resulting from changesiin:
RECEIVADIES . .. (5.6) (0.9
Inventories, net of depletion ......... ... i e 9.5 (1.5)
Prepaid expensesand other @ssets .. ... (3.1 (3.7)
Accounts payable . .. ... e (0.6) -
ACCIUB MBI St . . oottt (2.4) (1.4
Accrued and deferred iNCOMEtaXes . .. ..ottt e e (10.3) (0.3)
Other lHabilities ... .o 3.9 1.9
Long-term assets and long-term liabilities . .......... ... ... . i i (1.9 1.0
Net cash used for operating activities ........... ...t (23.9) (8.5
Cash flows from investing activities:
Net purchases of marketablesecurities .......... ... i (21.2) (23.6)
Capital eXpenditureS . . . ..o (138.6) (6.0)
Restricted cash withdrawals used to acquiretimberlands . ........... ... ... ... .... - 0.3
Net proceeds from dispositions of property and investments. ......................... — 0.1
Net cash used for investing activities ........... ... .. i, (159.8) (29.2)
Cash flows from financing activities:
Proceedsfromissuancesof long-termdebt ........... ... ... . . i 122.5 -
Borrowings (repayments) under revolving creditagreements ............. ... ..., (37.0) 5.6
Redemptions, repurchases of and principal paymentson long-termdebt ................ (36.5) (18.1)
Incurrence of deferred finanCiNg COSES . . ... oottt e e (5.2) -
Restricted cash (deposits) withdrawals, net ........... ... . i 7.8 9.3
Dividends paid to stockholder . ............. i e - (45.0)
L 1 1 1= — —
Net cash provided by (used for) financing activities ............................ 51.6 (48.2)
Net decreaseincashand cashequivalents . ...ttt (132.1) (85.9)
Cash and cash equivalentsat beginningof period .. .......... .. ... ... ... ... 201.7 189.8
Cash and cash equivalentsat end of period .......... ...ttt $ 69.6 $ 103.9
Supplemental disclosure of cash flow infor mation:
Interest paid, net of capitalizedinterest ...t $ 377 $ 403
Tax alocation paymentsto MAXXAM . ... 1.3 0.5
Supplemental disclosure of non-cash investing and financing activities:
Repurchases of debt using restricted cash and marketable securities. .. ................. $ - $ 201

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

CONDENSED NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

1. General

Theinformation contained in the following notes to the consolidated financial statementsis condensed from that
which would appear in the annual consolidated financial statements; accordingly, the consolidated financial statements
included herein should be reviewed in conjunction with the consolidated financial statements and related notes thereto
contained in the Form 10-K. Any capitalized terms used but not defined in these Condensed Notes to Consolidated
Financial Statements are defined in the “Glossary of Defined Terms” contained in Appendix A. All referencesto the
“Company” include MAXXAM Group HoldingsInc. and its subsi diary compani es unless otherwise noted or the context
indicates otherwise. Accounting measurements at interim datesinherently involve greater reliance on estimates than at
year end. The results of operations for the interim periods presented are not necessarily indicative of the resultsto be
expected for the entire year.

The consolidated financial statements included herein are unaudited; however, they include al adjustments of a
normal recurring nature which, in the opinion of management, are necessary for afair presentation of the consolidated
financial position of the Company at June 30, 2001, and the consolidated results of operations for the three and six
months ended June 30, 2001 and 2000, and the consolidated cash flows for the six months ended June 30, 2001 and
2000. The Company isawholly owned subsidiary of MAXXAM.

Comprehensive | ncome (L0ss)
The following table sets forth comprehensive income (loss) (in millions).

Three Months Ended Six Months Ended
June 30, June 30,
2001 2000 2001 2000
Netincome (I0SS) . ..o e $ (251 $ 49 $ 105 $ 8.3
Cumulative effect of accounting change, net of income tax
provisionof $0.2 . ... (0.2) - 0.6 -

Unrealized losses, net of income tax benefit of $0.8 and $1.5,

respectively, on derivative instruments arising during the

PO . .o e (1.4 - (2.5) -
Lessreclassification adjustment for realized gains (losses),

net of income tax (provision) benefit of $(2.1) and $0.3,

respectively, on derivative instruments included in net 31 - (0.9 -
INCOMI ottt e
Change in value of available-for-sale investments, net of income
tax provision of $0.2 foreachperiod .................... (0.1) — 0.2 —
Comprehensiveincome (IoSS) ........ovviiiviinennnnn. $ (236 $ 49 $ 79 $ 8.3

Accounting Pronouncements for Derivative Financial | nstruments - Kaiser

Effective January 1, 2001, Kaiser began reporting derivative activities pursuant to SFAS No. 133, which requires
companies to recognize all derivative instruments as assets or liabilities in the balance sheet and to measure those
instruments at fair value. Kaiser, the Company’s equity investee, utilizes derivative financial instruments primarily to
mitigate its exposure to changesin prices for certain of the products which Kaiser sells and consumes and, to a lesser
extent, to mitigate its exposure to changesin foreign currency exchangerates. Changesin the market value of Kaiser's
derivative instruments represent unrealized gains or losses. Such unrealized gains or losses will fluctuate, based on
prevailing market prices at each subsequent balance sheet date, until the transaction occurs. Under SFASNo. 133, these
changes are recorded as an increase or reduction in stockholders' equity through either other comprehensive income or
net income, depending on the facts and circumstances with respect to the hedge and its documentation. To the extent
that changes in the market values of Kaiser’'s hedging positions areinitially recorded in other comprehensive income,
such changes are reversed from other comprehensive income (offset by any fluctuationsin other “open” positions) and
are recorded in traditional net income upon the occurrence of the transactions to which the hedges relate. Under the
equity method of accounting which the Company follows in accounting for itsinvestment in Kaiser, the Company will



reflect its equity share of Kaiser’s adjustmentsthrough either other comprehensiveincome 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
derivativeinstruments and the previous carrying amount of those derivativesrecorded on Kaiser’ s consolidated balance
sheet be reported in net income or other comprehensive income, as appropriate, asthe cumulative effect of achangein
accounting principle. As previoudly discussed, this impact was reflected in Kaiser's first quarter 2001 financial
statements, and in turn the Company’s equity share of the impact was recorded in its first quarter 2001 financial
Statements.

2. Segment Information

Asaresult of the acquisition of certain real estate in June 2001 which is described in Note 3 bel ow, the Company
has determined that it isnow appropriateto present segment information for itsforest productsand real estate operations.
The following table presents such unaudited financial information, consistent with the manner in which management
reviews and evaluates the Company’ s business activities (in millions).

Forest Real Corporate Consolidated
Products Estate and Other Total

Net sales for the three months ended:

June 30,2001 ... $ 532 $ 01 $ - $ 53.3

June30,2000 ... 55.9 - - 55.9
Operating income (loss) for the three months ended:

June 30,2001 ... .. 1.0 0.1 (0.2 0.9

June30,2000 . ... 8.6 - (0.1) 85
Other income (expense), net for the three months ended:

June30,2001 . ... (12.0) (0.1) (19.2) (31.2)

June 30,2000 . ... (10.2) - 7.3 (2.8)
Net sales for the six months ended:

June30,2001 . ... 98.0 0.1 - 98.1

June30,2000 . ... 103.3 - - 103.3
Operating income (loss) for the six months ended:

June30,2001 . ... (3.5 0.1 (0.2 (3.6)

June30,2000 . ... 14.4 - (0.2 14.2
Other income (expense), net for the six months ended:

June30,2001 . ... (23.3) (0.1) 249 15

June30,2000 . ... (20.8) - 12.7 (8.1)
Total assets as of:

June30,2001 ... .. 616.7 136.8 290.2 1,043.7

December 31,2000 ... ..o ov i 726.2 - 282.7 1,008.9

The column corporate and other includes the results of the parent company and the investment in Kaiser, and also
serves to reconcile the total of the reportable segments’ amounts to the total in the Company’ s consolidated financial
Statements.

3. Acquisition of Assets

In June 2001, L akepointe Assets purchased L ake Pointe Plaza, an office complex located in Sugarland, Texas, for
apurchase price of $131.3 million. The transaction was financed with proceeds of $122.5 million, net of $5.2 million
in deferred financing costs, from the Lakepointe Notes ($122.5 million principal amount with afinal maturity date of
June 8, 2021, and an interest rate of 7.56%), and with a cash payment of $14.0 million. Lakepointe Assets acquired the
property subject to two |eases to existing tenants while simultaneously |easing a majority of the premises, representing
all of the remaining space, to an affiliate of the seller. The office complex isfully leased for aperiod of 20 years under
these three leases. Lakepointe Assets is accounting for these leases as operating leases. The Lakepointe Notes are
secured by the leases, Lake Pointe Plaza and a $60.0 million residual value insurance contract.



4. Cash, Marketable Securities and Other Investments

Cash, marketable securitiesand other investmentsinclude thefollowing amountswhich arerestricted (in millions):

June 30, December 31,
2001 2000
Current assets:
Cash and cash equivalents:
Amounts held as security for short positions in marketable securities . ............... $ - 3 9.2
Other restricted cash and cash equivalents ............. ... 18.5 29.2
18.5 38.4
Marketable securities, restricted:
Amountsheld iINSAR ACCOUNE . .. ... . i e e e 16.7 16.3
Long-term restricted cash, marketable securities and other investments:
Amountsheld iNn SAR ACCOUNE . .. ... . i et e 136.9 144.4
Other amounts restricted under the Timber NotesIndenture . . ........................ 2.8 2.9
Other long-termrestricted Cash ... ... .ot 22 20
Less: Amounts attributable to Timber Notesheldin SAR Account . ................... (53.1) (52.7)
88.8 96.6
Total restricted cash, marketable securities and other investments. ... .................... $ 1240 $ 151.3

Cash, marketable securities and other investments include a limited partnership interest in the Equity Fund
Partnership, which invests in a diversified portfolio of common stocks and other equity securities whose issuers are
involved in merger, tender offer, spin-off or recapitalization transactions. The following table shows the Company’s

investment in the Equity Fund Partnership, including restricted amounts held in the SAR Account, and the ownership
interest (dollarsin millions).

June 30, December 31,
2001 2000
Investment in Equity Fund Partnership:
RESICIEA . . . .o $ 105 $ 10.1
UNrestricted . ... 36.5 -
$ 470 8 101
Percentageof ownershipheld . ....... ... 15.0% 10.8%
5. Inventories
Inventories consist of the following (in millions):
June 30, December 31,
2001 2000
LUMOEY ..t $ 334 % 34.0
LO0S . .t 10.7 21.1
$ 441 $ 55.1

6. Investment in Kaiser

The Company owns the 27,938,250 Kaiser Shares, 23,443,953 shares of which are pledged as collateral for the
MGHI Notes as of June 30, 2001. Kaiser operatesin several principal aspects of the aluminum industry through the
following business segments: bauxite and alumina, primary aluminum, flat-rolled products, engineered products and
commodities marketing. Kaiser usesa portion of its bauxite, aluminaand primary aluminum production for additional
processing at certain downstream facilities. Kaiser’scommon stock ispublicly traded onthe New Y ork Stock Exchange
under the trading symbol “KLU.” The Kaiser Shares represent a 34.6% equity interest in Kaiser at June 30, 2001.



The market value for the Kaiser Shares based on the price per share quoted at the close of business on August 9,
2001, was $90.8 million. There can be no assurance that such value would be realized should the Company dispose of
the Kaiser Shares. The following tables contain summarized financial information of Kaiser (in millions).

June 30, December 31,

2001 2000

(O = 1 1= £ $ 903.7 $ 10121

Property, plant and equipment, Nt . . ... ... . 1,219.1 1,176.1

NN B . o .ttt 1,220.0 1,154.9

0= = $ 33428 $ 33431

Current lHabilities ... ... $ 8828 $ 841.4

Long-term debt, lesscurrent maturities . ............ .. 698.8 957.8

Other l1abilitiES . . . .o 1,517.7 1,360.6

MiNOKItY INEErESIS . . o oot e e e e 113.9 101.1

Stockholders eqUIty . . ... .o 129.6 82.2

Total liabilitiesand stockholders equity . ........... ... $ 33428 $ 3,343.1

Three Months Ended Six Months Ended
June 30, June 30,
2001 2000 2001 2000

NELSAEIES . . $ 4468 $ 5528 $ 9271 $ 1,1285

CoStS aNd EXPENSES . . & ot ettt (474.4) (501.3) (739.3) (1,040.1)

Other eXpENSES - NEL . . ..ot e (78.8) (34.7) (99.4) (53.0)

Income (loss) before income taxes and minority interests ............ (106.4) 16.8 88.4 354

Benefit (provision) forincometaxes ............ ... .. i 415 (6.4) (34.5) (13.7)

Minority INtErestS . . ..ot 0.8 0.6 1.6 1.0

NEtiNCOME (I0SS) .+ . oottt e e $ (641 $ 110 $ 555 $ 22.7

Equity inearnings (loss) of Kaiser ..., $ (224 39 % 196 $ 8.0
7. Long-term Debt

Long-term and short-term debt consists of the following (in millions):
June 30, December 31,
2001 2000

Pacific Lumber Credit Agreement . ..........c ot $ - % 37.0

6.55% ScotiaLLC Timber Notesdue July 20,2028 ........ ... ... .iiuieeniaen. .. 123.5 136.7

7.11% ScotiaLLC Timber Notesdue July 20,2028 . ....... ... ... iiieeniaen. .. 243.2 243.2

7.71% ScotiaLLC Timber Notesdue July 20,2028 . ....... ... ... iiiieeniaen..n. 463.3 463.3

12% MGHI Notesdue August 1, 2003 ... ...ttt et e 88.2 118.8

7.56% Lakepointe Notes (SeeNOte3) .. ..ot 1225 -

OtNEr . o 1.1 1.0

1,041.8 1,000.0

LesS: cUrrent MatUritieS . ... ... ittt e e (18.8) (53.5)

Timber Notesheldin SARAccount . ... .. ... i i (58.2) (59.9)

$ 964.8 $ 886.6

The amount attributable to the Timber Notes held in the SAR Account of $53.1 million reflected in Note 4 above
represents the amount paid to acquire $58.2 million of principal amount of Timber Notes.

8. Contingencies

Regulatory and environmental matters play a significant role in the Company’ sforest products business, whichis
subject to avariety of Californiaand federal laws and regulations, as well as the 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.



The SYP complies with the California Board of Forestry and Fire Protection regulations requiring timber
companiesto project timber growth and harvest ontheir timberlands over a100-year planning period and to demonstrate
that their projected average annual harvest for any decade within a100-year planning period will not exceed the average
annual harvest level during the last decade of the 100-year planning period. The SY Piseffective for 10 years (subject
to review after five years) and may be amended by Pacific Lumber, subject to approval by the CDF. Revised SY Pswill
be prepared every decade that address the harvest level based upon reassessment of changes in the resource base and
other factors. The HCP and the Permitsallow incidental “take” of certain specieslocated onthe Company’ stimberlands
which species have been listed as endangered or threatened under the ESA and/or the 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 taketo the greatest extent practicable. The SY P isalso subject to certain
of these provisions. The HCP and related Permits have aterm of 50 years.

Under the CWA, the EPA isrequired to establish TMDLsin water courses that have been declared to be “water
quality impaired.” The EPA and the North Coast Water Board arein the process of establishing TMDLsfor 17 northern
Cdliforniariversand certain of their tributaries, including ninewater coursesthat flow within the Company’ stimberlands.
The Company expects this processto continue into 2010. In the December 1999 EPA report dealing with TMDLson
two of the ninewater courses, the agency indicated that the requirements under the HCP would significantly addressthe
sediment issues that resulted in TMDL requirements for these water courses. However, the September 2000 report by
the staff of the North Coast Water Board proposed various actions, including restrictions on harvesting beyond those
required under the HCP. Dates for 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 applicabl e to the Company’ s timberlands may require aquatic protection measuresthat are different from
or in addition to the prescriptions to be developed pursuant to the watershed analysis process provided for in the HCP.

Since the consummation of the Headwaters Agreement on March 1, 1999, there has been a significant amount of
work required in connection with the implementation of the Environmental Plans. As aresult of the implementation
process, 1999 and 2000 were transition years for Pacific Lumber with respect to the filing and approval of its THPs,
principally because government agencies have failed to approve THPs in atimely manner. The rate of approvals of
THPs during the three months ended June 30, 2001, hasimproved somewhat over prior quarters; however, it continues
to be below what Pacific Lumber requires to meet its targeted harvest levels under the SYP. Nevertheless, Pacific
Lumber anticipatesthat oncethe Environmental Plansarefully implemented, the processof preparing THPswill become
more streamlined, and the time to obtain approval of THPswill potentially be shortened.

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, the Wrigley lawsuit wasfiled. This action alleges, among other things, that the defendants’ logging practices
have contributed to an increase in flooding and damage to domestic water systems in a portion of the Elk River
watershed.

On January 28, 1997, the ERF lawsuit wasfiled. Thisaction allegesthat Pacific Lumber has discharged pollutants
into 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
believesthat it has strong factual and legal defenseswith respect to the Wrigley lawsuit and ERF lawsuit; however, there
can be no assurance that they will not have a material adverse effect on the Company’s financia position, results of
operations or liquidity.

On March 31, 1999, the EPIC-SYP/Permits lawsuit was filed alleging various violations of the CESA and the
California Environmental Quality Act, and challenging, among other things, the validity and legality of the SY P and the
Permitsissued by California. On March 31, 1999, the USWA lawsuit wasfiled also challenging the validity and legality
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 agencies
to defend these challenges. Although uncertainties are 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 on its financial condition, results of operations or the ability to harvest timber.
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In connection with aFebruary 2001 notice of intent to sue Pacific Lumber, on July 24, 2001, the Bear Creek lawsuit
wasfiled. Thelawsuit alleges that Pacific Lumber’s harvesting and other activities under certain of its approved and
proposed THPs will result in discharges of pollutants in violation of the CWA. The plaintiff asserts that the CWA
requires the defendants to obtain a permit from the North Coast Water Board before beginning timber harvesting and
road construction activitiesin the Bear Creek watershed, and is seeking to enjoin these activities until such permit has
been obtained. The plaintiff also seeks civil penalties of up to $27,000 per day for the defendant’s alleged continued
violation of the CWA.. The Company believesthat the requirements under the HCP are adequate to ensure that sediment
and pollutants from its harvesting activities will not reach levels harmful to the environment. Furthermore, EPA
regulations specifically provide that such activities are not subject to CWA permitting requirements. The Company
believesthat it hasstrong legal defensesin this matter; however, there can be no assurance that thislawsuit will not have
amaterial adverse effect on its consolidated financial condition or results of operations.

Whilethe Company expects environmentally focused obj ections and lawsuitsto continue, it believesthat the HCP,

the SYP and the Permits should enhance its position in connection with these continuing challenges and, over time,
reduce or minimize such challenges.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Thefollowing should be read in conjunction with the financial statementsin Part I, Item 1 of this Report and Item
7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations’ and Item 8. “Financial
Statements and Supplementary Data’ of the Form 10-K. Any capitalized terms used but not defined in this Item are
defined inthe " Glossary of Defined Terms’ contained in Appendix A. Except as otherwise noted, all referencesto notes
represent the Notes to the Condensed Consolidated Financial Statementsincluded in Item 1.

This Quarterly Report on Form 10-Q contains statements which constitute “ forward-looking statements” within
the meaning of the Private Securities Litigation Reform Act of 1995. These statements appear in a number of places
inthissection, in ltem 3. “ Quantitative and Qualitative Disclosures About Market Risk,” andinPart 1. Item1.“ Legal
Proceedings.” 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 negativethereof or other variations
thereon or comparableterminology, or by discussionsof strategy. Reader sare 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 forward-looking statements as a result of various factors. These factorsinclude
the effectiveness of management’ s strategies and decisions, general economic and business conditions, developments
in technology, new or modified statutory or regulatory requirements and changing prices and market conditions. This
Form 10-Q and the Form 10-K identify other factors that could cause such differences between the forward-looking
statementsand actual results. No assurance can be given that these are all of the factorsthat could cause actual results
to vary materially from the forward-looking statements.

Results of Operations

The Company’s wholly owned subsidiary, MGI, and its operating subsidiaries, Pacific Lumber and Britt, are
engaged in forest products operations. The Company’s business is somewhat seasonal, and its net sales have been
historically 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 flowswill continue to be markedly seasonal. Accordingly,
the Company’s results for any one quarter are not necessarily indicative of results to be expected for the full year.

In recent years, MGI has experienced reduced harvests on its property, and as aresult, production of lumber has
decreased. The decline in harvest levels is a result of the difficulties with THPs described under “—Trends.”
Furthermore, logging costshaveincreased dueto theharvest of smaller diameter |ogsand compliancewith environmental
regulationsand the Environmental Plans. MGI’ smanagement iscurrently reeval uating M GI’ soperationsin view of these
continuing difficulties. Thismay result in reductions or curtailmentsin sawmill or other operations. Asaresult of this
analysis, MGI may be required to evaluate the realizability of MGI’ sinvestment in any facilitieswhich are curtailed as
aresult, and awritedown of the investment in certain assets may be required.
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Thefollowing table presents sel ected operational and financial information for thethree and six monthsended June
30, 2001 and 2000.

Three Months Ended Six Months Ended
June 30, June 30,
2001 2000 2001 2000
(In millions of dollars, except shipmentsand prices)
Shipments:
Lumber: @
Redwood upper grades . ...t 44 38 85 7.3
Redwood commongrades . ... 448 41.2 82.0 76.6
Douglasfiruppergrades. . ... 26 32 4.6 5.7
Douglasfircommongrades .................ciiiiiain... 199 19.8 32.9 38.9
Other ..o 2.1 1.7 2.6 4.7
Total lumber .. ... __ 738 697 __ 1306 __ 1332
Wood Chips @ .. 34.1 455 60.7 84.5
Average sales price:
Lumber: @
Redwood upper grades . ...t $ 1775 $ 1830 $ 1809 $ 1,728
Redwood commongrades . ........ ...t 602 759 607 750
Douglasfiruppergrades. . ... 1,350 1,342 1,365 1,324
Douglasfircommongrades .................coiiiiii... 349 372 338 398
Wood chips® ... ... 68 69 69 66
Net sales:
Lumber, net of diSCOUNt . . . ..ot e e e e $ 455 $ 501 $ 827 $ 93.8
WOoOod ChiPs . ..o 23 32 42 5.6
Cogeneration POWES . . . ..ottt e 3.0 1.0 74 16
Other .. 25 1.6 3.8 2.3
Total NEtSAES. . ..o $ 533 $ 559 $ 981 $ 1033
Operatingincome (I0SS) . ... iit it $ 09 $ 85 $ (36) $ 14.2
Operatingcashflow® ... .. ... ... ... ... ... ... ... $ 62 $ 134 $ 6.6 $ 23.7
Income (loss) beforeincometaxes . ... $ (303 $ 57 $ 21) $ 6.1
Netincome (loss) @ ... ... . ... . $ (251 $ 49 $ 105 $ 8.3

1
2
3

) 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.
)
)
)

2T R

Dollars per bone dry unit.

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

2001 resultsincludeafter-tax extraordinary gainsof $1.7 million and $3.6 million for thethreeand six month periods, respectively,
on the repurchase of MGHI Notes. 2000 resultsfor the six month period includes an after-tax extraordinary gain of $1.4 million
on the repurchase of Timber Notes.

5,
(6

Net Sales

Net sales for the second quarter and first six months of 2001 were lower than the comparable periods of 2000
primarily as a result of lower prices for redwood common grade lumber and lower shipments of Douglas-fir lumber.
These declines were offset somewhat by higher shipments of redwood lumber.

Operating Income (Loss)

The Company had lower operating income for the second quarter of 2001 compared to the second quarter of 2000,
and an operating loss for the six months ended June 30, 2001, as compared to operating income for the same period of
2000, as a result of the decline in net sales as well as higher costs associated with lumber production and logging
operations.

Income (Loss) Before Income Taxes

The Company had aloss before income taxes for the second quarter and first six months of 2001 as compared to
income before income taxes for the comparable prior year periods. Inaddition to the impact of the decline in operating
income discussed above, the loss before income taxes for the second quarter of 2001 was also affected by a decreasein
equity in earnings of Kaiser from $3.9 million for the three months ended June 30, 2000, to $(22.4) million for the three
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monthsended June 30, 2001. Resultsfor the six monthsended June 30, 2001, werelower dueto the declinein operating
income which was offset in part by an increase in equity in earnings of Kaiser from $8.0 million to $19.6 million.
Kaiser'sresultsimproved largely as aresult of non-recurring gains on power sales.

Benefit (provision) in Lieu of Income Taxes

Theeffective benefit (provision) inlieu of incometaxesdiffersfromthestatutory rate primarily dueto disallowance
of a portion of the Company’s net operating loss carryforwards for state tax purposes, and the exclusion of equity in
earnings (loss) of Kaiser from taxable income.

Financial Condition and Investing and Financing Activities

Thissection contains statementswhich constitute” forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. See above for cautionary information with respect to such forward-looking
statements.

Note 7 to the Consolidated Financial Statementsin the Form 10-K contains additional information concerning the
Company’ sindebtednessand information concerning certai n restrictive debt covenants. “M GHI Parent” isusedinthis
section to refer to the Company on a stand-alone basis without its subsidiaries.

Thefollowing table summarizes certain datarel ated to financial condition and to investing and financing activities
of the Company and its subsidiaries.
Scotia Pacific MGl and  MGHI
LLC L umber Other Parent Total
(In millions of dollars)

Debt and credit facilities (excluding intercompany notes)
Short-term borrowings and current maturities of long-term debt:

JUNE30, 2001 .+ e e e $ 168 $ 017 19 $ - $ 188
December 31,2000 ... ..coiiii 16.4 37.1 - - 535
Long-term debt, excluding current maturities: o @ o
June30,200L . ... $ 7555 05 $ 1206 $ 882 $ 964.8
December 31,2000 ......oiuii i 767.2 0.6 - 118.8 886.6
Revolving credit facilities:
Facility commitment amounts . .............ooeeeeeenaninnn. $ 611 $ 600 $ 25 $ - $ 1236
June 30, 2001:
BOIMOWINGS . . . oot - - - - -
Lettersof credit......... ... . i - 11.8 - - 11.8
Unused and availablecredit ............................. 61.1 315 25 - 95.1
Cash, cash equivalents, marketable
securities and other investments
June 30, 2001:
Current amounts restricted for debt service .. .................. $ 349 $ - $ - $ - $ 349
Othercurrentamounts . ..., 4.6 7.0 35.5 41.0 88.1
39.5 7.0 35.5 41.0 123.0
Long-term amounts restricted for debt service ................. 86.6 - - - 86.6
Other long-termrestricted amounts ... ......... ... ..., — — 2.2 — 2.2
86.6 - 2.2 — 88.8

December 31, 2000:

Current amounts restricted for debt service .. .................. $ 458 % - $ - $ - $ 458
Othercurrent amounts .. ... i i 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 $ 0.2

©
o)
w
\‘
&
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Table and Notes continued on next page
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Scotia Pacific MGI and MGHI
LLC L umber Other Par ent Total
(In millions of dollars)

Changesin cash and cash equivalents
Capital expenditures:

NE30, 2001 . . ... $ 29 $ 36 $1321°$ - $ 1386

JUNE 30,2000 . . oot 3.2 17 11 - 6.0
Net proceeds from dispositions of property and investments:

JUNE30, 2001 . . o v $ - % - $ - % - $ -

JUNE 30,2000 . . oot - 0.1 - - 0.1

Borrowings (repayments) of debt and credit facilities, net of
financing costs:

JUNEB0, 2001 . .. v oot $ 1149%s @70 $ 117393 25.0)%s 438

JUNEB0,2000 .. .\ e e (7.5) 0.1 3.0 ©1) (125
Dividends and advances received (paid): @ @ @ @

JUNEB0, 2001 - v e e $ 73)°s 7319 @y’s 171% -

JUNEB0, 2000 . .+ e e _ 500 (1584) 634  (45.0)

@ Thedecreasein Pacific Lumber’ sshort-term borrowingsand current maturities of long-term debt between December 31, 2000,

and June 30, 2001, was due to the repayment of borrowings under the Pacific Lumber Credit Agreement.

@ The decrease in Scotia LLC's long-term debt between December 31, 2000, and June 30, 2001, was the result of principal
payments on the Timber Notes of $11.4 million during the six months ended June 30, 2001. The decreasein MGHI Parent’s
long-term debt was due primarily to repurchases of debt.

®  For thesix monthsended June 30, 2001, $73.1 million of dividendswere paid by ScotiaL L C to Pacific Lumber, $63.9 million
of which was made using proceeds from the sale of the Scotia LLC's Owl Creek grove. For the six months ended June 30,
2000, $90.0 million of the dividends paid from MGI to MGHI were made using proceeds from the sale of the Headwaters
Timberlands. MGHI in turn paid a $45.0 million dividend to MAXXAM Parent.

@ Theincreasein debt and capital expendituresfor MGI and other is attributable to the L ake Pointe Plaza acquisition and related
borrowings described in Note 3.

MGHI Parent expectsthat interest paymentson the $88.2 million of MGHI Notes outstanding as of June 30, 2001,
will be paid with its existing cash.

The Scotia LLC Line of Credit allows Scotia LLC to borrow up to one year’s interest on the Timber Notes. On
June 1, 2001, thisfacility was extended for an additional year to July 12, 2002. The Pacific Lumber Credit Agreement
expires on October 31, 2001, but it is expected to be renewed for a two-year period.

On the January 22, 2001, note payment date for the Timber Notes, Scotia LLC had $37.4 million set aside in the
note payment account to pay the $28.9 million of interest due as well as $8.5 million of principal. Scotia LLC repaid
an additional $2.9 million of principa on the Timber Notes using funds held in the SAR Account, resulting in a total
principal payment of $11.4 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 December 2000
sale of ScotiaLLC's Owl Creek grove and $9.2 million of which was made using excess funds released from the SAR
Account.

Onthe July 20, 2001, note payment date for the Timber Notes, ScotiaLL C had $29.9 million set aside in the note
payment account to pay the $28.5 million of interest due as well as $1.4 million of principal. Scotia LLC repaid an
additional $1.4 million of principal on the Timber Notes using funds held in the SAR Account, resulting in a total
principal payment of $2.8 million, an amount egual to Scheduled Amortization. In addition, Scotia LLC made a
distribution in the amount of $3.0 million to its parent, Pacific Lumber.

In June 2001, L akepointe Assets purchased L ake Pointe Plaza, an office complex |ocated in Sugarland, Texas, for
apurchase price of $131.3 million. The transaction was financed with proceeds of $122.5 million, net of $5.2 million
in deferred financing costs, from the Lakepointe Notes ($122.5 million principal amount with afinal maturity date of
June 8, 2021, and an interest rate of 7.56%), and with a cash payment of $14.0 million. Lakepointe Assets acquired the
property subject to two leases to existing tenants while simultaneously |easing a mgj ority of the premises, representing
all of the remaining space, to an affiliate of the seller. The office complex isfully leased for aperiod of 20 years under
these three | eases.
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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 believesthat itsexisting cash and cash resources, together with distributionsfromitssubsidiaries,
should be sufficient to meet its debt service and working capital requirements. However, there can be no assurance that
thiswill be the case. Any adverse outcome of the regulatory and environmental matters described under “—Trends’
below could materially adversely affect cash availablefrom subsidiariesand therefore M GHI Parent’ sfinancial position,
results of operations or liquidity.

MGI and its subsidiariesanticipatethat existing cash, cash equival ents, marketabl e 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, 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. However, 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, dueto its highly
leveraged condition, MGI is more sensitive than less leveraged companies to factors affecting its operations, including
governmental regulation and litigation affecting its timber harvesting practices (see “—Trends’” below and Note 8),
increased competition from other lumber producers or alternative building products and general economic conditions.

Trends

Thissection contains statementswhich constitute“ forwar d-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. See above for cautionary information with respect to such forward-looking
statements.

The Company’ sforest products operations are conducted by MGl through Pacific Lumber and Britt. Regulatory
and environmental matters play a significant role in Pacific Lumber's operations. See Note 8 and Item 1.
“Business—Forest Products Operations—Regulatory and Environmental Factors’ of the Form 10-K for a discussion
of these matters. Regulatory compliance and related litigation have caused delaysin obtaining approvals of THPsand
delaysin harvesting on THPs once they are approved. This hasresulted in adeclinein harvest, an increasein the cost
of logging operations, and lower net sales.

Since the consummation of the Headwaters Agreement on March 1, 1999, there has been a significant amount of
work required in connection with the implementation of the Environmental Plans. As aresult of the implementation
process, 1999 and 2000 were transition years for Pacific Lumber with respect to the filing and approval of its THPs,
principally because government agencies have failed to approve THPs in atimely manner. The rate of approvals of
THPs during the three months ended June 30, 2001, hasimproved somewhat over prior quarters; however, it continues
to be below what Pacific Lumber requires to meet its targeted harvest levels under the SYP. Nevertheless, Pacific
Lumber anticipatesthat oncethe Environmental Plansarefully implemented, the processof preparing THPswill become
more streamlined, and the time to obtain approval of THPswill potentially be shortened.

There can be no assurance that Pacific Lumber will not continue to experience difficultiesin receiving approvals
of itsTHPssimilar to those it has been experiencing. Furthermore, there can be no assurance that certain pending legal,
regulatory and environmental matters or future governmental regulations, legidation or judicial or administrative
decisions, or adverse weather conditions, would not have amaterial adverse effect onthe Company’ sfinancial position,
results of operationsor liquidity. SeePart 1. Item 1. “Legal Proceedings’ and Note 8 for further information regarding
regulatory and legal proceedings affecting the Company’s operations.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Thissection contains statementswhich congtitute” forward-looking statements’ withinthe meaning of the Private
Securities Litigation Reform Act of 1995. Seeltem?2. “ Management’ s Discussion and Analysis of Financial Condition
and Resullts of Operations’ for cautionary information with respect to such forward-looking statements.

Thisitemisnot applicablefor the Company and its subsidiaries; however, Kaiser, the Company’ sequity investee,
utilizes hedging transactionsto lock-in aspecified price or range of pricesfor certain productswhichit sellsor consumes
and to mitigate its exposure to changes in foreign currency exchange rates. See Item 3. “Quantitative and Qualitative
Disclosuresabout Market Risk” from Kaiser’'s Quarterly Report on Form 10-Q filed for the period ended June 30, 2001,
included as Exhibit 99.1 to the Form 10-Q, for information relative to Kaiser’s hedging activities.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Reference is made to Item 3 of the Form 10-K for information concerning material legal proceedings with respect
tothe Company. Thefollowing material devel opments have occurred with respect to suchlegal proceedings subsequent
to the filing of the Form 10-K.

Timber Harvesting Litigation

In connection with a February 2001 notice of intent to sue Pacific Lumber, on July 24, 2001, the Bear Creek
lawsuit wasfiled. Thelawsuit allegesthat Pacific Lumber’s harvesting and other activitiesunder certain of itsapproved
and proposed THPs will result in discharges of pollutantsin violation of the CWA. The plaintiff assertsthat the CWA
requires the defendants to obtain a permit from the North Coast Water Board before beginning timber harvesting and
road construction activitiesin the Bear Creek watershed, and is seeking to enjoin these activities until such permit has
been obtained. The plaintiff also seeks civil penalties of up to $27,000 per day for the defendant’s alleged continued
violation of the CWA. The Company believesthat the requirements under the HCP are adequate to ensure that sediment
and pollutants from its harvesting activities will not reach levels harmful to the environment. Furthermore, EPA
regulations specifically provide that such activities are not subject to CWA permitting requirements. The Company
believesthat it has strong legal defensesin thismatter; however, there can be no assurance that thislawsuit will not have
amaterial adverse effect on its consolidated financial condition or results of operations.

Hunsaker Action

With respect to the Hunsaker Action, on July 9, 2001, theU.S. Ninth Circuit Court of Appealsaffirmed the District
Court’s dismissal of the case.
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
a. Exhibits

41 Second Amendment, dated June 15, 2001, to the Scotia LLC Line of Credit (incorporated herein by
reference to Exhibit 4.1 to the Scotia LL C June 2001 Form 10-Q; File No. 333-63825)

*4.2 Loan Agreement, dated as of June 28, 2001, between L akepointe Assets LL C and Legg Mason Real
Estate Services, Inc.

*4.3 Promissory Note, dated as of June 28, 2001, between L akepointe Assets LL C and Legg Mason Real
Estate Services, Inc.

*10.1 L ease Agreement, dated asof June 28, 2001, between L akepointe AssetsL L C and Fluor Enterprisesinc.
*10.2 Guarantee of L ease dated as of June 28, 2001, between Fluor Corporation and Lakepointe AssetsLLC
*09.1 Item 3. to the Kaiser June 2001 Form 10-Q
* Included with thisfiling.
b. Reportson Form 8-K:

None.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused thisreport to
be signed on its behalf by the undersigned thereunto duly authorized, who have signed this report on behalf of the
Registrant and as the principal financial and accounting officers of the Registrant, respectively.

MAXXAM GROUP HOLDINGSINC.

Date: August 13, 2001 By: /Y PAUL N. SCHWARTZ
Paul N. Schwartz
Vice President, Chief Financial Officer and Director
(Principal Financia Officer)

Date: August 13, 2001 By: /Y ELIZABETH D. BRUMLEY
Elizabeth D. Brumley
Controller
(Principa Accounting Officer)
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APPENDIX A

Glossary of Defined Terms

Bear Creek lawsuit: An action entitled Environmental Protection Information Association v. Pacific Lumber, Scotia
Pacific Company LLC (No. C01-2821), filed July 24, 2001, in the U.S. District Court in the Northern District of
Cdlifornia

Britt: Britt Lumber Co., Inc., an indirect wholly owned subsidiary of MGI

CDF: Cadlifornia Department of Forestry and Fire Protection

CESA: Cadlifornia Endangered Species Act

Company: MAXXAM Group Holdings Inc., awholly owned subsidiary of MAXXAM

CWA: Federal Clean Water Act

Environmental Plans: The HCP and the SYP

EPA: Environmental Protection Agency

EPIC-SYP/Permits lawsuit: 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) filed March 31, 1999 in
the Superior Court of Sacramento County

Equity Fund Partnership: A partnership investing in equity securitiesinwhich the Company holdsalimited partnership
interest

ERF lawsuit: An action entitled Ecological Rights Foundation, Mateel Environmental v. Pacific Lumber (No. 97-0292)
which wasfiled in the U.S. District Court in the Northern District of California on January 28, 1997

ESA: Thefederal Endangered Species Act

Form 10-K: The Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission for the
fiscal year ended December 31, 2000

HCP: The habitat conservation plan covering multiple species approved on March 1, 1999, in connection with the
consummation of the Headwaters Agreement

Headwaters Agreement: The September 28, 1996, agreement between Pacific Lumber, ScotiaL L C, Salmon Creek, the
United States and California which provided the framework for the acquisition by the United States and California of
the Headwaters Timberlands

Headwaters Timberlands: Approximately 5,600 acres of Pacific Lumber timberlands consisting of two forest groves
commonly referred to as the Headwaters Forest and the Elk Head Springs Forest which were sold to the United States
and Californiaon March 1, 1999

Hunsaker Action: An action entitled William Hunsaker, et al. v. Charles E. Hurwitz, Pacific Lumber, MAXXAM Group
Inc., MXM Corp., Federated Devel opment Company and Does 1-50 (No. C 98-4515) filed in the United States District
Court for the Northern District of Californiaon November 24, 1998

Kaiser: Kaiser Aluminum Corporation, an equity investee of the Company engaged in aluminum operations
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Kaiser Shares: 27,938,250 shares of the common stock of Kaiser, of which 23,443,953 shares are pledged as collateral
for the MGHI Notes

Lakepointe Assets: Lakepointe Assets Holdings LL C, alimited liability company, and its subsidiaries, all of which are
indirect wholly owned subsidiaries of the Company

Lakepointe Notes: Lakepointe Assets $122.5 million of 7.56% notes due June 8, 2021
MAXXAM: MAXXAM Inc.

MGHI Notes: 12% Senior Secured Notes of the Company due August 1, 2003

MGI: MAXXAM Group Inc., awholly owned subsidiary of the Company

North Coast Water Board: North Coast Regional Water Quality Control Board

Pacific Lumber: The Pacific Lumber Company, a wholly-owned subsidiary of MGl

Pacific Lumber Credit Agreement: Therevolving credit agreement between Pacific Lumber and abank which provides
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.

Permits: Theincidental take permitsissued by the United States and California pursuant to the HCP
Salmon Creek: Salmon Creek LLC, awholly owned subsidiary of Pacific Lumber
SAR Account: Funds held in areserve account to support principal payments on the Timber Notes

Scheduled Amortization: Theamount of principal which Scotial L C must pay through each Timber Note payment date
in order to avoid prepayment or deficiency premiums

Scotia LLC: Scotia Pacific Company LLC, alimited liability company wholly owned by Pacific Lumber

Scotia LLC Line of Credit: The agreement between agroup of lendersand Scotia L L C pursuant to which it may borrow
in order to pay up to one year’sinterest on the Timber Notes

SFAS No. 133: Statement of Financial Standard No. 133, “Accounting for Derivative Instruments and Hedging
Activities’
SYP: The sustained yield plan approved on March 1, 1999, in connection with the consummation of the Headwaters
Agreement

THP: Timber harvesting plan required to be filed with and approved by the CDF prior to the harvesting of timber

Timber Notes: ScotiaLLC' s $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 due July 20, 2028

Timber Notes Indenture: The indenture governing the Timber Notes

TMDLs. Total maximum daily load limits

USWA lawsuit: An action entitled United Steelworkers 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) filed March 31, 1999 in the Superior Court of Sacramento County

Wrigley lawsuit: Anactionentitled Kristi Wrigley, et al. v. CharlesHurwitz, John Campbell, Pacific Lumber, MAXXAM
Group HoldingsInc., Scotia Pacific Holding Company, MAXXAM Group Inc., MAXXAM Inc., Scotia Pacific Company

LLC and Federated Devel opment Company (No. 9700399) filed December 2, 1997 in the Superior Court of Humboldt
County
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