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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To MAXXAM Inc.:

We have reviewed the accompanying consolidated balance sheet of MAXXAM Inc. (a Delaware corporation) and
subsidiaries as of March 31, 2001, and the related consolidated statements of operations and cash flows for the three-
month periods ended March 31, 2001 and 2000. These financial statements are the responsibility of the company’s
management.

We conducted our review in accordance with standards established by the American Institute of Certified Public
Accountants. A review of interimfinancial information consistsprincipally of applying analytical proceduresto financial
data and making inquiries of persons responsible for financial and accounting matters. It is substantially lessin scope
than an audit conducted in accordance with auditing standards generally accepted in the United States, the objective of
which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we do not
express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the financial statements
referred to above for them to be in conformity with accounting principles generally accepted in the United States.

We have previously audited, in accordance with auditing standards generally accepted in the United States, the

accompanying consolidated balance sheet of MAXXAM Inc. and subsidiaries as of December 31, 2000, and, in our
report dated March 27, 2001, we expressed an unqualified opinion on that statement.

ARTHUR ANDERSEN LLP

Houston, Texas
May 11, 2001



MAXXAM INC. AND SUBSIDIARIES

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

Assets
Current assets:
Cashand cashequivalents . ... ... ..ot
Marketable securities and other investments . ......... ... ... ... ... ...
Receivables:
Trade, net of allowance for doubtful accounts of $6.4 for each period ..........
OthEr .
VBN S . o
Prepaid expensesand other current assets .. ...
Total CUrENt 8SSELS . . ..ot
Property, plant and equipment, net of accumulated depreciation of $1,049.3 and
$1,033.0, reSPECHVELY . .ottt
Timber and timberlands, net of accumulated depletion of $184.9 and $183.8,
FESPECtIVELY . .
Investments in and advances to unconsolidated affiliates. .. ............ ... ... ....
Deferred INCOMEtaXES . . . ...ttt e e
Restricted cash, marketable securities and other investments . ....................
Long-termreceivablesand other assets . ...

Liabilitiesand Stockholders Equity
Current liabilities:
Accountspayable . .. ...
ACCIUBH INEEIESE . . oottt e e
Accrued compensation andrelated benefits . ... ... o
Other accrued liabilities . ... ... o
Payableto affiliates . ...
Short-term borrowings and current maturities of long-termdebt .................
Total current liabilities .......... ..
Long-term debt, lesscurrent maturities ... e
Accrued postretirement medical benefits . ...
Other noncurrent liabilities. ... ...
Total lHahilities. ...
Commitments and contingencies (see Notes 3 and 10)
MO Y MO ESES . . ..ot e e e e e
Stockholders’ equity:
Preferred stock, $0.50 par value; 12,500,000 shares authorized; Class A $0.05
Non-Cumulative Participating Convertible Preferred Stock; 669,235 and
669,355 sharesissued, respectively . ...
Common stock, $0.50 par value; 28,000,000 shares authorized; 10,063,359 shares
1SS0 = o
Additional capital . ... ...
Accumulated defiCit . .. .. o e
Accumulated other comprehensiveloss . ............ .o i
Treasury stock, at cost (shares held: preferred — 845; common — 3,438,088 and
3,315,008, respectiVElY) ...t e
Total stockholders equity . ... e

March 31, December 31,
2001 2000
(Unaudited)
$ 1810 $ 353.2
152.0 44.6
195.5 202.3
275.2 251.6
433.5 451.3
158.5 203.1
1,395.7 1,506.1
1,354.4 1,331.3
244.1 244.3
81.0 85.5
497.8 553.1
96.3 106.3
673.9 677.4

$ 4,3432

$ 4,504.0

$ 2327 $ 2487
38.6 70.1
155.4 180.8
265.7 3135
718 783
258.4 100.6
1,022.6 992.0
1,508.2 1,882.8
662.9 667.4
769.8 779.9
4,053.5 4,322.1
184.7 132.8
0.3 0.3

5.0 5.0
225.3 225.3
(2.9) (68.2)
(8.2) (0.5)
(114.5) (112.8)
105.0 49.1

$ 43432 $ 4,504.0

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

CONSOLIDATED STATEMENT OF OPERATIONS
(In millions of dollars, except shar e infor mation)

Net sales:

Costs and expenses:

Cost of sales and operations:
AlUMIiNUM OPEratioNS . . . . oo ottt e e
Forest productS OperationsS . . .. ..o vt e
Real estate operations .. .....ov i e
RaCING OPEratioNS .. ...ttt e e
Selling, general and administrative eXpenseS . . .. ..o oot
Depreciation, depletion and amortization ............ ... i

OPEratiNg INCOME . .ottt et e e e e

Other income (expense):

Investment, interest and other income (expense), net . ...t
I ESl BX PN SE . . ottt e
Amortization of deferred finanCing CostS . .. ..o oot

Income before income taxesand minority interests . ..........co i i

Provision for INCOMEtaXeS . . .. .ottt e
110 1 YA 01 = (=
Income beforeextraordinary item . ... ... e
Extraordinary item:

Gains on repurchases of debt, net of income tax provision of $1.0 for each period . . . . ..

NELINCOMIE .« .ottt e e e e

Basic earnings per common share:

Income before extraordinary item . ... ... .
Extraordinary item . .. ... ..
NELINCOME .« . o e e e e e e

Diluted earnings per common and common equivalent share:

Income beforeextraordinary item . ... ...
EXtraordinary Item ... ... e
NELINCOME .« . oot e e e e e

Three Months Ended
March 31,
2001 2000
(Unaudited)
$ 4803 $ 5757
44.8 47.4
9.9 6.2
9.4 8.3
544.4 637.6
216.3 490.7
40.0 331
5.3 4.0
55 4.6
41.5 42.2
26.5 24.5
335.1 599.1
209.3 38.5
16.3 23.0
(45.2) (47.9)
(2.5) (1.7)
177.9 11.9
(70.8) (4.5)
(43.7) (3.9)
63.4 35
1.9 14
$ 65.3 $ 49
$ 856 $ 0.44
0.25 0.18
$ 881 $ 0.62
$ 856 $ 0.44
0.25 0.18
$ 881 $ 0.62

The accompanying notes are an integral part of these financial statements.

5



MAXXAM INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
(In millions of dollars)

Three Months Ended
March 31,
2001 2000
(Unaudited)
Cash flows from operating activities:
N = 0o 1= $ 653 $ 4.9
Adjustments to reconcile net income to net cash used for operating activities:
Depreciation, depletion and amortization ............. ..o, 26.5 245
Extraordinary gainsonrepurchasesof debt ............... ... .. ... ... ... ... (1.9 (1.4)
Net gainson marketable SeCurities. ... ... e (1.4 (4.9
Net gainson other asset dispoSitions .. ... oot e e 0.2 (0.7)
MO Y MO O S . . . oottt e e e e 43.7 39
Amortization of deferred financing costs and discountson long-termdebt .. ........ 2.6 1.8
Equity in earnings of unconsolidated affiliates, net of dividendsreceived .......... 4.3 16
Increase (decrease) in cash resulting from changesin:
RECEIVADIES .. o (15.7) (26.8)
017701 1= 16.6 26.7
Prepaid expensesand other @ssets . .. ... ..ot e (3.3) 30.7
Accountspayable . . ... o 54 (29.3)
Accrued and deferred incometaxes. .. ... 59.2 18
Payable to affiliates and other liabilities ................ ... .. ... ... ....... (34.5) 151
ACCrUBd IMErESt . . .ottt e (31L.5) (32.6)
Long-term assets and long-term liabilities ... ............ ... ... ... . ... (9.5 (54.7)
L 11 1= (14.0) 1.1
Net cash provided by (used for) operating activities ......................... 112.0 (38.3)
Cash flows from investing activities:
Net proceeds from dispositions of property and investments.. . ..................... 0.4 155
Net purchases of marketable securities and other investments. .. ................... (105.7) (3.6)
Capital eXpenditUreS . ... .. (69.1) (20.8)
Restricted cash withdrawals used to acquiretimberlands ......................... - 0.3
L 11 1= (0.3) —
Net cash used for investing activities ............. .. ... . .. (174.7) (8.6)
Cash flows from financing activities:
Proceedsfromissuancesof long-termdebt ........... ... ... ... .. .., 18 0.1
Redemptions, repurchases of and principal paymentson long-termdebt ............. (48.5) (22.8)
Borrowings (repayments) under revolving and short term credit facilities, net ......... (65.7) 333
Restricted cash withdrawals (deposits), net ........ ... 10.2 115
Treasury StOCK repurchases . ...t e e e .7 (9.7)
L 1 1 1= (5.6) (0.7)
Net cash provided by (used for) financing activities ......................... (109.5) 11.7
Net decreaseincashand cashequivalents ...t (172.2) (35.2)
Cash and cash equivalentsat beginningof period .. ............ ... .. ... ... ...... 353.2 275.7
Cash and cash equivalentsat end of period . ..., $ 1810 $ 2405
Supplemental disclosure of non-cash investing and financing activities:
Repurchases of debt using restrictedcash . ........ ... . i $ - $ 186
Supplemental disclosure of cash flow infor mation:
Interest paid, net of capitalizedinterest ......... ... $ 767 $ 805
Incometaxes paid, NEL .. ... ... it 10.9 17
Decrease in accounts payable attributable to capital expenditures................... (21.2) -

The accompanying notes are an integral part of these financial statements.
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MAXXAM INC. 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 Inc. and its subsidiary companies unless otherwise indicated or the context indicates
otherwise. Accounting measurements at interim dates inherently involve greater reliance on estimates than at year end.
Theresults of operationsfor theinterim 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 to present fairly the consolidated financial
position of the Company at March 31, 2001, and the consolidated results of operations and cash flows for the three
months ended March 31, 2001 and 2000.

Liquidity/Cash Resources

Kaiser has significant near-term debt maturities. Kaiser's ability to make payments on and refinance its debt
dependsonitsability to generate cash in the future. 1n addition to being impacted by power sales and normal operating
items, Kaiser's near-term liquidity and cash flows will also be affected by the Gramercy incident, net payments for
asbestos-related liabilities and possible proceeds from asset dispositions. For discussions of these matters, see Notes
3,4, 7 and 10.

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

Three Months Ended
March 31,
2001 2000
NELINCOME . . e e $ 653 % 4.9
Cumul ative effect of accounting change, net of income tax provisonof $0.3 ............ 11 -
Unrealized losses on derivative instruments arising during the period, net of
incometax benefit of $1.2 ... ... (2.0 -
Less reclassification adjustment for realized gains on derivative instruments
included in net income, net of incometax benefitof $4.2 ............ ... .. ... .. (7.2) -
Change in value of available-for-sale investments, net of income tax provision of $0.2 . . .. 0.3 —
CompPrenENSIVEINCOME ... ottt ettt et $ 576 $ 4.9

Derivative Financial I nstruments

Kaiser utilizes derivative financial instruments primarily to mitigate its exposure to changes in prices for certain
of the products which Kaiser sells and consumes and, to a lesser extent, to mitigate its exposure to changesin foreign
currency exchange rates. Kaiser does not utilize derivative financial instruments for trading or other speculative
purposes. Kaiser's hedging activities are initiated within guidelines established by management and approved by
Kaiser'sboard of directors. Hedging transactions are executed centrally on behalf of all of Kaiser’ s business segments
to minimize transaction costs, monitor consolidated net exposures and allow for increased responsivenessto changesin
market factors. See also Note 11.

Accounting guidelinesin place through December 31, 2000, provided that any interim fluctuationsin option prices
prior to the settlement date were deferred until the settlement date of the underlying hedged transaction, at which time
they were recorded in net sales or cost of sales and operations (as applicabl€) together with the related premium cost.
No accounting recognition was accorded to interim fluctuations in prices of forward sales contracts. Hedge (deferral)



accounting would have been terminated (resulting in the applicabl e derivative positions being marked-to-market) if the
level of underlying physical transactions ever fell below the net exposure hedged. This did not occur in 2000.

Effective January 1, 2001, the Company began reporting derivative activities pursuant to SFAS No. 133. SFAS
No. 133 requires companies to recognize all derivative instruments as assets or liabilities in the balance sheet and to
measure those instrumentsat fair value. Changesin the market value of the Company’ 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 SFAS No. 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 changesin the market
values of Kaiser's hedging positions are initially recorded in other comprehensive income, such changes are reversed
from other comprehensive income (offset by any fluctuationsin other “open” positions) and are recorded in net income
(included in net sales or cost of sales and operations, as applicable) when the subsequent physical transactions occur.
Additionally, under SFASNo. 133, if thelevel of physical transactionsever fallsbelow the net exposure hedged, “ hedge”
accounting must beterminated for such“ excess’ hedges. Insuch aninstance, the mark-to-market changeson such excess
hedgeswould be recorded in the income statement rather than in other comprehensiveincome. Thisdid not occur inthe
first quarter of 2001.

Differences between comprehensive income and net income, which have historically been small, may become
significant in future periods asaresult of SFAS No. 133. In general, SFAS No. 133 will result in material fluctuations
in comprehensiveincome and stockholders’ equity in periods of price volatility, despite the fact that Kaiser’ s cash flow
and earnings will be “fixed” to the extent hedged.

SFAS No. 133 requires that, as of the date of the initial adoption, the difference between the market value of
derivativeinstrumentsrecorded onthe Company’ s consolidated bal ance sheet and the previous carrying amount of those
derivativesbereported in netincomeor other comprehensiveincome, asappropriate, asthe cumul ative effect of achange
in accounting principle. Based on authoritative accounting literature issued during the first quarter of 2001, it was
determined that all of the cumulative impact of adopting SFAS No. 133 should be recorded in other comprehensive
income. Based on the applicable prices and exchange rates in effect at the adoption date, a pre-tax charge of
approximately $1.3 million is expected to be reclassified from accumulated other comprehensive income to net income
during 2001.

2. Segment Information

The following table presents unaudited financial information by reportable segment (in millions).

Forest Real Racing Consolidated
Aluminum Products Estate Operations Corporate Total
Net sales to unaffiliated
customers for the three
months ended:
March 31,2001 ........ $ 4803 $ 48 3 29 $ 94 $ - $ 544 .4
March 31,2000........ 575.7 47.4 6.2 8.3 - 637.6
Operating income (loss) for the
three months ended:
March 31,2001 ........ 216.9 (4.5) (1.9 13 (3.0 209.3
March 31,2000........ 384 5.8 (3.5) 14 (3.6) 38.5
Depreciation, depletion and
amortization for the three
months ended:
March 31,2001 ........ 19.8 4.9 13 0.4 0.1 26.5
March 31,2000........ 18.1 4.6 13 0.3 0.2 245
Tota assets as of:
March 31,2001 ........ 3,229.9 627.3 167.9 41.0 277.1 4,343.2
December 31,2000 . .. .. 3,292.5 726.3 165.4 40.8 279.0 4,504.0

Operating income (loss) in the column entitled “Corporate” represents general and administrative expenses not
directly attributableto thereportable segments. Thiscolumnalso servestoreconcilethetotal of thereportable segments’
amounts to totals in the Company’ s consolidated financia statements.
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Non-recurring ltems

Aluminum

The aluminum segment’ s operating income for the quarters ending March 31, 2001 and 2000 includes the impact
of certain non-recurring items shown in the following table (in millions). These items are included in cost of sales and
operations in the Consolidated Statement of Operations.

Three Months Ended
March 31,
2001 2000
Net gainson power sAles (NOLE4A) ... ...ttt e e e $ 2282 $ -
RESIUCIUNING Charges . . . . . oo e e e e e e — (2.0)

$ 2282 $ (2.0

The first quarter 2000 charge was part of Kaiser's primary aluminum and corporate business units' efficiency
initiatives, which resulted in total restructuring charges of $8.6 million, representing employee benefit and other costs
for the eimination of approximately 50 jobs at Kaiser's Tacoma facility and the elimination of approximately 50
positions in Kaiser's corporate staff. As of March 31, 2001, the total remaining liability associated with both
restructuring efforts was $0.4 million as the vast magjority of the job eliminations have occurred. It is anticipated that
all such remaining costs will be incurred during 2001.

The aluminum segment’ sincome before income taxes and minority interestsfor the three months ended March 31,
2001 and 2000, include thenet impact of certain non-recurring amountsincluded ininvestment, interest and other income
(expense), net, as shown in the following table (in millions):

Three Months Ended
March 31,
2001 2000
Asbestos-related charges (NOtE 10) .. ... ..ottt ettt e $ (75 $ -
Mark-to-market gains (NotesLand 11) . ... .. ...ttt e 15.3 144
All Other, et . .. (0.5 (4.3
$ 73 8 101

Real Estate

Investment, interest and other income (expense) for real estateincludes net gainsfrom salesof operating assets and
equity in earnings fromreal estatejoint ventures of $0.9 million and $2.2 million for the three months ended March 31,
2001 and 2000, respectively.

3. Incident at Gramercy Facility

Production at Kaiser’s Gramercy, Louisiana, aluminarefinery, which had been curtailed since July 1999 asaresult
of an explosioninthe digestion areaof the plant, re-commenced during the middle of December 2000. Based on current
estimates, construction at the facility is expected to be completed during the third quarter of 2001, and the facility is
expected to be fully operational by the end of 2001 or early 2002.

Through December 31, 2000, Kaiser had recorded $289.3 million of estimated insurance recoveriesrelated to the
property damage, business interruption and clean-up and site preparation aspects of the Gramercy incident and had
collected $252.6 million of such amounts. During the first quarter of 2001, Kaiser collected $16.0 million of the
estimated insurance recoveries related to the amount outstanding at December 31, 2000. The remaining balance of
approximately $20.7 million and any additional amounts possibly due to Kaiser are not expected to be recovered until
Kaiser and the insurers resolve their differences regarding the ultimate amount recoverable as aresult of the Gramercy
incident. Kaiser anticipatesthat theremainingissueswill not beresolved until late 2001 or early 2002. Kaiser continues
to believethat aminimum of approximately $290.0 million of insurance recoveriesare probabl e, that additional amounts
are owed to Kaiser by theinsurers, and that the likelihood of any refund by Kaiser of amounts previously received from
theinsurersisremote. However, no assurances can be given asto the ultimate outcome of this matter or itsimpact on
Kaiser's near-term liquidity and results of operations.

During the three months ended March 31, 2001, abnormal Gramercy-related start-up costs total ed approximately
$19.0 million and rebuild capital spending was approximately $36.1 million. Kaiser does not intend to record any



additional insurance-related recoveriesin 2001 unless and until agreed to by the insurersor until the dispute resolution
processis completed. As such, Kaiser’s future operating results will continue to be adversely affected until all of the
additional costs/lost profits related to the Gramercy plant’ s start-up and return to full production are eliminated or until
any insurance recoveries ultimately determined to be due to Kaiser are received.

4. Pacific Northwest Power Salesand Operating Level

Power Sales

During the first quarter of 2001, Kaiser, in a series of transactions, sold a substantial majority of the remaining
power availablefor its Northwest smeltersthat it had under contract through September 2001. Asaresult of these power
sales, Kaiser recorded net pre-tax gains of approximately $228.2 million. The gains were net of approximately $25.0
million of employee-related expenses and other fixed or incremental costs associated with the continuing curtailment.
Approximately $135.0 million of the proceeds was received in the first quarter of 2001. The balance will be received
periodically through October 2001. The resulting net gains have been recorded in segment information (see Note 2).
Based on recent forward prices for power, the value of the remaining power that Kaiser has under contract that can be
sold is estimated to be between $20.0 million and $40.0 million.

Future Power Supply

During October 2000, K aiser signed anew power contract withthe BPA under whichthe BPA will provideKaiser's
operationsin the State of Washington with power during the period from October 2001 through September 2006. The
contract will provide Kaiser with sufficient power to fully operate Kaiser’s Trentwood facility aswell as approximately
40% of the combined capacity of Kaiser’'sMead and Tacomaal uminum smelting operations. Power costsunder the new
contract are expected to exceed the cost of power under Kaiser’s current BPA contract by as much as 100% in certain
periods. Additional provisions of the new BPA contract include atake-or-pay requirement, an additional cost recovery
mechanism under which Kaiser’ sbase power rate could beincreased and clauses under which Kaiser’ s power allocation
could becurtailed, or itscostsincreased, in certaininstances. Kaiser doesnot have any remarketing rights under the new
BPA contract. Kaiser hastheright to terminate the contract until certain pricing and other provisionsof the BPA contract
are finalized, which is expected to be in mid-2001.

Depending on the ultimate price for power under the terms of the new BPA contract or the availability of an
alternate power supply at an acceptable price, Kai ser may be unableto operate the M ead and Tacomasmeltersinthe near
or long-term.  Under Kaiser's contract with the USWA, Kaiser is liable for certain severance, supplemental
unemployment benefits and early retirement benefits for laid-off workers in certain circumstances. As of March 31,
2001, all such contractual compensation costs have been accrued for all USWA workersin excess of those expected to
berequiredto runthe Northwest smeltersat the above stated 40% operating rate. These costsare expectedtobeincurred
periodically through September 2002. Costsassociated with the USWA workersthat K aiser assumeswould berequired
to operate at the 40% operating rate have been accrued through September 2001 (the period through which Kaiser has
sold power). If Kaiser does not restart and begin operating at the 40% rate beginning October 2001, it could become
liable for additional supplemental unemployment benefits for these workers. Additionally, if such workers were not
recalled prior to early 2003, Kaiser could become liable for additional early retirement costs. Such costs could be
significant and would adversely impact Kaiser’s operating results and liquidity.
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5. Cash, Marketable Securitiesand Other Investments
Cash, marketabl e securities and other investmentsinclude the following amountswhich arerestricted (in millions):

March 31, December 31,

2001 2000
Current assets:
Cash and cash equivalents:
Amounts held as security for short positions in marketable securities . ............... $ 127 $ 30.9
Other restricted cash and cash equivalents . ............. i, 10.8 36.7
235 67.6
Marketable securities, restricted:
Amountsheld iIN SAR ACCOUNE . .. ... . i e e e 16.7 16.3
Long-term restricted cash, marketable securities and other investments:
Amountsheld iN SAR ACCOUNE . .. ... . i et 134.1 144.4
Amountsheld in Prefunding Account . .. ... .. .. 25 25
Other amounts restricted under the Timber NotesIndenture .. ........................ 0.3 0.4
Other long-termrestricted Cash . .. ... oot 114 117
Less: Amounts attributable to Timber Notesheldin SAR Account . ................... (52.0) (52.7)
96.3 106.3
Total restricted cash, marketable securities and other investments. .. ..................... $ 1365 $ 190.2

Cash, marketabl e securities and other investmentsinclude alimited partnership interest in an investment fund (the
“Equity Fund Partnership”) whichinvestsin adiversified portfolio of common stocks and other equity securitieswhose
issuers are included in merger, tender offer, spin-off or recapitalization transactions. The following table shows the
Company’ sinvestment in the Equity Fund Partnership, including restricted amounts held in the SAR Account, and the
ownership interest (dollarsin millions):

March 31, December 31,

2001 2000
Investment in Equity Fund Partnership:
RESICIEA . . . .ot $ 102 $ 10.1
UNrestricted . ... 129.9 -
$ 1401 $ 10.1
Percentageof ownershipheld . .. ... ... 48.2% 10.8%

6. Inventories
Inventories consist of the following (in millions):

March 31, December 31,

2001 2000
Aluminum operations:

Finished fabricated products ... ... $ 485 $ 54.6
Primary aluminum and Work in process .. ... ..ot 122.3 126.9
Bauxiteand aluminga . .. ... 100.0 88.6
Operating supplies and repair and maintenanceparts . ..............cooiieeneenan.. 116.9 126.1
387.7 396.2

Forest products operations:
UMD 36.3 34.0
LO0S . ot 9.5 21.1
45.8 55.1
$ 4335 $ 451.3
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Substantially all product inventoriesarestated at last-in, first-out (L1FO) cost, not in excessof market. Replacement
cost isnot in excess of LIFO cost.

7. Long-term Debt

Long-term debt consists of the following (in millions):
March 31, December 31,

2001 2000
KACC Credit Agreament . . ...ttt ettt et e e e e et $ - $ 304
9F % KACC Senior Notes due February 15, 2002, net of discount . ...................... 224.0 224.8
10 % KACC Senior Notes due October 15, 2006, including premium . ................... 225.5 225.5
12%% KACC Senior Subordinated Notesdue February 1,2003 .. . ..........coveeennn.n. 400.0 400.0
Alpart CARIFA LOBNS . . ..ottt e e e 22.0 56.0
Other dluminum operationsdebt . ... ... .. i 52.2 52.7
12% MGHI Senior Secured Notesdue August 1, 2003 .. ... .ot 103.2 118.8
6.55% Scotia LLC Class A-1 Timber Collateralized Notesdue July 20,2028 ............... 1235 136.7
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
Other notes and contracts, primarily secured by receivables, buildings, real estate
AN BQUI PN . ..ot e 44.5 41.5
1,901.4 1,992.9
LSS, CUMmeNt MatUNtiES . . . .ot e et e e e (245.0) (50.2)
Timber Notesheldin SARACCOUNt .. ... .ot i (58.2) (59.9)

$ 15982 $ 18828

The amount attributable to the Timber Notes held in the SAR Account of $52.0 million reflected in Note 5 above
represents the amount paid to acquire $58.2 million of principal amount of Timber Notes.

Current Maturities and Liquidity

The KACC Credit Agreement providesasecured, revolving line of credit through August 15, 2001. Kaiserisable
to borrow under the facility by means of revolving credit advances and letters of credit (up to $125.0 million) in an
aggregate amount equal to the lesser of $300.0 million or aborrowing base relating to eligible accounts receivable and
eligibleinventory. At March 31, 2001, $208.8 million (of which $87.8 million could have been used for | etters of credit)
wasavailableto Kaiser under the KACC Credit Agreement, and no amountswere outstanding under therevolving credit
facility. Interest on any outstanding balances bear a spread (which varies based on the results of afinancial test) over
either abaserate or LIBOR, at Kaiser’soption. Kaiser typically chooses base rate based borrowings for shorter term
KACC Credit Agreement uses and LIBOR based loans for more extended KACC Credit Agreement uses. The average
interest rate on loans outstanding under the KACC Credit Agreement during thefirst quarter of 2001 was approximately
10% per annum. Asof April 30, 2001, there were no revolving credit borrowings outstanding under the KACC Credit
Agreement. Asof April 30, 2001, outstanding letters of credit were approximately $45.8 million.

ItisKaiser’ sintention to extend or replace the KACC Credit Agreement prior to itsexpiration. However, in order
for the KACC Credit Agreement to be extended, on a short-term basis, beyond August 2001, Kaiser will have to have
ademonstrable way to retire and/or refinance the $225.0 million of KACC 9% % Senior Notes, due February 2002. For
the KACC Credit Agreement to be extended past February 2003, both the KACC 9% Senior Notes and the KACC
Senior Subordinated Notes, due February 2003, will have to be retired and/or refinanced. As of April 30, 2001, Kaiser
had approval from the KACC Credit Agreement lenders to purchase up to $50.0 million of the KACC 9% Senior
Notes. Asof April 30, 2001, Kaiser has purchased approximately $1.0 million of the KACC 9% % Senior Notes.

Kaiser is in active negotiations with third parties involving five potential asset transactions, any one of which,
together with cash flow from operations, would enable Kaiser to address the approaching KACC 9% % Senior Notes
maturity. Kaiser expectsto beinaposition to announce further details during the second quarter of 2001. Itisunlikely,
however, that it would consummate all of the transactions under consideration. Further, there can be no assurance as
to the likelihood, timing or terms of such sales.

Alpart CARIFA Loans

In December 1991, Alpart (which is65% owned by Kaiser) entered into aloan agreement with CARIFA. Amounts
outstanding under such loan agreements were supported by letters of credit from Alpart’s partners. During the first
quarter of 2001, Alpart redeemed $34.0 million principal amount of the CARIFA loans. Kaiser and itspartner in Alpart
both funded their respective share of the redemption. The redemption had a modest beneficial effect on the unused
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availability remaining under the KACC Credit Agreement as the additional KACC Credit Agreement borrowings of
$22.0 million required for KACC' s share of the redemption were more than offset by areduction in the amount of |etters
of credit outstanding.

8. Redeemable Preference Stock

In connection with the settlement of the labor dispute with the USWA, during March 2001, Kaiser redeemed all
of its outstanding Redeemable Preference Stock ($17.5 million at December 31, 2000). The net cash impact of the
redemption on Kaiser was only approximately $5.5 million because approximately $12.0 million of the redemption
amount had previously been funded into redemption funds.

9. Per Sharelnformation

Basic earnings per share is calculated by dividing net income by the weighted average number of common shares
outstanding during the period including the wei ghted average impact of the shares of Common Stock issued and treasury
stock acquired during the year from the date of issuance or repurchase and the dilutive effect of Class A Preferred Stock
(which is convertible into Common Stock). Prior to this report, the dilutive effect of the Class A Preferred Stock was
not included in the determination of basic earnings per share. However, in April 2001, the Financial Accounting
Standards Board clarified that securities which are convertible into common stock and participate in common stock
dividends should be used in computing basic earnings per shareif the effect isdilutive. Thereforethe ClassA Preferred
Stock isincluded inthe weighted average number of common and common equival ent sharesfor purposes of computing
basic earnings per share. Basic earnings per share for the three months ended March 31, 2000, has been restated from
that which was previously reported to reflect the new guidance. Diluted earnings per share cal culationsalso includethe
dilutive effect of common and preferred stock options.

Three Months Ended March 31,

2001 2000
Weighted average shares outstanding:
COMMON StOCK . ..ot e e e 6,743,729 7,216,169
Effect of dilution:
Class A Preferred StOCK . ... oottt 668,484 668,590
Weighted average number of common and common equivalent shares-BasiC . ............. 7,412,213 7,884,759
Effect of dilution: o o
StOCK OPLIONS . ..o - 6,272
Weighted average number of common and common equivalent shares- Diluted ............ 7,412,213 7,891,031

@ Optionsto purchase 683,375 and 407,875 shares of Common Stock outstanding during thethree monthsended March 31, 2001
and 2000, respectively, were not included in the computation of diluted earnings per share because the options’ exercise prices
were greater than the average market price of the Common Stock.

10. Contingencies
Aluminum Operations

Environmental Contingencies

Kaiser is subject to a number of environmental laws and regulations, to fines or penalties assessed for alleged
breaches of the environmental laws and regulations, and to claims and litigation based upon such laws. Kaiser issubject
toanumber of claimsunder CERCLA, and, along with certain other entities, hasbeen named asapotentially responsible
party for remedial costs at certain third-party siteslisted on the National Priorities List under CERCLA.

Based on Kaiser's evaluation of these and other environmental matters, Kaiser has established environmental
accruals, primarily related to potential solid waste disposal and soil and groundwater remediation matters. At March 31,
2001, thebalance of such accruals, which are primarily included in other noncurrent liabilities, was $45.6 million. These
environmental accruals represent Kaiser’'s estimate of costs reasonably expected to be incurred based on presently
enacted laws and regulations, currently available facts, existing technology, and Kaiser's assessment of the likely
remediation actionsto be taken. Kaiser expectsthat these remediation actionswill be taken over the next several years
and estimatesthat annual expendituresto be charged to these environmental accrualswill be approximately $3.0 million
to $12.0 million for the years 2001 through 2005 and an aggregate of approximately $21.0 million thereafter.
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As additional facts are developed and definitive remediation plans and necessary regulatory approvals for
implementation of remediation are established or alternative technologies are devel oped, changes in these and other
factors may result in actual costs exceeding the current environmental accruals. Kaiser believes that it is reasonably
possiblethat costsassociated with these environmental mattersmay exceed current accrual sby amountsthat could range,
in the aggregate, up to an estimated $32.0 million. As the resolution of these matters is subject to further regulatory
review and approval, no specific assurance can be given asto when the factors upon which a substantial portion of this
estimate is based can be expected to be resolved. However, Kaiser isworking to resolve certain of these matters.

Kaiser believesthat it hasinsurance coverage availableto recover certain incurred and future environmental costs
and is actively pursuing claimsin thisregard. No assurances can be given that Kaiser will be successful in its attempts
to recover incurred or future costs from insurers or that the amount of recoveries received will ultimately be adegquate
to cover costsincurred.

While uncertainties areinherent in the final outcome of these environmental matters, and it is presently impossible
to determine the actual coststhat ultimately may be incurred, management currently believesthat the resolution of such
uncertainties should not have a material adverse effect on the Company’s consolidated financia position, results of
operations, or liquidity.

Asbestos Contingencies

Kaiser is a defendant in a number of lawsuits, some of which involve claims of multiple persons, in which the
plaintiffs allege that certain of their injuries were caused by, among other things, exposure to asbestos during, and as a
result of, their employment or association with Kaiser or exposure to products containing asbestos produced or sold by
Kaiser. The lawsuits generally relate to products Kaiser has not sold for more than 20 years.

Thefollowing table presents the changes in the number of such claims pending for the three months ended March
31, 2001 and the year ended December 31, 2000.
March 31,  December 31,

2001 2000
Number of claimsat beginning of period . ........ ... ... . . 110,800 100,000
ClaimSTeCaIVEA . ... it e e e e 6,100 30,600
Claimssettled or dismissed . ... ... (14,400) (19,800)
Number of claimsatend of period .. ... ... ... . 102,500 110,800
Number of claims at end of period (included above) covered by agreements under
which Kaiser expectsto settle over anextended period . .. ... 69,400 66,900

Kaiser maintains a liability for estimated asbestos-related costs for claimsfiled to date and an estimate of claims
to befiled over a10 year period (i.e., through 2011). Kaiser’sestimateisbased on itsview, at each balance sheet date,
of the current and anticipated number of asbestos-related claims, the timing and amounts of asbestos-related payments,
the status of ongoing litigation and settlement initiatives, and the advice of Wharton Levin Ehrmantraut Klein & Nash,
P.A., with respect to the current state of the law related to asbestos claims. However, there are inherent uncertainties
involved in estimating asbestos-related costs, and Kaiser’ sactual costs could exceed its estimates dueto changesin facts
and circumstances after the date of each estimate. Further, while Kaiser does not believe there isareasonable basisfor
estimating ashestos-rel ated costs beyond 2011 and, accordingly, no accrual has been recorded for any costs which may
be incurred beyond 2011, Kaiser expects that such costs are likely to continue beyond 2011, and that such costs could
be substantial.

Kaiser believesthat it hasinsurance coverage availableto recover asubstantial portion of itsasbestos-related costs.
Although Kaiser has settled ashestos-related coverage matters with certain of itsinsurance carriers, other carriers have
not yet agreed to settlements, and disputeswith certain carriersexist. Thetiming and amount of future recoveries from
these and other insurance carriers will depend on the pace of claims review and processing by such carriers and on the
resolution of any disputes regarding coverage under such policies. Kaiser believesthat substantial recoveries from the
insurance carriers are probable. Kaiser reached this conclusion after considering its prior insurance-rel ated recoveries
in respect of asbestos-related claims, existing insurance policies, and the advice of Heller Enrman White & McAuliffe
LL P with respect to applicable insurance coverage law relating to the terms and conditions of those policies. During
2000, Kaiser filed suit against a group of its insurers, after negotiations with certain of the insurers regarding an
agreement covering both reimbursement amounts and the timing of reimbursement payments were unsuccessful. The
litigation is intended, among other things, to: (1) ensure that the insurers provide Kaiser with timely and appropriate
reimbursement paymentsfor asbestos-rel ated settlementsand rel ated legal costsincurred; and (2) to resol vecertainissues
between the parties with respect to how specific provisions of the applicableinsurance policiesareto be applied. Given
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the significance of expected asbestos-related payments in 2001 and 2002 based on settlement agreements in place at
March 31, 2001, the receipt of timely and appropriate reimbursementsfrom suchinsurersiscritical to Kaiser’ sliquidity.
The court is expected to try certain aspects of the case in late 2001 and the remaining issues in 2002. Kaiser is
continuing to receive cash payments from the insurers.

Thefollowing tablespresent historical information regarding Kaiser’ sasbestos-rel ated balancesand cash flows(in
millions):

March 31, December 31,
2001 2000
Liability (current portion of $130.0inboth periods) ........... ... it $ 4862 % 492.4
Receivable (included in long-term receivables and other asset)® . .................. (408.0) (406.3)
$ 782 % 86.1

@ The ashestos-related receivable was determined on the same basis as the ashestos-related cost accrual. However, no assurances
can be given that Kaiser will be ableto project similar recovery percentagesfor future ashestos-related claims or that the amounts
related to future asbestos-related claims will not exceed Kaiser's aggregate insurance coverage. As of March 31, 2001, and
December 31, 2000, $43.0 million and $36.9 million, respectively, of the receivable amountsrelate to costs paid. The remaining
receivable amounts relate to costs that are expected to be paid by Kaiser in the future.

Three Months Ended Inception To
March 31, 2001 March 31, 2001
Payments made, including related legal costs. . ......... ... ... $ 381 $ 258.6
INSUraNCe rECOVENTES . . . oo ittt e e e e (22.5) (153.8)
$ 156 $ 104.8

Mar ch 31, 2001
2001 and 2002 2003 to 2005 Ther eafter

Expected annual payment amounts, before
considering insurance recoveries . .................. $115.0 - $150.0 $25.0 - $60.0 $ 1300

Kaiser's management continuesto monitor claimsactivity, the status of lawsuits (including settlement initiatives),
legidlative devel opments, and costsincurred in order to ascertain whether an adjustment to the existing accruals should
be made to the extent that historical experience may differ significantly from Kaiser's underlying assumptions. This
processresultedin K aiser recording chargesof $7.5 million (included ininvestment, interest and other income (expense),
seeNote 2) inthefirst quarter of 2001, for asbestos-related claims, net of expected insurance recoveries, based on recent
cost and other trends experienced by Kaiser and other companies. While uncertainties areinherent in the final outcome
of these ashestos matters and it is presently impossible to determine the actual coststhat ultimately may be incurred and
insurance recoveries that will be received, management believes that, based on the factors discussed in the preceding
paragraphs, the resolution of asbestos-related uncertainties and the incurrence of asbestos-related costs net of related
insurance recoveries should not have a material adverse effect on Kaiser’s consolidated financial position or liquidity.
However, as Kaiser's estimates are periodically re-evaluated, additional charges may be necessary and such charges
could be material to the results of the period in which they are recorded.

Labor Matters

In connection with the USWA strike and subsequent lock-out by Kaiser, which was settled in September 2000,
certain allegations of ULPs were filed with the NLRB by the USWA. Kaiser responded to all such allegations and
believesthat they werewithout merit. Twenty-two of twenty-four allegationsof UL Psprevioudy brought against Kai ser
by the USWA have been dismissed. A trial before an administrative law judge for the two remaining allegations
commenced in November 2000 and is continuing. Kaiser is unable to estimate when the trial will be completed. Any
outcome fromthetrial beforethe administrativelaw judge would be subject to additional appeals by the general counsel
of the NLRB, the USWA or Kaiser. Thisprocess could take months or years. If these proceedings eventually resulted
inafinal ruling against Kaiser with respect to either allegation, it could be obligated to provide back pay to USWA
membersat the five plantsand such amount could be significant. Kaiser continuesto believethat the chargesare without
merit. While uncertaintiesareinherent in matters such asthisand it is presently impossible to determinethe actual costs,
if any, that may ultimately arise in connection with this matter, Kaiser does not believe that the outcome of this matter
will have a material adverse impact on Kaiser's liquidity or financial position. However, amounts paid, if any, in
satisfaction of this matter could be significant to the results of the period in which they are recorded.

Forest Products Operations
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Regulatory and environmental matters play a significant role in the Company’ s forest products business, which is
subject to avariety of California and federal laws and regulations, as well 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. On March 1, 1999, Pecific Lumber and the Company consummated the
Headwaters Agreement with the United Statesand California. 1nadditionto thetransfer of the Headwaters Timberlands,
the SY P and HCP were approved and the Permits were issued.

The SYP complies with certain California Board of Forestry and Fire Protection regulations requiring timber
companiesto project timber growth and harvest on their 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 SYPis effective 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 on the 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 take to the greatest extent practicable. The SYPisalso subject to certain
of these provisions. The HCP and related Permits have aterm of 50 years. The Company believesthat the SY P and the
HCP should 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 CWA, the EPA isrequired to establish TMDLs 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 TMDLsfor 17 northern Californiarivers and certain of their tributaries, including nine water courses that
flow within the Company’ s timberlands. The Company expects this process to continue into 2010. |n the December
1999 EPA report dealingwith TM DL son two of the ninewater courses, the agency indicated that the requirementsunder
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 North Coast Regional Water Quality Control Board proposed
variousactions, including restrictionson harvesting beyond those required under theHCP. Datesfor hearingsconcerning
these matters have not been scheduled. Establishment of the final TMDL requirements applicable to the Company’s
timberlandswill be alengthy process, and the final TMDL requirements applicable to the Company’ s timberlands may
require aguatic protection measures that are different from or in addition to the prescriptions to be developed 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, the Wrigley lawsuit was filed. 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.

OnJanuary 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
CaliforniaEnvironmental Quality Act, and challenging, among other things, thevalidity and legality of the Permitsissued
by Californiaand the SYP. On March 31, 1999, the USWA lawsuit was filed a so 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 believesthat 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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On or about February 23, 2001, Pacific Lumber received aletter from the Environmental Protection Information
Association of its 60-day notice of intent to sue Pacific Lumber under the 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, aswell ascivil penalties. Such civil
penaltiescould be up to $25,000 per day for each continuing violation. The Company doesnot know whenor if alawsuit
will befiled regarding thismatter, or if alawsuit isfiled, the ultimateimpact of such lawsuit onits consolidated financia
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.

OTS Contingency and Related Matters

On December 26, 1995, the OTS initiated the OTS action against the Company and others by filing the Notice.
The Notice alleges, among other things, misconduct by the Respondents with respect to the failure of USAT, awholly
owned subsidiary of UFG. At the time of receivership, the Company owned approximately 13% of the voting stock of
UFG. The Naotice claims, among other things, that the Company was a savings and loan holding company, that with
othersit controlled USAT, and that, as aresult of such status, it was obligated to maintain the net worth of USAT. The
Notice makes numerousother allegations against the Company and the other Respondents, including that through USAT
it wasinvolved in prohibited transactions with Drexel Burnham Lambert Inc. The hearing on the merits of this matter
commenced on September 22, 1997 and concluded on March 1, 1999. On February 10, 1999, the OTSand FDIC settled
with all of the Respondents (except Mr. Charles Hurwitz, Chairman and Chief Executive Officer of the Company, the
Company and Federated) for $1.0 million and limited cease and desist orders.

Post hearing briefing concluded on January 31, 2000. Inits post-hearing brief, the OT Sclaims, among other things,
that the remaining Respondents, Mr. Hurwitz, the Company and Federated, arejointly and severally liableto pay either
$821.3 million in restitution or reimbursement of $362.6 million for aleged unjust enrichment. The OTS also claims
that each remaining Respondent should be required to pay $4.6 million in civil money penalties, and that Mr. Hurwitz
should be prohibited from engaging in the banking industry. The Respondents' brief claimsthat none of them has any
liability in this matter. A recommended decision by the administrative law judge could be made at any time. A final
agency decision would thereafter be issued by the OTS Director. Such decision would then be subject to appeal by any
of the Respondents to the federal appellate court.

On August 2, 1995, the FDIC filed the FDIC action. Theoriginal complaint was against Mr. Hurwitz and alleged
damages in excess of $250.0 million based on the allegation that Mr. Hurwitz was a controlling shareholder, de facto
senior officer and director of USAT, and wasinvolved in certain decisionswhich contributed to theinsolvency of USAT.
The original complaint further alleged, among other things, that Mr. Hurwitz was obligated to ensure that UFG,
Federated and the Company maintained the net worth of USAT. InJanuary 1997, the FDIC filed an amended complaint
which seeks, conditioned onthe OT Sprevailing initsadministrative proceeding, unspecified damagesfrom Mr. Hurwitz
relating to amounts the OT S does not collect from the Company and Federated with respect to their alleged obligations
to maintain USAT’ s net worth.

On May 31, 2000, the Company, Federated and Mr. Hurwitz filed the FDIC Counterclaim. The FDIC
Counterclaim states that the FDIC illegally paid the OTS to bring claims against the Company, Federated and Mr.
Hurwitz. The Company, Federated and Mr. Hurwitz are asking that the FDIC be ordered to not make any further
payments to the OT S to fund the administrative proceedings described above, and they are seeking reimbursement of
attorneys fees and damages from the FDIC. As of December 31, 2000, such fees were in excess of $30.0 million.

On January 16, 2001, the Kahn lawsuit wasfiled. The plaintiff purportsto bring this action asastockholder of the
Company derivatively on behalf of the Company. Thelawsuit concernsthe FDIC and OTSactions, and the Company’s
advancement of fees and expenses on behalf of Federated and certain of the Company’s directors in connection with
these actions. It alleges that the defendants have breached their fiduciary duties to the Company, and have wasted
corporate assets, by allowing the Company to bear all of the costs and expenses of Federated and certain of the
Company’ s directors related to the FDIC and OTSactions. The plaintiff seeksto require Federated and certain of the
Company’ sdirectorsto reimburse the Company for all costs and expenses incurred by the Company in connection with
the FDIC and OTS actions, and to enjoin the Company from advancing to Federated or certain of the Company’'s
directors any further funds for costs or expenses associated with these actions. The parties to the Kahn lawsuit have
agreed to an indefinite extension of the defendants’ obligations to respond to the plaintiffs claims.
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The Company’ s bylaws provide for indemnification of its officers and directors to the fullest extent permitted by
Delawarelaw. The Company isobligated to advance defense coststo itsofficersand directors, subject totheindividual’s
obligation to repay such amount if it is ultimately determined that the individual was not entitled to indemnification. In
addition, the Company’s indemnity obligation can, under certain circumstances, include amounts other than defense
costs, including judgments and settlements.

The Company has concluded that it is unable to determine a reasonabl e estimate of the loss (or range of l0ss), if
any, that could result from the OTS and FDIC matters. Accordingly, it isimpossible to assess the ultimate outcome of
these matters or their potential impact on the Company; however, any adverse outcome of these matters could have a
material adverse effect onthe Company’ sconsolidated financial position, resultsof operationsor liquidity. With respect
to the Kahn lawsuit, although it isimpossible to assess the ultimate outcome of this matter, the Company believes that
the resolution of this matter should not result in a material adverse effect on its consolidated financial position, results
of operations or liquidity.

Other Matters

The Company isinvolved in various other claims, lawsuits and other proceedings relating to a wide variety of
matters. While uncertaintiesareinherent inthefinal outcome of such mattersand it ispresently impossibleto determine
the actual costs that ultimately may be incurred, management believes that the resolution of such uncertainties and the
incurrence of such costs should not have a material adverse effect on the Company’s consolidated financial position,
results of operations or liquidity.

11. Derivative Financial Instrumentsand Related Hedging Programs

In conducting itsbusiness, Kaiser usesvariousinstruments, including forward contractsand options, to managethe
risks arising from fluctuations in aluminum prices, energy prices and exchange rates. Kaiser enters into hedging
transactions to limit its exposure resulting from (1) its anticipated sales of alumina, primary aluminum, and fabricated
aluminum products, net of expected purchase costs for items that fluctuate with aluminum prices, (2) the energy price
risk from fluctuating pricesfor natural gas, fuel oil and diesel oil used initsproduction process, and (3) foreign currency
requirements with respect to its cash commitments with foreign subsidiaries and affiliates.

AsKaiser’shedging activities are generally designed to lock-in a specified price or range of prices, realized gains
or losses on the derivative contracts utilized in these hedging activities (except the impact of those contracts discussed
bel ow which have been marked to market) will generally offset at least a portion of any losses or gains, respectively, on
thetransactionsbeing hedged. See Note 1 for adiscussion of the effectsof the new accounting requirementsunder SFAS
No. 133, which is being used for reporting results beginning with the first quarter of 2001. The following table
summarizes Kaiser’s derivative hedging positions at March 31, 2001 (U.S. and Australian dollarsin millions):

Estimated Per cent Carrying/
Notional of Annual Market
Commodity Period Amount Sales/Pur chases Value
Aluminum (in tons):
Optioncontracts . .................... 4/01 to 12/01 272,000 83% $ 11.8
Optioncontracts . .................... 2002 319,000 63% 22.6
Optioncontracts . .................... 2003 84,000 17% 5.6
Natural gas (in MMBtU’s per day):
Option contractsand swaps ............ 4/01 to 6/01 9,500 6% 11
Australian dollars (A$ per year):
Forwards and option contracts .......... 4/01to 12/01 A$125.0 82% (8.5)
Optioncontracts . .................... 2002 to 2005 A$ 90.0 56% 5.0

During the three month period ended March 31, 2001, market value changes in derivative hedging positions
included inthe abovetableresulted in abenefit to earnings (included ininvestment, interest and other income (expense))
of $6.8 million (see Note 2). However, based on new accounting literature released in April 2001, Kaiser anticipates
that future mark-to-market changes will be limited as unrealized gains or losses resulting from changes in the value of
these hedges will be recorded in other comprehensive income starting in the second quarter of 2001.
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During late 1999 and early 2000, Kaiser al so entered into a series of transactionswith acounterparty that provided
Kaiser with a premium over the forward market prices at the date of the transaction for 2,000 tons of primary aluminum
per month during the period January 2000 through June 2001. Kaiser also contracted with the counterparty to receive
certain fixed prices (also above the forward market prices at the date of the transaction) on 4,000 tons of primary
aluminum per month over athree year period commencing October 2001, unless market prices during certain periods
decline below a stipulated “floor” price, in which case the fixed price sales portion of the transactions terminate. The
price at which the October 2001 and later transactions terminate is well below current market prices. These positions
do not qualify for treatment asa* hedge” under both previousand current accounting guidelines. Accordingly, the mark-
to-market impacts of these positions due to fluctuationsin primary aluminum prices are recorded in investment, interest
and other income (expense) in the Consolidated Statement of Operations. For the three months ended March 31, 2001
and 2000, Kaiser recorded mark-to-market gains of $8.5 million and $14.4 million, respectively, ininvestment, interest
and other income (expense) associated with the transactions described in this paragraph (see Note 2).

As of March 31, 2001, Kaiser had sold forward approximately 100% and 80% of the alumina available to it in

excess of itsprojected internal smelting requirementsfor 2001 and 2002, respectively, at pricesindexed to future prices
of primary aluminum.
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ITEM 2.  MANAGEMENT’SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Thefollowing should beread in conjunction with thefinancial statementsinPart I, [tem 1 of thisReport 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 in the “Glossary of Defined Terms’ contained in Appendix A.

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 Item 3. “ Quantitative and Qualitative Disclosures About Market Risk” andinPartIl. 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. Readersare 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 factorsthat could cause such differences between such forward-looking
statementsand actual results. No assurance can be given that theseare all of the factorsthat could cause actual results
to vary materially from the forward-looking statements.

Results of Operations

The Company operatesin four industries. aluminum, through its majority owned subsidiary, Kaiser, an integrated
aluminum producer; forest products, through MGI and its wholly owned subsidiaries, principally Pacific Lumber and
Britt; real estateinvestment and devel opment, managed through M PC; and racing operationsthrough SHRP, Ltd. MGHI
owns 100% of MGI and is awholly owned subsidiary of the Company. All references to the “Company,” “Kaiser,”
“MGHI,” “MGlI,” “Pacific Lumber,” “MPC" and “ SHRP, Ltd.” refer to the respective companies and their subsidiaries,
unless otherwise indicated or the context indicates otherwise.

Aluminum Operations

Industry Overview and Selected Operational Data

Aluminum operations account for a substantial portion of the Company’ s revenues and operating results. Kaiser,
through its principal subsidiary KACC, operates in the following business segments: bauxite and alumina, primary
aluminum, flat-rolled products, engineered products and commodities marketing. Kaiser uses aportion of its bauxite,
aluminaand primary aluminum productionfor additional processing at certain of itsdownstream facilities. Intersegment
transfers are valued at estimated market prices.

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 on the volume and mix of all products sold and on Kaiser's
hedging strategies. Primary aluminum priceshave historically been subject to significant cyclical fluctuations(see Notes
1 and 11 to the Condensed Consolidated Financial Statementsand Item 7A. “Quantitative and Qualitative Discoveries
About Market Risk” in the Form 10-K for a discussion of Kaiser’'s hedging activities).

Changes in global, regional, or country-specific economic conditions can have a significant impact on overall
demand for aluminum-intensive fabricated products in the transportation, distribution, and packaging markets. Such
changesin demand can directly affect Kaiser’ s earnings by impacting the overall volume and mix of such products sold.
To the extent that these end-use markets weaken, demand can also diminish for alumina and primary aluminum.

During the three months ended March 31, 2000, the AMT Price per pound of primary aluminum was $.79 per

pound. During the three months ended March 31, 2001, theaverage AMT Pricewas$.75 per pound. Theaverage AMT
Price for primary aluminum for the week ended April 27, 2001, was approximately $.73 per pound.
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The following table presents selected operational and financial information with respect to the Company’s

aluminium operations for the three months ended March 31, 2001 and 2000.

Three Months Ended
March 31,

2001 2000

(In millions of dollars,
except shipments and prices)

Shipments:®

Alumina:
Third party @ e 664.0 4375
INtErSEgmMENt @ 182.9 277.6
Total @UMING . ... e 846.9 715.1

Primary aluminum:

THIrd ParY .o 63.9 79.4
I SBgMENt . . ot 15 479
Total primary aluminum . .. ... 65.4 127.3
Flat-rolled products @ . ... 25.0 51.8
Engineered products @ ... . 32.9 47.3

Average realized third party sales price: @

AlUMINA(PEr TON) ..ot $ 194 $ 218
Primary aluminum (per pound) . ... ... 0.73 0.79
Net sales:
Bauxite and alumina: @
Third party (includesnet salesof bauxite) ............ ... .. i, $ 137.6 (2)$ 107.6
I SNt . .t 36.0 56.8
Total bauxiteand alumina . ........... oo e 173.6 164.4
Primary aluminum:
THIrd ParY .o 103.0 138.0
I SNt . . ot 2.5 82.1
Total primary aluminum . .. ... 105.5 220.1
Flat-rolled produCts . .. ..o o 95.9 157.9
Engineered produCtS . ... .o o ot 120.6 163.7
CommoditieS Marketing .. ... .o ittt (2.6) (16.1)
MO Y I S . . . oottt e e e e e e 25.8 24.6
Eliminations . . . ..o e (38.5) (138.9)
Total NEt SAlES . . .o o $ 4803 $ 575.7

Operating iNComeE & .. L. $ 2169 $ 384

Income beforeincometaxesand minority interests. . ... o $ 196.3 $ 20.1

@ Shipments are expressed in thousands of metric tons. A metric ton is equivalent to 2,204.6 pounds.

@ Net salesfor thethreemonthsended March 31, 2001, included approximately 39,700 tons of aluminapurchased fromthird parties
and transferred to Kaiser’s primary aluminum business unit. There were no purchases of aluminafrom third parties during the
first three months of 2001 for unaffiliated customers. Net sales for the three months ended March 31, 2000, included
approximately 77,000 tons of alumina purchased from third parties and resold to certain unaffiliated customers and 39,000 tons
of alumina purchased from third parties and transferred to Kaiser’s primary aluminum business unit.

® Inthefirst quarter of 2001, theflat-rolled products business unit began purchasing its own primary aluminum rather than relying
on the primary aluminum business unit to supply its aluminum requirements through production or third party purchases. Total
purchases of primary aluminum during the quarters ended March 31, 2001 and 2000, by the flat-rolled products business unit
and the engineered products business unit (which was aready responsible for purchasing the mgjority of its primary aluminum
reguirements) were approximately 47,500 tons and 41,200 tons, respectively. During the quarter ended March 31, 2001, the
primary aluminum business unit purchased approximately 17,200 tons of primary aluminum from third partiesto meet existing
customer requirements.

@ Average realized prices for the flat-rolled products and engineered products business units are not presented as such prices are
subject to fluctuationsdueto changesin product mix. Averagerealized third party salespricesfor aluminaand primary aluminum
include the impact of hedging activities.

®)

Operating income includes net gains of $228.2 million from power sales for the three months ended March 31, 2001 and $2.0
million of restructuring chargesrel ated to primary a uminum and corporate efficiency initiativesfor thethreemonthsended March
31, 2000. Operating income for the three months ended March 31, 2000, also included estimated busi nessinterruption insurance
recoveriestotaling $25.3 million. Therewere no estimated business interruption insurance recoveries during thefirst quarter of
2001, despite the fact that approximately $19.0 million of abnormal start-up costswereincurred. Additionally, depreciation was
suspended for the Gramercy facility during the first quarter of 2000 as a result of the July 1999 incident.
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Recent Events and Devel opments

Liquidity/Cash Resources

Kaiser has significant near-term debt maturities. Kaiser's ability to make payments on and refinance its debt
dependsonits ability to generate cash in the future. In addition to being impacted by power sales and normal operating
items, Kaiser's near-term liquidity and cash flows will also be affected by the Gramercy incident, net payments for
asbestos-related liabilities and possible proceeds from asset dispositions. See “Financial Condition and Investing and
Financial Activities— Aluminum Operations’ for a discussion of these matters.

Incident at Gramercy Facility

Production at Kaiser’sGramercy, Louisiana, aluminarefinery, which had been curtailed since July 1999 asaresult
of an explosioninthe digestion area of the plant, re-commenced during the middle of December 2000. Asof March 31,
2001, the plant was operating at approximately 75% of its newly rated estimated capacity of 1,250,000 tons. Based on
current estimates, construction at thefacility isexpected to be completed during thethird quarter of 2001, and thefacility
is expected to be fully operational by the end of 2001 or early 2002.

Through March 31, 2001, Kaiser had recorded $289.3 million of estimated insurance recoveries related to the
Gramercy incident and had collected $268.6 million of such amounts. The remaining balance of approximately $20.7
million and any additional amounts possibly due to Kaiser will likely not be recovered until Kaiser and the insurers
resolve certain outstanding issues. Kaiser anticipates that the remaining issues will not be resolved until late 2001 or
early 2002. Kaiser continuesto believe that a minimum of approximately $290.0 million of insurance recoveries are
probable, that additional amounts are owed to Kaiser by theinsurers, and that the likelihood of any refund by Kaiser of
amounts previoudly received from the insurers is remote.

See Note 3 to the Condensed Consolidated Financial Statements for additional discussion of the incident at the
Gramercy facility.

Labor Matters

Although the USWA dispute has been settled and the workers have returned to the facilities, two allegations of
ULPsin connection with the USWA strike and subsequent lock-out by Kaiser remain to be resolved. Kaiser believes
that the remaining charges made against it by the USWA are without merit. See Note 10 to Condensed Consolidated
Financial Statements for additional discussion on the ULP charges.

Strategic Initiatives

Kaiser's strategy is to improve its financial results by: increasing the competitiveness of its existing plants;
continuing its cost reduction initiatives; adding assets to businessesit expectsto grow; pursuing divestitures of its non-
core businesses; and strengthening itsfinancial position by divesting part or al of itsinterestsin certain operating assets.
See“Management’ s Discussion and Analysisof Financial Condition and Results of Operations— Resultsof Operations
— Aluminum Operations — Recent Events and Devel opments — Strategic I nitiatives’ in the Form 10-K for additional
information regarding strategic initiatives.

Pacific Northwest Power Sales and Operating Level

During the first quarter of 2001, Kaiser, in a series of transactions, sold a substantial majority of the remaining
power availablefor its Northwest smeltersthat it had under contract through September 2001. Asaresult of such power
sales, the Northwest smelters are expected to remain curtailed at least through that date.

Kaiser hastheright to purchase power under aseparate contract with the BPA that would, starting October 1, 2001,
provide sufficient power to operate Kaiser's Trentwood facility as well as approximately 40% of the capacity of its
Northwest aluminum smelting operations. Power costs under the new contract are expected to exceed the cost of power
under Kaiser's current BPA contract by as much as 100% in certain periods. There are other terms of the new BPA
contract which are also less favorable than the current BPA contract, including the fact that Kaiser does not have any
remarketing rights under the new BPA contract. Kaiser isliablefor certain severance, supplemental unemployment and
early retirement benefitsfor the USWA workers at the curtailed smelters. A substantial portion of such costs have been
accrued as of March 31, 2001. However, additional accruals may be required depending on when the USWA workers
arerecalled and when the smelting operationsarerestarted. See Note4 to Condensed Consolidated Financial Statements
for additional information on the power sales, the new BPA contract and additional detail regarding accrued liabilities
with respect to the USWA workers.
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Net Sales

Net salesinthefirst quarter of 2001 total ed $480.3 million compared to $575.7 millionin thefirst quarter of 2000.
Thedecrease wastheresult of declinesin average realized pricesfor aluminaand primary aluminum aswell asadecline
in shipments for primary aluminum, flat-rolled products and engineered products. The decrease in average realized
pricesfor aluminawas dueto adecrease in primary aluminum market pricesto which Kaiser’ sthird-party alumina sales
contractsarelinked. The decreaseinintersegment shipmentsfor primary aluminum and inturn third party shipmentsfor
flat-rolled products was primarily due to reduced shipments of can body stock as a part of the planned exit from this
product line in the last half of 2000. The decrease in intersegment alumina shipments and in turn third party primary
aluminum shipments was primarily due to the potline curtailments at Kaiser’s Washington smelters. The decrease in
engineered product shipmentswastheresult of reduced ground transportati on shipmentsdueto softening market demand.
These decreaseswere partially offset by anincreasein average realized pricesfor flat-rolled productswhich reflectsthe
change in product mix from the can body stock to heat-treat products and an increase in alumina shipments which
resulted primarily fromthetiming of shipmentsaswell astherestart of production at the Gramercy refinery in December
2000. Theincreasein average realized pricesfor engineered productsreflectsincreased pricesfor soft alloy extrusions
offset, in part, by a shift in product mix.

Operating Income

Operating income for the quarter ended March 31, 2001, includes non-recurring net gains from power sales of
$228.2 million. Excluding this item, operating income decreased from $38.4 million for the quarter ended March 31,
2000, to an operating loss of $11.3 million for the quarter ended March 31, 2001. In addition to the impact of lower net
sales discussed above, operating income for 2001 was adversely affected by abnormal Gramercy related start-up costs
of approximately $19.0 million, overhead and other fixed costs associated with the curtailed Northwest smelting
operations which totaled approximately $12.0 million during the first quarter of 2001, and higher natural gas and fuel
oil costs.

Income Before Income Taxes and Minority Interests

Income before income taxes and minority interests increased from $20.1 million to $196.3 million primarily as
result of the $228.2 million in net gains from power sales for the quarter ended March 31, 2001 offset by the impact of
lower net sales and higher costs discussed above.

Forest Products Operations

Industry Overview and Selected Operational Data

The Company’s forest products operations are conducted by MGI, through Pacific Lumber and Britt. MGI's
businessis somewhat seasonal, and its net sales have been historically higher in the months of April through November
thaninthemonths of December through March. Management expectsthat MGI’ srevenuesand cash flowswill continue
to be markedly seasonal. Accordingly, MGI’sresultsfor any one quarter are not necessarily indicative of resultsto be
expected for the full year.

Dueto thefailure of government agenciesto approve THPsin atimely manner and the resulting lower harvests on
its property, Pacific Lumber’s production of lumber has decreased. Furthermore, logging costs have increased due to
the harvest of smaller diameter logs and compliance with environmental regulations and the Environmental Plans. See
also “—Trends.”

MGI’s management is currently reevaluating its operations. This may result in changes in the sawmill or other

operations, and it may require an evaluation of therealizability of MGI’ sinvestment in any facilitieswhich are curtailed
asaresult.

23



Thefollowing table presents sel ected operational and financial information for the three months ended March 31,
2001 and 2000, for the Company’s forest products operations.

Three Months Ended
March 31,
2001 2000
(In millions of dollars,
except shipmentsand prices)

Shipments:
Lumber: @
Redwood upper grades ... ..o oo 4.1 35
Redwood commON grades . ... ..ot 37.2 354
Douglasfir Upper grades . . ..o v 20 25
Douglasfir common grades . ...ttt 13.0 19.1
OtNEr o 0.5 3.0
Tota TUMDEr . 56.8 63.5
Wood Chips @ .. 26.6 39.0
Average sales price:
Lumber: ®
Redwood UPPEr grades . . ...t $ 1,845 $ 1,615
Redwood CommON grades . ... ..ot 614 739
Douglasfir Upper grades . . ... oo 1,385 1,300
Douglasfir common grades . ...ttt 322 424
W00 ChiPS ) L 70 62
Net sdles:
Lumber, Net Of diSCOUNE . . . ..\ttt et ettt e e e $ 371 $ 437
WO ChiPS . .ottt e 19 24
(@000 1= 31 = 1 o) 0 8 10 11/ P 44 0.6
1 0= P 14 0.7
Total NEE SAIES . .ottt e e $ 48 $ 474
Operating iNCOME (I0SS) . ...ttt e e e e e $ (45 $ 5.8
Operating cash flow O L $ 04 $ 10.4
Loss before income taxes and minority interests . ...t $ (158) $ (4.9

@ 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.

@ Dollars per bone dry unit.

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

Net Sales

Net sales for the first quarter of 2001 were lower than the 2000 first quarter primarily as a result of lower prices
for redwood and Douglas-fir common grade lumber. In addition, the Company had lower shipments of Douglas-fir
lumber offset somewhat by higher shipments of redwood lumber.

Operating Income (L0oss)

Forest products had an operating loss for the first quarter of 2001 as compared to operating income for the first
guarter of 2000 as a result of the decline in net sales as well as higher costs associated with lumber production and
logging operations.

Loss Before Income Taxes and Minority Interests

The loss before income taxes for the first quarter of 2001 increased from the loss in the comparable prior year
period, as aresult of the decline in operating income discussed above.

Real Estate Operations

Industry Overview and Selected Operational Data
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The Company, principally through its wholly owned subsidiaries, invests in and develops residential and
commercial real estate primarily in Puerto Rico, Arizona and California.

Three Months Ended
March 31,
2001 2000
(In millions)
N SAlES . . .ot $ 99 $ 6.2
O AliNG |0SS . . . . ottt (1.9 (3.5)
Income (loss) before income taxes and minority interests . ............ i 0.1 (0.6)

Net Sales
Net salesimproved for the first quarter of 2001 from the first quarter of 2000 primarily as aresult of an increase
inlot salesin Fountain Hills, Arizona.

Operating Loss and Income (Loss) Before Income Taxesand Minority Interests

Thereal estate segment operating lossfor thefirst quarter 2001 decreased from the operating loss for first quarter
of 2000 primarily dueto the increasein real estate sales discussed above. The real estate segment had income before
income taxes and minority interestsfor thefirst quarter of 2001 as compared to aloss before income taxes and minority
interests for the first quarter 2000 also due to the increase in real estate sales.

Racing Operations

Industry Overview and Selected Operational Data

The Company, throughitssubsidiaries, hasa99.9% ownership interest in SHRP, Ltd., aTexaslimited partnership,
which owns and operates the Sam Houston Race Park, aClass 1 horseracing facility in Houston, Texas, and Valley Race
Park, agreyhound racing facility located in Harlingen, Texas, which began operationsin mid-March of 2000. Results
of operations between periodsare generally not comparabl e due to the timing, varying lengths and types of racing meets
held. Historically, the Sam Houston Race Park has derived a significant amount of its annual net pari-mutuel
commissions from live racing and simulcasting. Net pari-mutuel commissions have typically been highest during the
first and fourth quarters of the year, the time during which live thoroughbred racing has historically been conducted.
Beginninginthefourth quarter of 2000, live greyhound racing hasand isexpected to contribute to higher net pari-mutuel
commissionsin the first and fourth quarters of the year.

Three Months Ended
March 31,
2001 2000
(In millions)
NEE SAl S ..ottt $ 94 $ 8.3
O aliNg INCOMIE . . ittt ettt e e e e e e 13 14
Income before income taxes and minority interests . . ... i 13 13

Net Sales
Net sales for the racing segment in the first quarter 2001 were higher than for the first quarter 2000 due to the
opening of Valley Race Park.

Operating Income and Income Before Income Taxes and Minority Interests
Operating income and income beforeincometaxesand minority interestswas substantially unchanged between the
periods as improvements in net sales due to Valley Race Park did not have a significant impact on operating income.

Other Items Not Directly Related to I ndustry Segments

Three Months Ended
March 31,
2001 2000
(In millions)
OPEANG [0S . .« .\ vttt $ (300 $ (3.6)




Loss before income taxesand minority interests . ........... . (4.0 (4.0

The operating losses represent corporate general and administrative expenses that are not allocated to the
Company’ sindustry segments. Thelossbeforeincometaxesand minority interestsincludesoperating losses, investment,
interest and other income (expense) and interest expense, including amortization of deferred financing costs, that are not
attributable to the Company’ s industry segments.

Minority Interests
Minority interests represent the minority stockholders’ interest in the Company’ s aluminum operations.

Financial Condition and Investing and Financing Activities

Thissection contains statements which constitute* forward-looking statements” within the meaning of the Private
SecuritiesLitigation Reform Act of 1995. See aboveand below for cautionary informati on with respect to such forward-
looking statements.

Overview

The Company conductsitsoperations primarily throughitssubsidiaries. Creditorsof subsidiaries of the Company
have priority with respect to the assets and earnings of such subsidiariesover the claimsof the creditors of the Company.
Certain of the Company’ ssubsidiaries, principally Kaiser, MGHI, MGl, Pacific Lumber and ScotiaL L C, arerestricted
by their various debt instruments as to the amount of funds that can be paid in the form of dividends or loaned to
affiliates. Kaiser and the Forest Products companiesarehighly leveraged and have significant debt servicerequirements.
Notes 7 and 10 to the Condensed Consolidated Financial Statementsand Notes 12 and 17 to the Consolidated Financial
Statementsin the Form 10-K contain additional information concerning the Company’ sindebtedness, certain restrictive
debt covenants and a discussion of material commitments and contingencies affecting Kaiser’'s liquidity and capital
resources. “MAXXAM Parent” isused in this section to refer to the Company on a stand-alone basis without its
subsidiaries.

Thefollowing table summarizes certain datarelated to financial condition and to investing and financing activities
of the Company and its subsidiaries.

Forest Products

MGI
Scotia Pacific and Real MAXXAM
Aluminum LLC Lumber Other Estate Racing MGHI Par ent Total
(In millions of dollars)

Debt and credit facilities
(excluding intercompany
notes)

Short-term borrowings and

current maturities of

long-term debt: o o
March 31,2001 .......... $ 2249 '$ 167 $ 01 $ - $ 33 $ - $ - $ 134 $ 2584
December 31,2000 ....... 31.6 16.4 37.1 - 21 - - 134 100.6

Long-term debt, excluding
current maturities:

March 31,2001 .......... $ 6988 $7555°$ 05 $ - $400 $ 02 $1032°% ~ $1,508.2
December 31,2000 ....... 957.8 767.2 0.6 - 38.2 0.2 $1188 - 1,882.8
Revolving credit facilities:
Facility commitment
amounts.............. $ 3000 $ 611 $ 600 $25 $236 $ - $ - % - $ 4472
March 31, 2001:
Borrowings ........... - - - - 6.4 - - - 6.4
Lettersof credit ........ 37.2 - 12.7 - 15 - - - 514
Unused and available
credit ............. 208.8 61.1 335 25 9.4 - - - 315.3
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Table and Notes continued on next page
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Cash, cash equivaents,
marketabl e securities and
other investments
March 31, 2001:
Current amounts restricted for
debt service ...........
Other current amounts . . . ..

Long-term amounts restricted
for debt service ........

Other long-term restricted

December 31, 2000:
Current amounts restricted for
debt service ...........
Other current amounts . . . ..

Long-term amounts restricted
for debt service ........

Other long-term restricted

Changesin cash and cash
equivalents

Capital expenditures:
March 31,2001 ..........
March 31,2000 ..........

Net proceeds from dispositions
of property and
investments:

March 31,2001 ..........
March 31,2000 ..........

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

March 31,2001 ..........
March 31,2000 ..........

Dividends and advances received
(paid):
March 31,2001 ..........
March 31,2000 ..........

Notes continued on next page

Forest Products

MGI
Scotia Pacific and Real MAXXAM
Aluminum LLC Lumber  Other Estate Racing MGHI Par ent Total

(In millions of dollars)

- $ 229 8 -% -% -% - % -3 -$ 219

44.2 3.9 19.8 47.6 22.3 7.9 52.3 113.1 311.1

44.2 25.8 19.8 47.6 22.3 7.9 52.3 113.1 333.0

- 84.9 - - 18 - - - 86.7

0.1 84.9 — 2.2 9.1 — — 96.3

$ 44.3

$ 1107 $ 198 $ 498 $314 $ 79 $523 $ 1131 $ 4293

28

- $ 458 $ - % -%$09% - % - % ~$ 467
23.4 68.6 02 6L7 187 90 543 1152 3511
234 1144 02 6L7 196 90 543 1152  397.8

- 92.1 - - 13 - - ~ 934
0.1 94.6 — 20 96 — — — 1063

$ 235 $ 2000 $ 02 $637 $292 $ 00 $543 $ 1152 $ 5041
6520¢% 07 $ 17 $ 06 $ 01 $01 $ - $ 07$ 691
1450 14 - 05 10 330 - 01 208

04 $ - % - % -% - % - $ - $ -$ 04
155 - - - - - - - 155
(536) $ (114)2$ (7.0 — $ 24 $ — $(128) $ ~ $(112.4)
5.9 10.2 - 81 (08 (02 (10.) (25) 106

~ $ (731)@W$ 731W$(171) $ 05 $ - $17.1 $ (05 $ -

- - 50 (1134 1.2 —@ 6344 438 -



@ Theincrease in Kaiser's short-term borrowi ngs and current maturities of long-term debt between December 31, 2000, and
March 31, 2001, reflectsthe now current maturity of the KACC 9% Senior Notes. The decrease in Pacific Lumber’ s short-
term borrowings and current maturities of long-term debt between December 31, 2000, and March 31, 2001, was due to the
repayment of borrowings under the Pacific Lumber Credit Agreement.

@ The decrease between December 31, 2000, and March 31, 2001, in Scotia LLC’ s long-term debt was the result of principal
paymentson the Timber Notes of $13.2 million during thethreemonthsended March 31, 2001. Thedecreasein MGHI’ slong-
term debt was due primarily to repurchases of debt.

®  Aluminum: Capital expenditures for the three months ended March 31, 2001 and 2000, include $57.3 million and $16.7
million, respectively, spent with respect to rebuilding the Gramercy facility. Racing: Capital expendituresfor thethree months
ended March 31, 2000, include $2.4 million for the acquisition of Valley Race Park.

@ For the three months ended March 31, 2001, $73.1 million of dividends were paid by Scotia LLC to Pacific Lumber using
proceeds from the sale of the Owl Creek grove. For the three months ended March 31, 2000, $90.0 million of the dividends
paid from MGI to MGHI were made using proceeds from the sal e of the Headwaters Timberlands. MGHI inturn paid a$45.0
million dividend to MAXXAM Parent.

MAXXAM Parent

During the three months ended March 31, 2001, the Company purchased 123,200 shares of its common stock for
$1.7 million. Since March 31, 2001, through April 30, 2001, the Company has purchased an additional 97,600 shares
of its common stock for $1.2 million.

The Company believesthat its existing resources, together with the cash available from subsidiaries and financing
sources, will be sufficient to fund its working capital requirements for the next year. With respect to its long-term
liquidity, the Company believesthat its existing cash and cash resources, together with the cash proceeds from the sale
of assetsand distributionsfrom its subsidiaries should be sufficient to meet itsworking capital requirements. However,
there can be no assurance that the Company’ s cash resources, together with the cash proceeds from the sale of assets,
distributions from its subsidiaries and other sources of financing, will be sufficient for such purposes. Any adverse
outcome of the litigation or the regulatory and environmental matters described in Note 10 to the Condensed
Consolidated Financial Statements could materially adversely affect the Company’s consolidated financial position,
results of operations or liquidity.

MGHI

Subseguent to March 31, 2001, MGHI repurchased $15.0 million aggregate principal amount of MGHI Notes for
$12.3 million. MGHI expects that interest payments on the remaining $88.2 million of MGHI Notes will be paid with
its existing cash and dividends paid by MGI to MGHI. Dividendsfrom MGI are expected to be at least $12.7 million
per year based on the minimum levels provided for under the indenture for the MGHI Notes.

MGHI believesthat 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 itslong-term liquidity, MGHI
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 assurance that thiswill bethe case.
Any adverse outcome of the regulatory and environmental matters described under “—Trends’ below could materially
adversely affect cash available from subsidiaries and therefore MGHI'’s financial position, results of operations or
liquidity.

Aluminum Operations

At March 31, 2001, Kaiser had working capital of $62.9 million, compared with working capital of $170.7 million
at December 31, 2000. The net decrease in working capital primarily resulted from:

. an increase in the current portion of long-term debt due to the reclassification of the $225.0 million principal
amount of the KACC 9% Senior Notes to current liabilities offset by Kaiser’ sfirst quarter 2001 repayment of
$30.4 million of outstanding borrowings under the KACC Credit Agreement;

. a decrease in accrued salaries, wages and related expenses resulting primarily from the payment of previoudly

accrued employee-related compensation applicable to job reductions as a part of the September 2000 |abor
settlement or associated with workers at the curtailed Northwest smelters; and
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. offset by anincreasein other receivables primarily due to anincrease in power proceeds receivable (reflecting the
difference between the $88.0 million receivable at year-end 2000, which was collected in the first quarter of 2001,
and the $120.0 million receivable at March 31, 2001, reflecting amounts related to first quarter 2001 power sales
that will be collected periodically through October 2001.)

Kaiser uses the KACC Credit Agreement to provide short-term liquidity requirements and for letters of credit to
support operations. During the three months ended March 31, 2001, month-end borrowing amounts outstanding under
the KACC Credit Agreement have been as high as approximately $94.0 million, which occurred in February 2001,
primarily as a result of costs incurred and capital spending related to the Gramercy rebuild, net of insurance
reimbursements. The average amount of borrowings outstanding under the KACC Credit Agreement during the first
quarter 2001 was approximately $47.5 million. However, as of April 30, 2001, there were no borrowings outstanding
under the KACC Credit Agreement and Kaiser expectslimited, if any, borrowings for the balance of the KACC Credit
Agreement term. Outstanding letters of credit at April 30, 2001, were approximately $45.8 million. The KACC Credit
Agreement expiresin August 2001. ItisKaiser'sintention to extend or replace the KACC Credit Agreement prior to
itsexpiration. However, in order for the KACC Credit Agreement to be extended, on a short-term basis, beyond August
2001, Kaiser will have to have ademonstrable way to retire and/or refinance the $225.0 million of KACC 9% Senior
Notes, due February 2002. For the KACC Credit Agreement to be extended past February 2003, boththe KACC 9F%
Senior Notes and the $400.0 million of 12%% KACC Senior Subordinated Notes, due February 2003, will have to be
retired and/or refinanced. Asof April 30, 2001, Kaiser had approval from the KACC Credit Agreement lenders to
purchase up to $50.0 million of the KACC 9% % Senior Notes. As of April 30, 2001, Kaiser had purchased
approximately $1.0 million of the KACC 9% % Senior Notes.

Kaiser is in active negotiations with third parties involving five potential asset transactions, any one of which,
together with cash flow from operations, would enabl eit to addressthe approaching K ACC 9% Senior Notes maturity.
Kaiser expectsto bein aposition to announce further details during the second quarter of 2001. It isunlikely, however,
that it will consummate all of the transactions under consideration. Further, there can be no assurance as to the
likelihood, timing or terms of such sales.

In addition to being impacted by power sales, normal operating variables and asset sales, Kaiser's near-term
liquidity will also be, asmorefully discussed bel ow, affected by, among other things, two significant items: the Gramercy
incident and the amount of net payments for asbestos liabilities.

Total consolidated capital expenditures, excluding capital expendituresin 2001 to finish rebuilding the Gramercy,
Louisiana, facility, are expected to be between $60.0 and $80.0 million per year in each of 2001 and 2002 (of which
approximately 15% is expected to be funded by minority partners in certain foreign joint ventures). Kaiser's
management continuesto eval uate numerous projects, all of which would require substantial capital, both in the United
States and overseas. The level of capital expenditures may be adjusted from time to time depending on Kaiser’s price
outlook for primary aluminum and other products, Kaiser’ s ability to assure future cash flows through hedging or other
means, Kaiser’s financial position and other factors.

Kaiser will continue to incur abnormal start-up costs and capital spending until all construction activity at the
Gramercy facility is completed and full production is restored. As more fully discussed in Note 3 to the Condensed
Consolidated Financial Statements, unless Kaiser is successful in obtaining additional insurance recoveries from its
insurers, it will haveto fund all of the remaining Gramercy related capital expenditures aswell asany incremental costs
or lossesincurred at Gramercy. It is believed that such amounts will total between $50.0 million and $100.0 million
during the balance of 2001 depending on, among other things, the ultimate cost of the rebuild, the elapsed time of the
rebuild and the amount of start-up costs and inefficiencies.

During the three months ended March 31, 2001, Kaiser paid $38.1 million of asbestos-related settlement and
defense costs and received insurance reimbursements of $22.5 million for ashestos-related matters. Kaiser's 2001 and
2002 cash payments, prior to insurancerecoveries, for ashestos-rel ated costs are estimated to be between $115.0 million
and $150.0 million per year. Kaiser believes that it will recover a substantial portion of asbestos payments from
insurance. However, insurance reimbursements have historically lagged Kaiser’' s payments. Delaysin receiving future
insurance repaymentswoul d have an adverseimpact on Kaiser’ sliquidity. During 2000, Kaiser filed suit against agroup
of its insurers after negotiations with certain of the insurers regarding an agreement covering both reimbursement
amounts and the timing of reimbursement payments were unsuccessful. Thelitigation isintended, among other things,
to: (i) ensurethat theinsurers provide Kaiser with timely and appropriate reimbursement payments for asbestos-rel ated
settlementsand related legal costsincurred; and (i) resolve certainissuesbetweenthe partieswith respect to how specific
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provisions of the applicable insurance policies are to be applied. Given the significance of expected asbestos-related
payments in 2001 and 2002 based on settlement agreements in place at March 31, 2001, the receipt of timely and
appropriate reimbursements from such insurers is critical to Kaiser’s liquidity. The court is expected to try certain
aspects of the casein late 2001 and the remaining issues in 2002. Kaiser is continuing to receive cash payments from
theinsurers.

In addition to the shelf registration covering 10.0 million shares of Kaiser’scommon stock owned by the Company
(the proceeds of which sale would be paid to the Company rather than Kaiser), Kaiser has an effective shelf registration
statement covering the offering from time to time of up to $150.0 million of equity securities.

Kaiser’'s management believes that Kaiser's existing cash resources, together with cash flows from operations,
power sales and anticipated asset dispositions, as well as borrowings under the KACC Credit Agreement, will be
sufficient to satisfy itsworking capital, debt maturities and capital expenditure requirementsfor the next year. However,
no assurance can be given that existing and anticipated cash sources will be sufficient to meet Kaiser’s short-term
liquidity requirements or that additional sources of cash will not be required.

Kaiser’ sability to make paymentson and to refinanceitsdebt on along-term basisdependsonitsability to generate
cashinthefuture. This, to acertain extent, issubject to general economic, financial, competitive, legislative, regulatory
and other factors beyond Kaiser's control. With respect to long-term liquidity, Kaiser's management believes that
operating cashflow, together withthe ability to obtain both short and long-term financing, should provide sufficient funds
to meet its working capital and capital expenditure requirements. However, no assurance can be given that Kaiser will
be able to refinance its debt on acceptable terms.

Forest Products Operations

The Scotia LLC Line of Credit allows Scotia LL C to borrow up to one year’ sinterest on the Timber Notes. This
facility expireson July 15, 2001, but it is expected to be renewed annually, subject to approval of the bank group. The
Pacific Lumber Credit Agreement 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 LLC had $40.8 million set aside in the
note payment account to pay the $31.0 million of interest due as well as $9.8 million of principal. Scotia LLC repaid
an additional $3.3 million of principa on the Timber Notes using funds held in the SAR Account, resulting in a total
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.

MGI and itssubsidiaries anticipate that 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, although MGI and its
subsidiariesbelievethat their existing cash and cash equival entsshoul d provide sufficient fundsto meet their debt service
and working capital requirements until such time as Pacific Lumber has adequate cash flows from operations and/or
dividendsfrom ScotialL L C, there can be no assurancethat thiswill bethecase. Furthermore, duetoitshighly 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 10 to
the Condensed Consolidated Financial Statements), increased competition from other lumber producers or alternative
building products and general economic conditions.

Real Estate Operations

PDMPI and its subsidiaries may require advances in the future to fund their operations; however, the Company
believesthat the existing cash and credit facilities of itsreal estate subsidiaries are sufficient to fund the working capital
and capital expenditure requirements of such subsidiaries for the next year. With respect to the long-term liquidity of
such subsidiaries, the Company believes that their ability to generate cash from the sale of their existing real estate,
together with their ability to obtain financing and joint venture partners should provide sufficient funds to meet their
working capital and capital expenditure requirements.

Racing Operations
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With respect to short-term and long-term liquidity, SHRP, Ltd’ smanagement expectsthat, excluding $62.0 million
in amounts due to affiliates, SHRP, Ltd. will generate cash flows from operations.
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Trends

Thissection contains statementswhich constitute* forward-looking statements” within the meaning of the Private
SecuritiesLitigation ReformAct of 1995. Seeaboveand below for cautionary informationwith respect to such forward-
looking statements.

The Company’ sforest products operations are conducted by MGI through Pacific Lumber and Britt. Regulatory
and environmental matters play a significant role in Pacific Lumber’s operations. See Note 10 to the Condensed
Consolidated Financial Statements and Item 1. “Business—Regulatory and Environmental Matters’ of the Form 10-K
for a discussion of these matters. Regulatory compliance and related litigation have increased the cost of logging
operations, and Pacific Lumber has also been adversely affected by a lack of available logs as a result of a severely
diminished supply of available THPs, resulting in delayed or reduced harvest 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 weretransition yearsfor Pacific Lumber with respect to thefiling and approval of itsTHPs. The
rate of approvals of THPs during the three months ended March 31, 2001 continues to be below what Pacific Lumber
requires to meet its targeted harvest levels under the SYP, principally because government agencies have failed to
approve THPsin atimely manner. Nevertheless, Pacific Lumber anticipates that once they are fully implemented, 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 its THPssimilar 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 judicia or administrative
decisions, or adverse weather conditions, would not have amaterial adverse effect on the Company’ sfinancial position,
results of operationsor liquidity. SeePart I1. Item 1. “Legal Proceedings’” and Note 10 to the Condensed Consolidated
Financial Statements for further information regarding regulatory and legal proceedings affecting the Company’s
operations.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information included under Item 7A. “Quantitative and Qualitative Disclosures About Market Risk” in the
Form 10-K isincorporated by reference.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
Referenceis madeto Item 3 of the Form 10-K for information concerning material legal proceedingswith respect
tothe Company. Thefollowing material developments have occurred with respect to such legal proceedings subsequent
to the filing of the Form 10-K.
Kaiser Litigation
Mead Environmental Penalty
In May 2001, Kaiser agreed to pay a penalty of $150,000 and to deposit into a fund an additional $125,000 to

implement a supplemental environmental project in the community in order to settle certain alleged environmental
violations with respect to its Mead, Washington, aluminum smelter.

ITEM 6. EXHIBITSAND REPORTSON FORM 8-K
a. Exhibits:
None
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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 INC.

Date: May 11, 2001 By: IS PAUL N. SCHWARTZ
Paul N. Schwartz
President, Chief Financial Officer and Director
(Principal Financia Officer)

Date: May 11, 2001 By: /S ELIZABETHD.BRUMLEY
Elizabeth D. Brumley
Controller
(Principal Accounting Officer)
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APPENDIX A

Glossary of Defined Terms

Alpart: Alumina Partners of Jamaica, a majority subsidiary of KACC

AMT Price: Average Midwest United States transaction price for primary aluminum
BPA: Bonneville Power Administration

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

CARIFA: Carribean Basin Projects Financing Authority

CDF: Cadlifornia Department of Forestry and Fire Protection

CERCLA: Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended by the
Superfund Amendments and Reauthorization Act of 1986

CESA: Cadlifornia Endangered Species Act

Class A Preferred Stock: Class A $.05 Non-Cumulative Participating Convertible Preferred Stock of the Company
Common Sock: $0.50 par value common stock of the Company

Company: MAXXAM Inc.

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 investingin equity securitiesin which the Company holdsalimited partnership
interest

ERF lawsuit: Anaction 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

FDIC: Federal Deposit Insurance Corporation

FDIC action: An action filed by the FDIC on August 2, 1995 entitled Federal Deposit Insurance Corporation, as
manager of the FSLIC Resolution Fund v. Charles E. Hurwitz (No. H-95-3956) in the U.S. District Court for the
Southern District of Texas

FDIC Counterclaim: A counterclaim to the FDIC action filed on May 31, 2000, by the Company, Federated and Mr.
Hurwitz

Federated: Federated Development Company, a principal stockholder of the Company
Forest Practice Act: The California Forest Practice 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
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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

KACC: Kaiser Aluminum & Chemical Corporation, Kaiser’'s principal operating subsidiary

KACC 9 % Senior Notes: KACC'’s $225.0 million senior notes due February 2002

KACC Credit Agreement: The revolving credit facility with KACC and a bank under which KACC is able to borrow
by means of revolving credit advances and | etters of credit (up to $125.0 million) in an aggregate amount equal to the
lesser of $300.0 million or a borrowing base relating to eligible accounts receivable plus eligible inventory

KACC Senior Subordinated Notes: KACC's 12¥8% Senior Subordinated Notes due February 2003

Kahn lawsuit: An action entitled Alan Russell Kahn v. Federated Devel opment Co., MAXXAM Inc., et. al. Civil Action
18623NC filed in the Court of Chancery in the state of Delaware on January 16, 2001

Kaiser: Kaiser Aluminum Corporation, a subsidiary of the Company engaged in aluminum operations
MGHI: MAXXAM Group Holdings Inc., awholly owned subsidiary of the Company

MGHI Notes: MGHI’s 12% Senior Secured Notes due August 1, 2003

MGI: MAXXAM Group Inc., awholly owned subsidiary of MGHI

MPC: MAXXAM Property Company, a wholly-owned subsidiary of the Company

NLRB: National Labor Relations Board

Notice: A Notice of Chargesfiled on December 26, 1995 by the OT S against the Respondents, including the Company
and others with respect to the failure of USAT

OTS. The United States Department of Treasury’s Office of Thrift Supervision

OTS Action: A formal administrative proceeding initiated by the OTS against the Company and others on December
26, 1995

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.

PDMPI: Palmas del Mar Properties, Inc., awholly owned subsidiary of the Company

Permits: Theincidental take permitsissued by the United States and California pursuant to the HCP

Prefunding Account: Restricted cash held in an account by the trustee under the indenture governing the Timber Notes
to enable Scotia LL C to acquire timberlands

Redeemable Preference Stock: KACC's Cumulative (1985 Series A) Preferred Stock and its Cumulative (1985 Series
B) Preference Stock

Respondents: The Company, Federated, Mr. Charles Hurwitz and others
Salmon Creek: Salmon Creek LLC, awholly owned subsidiary of Pacific Lumber

SAR Account: Funds held in a reserve account to support principal payments on the Timber Notes
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Scheduled Amortization: The amount 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’

HRP, Ltd.: Sam Houston Race Park, Ltd., a 99.9%-owned subsidiary of the Company

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

UFG: United Financial Group, Inc.

ULPs: Unfair labor practices

USAT: United Savings Association of Texas

USWA: United Steelworkers of America

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 on 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 inthe Superior Court of Humboldt
County
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