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PART |

ITEM 1. BUSINESS
General

Scotia Pacific Company LLC (the “ Company”), a specia purpose Delaware limited liability company wholly
owned by The Pacific Lumber Company (“ Pacific Lumber™”), was organized by Pacific Lumber in May 1998 to
facilitate the sale of the Company’s 6.55% Series B Class A-1 Timber Collateralized Notes due 2028, (the“ Class A-1
Notes’), 7.11% Series B Class A-2 Timber Collateralized Notes due 2028 (the “ Class A-2 Notes’) and 7.71% Series
B Class A-3 Timber Collateralized Notes due 2028 (the “ Class A-3 Notes,” together with the Class A-1 Timber Notes
and the Class A-2 Timber Notes, the* Timber Notes’). The Indenture governing the Timber Notesisreferred to herein
asthe “Indenture.” Pacific Lumber isawholly owned subsidiary of MAXXAM Group Inc. (*MGI"), and Pacific
Lumber also wholly owns Salmon Creek LLC (“ Salmon Creek”). MGI is an indirect wholly owned subsidiary of
MAXXAM Inc. (“MAXXAM"). Asused herein, theterms “MGl,” “Pacific Lumber,” or “MAXXAM” refer to the
respective companies and their subsidiaries, unless otherwise noted or the context indicates otherwise.

Except as otherwise indicated, all references herein to “Notes’ represent the Notes to the Company’ s Financial
Statements contained herein.

This Annual Report on Form 10-K contains statements which constitute “ forward-l1ooking statements’ withinthe
meaning of the Private Securities Litigation Reform Act of 1995 (* PSLRA™). These statements appear in a number of
places(seeltem 1. “ Business—Harvesting Practices’ and “ —Regulatory and Environmental Factors,” Item3.“ Legal
Proceedings’ and Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Background,” “—Results of Operations’ and “ —Financial Condition and Investing and Financing
Activities’ ). Such statementscan beidentified by the use of forward-looking terminology such as* believes,” “ expects,”
“may,” “estimates,” “will,” “should,” “plans’ or “anticipates’ or the negative thereof or other variations thereon
or comparable terminology, or by discussions of strategy. Readers are cautioned that any such forward-looking
statements are not guarantees of future performance and involve significant risks and uncertainties, and that actual
results may vary materially from the 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
Report identifies other factors which could cause differences between such forward-looking statements and actual
results. No assurance can be given that these are all of the factors that could cause actual resultsto vary materially
from the forward-looking statements.

Timber and Timberlands

Thissection contains statementswhich constitute* forward-1ooking statements” within the meaning of the PSLRA.
See this section and “ Business—General” above for cautionary information with respect to such forward-looking
statements.

The Company owns, and the obligations of the Company under the Timber Notesare secured by, (i) approximately
205,000 acres of timberlands, (ii) thetimber and related harvesting rights (the“ Company Timber Rights”) with respect
to an additional approximately 12,200 acres of timberlands that are owned by Pacific Lumber, Salmon Creek and an
unaffiliated third party, (iii) approximately 400 acres of timberlands with respect to which Pacific Lumber owns the
Timber Rights (the “ Pacific Lumber Timber Rights’), (iv) certain computer hardware and software, including a
geographic information system (“ GIS’) containing information on numerous aspects of the Company’s timberlands
(subject to certain rights of concurrent use by Pacific Lumber) and (v) certain other assets. Substantially all of the
Company’s assets serve as security for the Timber Notes. The timberlands owned by the Company (including the
timberlandswhich are subject to the Pacific Lumber Timber Rights) and the timberlands subject to the Company Timber
Rights are hereinafter collectively referred to as the “ Company Timberlands.” The timber located on the Company
Timberlands which is not subject to the Pacific Lumber Timber Rights is hereinafter referred to as the “ Company
Timber.”

In March 1999, Pacific Lumber, the Company and Salmon Creek (collectively, the “Palco Companies’)
consummated the Headwaters Agreement (the “Headwaters Agreement”) with the United States and California.
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Pursuant to the agreement, approximately 5,600 acres of timberlands owned by the Palco Companies(the“ Headwater s
Timberlands’) were transferred to the United States in exchange for (i) an aggregate of $300.0 million, (ii)
approximately 7,700 acresof timberlands, and (iii) approval by thefederal and state governmentsof habitat conservation
and sustained yield plans (the“ Environmental Plans’) in respect of the Company Timberlands. Californiaalso agreed
to offer to purchase aportion of Pacific Lumber’ s Grizzly Creek grove and to purchase the Company’ sOwl Creek grove
(which purchases were subsequently consummated; see Note 2).

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

The Company Timber is comprised of primarily young growth and old growth redwood and Douglas-fir timber.
In May 2002, the Company completed the first timber cruise on the Company Timberlands since 1986. The results of
the timber cruise provided the Company with an estimate of the volume of merchantable Company Timber. The new
cruise data reflected a 0.1 million MBF decrease in estimated overall timber volume as compared to the estimated
volumesreported as of December 31, 2001 using the 1986 cruise data (adjusted for harvest and estimated growth). The
new cruise dataindicatesthat thereissignificantly lessold growth timber than estimated as of December 31, 2001, using
the 1986 cruisedata. Therewasalso an estimated increasein young growth timber volume almost equal to the estimated
decreasein old growth timber volume. Thisshift in timber volume between classifications decreased the overall timber
volume reported in Mbfe (see the following paragraph) by 0.2 to 2.9 million. These timber volume numbers do not
reflect substantial quantities of sub-merchantable trees which exist but are not yet mature enough to be included within
the inventory of Company Timber. This change in mix could adversely affect the Company’s revenues. However,
because there are many variables that affect revenues and profitability, the Company cannot quantify the effect of the
revised estimate on current and future cash flows. The new timber volumes are now being utilized in various aspects
of the Company’s operations, including estimating volumes on timber harvesting plans (“ THPS’) and determining
depletion expense.

Under the Mbfe concept, one thousand board feet, net Scribner scale, of old growth redwood timber equals one
Mbfe. One thousand board feet, net Scribner scale, of each other species and category of timber included in the
Company Timber was assigned avalue equal to afraction of an Mbfe (in order to account for their relativevalues). This
fraction was generally determined by dividing the June 1998 SBE Price applicable to such species and category by the
June 1998 SBE Price applicableto old growth redwood. “ SBE Price” isthe applicable stumpage price for each species
of timber and category thereof pursuant to a schedule published periodically by the California State Board of
Equalization. See“—Operation of Company Timberlands’ and “—Harvesting Practices’ below.

See “—Regulatory and Environmental Factors,” Item. 3 “Legal Proceedings,” and Item 7. “Management’s
Discussion and Analysisof Financial Condition and Results of Operations’ for variouslegal, regulatory, environmental
and other challenges being faced by the Company in connection with timber harvesting and other operations on the
Company Timberlands.

Redwood lumber is a premium, high value-added product which has different supply and demand characteristics
fromthe general lumber market. Redwood isknown for its natural beauty, superior ability to retain paints and finishes,
dimensional stability and itsinnate resistance to decay, insectsand chemicals. Asaresult, redwood lumber isgenerally
not used for commodity applications such as structural frames for construction, but is used instead for specialty
applications such as exterior siding, trim and fasciafor both residential and commercial construction, outdoor furniture,
decks, planters and retaining walls. Redwood also has a variety of industrial applications because of its resistance to
chemicals and because it does not impart any taste or odor to liquids or solids. Redwood lumber has historically
commanded asubstantial price premiumto other softwood timber types. Redwood isgrown commercially only in North
Americainaregion that extendsfor approximately 375 milesal ong the coast of the Pacific Northwest. The combination
of excellent soil conditions and climate makes this region one of the most productive timber regionsin North America.

Douglasfir isused primarily for new construction and some decorative purposes and is widely recognized for its
strength, hard surface and attractive appearance. Douglas-fir is grown commercialy along the west coast of North
Americaand in Chile and New Zealand.



Pacific Lumber engages in extensive efforts to supplement the natural regeneration of the Company Timber and
increase the amount of timber on the Company Timberlands. The Company is required to comply with California
forestry regulations regarding reforestation, which generally require that an area be reforested to specified standards
within an established period of time. Pursuant to the Services Agreement described below (see “—Operation of
Company Timberlands’), Pacific Lumber conducts regeneration activities on the Company Timberlands for the
Company. Regeneration of redwood timber generally is accomplished through redwood sprouts from harvested trees
and the planting of redwood seedlings at levels designed to optimize growth. Douglas-fir timber is regenerated almost
entirely by planting seedlings. During 2002, Pacific Lumber planted an estimated 1,100,000 redwood and Douglas-fir
seedlings on the Company Timberlands.

Californialaw requireslarge timberland owners, including the Company, to demonstrate that their operations will
not decrease the sustainable productivity of their timberlands. A timber company may comply with this requirement by
submitting a sustained yield plan to the California Department of Forestry and Fire Protection (* CDF”) for review and
approval. A sustained yield plan contains a timber growth and yield assessment, which evaluates and calculates the
amount of timber and long-term production outlook for acompany’ stimberlands, afish and wildlife assessment, which
addresses the condition and management of fisheries and wildlife in the area, and a watershed assessment, which
addresses the protection of aquatic resources. The relevant regulations require determination of along-term sustained
yield (“LTSY"), which is the average annual growth sustainable by the timber inventory at the end of a 100-year
planning period. TheLTSY isdetermined based upontimber inventory, projected growth and harvesting methodol ogies,
aswell as soil, water, air, wildlife and other relevant considerations. A sustained yield plan must demonstrate that the
average annual harvest over any rolling ten-year period within the planning horizon does not exceed the LTSY.

The Company is also subject to federal and state laws providing for the protection and conservation of wildlife
species which have been designated as endangered or threatened, certain of which are found on the Company
Timberlands. These laws generally prohibit certain adverse impacts on such species (referred to asa“ take” ), except
for incidental takes which do not jeopardize the continued existence of the affected species and which are made in
accordance with an approved habitat conservation plan and related incidental take permit. A habitat conservation plan
analyzestheimpact of theincidental take and specifies measuresto monitor, minimize and mitigate such impact. Aspart
of the Headwaters Agreement, the federal and state governments approved the Environmental Plans, consisting of a
sustained yield plan (the* SY P”) and a multi-species habitat conservation plan (the“ HCP”), in respect of the Company
Timberlands. See “—Regulatory and Environmental Factors’ below and Note 7.

Operation of Company Timberlands

TheCompany’ sforesters, wildlifeand fisherieshbiol ogists, geol ogists, botanistsand other personnel areresponsible
for providing a number of forest stewardship techniques, including protecting the Company Timber from forest fires,
erosion, insects and other damage, overseeing reforestation activities and monitoring environmental and regulatory
compliance. The Company’s personnel are also responsible for preparing THPs and updating the GI S that contains
information on numerous aspects of the Company Timberlands. See“—Harvesting Practices’ below for a description
of the Company’s GIS updating process and the THP preparation process.

TheCompany isaparty with Pacific Lumber to amaster purchase agreement (the M aster Pur chase Agreement”)
which governs the sale to Pacific Lumber of logs harvested from the Company Timberlands. As Pacific Lumber
purchaseslogsfrom the Company pursuant to the Master Purchase Agreement, Pacific Lumber isresponsible, at itsown
expense, for harvesting and removing the standing Company Timber covered by approved THPs, with the purchaseprice
being based upon “stumpage prices.” Title to, and the abligation to pay for, harvested logs passes to Pacific Lumber
once the logs are measured. The Master Purchase Agreement contemplates that all sales of logs by the Company to
Pacific Lumber will be at fair market value (based on stumpage prices) for each species and category of timber. The
Master Purchase Agreement providesthat if the purchase price equals or exceeds the SBE Price and a structuring price
set forth in a schedule to the Indenture, the purchase price is deemed to be at fair market value. If the purchase price
equals or exceeds the SBE Price, but is less than the structuring price, then the Company is required to engage an
independent forestry consultant to confirm that the purchase price reflectsfair market value. SBE Priceisthe stumpage
pricefor each speciesand category of timber asset forthinthe most recent “ Har vest Value Schedule” (or any successor
publication) published by the California State Board of Equalization (or any successor agency) applicableto the timber
sold during the applicable period. Harvest Value Schedulesare published twiceayear for purposes of computingayield
tax imposed on timber harvested between January 1 through June 30 and July 1 through December 31. SBE Pricesare
not necessarily representative of actual pricesthat would berealized from unrel ated parties at subsequent dates. Seealso
Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
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Operations—General—M aster Purchase Agreement Provisions” and “—Financia Conditionand I nvestingand Financing
Activities.”

After obtaining an approved THP, the Company offers for sale the logs to be harvested pursuant to such THP.
Whilethe Company may sell logsto third parties, it derives substantially al of itsrevenue from the sale of logsto Pecific
Lumber pursuant to the Master Purchase Agreement. Each sale of logs by the Company to Pacific Lumber is made
pursuant to a separate log purchase agreement that relates to the Company Timber covered by an approved THP and
incorporatesthe provisions of the Master Purchase Agreement. Each such log purchase agreement providesfor the sale
to Pecific Lumber of the logs harvested from the Company Timber covered by such THP and generally constitutes an
exclusive agreement with respect to the timber covered thereby, subject to certain limited exceptions. However, the
timing and amount of log purchases by Pacific Lumber is affected by factors outside the control of the Company,
including regulatory and environmental factors, the financial condition of Pacific Lumber, and the supply and demand
for lumber products (which, in turn, will be influenced by demand in the housing, construction and remodeling
industries).

The Company continuesto rely on Pacific Lumber to provide operational, management and related services not
performed by its own employees with respect to the Company Timberlands pursuant to a services agreement (the
“Services Agreement”). The services include the furnishing of all equipment, personnel and expertise not within the
Company’ s possession and reasonably necessary for the operation and maintenance of the Company Timberlands and
the Company Timber aswell astimber management techniques designed to supplement the natural regeneration of, and
increase the amount of, Company Timber. Pacific Lumber is required to provide all services under the Services
Agreement inamanner consistent in al material respectswith prudent business practices which are consistent with then
current applicableindustry standards and arein compliancein all material respectswith al applicabletimber laws. The
Company pays Pacific Lumber a services fee (“ Services Fee”) which is adjusted annually based on a specified
government index relating to wood products and reimburses Pacific Lumber for the cost of constructing, rehabilitating
and maintaining roads, and performing reforestation services, on the Company Timberlands. Certain of such
reimbursable expenses vary in relation to the amount of timber to be harvested in any given period.

The Company provides certain services to Pacific Lumber pursuant to an additional services agreement (the
“Additional Services Agreement”). These services include (i) assisting Pacific Lumber to operate, maintain and
harvest its own timber properties, (ii) updating and providing accessto the GI S with respect to information concerning
Pacific Lumber’s own timber propertiesand (iii) assisting Pacific Lumber with its statutory and regulatory compliance.
Pacific Lumber pays the Company a fee for such services equal to the actual cost of providing such services, as
determined in accordance with generally accepted accounting principles.

The Company, Pacific Lumber and Salmon Creek are al so partiesto areciprocal rightsagreement (the* Reciprocal
Rights Agreement”) whereby, among other things, the parties have granted to each other certain reciprocal rights of
egress and ingress through their respective properties in connection with the operation and maintenance of such
propertiesand their respective businesses. Inaddition, Pacific Lumber and the Company are partiesto an environmental
indemnification agreement (the* Envir onmental | ndemnification Agreement” ), pursuant to which Pacific Lumber has
agreed to indemnify the Company from and against certain present and futureliabilities arising with respect to hazardous
materials, hazardous material scontamination or disposal sites, or under environmental lawswith respect to the Company
Timberlands. In particular, Pacific Lumber isliable with respect to any contamination which occurred on the Company
Timberlands prior to the date of their transfer to the Company.

Harvesting Practices

Thissection contains statementswhich constitute“ forward-looking statements” within the meaning of the PSLRA.
See this section and “ Business—General” above for cautionary information with respect to such forward-looking
statements.

The GIS contains information regarding numerous aspects of the Company Timberlands, including timber type,
tree class, wildlife and botanical data, geological information, roads, rivers and streams. Subject to the terms of the
Services Agreement, Pacific Lumber, to the extent necessary, provides the Company with personnel and technical
assistance in updating, upgrading and improving the GI S and the other computer systems owned by the Company. By
carefully monitoring and updating this data base and conducting field studies, the Company’s foresters, with the
assistance (if required) of Pacific Lumber pursuant to the Services Agreement, are better able to devel op detailed THPs
addressing thevariousregul atory requirements. The Company also utilizesaGlobal Positioning System (* GPS”) which
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can provide precise location of geographic features through satellite positioning. Use of the GPS greatly enhances the
quality and efficiency of the GIS data.

Theability of the Company to harvest timber will dependin large part uponitsability to obtain regulatory approval
of THPs. Prior to harvesting timber in California, companies are required to obtain the CDF's approval of a detailed
THP for the area to be harvested. A THP must be submitted by a registered professional forester and must include
information regarding the method of proposed timber operations for a specified area, whether the operations will have
any adverse impact on the environment and, if so, the mitigation measures to be used to reduce any such impact. The
CDF s evaluation of THPs incorporates review and analysis of such THPs by several California and federal agencies
and public comments received with respect to such THPs. The number of the Company’s approved THPs and the
amount of timber covered by such THPs varies significantly from time to time, depending upon the timing of agency
review and other factors. Timber covered by an approved THP istypically harvested within aone year period from the
date harvesting first begins. The Indenture requiresthe Company to useitsbest efforts (consistent with prudent business
practices) to maintain a number of pending THPs which, together with THPs previously approved, would cover rights
to harvest a quantity of Company Timber adequate to pay interest and principal amortization based on the Minimum
Principal Amortization schedule (asset forthinthe Indenture) for the Timber Notesfor the next succeeding twelve month
period. Despite its best efforts, the Company has in the past experienced difficulties in the THP approval process,
however, the rate of approvals has improved during the last two years. See Item 7. “Management’s Discussion and
Analysisof Financial Condition and Results of Operations—Background” and “—Results of Operations—L og Salesto
Pacific Lumber.” While the Company’s supply of approved THPs remains below its expectations, the Company
continuesto believethat the Environmental Plansshouldinthelong-term expeditethe preparation and facilitate approval
of its THPs.

The Company employsavariety of well-accepted methods of sel ecting treesfor harvest designed to achieve optimal
regeneration and to meet its state-approved SY P. These methods, referred to as“silvicultural systems’ in the forestry
profession, range from very light thinnings (aimed at enhancing the growth rate of retained trees) to clear cutting which
results in the harvest of nearly all treesin an area (with the exception of sub-merchantable trees and trees retained for
wildlife protection). In between are a number of varying levels of partial harvests which can be employed.

Employees

As of March 1, 2003, the Company employed 94 persons, 89 of whom were registered professional foresters,
geologists, wildlife and fisheries biologists, botanists or otherwise involved in the management of the Company
Timberlands. None of the Company’s employees are covered by a collective bargaining agreement.

Principal Executive Offices

The principal executive offices of the Company are located at 125 Main Street, 2nd Floor, P.O. Box 712, Scotia,
California 95565. The telephone number of the Company is (707) 764-2330.

Regulatory and Environmental Factors

Thissection containsstatementswhich congtitute” forward-looking statements” within the meaning of the PSLRA.
See this section and “ Business—General” above for cautionary information with respect to such forward-looking
statements.

General

The Company’s business is subject to the Environmental Plans and a variety of California and federal laws and
regulations dealing with timber harvesting, threatened and endangered species and habitat for such species, and air and
water quality. Compliance with such laws and regulations also plays a significant role in Pacific Lumber’s business.
The CaliforniaForest Practice Act (the* Forest Practice Act”) and rel ated regul ations adopted by the CaliforniaBoard
of Forestry and Fire Protection (the “BOF”") set forth detailed requirements for the conduct of timber harvesting
operationsin California. These requirementsinclude the obligation of timber companiesto obtain regulatory approval
of detailed THPs containing information with respect to areas proposed to be harvested. See “—Harvesting Practices’
above. Californialaw also requireslargetimberland owners, including the Company, to demonstrate that their proposed
timber operationswill not decrease the sustainable productivity of their timberlands. See“—Timber and Timberlands’
above. Thefederal Endangered SpeciesAct (the* ESA™) and CaliforniaEndangered SpeciesAct (the* CESA™) provide
in general for the protection and conservation of specifically listed wildlife and plants. These laws generally prohibit
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the take of certain species, except for incidental takes pursuant to otherwise lawful activities which do not jeopardize
the continued exi stence of the affected species and which are made in accordance with an approved habitat conservation
planandrelatedincidental take permits. A habitat conservation plan, among other things, specifiesmeasuresto minimize
and mitigate the potential impact of the incidental take of speciesand to monitor the effects of the activities covered by
the plan. The operationsof Pacific Lumber arealso subject to the CaliforniaEnvironmental Quality Act (the“ CEQA™),
which providesfor protection of the state’ sair and water quality and wildlife, and the CaliforniaWater Quality Act and
federal Clean Water Act (the “CWA"), which require that the Company conduct its operations so as to reasonably
protect the water quality of nearby rivers and streams. Compliance with such laws, regulations and judicial and
administrativeinterpretations, together with other regulatory and environmental matters, haveresulted in restrictionson
the scope and timing of the Company’s timber operations (such as recent actions of the regional water board and its
staff—see “—Water Quality” below), increased operational costs and engendered litigation and other challengesto its
operations.

The Environmental Plans

The Environmental Plans, consisting of the HCP and the SY P, were approved by the federal and state governments
upon the consummation of the Headwaters Agreement. In connection with approva of the Environmental Plans,
incidental take permits (“ Per mits’) wereissued with respect to certain threatened, endangered and other speciesfound
on the Company Timberlands. The Permitscover the 50-year term of the HCP and allow incidental takesof 17 different
species covered by the HCP, including four species which are found on the Company Timberlands that had previously
been listed under the ESA and/or the CESA by the applicable governmental entities. The agreements which implement
the Environmental Plans also provide for various remedies (including theissuance of written stop orders and liquidated
damages) in the event of a breach by the Company of these agreements or the Environmental Plans.

Under the Environmental Plans, harvesting activities are prohibited or restricted on certain areas of the Company
Timberlands. Some of these restrictions continue for the entire 50-year period. For example, several areas (consisting
of substantial quantities of timber, including old growth redwood and Douglas-fir timber) serve as habitat conservation
areas for the marbled murrelet, a coastal seabird, and certain other species. Harvesting in certain other areas of the
Company Timberlandsis currently prohibited while these areas are evaluated for the potential risk of landslide and the
degree to which harvesting activities will be prohibited or restricted in the future. Further, additional areas alongside
streams have been designated as buffers, in which harvesting is prohibited or restricted, to protect aguatic and riparian
habitat. Restrictionson harvest in streamside buffers and potential 1andslide prone acres may be adjusted up or down,
subject to certain minimum and maximum buffers, based upon the ongoing watershed analysis process described below.
The adaptive management process described below may also be used to modify most of these restrictions.

Thefirst analysis by the Palco Companies of a watershed, Freshwater, was released in June 2001. Thisanalysis
was used by the Palco Companies and the government agencies to develop proposed harvesting prescriptions. The
Freshwater prescriptionsresulted in areduction in the size of the streamside buffers set forth in the Environmental Plans
and also provide for geologic reviews in order to conduct any harvesting activities on potential landslide-prone areas.
Watershed analysis based prescriptions are currently being developed for other portions of the Company Timberlands.
At least one additional watershed analysis study is expected to be completed in 2003. The HCP required the Palco
Companies, together with the government agencies, to establish awatershed analysis schedule resulting in completion
of theinitial watershed analysis process for all covered lands within five years. However, due largely to the number of
agenciesinvolved and the depth and complexity of the analysis, the process hasthusfar provento require moretimethan
originally anticipated. Accordingly, the Palco Companieswill be working with the government agenciesto establish an
appropriate timeline and to streamline the process for implementation of watershed analysis on the remaining portions
of Company Timberlandsto ensurethat such studiesare time and cost efficient, and that such studies continueto provide
scientific results necessary to evaluate potential changes to the harvesting restrictions on those lands.

The HCP imposes certain restrictions on the use of roads on the timberlands covered by the HCP during several
months of the year and during periods of wet weather. However, Pacific Lumber has conducted, and the Company
expects that Pacific Lumber will be able to continue to conduct, some harvesting during these periods. A pending
adaptive management changeto theroad restrictions of the Environmental Planswould help ensurethat road restrictions
are consistent with the operational needs of the Palco Companies. The HCP also requires that 75 miles of roads be
stormproofed on an annual basis and that certain other roads must be built or repaired. The nature of thiswork requires
that it be performed in the dry periods of the year. To date, over 360 miles of roads have been stormproofed.

The HCP contains an adaptive management provision, which various regulatory agencies have clarified will be
implemented on atimely and efficient basis, and in a manner which will be both biologically and economically sound.
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Thisprovision allowsthe Palco Companiesto propose changesto many of the HCP prescriptions based on, among other
things, economic considerations. Theregulatory agencieshave also clarified that in applying this adaptive management
provision, to the extent the changes proposed do not result in the jeopardy of a particular species, the regulatory agencies
will consider the practicality of the suggested changes, including the cost and economic feasibility and viability. The
Palco Companies and the agencies have implemented vari ous adaptive management changesrelated towildlifeand rare
plants, and other changes relating to roads and streamside buffers are under consideration by the government agencies.
These adaptive management changes haveincreased the ability to conduct harvesting operations and/or reduce operating
costs while still meeting the obligations of the Environmental Plans.

Water Quality

Under theFederal Clean Water Act, theEnvironmental Protection Agency (the* EPA”) isrequiredto establishtotal
maximum daily load limits (“ TMDLS") in water courses that have been declared to be “water quality impaired.” The
EPA and the North Coast Regional Water Quality Control Board (“North Coast Water Board”) arein the process of
establishing TMDL sfor many northern Californiariversand certain of their tributaries, including ninewater coursesthat
flow within the Company Timberlands. The Company expectsthis processto continue into 2010. In December 1999,
the EPA issued a report dealing with TMDLs on two of the nine water courses. The agency indicated that the
requirements under the HCP would significantly address the sediment issues that resulted in TMDL requirements for
these water courses. The North Coast Water Board has begun the process of establishing the TMDL requirements
applicableto two other water courses on the Company Timberlands, with atargeted completion of spring 2004 for these
twowater courses. Thefinal TM DL requirementsapplicableto the Company Timberlandsmay require aquatic protection
measures that are different from or in addition to those in the HCP or that result from the prescriptions to be devel oped
pursuant to the watershed analysis process provided for in the HCP.

Effective January 1, 2003, a California statute eliminates a waiver previously granted to, among others, timber
companies. Thiswaiver had been in effect for a number of years and waived the requirement under California water
quality regulationsfor timber companiesto follow certain waste discharge requirementsin connection with their timber
harvesting and related operations. Thenew statute provides, however, that regional water boards such asthe North Coast
Water Board are authorized to renew the waiver. The North Coast Water Board has renewed the waiver for timber
compani esthrough December 31, 2003. Shouldthe North Coast Water Board decide not to extend thisor another waiver
beyond December 31, 2003, it may thereafter notify a company that the Board will require such company to follow
certain waste discharge requirements in order to conduct harvesting operations on a THP. The waste discharge
requirements may include aquatic protection measures that are different from or in addition to those provided for in the
THP approved by the CDF. Accordingly, harvesting activitiescould be delayed and/or adversely affected asthesewaste
discharge requirements are developed and implemented.

Beginning with the 2002-2003 winter operating period, the Palco Compani eshave been required to submit “ Reports
of Waste Discharge” to the North Coast Water Board in order to conduct winter harvesting activitiesin the Freshwater
Creek and Elk River watersheds. After consideration of these reports, the North Coast Water Board imposed
requirements on the Palco Companies to implement additional mitigation and erosion control practices in these
watersheds. These additional requirementswill somewhat increase operating costs. The North Coast Water Board also
issued aclean up and abatement order (the” Elk River Order”) for the EIk River watershed and iscontemplating similar
actions for the Freshwater, Bear, Jordan and Stitz Creeks watersheds. The Elk River Order is aimed at addressing
existing sediment production sites through clean up actions. The order, as well as additional orders in the other
watersheds (should they be issued), could result in significant costs to the Company beginning in 2003 and extending
over anumber of years. The Palco Companies have appeal ed the Elk River Order to the State Water Resources Control
Board (the“ State Water Board”), but are holding the appeal in abeyance while they discuss this matter with the North
Coast Water Board and its staff.

Impact of Future Legidation

Laws, regulations and related judicial decisions and administrative interpretations dealing with the Company’s
business are subject to change and new laws and regul ations are frequently introduced concerning the Californiatimber
industry. Fromtimeto time, bills areintroduced in the Californialegisature and the U.S. Congress which relate to the
business of the Company, including the protection and acquisition of old growth and other timberlands, threatened and
endangered species, environmental protection, air and water quality and the restriction, regulation and administration
of timber harvesting practices.

For instance, in January 2003, the Natural Resources Committee of the California Senate issued a report that
recommended consideration of legislation on a number of issues that would affect the Company, including collection
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of feesfor THPs, providing astronger rolefor regional water boardsin the THP process, limiting the use of clearcutting,
and regulating the rate of harvest in individual watersheds. On February 7, 2003, Senate Bill 217 was introduced
addressing anumber of these issues and others. If thislegislation is passed aswritten, it will have a significant adverse
impact on the Company. It islikely that other legislation addressing these issues will be introduced as well.

In addition to existing and possible new or modified statutory enactments, regulatory requirements and
administrative and legal actions, the California timber industry remains subject to potential California or local ballot
initiativesand evolving federal and Californiacase law which could affect timber harvesting practices. Itisnot possible
to assess the effect of such future legidative, judicial and administrative events on the Company or its business.

Treesitters on Company Timberlands

The Company has over the past several months had anumber of personstrespasson the Company Timberlandsfor
the purpose of “treesitting” (i.e. occupying trees for varying periods of time). To date, these activities have not had a
material impact on the Company; however, there can be no assurance that this will continue to be the case.

Timber Operators License

In order to conduct logging operations, road building, stormproofing and certain other activities, acompany must
obtainfromthe CDF aTimber Operator’ sLicense. In December 2001, Pacific Lumber wasgranted aTimber Operator’s
License for 2002 and 2003. At the end of the first quarter of 2002, Pacific Lumber ended its company-staffed logging
operations and now relies exclusively on contract loggers.

ITEM 2. PROPERTIES
A description of the Company’s propertiesisincluded under Item 1. above.
ITEM 3. LEGAL PROCEEDINGS

Thissection containsstatementswhich constitute” forward-1ooking statements” within the meaning of the PSLRA.
See this section and “ Business—General” above for cautionary information with respect to such forward-looking
statements.

Timber Harvesting Litigation

Pending lawsuits could affect the Company’ s ability to implement the HCP and/or the SY P, implement certain of
the Company’s approved THPs, or carry out certain other operations, as discussed below. Two such lawsuits were
resolved during 2002. See Note 7. Certain of the remaining pending cases are described below. The Services
Agreement requires Pacific Lumber to prepare and file on behalf of the Company all pleadings and motions, and
otherwise diligently pursue, appeas of any denial, and defense of any challenge to approval, of any THP or the
Environmental Plans or similar plan or permit and related matters.

In March 1999, an action entitled Environmental Protection Information Association, Serra Club v. California
Department of Forestry and Fire Protection, California Department of Fish and Game, The Pacific Lumber Company,
Scotia Pacific Company LLC, Salmon Creek Corporation, et al. (the* EPI C-SYP/Permitslawsuit”) wasfiled andisnow
pending in Superior Court in Humboldt County, California(No. CV-990445). Thisaction alleges, among other things,
various violations of the CESA and the CEQA, and challenges, among other things, the validity and legality of the SY P
and the Permitsissued by California. The plaintiffs seek, among other things, injunctive relief to set aside California’s
approval of the SY P and the Permitsissued by California. In March 1999, asimilar 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 (the “USWA lawsuit”) wasfiled in
Superior Court in Humboldt County (No. CV-990452) challenging the validity and legality of the SYP. In connection
with the EPIC-SYP/Permits lawsuit, the trial judge has issued a stay of the effectiveness of the Permitsfor approval of
new THPs, but released from the stay, and refused to enjoin, operations under THPs that were previously approved
consistent with the Permits. In addition, on November 26, 2002, the Court exempted from the stay all in-process THPs
submitted through mid-October. Although the stay prevents the CDF from approving new THPs that rely upon the
Permits, the Company is obtaining review and approval of new THPs under a procedure provided for in the forest
practice rules that does not depend upon the Permits. Because certain THPs will not qualify for this procedure, there
could beareduction in 2003 harvest levelswhich could have an adverseimpact onthe Company. Thesetwo caseshave
been consolidated for trial, which began on March 24, 2003. The judge has indicated that he expectsto rule no earlier
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than July 2003. The Company believes that appropriate procedures were followed throughout the public review and
approval process concerning the Environmental Plans and isworking with the relevant government agencies to defend
thesechallenges. The Company doesnot believethe resol ution of these matters should result in amaterial adverse effect
onitsfinancial condition, results of operations or the ability to harvest timber. However, in addition to the potential
short-term adverse impacts described above, these matters could have along-term negative impact if they are decided
adversely to the Company.

In July 2001, an action entitled Environmental Protection Information Center v. The Pacific Lumber Company,
Scotia Pacific Company LLC (No. CD1-2821) wasfiled inthe U.S. District Court for the Northern District of California
(the* Bear Creek lawsuit”). Thelawsuit allegesthat the Company’ sand Pacific Lumber’ sharvesting and other activities
under certain of its approved and proposed THPs will result in discharges of pollutantsin violation of the CWA. The
plaintiff asserts that the CWA requires the defendants to obtain a permit from the North Coast Water Board before
beginning timber harvesting and road construction activities and is seeking to enjoin these activities until such permit
hasbeen obtained. The plaintiff also seekscivil penalties of up to $27,500 per day for the defendant’ salleged continued
violation of the CWA. The Company believesthat the requirementsunder the HCP are adequate to ensure that sediment
and pollutants from its harvesting activities will not reach levels harmful to the environment. Furthermore, EPA
regulations specifically provide that such activities are not subject to CWA permitting requirements. The Company
believesthat it has strong legal defensesin this matter; however, there can be no assurance that thislawsuit will not have
amaterial adverse impact on the Company’s financial condition, results of operations or liquidity.

On November 20, 2002, an action entitled Humboldt Watershed Council, et al. v. North Coast Regional Water
Quality Control Board, et al. (No. CPF02-502062) (the “HWC lawsuit”), naming Pacific Lumber as real party in
interest, was filed in the Superior Court for the County of San Francisco. The suit seeksto enjoin timber operationsin
the Elk and Freshwater watersheds of the Company Timberlands until and unless the regional and state water boards
impose on those operations waste discharge requirements that meet standards demanded by the plaintiff. On February
24, 2003, the Court granted Pacific Lumber’s motion to change venue to Humbol dt County and deferred consideration
of plaintiff’smotion for atemporary restraining order. The Company believesthat Pacific Lumber and the regional and
state boards have valid defensesto this action. However, an adverse ruling could result in adelay of timber operations
that could have a material adverse impact on the Company’s financia position, results of operations or liquidity.

On February 25, 2003, the recently elected District Attorney of Humboldt County filed a civil suit entitled The
People of the Sate of California v. Pacific Lumber, Scotia Pacific Holding Company and Salmon Creek Corporation
in the Superior Court of Humboldt County (No. DR030070) (the “ Humboldt DA action™). The suit was filed under
Cadlifornia’s unfair competition law and alleges that the Palco Companies used certain unfair business practices in
connection with completion of the Headwaters Agreement, and that this resulted in the Palco Companies being able to
harvest significantly more trees under the Environmental Plansthan would have otherwise been the case. The suit seeks
avariety of remediesincluding acivil penalty of $2,500 for each additional tree that has been or will be harvested due
to thisalleged increase in harvest, aswell as restitution and an injunction in respect of the additional timber harvesting
allegedly being conducted. The Company believes that this suit is without merit; however, there can be no assurance
that the Palco Companies will prevail or that an adverse outcome would not be materia to the Company’s financial
position, results of operations or liquidity.

On November 16, 2001, Pacific Lumber filed a case entitled The Pacific Lumber Company, et al. v. California
Sate Water Resources Control Board (No. DR010860) in the Humboldt County Superior Court (the “THP No. 520
lawsuit™) alleging that the State Water Board had no legal authority to impose mitigation measures that were requested
by the staff of the North Coast Water Board during the THP review process and rejected by the CDF. When the staff
of the North Coast Water Board attempted to impose these mitigation measures in spite of the CDF s decision, Pacific
Lumber appealed to the State Water Board, which imposed certain of the requested mitigation measures and rejected
others. Pacific Lumber filed the THP No. 520 lawsuit challenging the State Water Board’ sdecision, and on January 24,
2003, the Court granted Pacific Lumber’ srequest for an order invalidating the imposition of these additional measures.
Other claimsincluded in this action have been dismissed by Pacific Lumber without prejudice to its future rights. On
March 25, 2003, the State Water Board appeal ed this decision. While the Company believes the Court’ s decision will
be sustained, a reversal could result in increased demands by the regional and state water boards and their staffs to
impose controls and limitations on timber harvesting on the Company Timberlands beyond those provided for by the
Environmental Plans.
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Other Litigation

The Company isinvolved in other claims, lawsuits and proceedings. While uncertainties are inherent in the final
outcome of such matters and it is presently impossible to determine the actual costs that ultimately may be incurred or
their effect on the Company, management believes that the resol ution of such uncertainties and the incurrence of such
costs should not have a material adverse effect on the Company’s financial position, results of operations or liquidity.

ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS
Not applicable.
PART 11
ITEM 5. MARKET FOR REGISTRANT’'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Pacific Lumber holdsa 100% member interest inthe Company. Accordingly, thereisno established publictrading
market for the Company’ sequity securities. The Company did not makeany cash distributionsin respect of suchinterest
during 2000. During 2001, $79.9 million in distributions were made to Pacific Lumber, including a $73.1 million
distribution in connection with the sale of the Company’s Owl Creek grove. In March 2002, a distribution of $29.4
million was made to Pacific Lumber. See Note 3.

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

RESULTS OF OPERATIONS

The following should be read in conjunction with the Company’s Financial Statements and the Notes thereto
appearing in Iltem 8.

Background

Thissection containsstatementswhich congtitute” forward-1ooking statements” within the meaning of the PSLRA.
See this section and Item 1. “ Business—General” for cautionary information with respect to such forward-looking
statements.

Regulatory and environmental matters play asignificant roleinthe Company’ soperations. SeeNote 7 and Item 1.
“Business—Regulatory and Environmental Factors’ for a discussion of these matters.

Sincethe consummation of the Headwaters Agreement in March 1999, there has been asignificant amount of work
required in connection with the implementation of the Environmental Plans, and this work is expected to continue for
several more years. 1n 1999 and 2000, this caused delays in obtaining approvals of THPs. The rate of approvals of
THPs during 2001 improved over that for the prior year, and further improvements were experienced in 2002. As
discussed in Note 7, other factors may adversely impact the Company’s ability to meet its harvesting goals. The North
Coast Water Board isrequiring the Company to apply certain waste discharge requirementsto approved THPs covering
winter harvesting operationsinthe Freshwater and Elk River watersheds, and the North Coast Water Board could require
the Company to follow waste discharge regquirements before harvesting operations are conducted on THPs in other
watersheds. Thisrequirement could causedelaysin harvesting. A stay issued in connection with the EPI C-SYP/Permits
lawsuit requires the Company to follow an alternative THP approval process for THPs submitted to the CDF after mid-
October, resulting in delays in obtaining approvals of THPs.
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Furthermore, there can be no assurance that certain other pending legal, regulatory and environmental matters or
future governmental regulations, legislation or judicial or administrative decisions, adverse weather conditions, or low
log priceswill not have amaterial adverse effect on the Company’ s financial position, results of operations or liquidity.
See Item 1. “Business—Regulatory and Environmental Factors,” Item 3. “Legal Proceedings’ and Note 7 for further
information regarding regulatory and legal proceedings affecting the Company’ s operations.

Results of Operations

Thissection containsstatementswhich constitute” forward-looking statements” within the meaning of the PSLRA.
See this section and Item 1. “ Business—General” for cautionary information with respect to such forward-looking
statements.

General

Mbfe Concept. The Mbfe concept wasused in structuring the Timber Notesin order to take account of therelative
values of the speciesand categories of timber included in the Company Timber. Under the M bfe concept, one thousand
board feet, net Scribner scale, of old growth redwood timber equatesto one Mbfe. Onethousand board feet, net Scribner
scale, of each other speciesand category of timber included in the Company Timber was assigned avaluein Mbfe equal
to afraction of an Mbfe. Thisfraction was generally determined by dividing the SBE Price applicable to such species
and category for the first half of 1998 by the SBE Price applicable to old growth redwood for the first half of 1998.

Master Purchase Agreement Provisions. The Master Purchase Agreement contemplates that all sales of logs by
the Company to Pacific Lumber will be at fair market value (based on stumpage prices) for each species and category
of timber. The Master Purchase Agreement provides that if the purchase price equals or exceeds the SBE Price and a
structuring price set forth in a schedule to the Indenture, the purchase price is deemed to be at fair market value. If the
purchase price equals or exceeds the SBE Price, but is less than the structuring price, then the Company is required to
engage an independent forestry consultant to confirm that the purchase price reflects fair market value. Harvest Value
Schedul es setting forth the SBE Prices are published by the California State Board of Equalization twice ayear for the
purpose of computing ayield tax imposed on timber harvested between January 1 and June 30 and July 1 and December
31. Harvest Value Schedules are based on twenty-four months of actual log and timber sales that occur within nine
specified timber value areas. These sales are arms length transactions adjusted for time by indexing the prices (using
log and lumber pricetrends) to aspecific date, whichisapproximately sixty daysprior to the effective date of the Harvest
Vaue Schedules. SBE Prices may not necessarily be representative of actual prices that would be realized from
unrelated parties at subsequent dates.

Seasonality. Logging operations on the Company’s timberlands are highly seasonal and have historically been
significantly higher in the months of April through November than in the months of December through March.
Management expects that the Company’ s revenues and cash flowswill continue to be markedly seasonal because of the
harvesting, road use, wet weather and other restrictions imposed by the HCP. Asaresult, a substantial majority of the
future harvesting on the Company’ stimberlands can be expected to be concentrated during the period from June through
October of each year. Some of these restrictions may be modified somewhat under the adaptive management provision
contained in the HCP, and as a result of the watershed analysis process currently being performed.

Timber Cruise. In May 2002, the Company completed the first timber cruise on itstimberlands since 1986. The
results of the timber cruise provided the Company with an estimate of the volume of merchantable timber on the
Company’ stimberlands. The new cruise datareflected a0.1 million MBF decrease in estimated overall timber volume
ascompared to the estimated volumesreported as of December 31, 2001, using the 1986 cruisedata (adjusted for harvest
and estimated growth). Thisshiftintimber volumebetween classifications decreased the overall timber volumereported
inMbfeby 0.2 millionto 2.9 million. The new cruise dataindicatesthat thereissignificantly lessold growth timber than
estimated as of December 31, 2001, using the 1986 cruise data. There was also an estimated increase in young growth
timber volume almost equal to the estimated decrease in old growth timber volume. Thischangein mix could adversely
affect the Company’s revenues. However, because there are many variables that affect revenues and profitability, the
Company cannot quantify the effect of the revised estimate on current and future cash flows. The new timber volumes
are now being utilized in various aspects of the Company’s operations, including estimating volumes on THPs and
determining depletion expense.

Log Sales to Pacific Lumber

The following table presents price, volume and revenue amounts for the Company for the periods indicated
(revenuesin millions).
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Years Ended December 31,
2002 2001 2000

Price Price Price
MBFEs $/MBFE  Revenues MBFEs $/MBFE  Revenues MBFEs $/MBFE Revenues

Redwood ... ... 98,700 $ 555 $ 54.8 94,700 $ 926 $ 87.7 89,200 $ 1275 $ 1137
Douglasfir .. ... 23,300 394 9.2 20,900 511 10.7 18,300 725 133
Other.......... 2,800 206 0.6 1,700 354 0.6 1,900 527 1.0

124,800 518 $ 646 _ 117,300 844 $ 99.0 _ 109,400 1,170 $ 1280

The decreasein net salesfor 2002 versus 2001 was due to a substantial decreasein SBE Prices for redwood logs.
SBE Prices published for small redwood logs from January 1, 2001 through December 31, 2002, reflect declines from
40% to 58%. Douglas-fir pricesreflected decreasesfrom 13% to 28% for the same period. Accordingly, the Company
experienced a 39% decrease in its overall average realized price during 2002. The increase in log volume was
predominantly attributable to the increase in available-to-log THPs. As of December 31, 2002, the Company’ s ending
inventory of approved THPs was the highest since 1997. However, seasonal harvesting restrictions have significantly
increased under the HCP. As such, the available-to-log inventory of THPs may be significantly adversely affected at
any given time.

The decreasein net salesfor 2001 versus 2000 was due to a substantial decreasein SBE Prices for redwood logs,
offset somewhat by an increase in log delivery volumes. Published SBE Prices for small redwood logs increased 38%
in the second half of 2000; however, this was followed by a 40% decrease in the second half of 2001. Overall, the
Company’ stotal average realized price decreased 28% during 2001. Theincreaseinlog volumeswas due largely to a
rise in the Company’s avail able-to-log THPs.

Operating Income and Net Income (Loss)

Operating income was $30.2 million and $64.5 million for the years ended December 31, 2002 and 2001,
respectively. The decreasein operatingincomeis principally dueto the decreasein log sales discussed above. Overall,
general and administrativeexpenseshaveremained relatively stable. The Company experienced a$1.0 million decrease
inyield taxes caused by the lower SBE Prices as discussed above, aswell asareduction in the cost of preparing THPs
(predominantly in the areas of geology and botany) by utilizing internal staffing and hiring fewer outside contractors.
However, these gains have been offset by increasesin insurance costs and increased administrative staffing. Depletion
and depreciation increased as aresult of increased harvest levels.

Net income (loss) was $(23.1) million in 2002 as compared to $15.1 million in 2001, again principally due to the
decreasein net salesfromlogs discussed above. Inaddition, interest and other income decreased $3.7 million for 2002,
principally due to lower investment earnings and lower amounts of funds available for investment (see also Note 3).

Operating income was $64.5 million and $93.1 million for the years ended December 31, 2001 and 2000,
respectively. The decreasein operatingincomeisprincipally dueto the decreasein log salesdiscussed above. General
and administrative costs decreased dlightly principally as aresult of lower yield taxes caused by the lower SBE Prices
discussed above.

In addition to the decrease in operating income discussed previoudly, net income decreased in 2001 because 2000
results included two significant gains: the $59.5 million gain on the sale of the Owl Creek grove in December 2000 as
well as an extraordinary gain of $6.0 million on the purchase of Timber Notes held in the Scheduled Amortization
Reserve Account (the “ SAR Account™).

Financial Condition and Investing and Financing Activities

Thissection contains statementswhich constitute* forward-1ooking statements” within the meaning of the PSLRA.
See this section and Item 1. “ Business—General” for cautionary information with respect to such forward-looking
statements.

Note 5 contains additional information concerning the Company’s indebtedness and certain restrictive debt
covenants.

The December 2000 sale of the Owl Creek grove generated gross proceeds of $67.0 million for the Company.
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During the year ended December 31, 2000, $52.5 million in funds from the SAR Account were used to reacquire
Timber Notes, representing $60.0 million in principal, as permitted under the Indenture. As of December 31, 2002, the
fair value of cash, marketabl e securitiesand other investmentsheldinthe SAR Account, including thereacquired Timber
Notes, was $113.8 million. The Company and its affiliates may from time to time purchase additional Timber Notesas
opportunities arise.

The Indenture contains various covenants which, among other things, limit the ability of the Company to incur
additional indebtedness and liens, to engage in transactions with affiliates, to pay dividends and to make investments.
Under thetermsof the I ndenture, the Company will generally have cash availablefor distribution to Pacific Lumber when
the Company’ s cash flows from operations exceed the amounts required by the Indenture to be reserved for the payment
of current debt service (includinginterest, principal and premiums) onthe Timber Notes, repayment of the Line of Credit
(described below), capital expenditures, certain other operating expenses and replenishment of the SAR Account.

On March 5, 2002, the Company notified the trustee for the Timber Notesthat it had met all of the requirements
of the SAR Reduction Date, as defined in the Timber Notes Indenture (i.e., certain harvest, THP inventory and Line of
Credit requirements). Accordingly, on March 20, 2002, the Company released $29.4 million fromthe SAR Account and
distributed this amount to Pacific Lumber.

The Company has an agreement with a group of banks which allowsit to borrow up to one year’ sinterest on the
Timber Notes (the“ Lineof Credit”). OnMay 31, 2002, the Line of Credit was extended for an additional year to July
11, 2003. Annually, the Company will request that the Line of Credit be extended for aperiod of not lessthan 364 days.
If not extended, the Company may draw upon the full amount available. The amount drawn would be repayablein 12
semiannual installments on each note payment date (after the payment of certain other items, including the Aggregate
Minimum Principal Amortization Amount, as defined, then due), commencing approximately two and one-half years
following the date of thedraw. At December 31, 2002, the Company could have borrowed amaximum of $59.8 million
under the Line of Credit, and there were no borrowings outstanding under the Line of Credit.

On the note payment date in January 2002, the Company had $33.9 million set aside in the note payment account
to pay the $28.4 million of interest due as well as $5.5 million of principal. The Company repaid an additional $6.1
million of principal onthe Timber Notes using funds held in the SAR Account, resulting in atotal principal payment of
$11.6 million, an amount equal to Scheduled Amortization (as defined in the Indenture).

On the note payment date in July 2002, the Company had $15.1 million set aside in the note payment account and
borrowed $13.0 million (net of $0.9 million borrowed in respect of Timber Notes held by the Company) fromthe Line
of Credit to pay the $28.1 million of interest due. The Company repaid $3.2 million of principal on the Timber Notes
(an amount equal to Scheduled Amortization) using funds held in the SAR Account.

On the note payment date in January 2003, the Company had $5.6 million set aside in the note payment account
to pay the $27.9 million of interest due. The Company used $22.3 million (net of $1.6 million borrowed in respect of
Timber Notes held by the Company) of the funds available under the Line of Credit to pay the remaining amount of
interest due. The Company repaid $12.1 million of principal on the Timber Notes (an amount egual to Scheduled
Amortization) using funds held in the SAR Account.

With respect to the note payment date in July 2003, the Company expectsto use $27.6 million (net of $1.9 million
whichwill be borrowed in respect of Timber Notes held by the Company) of the funds available under the Line of Credit
to pay the entire amount of interest due. The Company expectsto repay $4.6 million of principal on the Timber Notes
(an amount equal to Scheduled Amortization) using funds held in the SAR Account.

The Company’s cash flows from operations are significantly impacted by harvest volumesand log prices. InJune
2002, the State Board of Equalization adopted the new Harvest Value Schedule for the second half of 2002. The SBE
Prices published in that schedul e reflected an approximate 16% decline for small redwood logs and no price change for
small Douglas-fir logs from the prior period. This decline in SBE Prices had an adverse impact on the Company’s net
sales and liquidity during the second half of 2002. See “—Results of Operations—Log Sales to Pacific Lumber.”
Accordingly, with respect to the note payment in January 2003, the Company required funds from the Line of Credit to
pay aportion of the interest due, and all of the funds used to pay the Scheduled Amortization were provided from the
SAR Account.
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InJanuary 2003, inaccordancewiththeMaster Purchase Agreement (see* Resultsof Operations—M aster Purchase
Agreement Provisions’ above), the Company engaged an independent forestry consultant with respect to establishing
the purchase price of logsto be sold to Pacific Lumber in the first half of 2003. The consultant determined that with
respect to certain categories of logs, the fair market value was higher than the comparable SBE Price. The resulting
pricesfor redwood logswill on average be approximately 20% higher for the first half of 2003 than those for the second
half of 2002. There will be relatively no price change for Douglas-fir.

With respect to short-term liquidity, the Company believesthat existing cash availablefor principal paymentsfrom
the SAR Account, and fundsavailable under the Line of Credit, together with cash flowsfrom operations, should provide
sufficient funds to meet its working capital, capital expenditures and required debt service obligations through 2003.
With respect to long-term liquidity, although the Company expectsthat cash flows from operations and funds available
under the SAR Account and the Line of Credit should be adequate to meet its debt service, working capital and capital
expenditure requirements, unless log prices continue to improve, there can be no assurance that this will be the case.
In addition, cash flows from operations may continue to be adversely affected if harvest levels decline as aresult of the
factors discussed in “—Background” above and Note 7.

Pacific Lumber’s 2001 cash flows from operations were adversely affected by operating inefficiencies, lower
lumber prices, aninadequate supply of logsand arelated slowdownin lumber production. During 2001, comprehensive
external and internal reviews were conducted of Pacific Lumber’ s business operations. These reviews were conducted
in an effort to identify waysin which Pacific Lumber could operate on amore efficient and cost effective basis. Based
upontheresults of thesereviews, Pacific Lumber, among other things, closed two of itsfour sawmills, eliminated certain
of its operations, including its soil amendment and concrete block activities, began utilizing more efficient harvesting
methods and adopted certain other cost saving measures. Most of these changes were implemented by Pacific Lumber
inthelast quarter of 2001, or thefirst quarter of 2002. Pacific Lumber also ended itscompany-staffed logging operations
(which historically performed approximately half of itslogging) as of March 31, 2002, and now relies exclusively on
contract loggers. Further actions may betaken during the next year asaresult of Pacific Lumber’ scontinuing evaluation
process.

The $29.4 million distribution from the Company to Pacific Lumber discussed above improved Pacific Lumber’s
liquidity during 2002. However, Pacific Lumber’ s cash flowsfrom operations may be adversely affected by diminished
availability of logsfromthe Company, lower lumber prices, adverseweather conditions, or pending legal, regulatory and
environmental matters. See“—Background” and “ Results of Operations—General—Timber Cruise” above aswell as
Note 7 for further discussion of the regulatory and environmental factors affecting harvest levels and the results of the
timber cruise completed in 2002. Pacific Lumber may require funds available under its credit agreement and/or
additional prepayments by MGI of an intercompany loan in order to meet its working capital and capital expenditure
requirements for the next year.

Critical Accounting Policies

The discussion and analysis of the Company’s financial condition and results of operations is based upon the
Company’ sfinancial statements, which have been preparedin accordancewith generally accepted accounting principles.
The preparation of these financial statements requires the Company to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenuesand expenses, and related disclosures of contingent assetsand liabilities.
Estimates are based on historical experience and on various other assumptions that are believed to be reasonable under
the circumstances. The result of this process forms the basis for making judgments about the carrying value of assets
and liabilitiesthat are not readily apparent from other sources. The Company re-evaluates its estimates and judgments
onaregular, ongoing basis. Actual resultsmay differ from these estimates dueto changed circumstances and conditions.

The following accounting policies are considered critical in light of the potentially material impact that the
estimates, judgments and uncertainties affecting the application of these policies might have on the Company’ sreported
financial information.

Loss Contingencies

The Company isinvolved in various claims, lawsuits and other proceedings discussed in Note 7. Such litigation
involves uncertainty asto possible |osses the Company may ultimately realize when one or more future events occur or
fail to occur. The Company accrues and charges to income estimated losses from contingencieswhen it is probable (at
the balance sheet date) that an asset has been impaired or liability incurred and the amount of loss can be reasonably
estimated. Differences between estimates recorded and actual amounts determined in subsequent periods are treated as
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changes in accounting estimates (i.e., they are reflected in the financial statements in the period in which they are
determined to be losses, with no retroactive restatement).

The Company estimatesthe probability of lossesonlegal contingenciesbased on the advice of internal and external
counsel, the outcomes from similar litigation, the status of the lawsuits (including settlement initiatives), legislative
developments, and other factors. Risksand uncertainties are inherent with respect to the ultimate outcome of litigation.
Pacific Lumber provides services to the Company with respect to the defense of certain legal actions. The Services
Agreement requires Pacific Lumber to prepare and file on behalf of the Company al pleadings and motions, and
otherwise diligently pursue, appeas of any denial, and defense of any challenge to approval, of any THP or the
Environmental Plans or similar plan or permit and related matters. See Note 7 for further discussion of the Company’s
material legal contingencies.

Depletion

Depletion of the Company’ s timber and timberlands is computed utilizing the units-of-production method based
upon estimates of timber quantities. The depletion base is the total historical cost attributable to the Company’s
timberlands. Depletion for the period isdetermined by multiplying the depletion base by the ratio of harvested unitsfor
the period over the total expected recoverable units. The Company’stotal for expected recoverable unitsis reviewed
on aperiodic basis and revised, if necessary. Any adjustments are made prospectively (i.e., the remaining undepl eted
cost is expensed over the remaining recoverable units).

In the second quarter of 2002, the Company compl eted itstimber cruise which resulted in new and updated timber
volumeinformation (seeaso Note 7). Accordingly, the Company revised its estimated depl etion rates beginning April
1, 2002. Theimpact of the updated timber volume information on depletion expense for the year ended December 31,
2002, was not material.

New Accounting Standards

See Note 1 for adiscussion of new accounting pronouncements and their potential impact on the Company.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to changesin interest rates under the Line of Credit. Thisfacility bearsinterest at either
the prime interest rate or LIBOR plus a specified percentage point spread. The Line of Credit was established in
conjunction with the offering of the Timber Notes. As of December 31, 2002, there were no borrowings outstanding
under the Line of Credit. Based on the amount of borrowings outstanding under the Line of Credit during 2002, the
impact of a1.0% change in interest rates effective from the beginning of the year would not have been material to the
Company’s interest expense for 2002.

All of the Company’s other debt is fixed-rate, and therefore, does not expose the Company to the risk of higher

interest payments due to changesin market interest rates. The Company does not utilize interest rate swaps or similar
hedging arrangements.
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ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA
INDEPENDENT AUDITORS REPORT

To the Managers and Member of
Scotia Pacific Company LLC:

We have audited the accompanying balance sheet of Scotia Pacific Company LLC (a Delaware limited liability
company and awholly owned subsidiary of The Pacific Lumber Company) (the “ Company”) as of December 31, 2002,
and the rel ated statements of income (loss) and of cash flowsfor the year then ended. Thesefinancial statementsarethe
responsibility of the Company’ s management. Our responsibility isto express an opinion on thesefinancia statements
based on our audit. The financial statements of the Company as of December 31, 2001, and for the years ended
December 31, 2001 and 2000 were audited by other auditors who have ceased operations. Those auditors expressed an
ungualified opinion on those financial statementsin their report dated March 6, 2002.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonabl e assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amountsand disclosuresinthefinancial statements. Anaudit also includes assessing the accounting principles used and
significant estimates made by management, aswell aseval uating theoverall financial statement presentation. Webelieve
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Scotia Pacific Company LLC as of December 31, 2002, and the results of its operations and its cash flows
for the year then ended, in conformity with accounting principles generally accepted in the United States of America.

DELOITTE & TOUCHE LLP

Portland, Oregon
March 14, 2003
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Thisis a copy of the audit report previously issued by Arthur Andersen LLP in connection with Scotia
Pacific Company LLC’sfiling on Form 10-K for the year ended December 31, 2001. Thisaudit report has not
been reissued by Arthur Andersen LLP in connection with this filing on Form 10-K. The balance sheet as of
December 31, 2000, and the statementsof incomeand cash flowsfor theyear ended December 31, 1999, referred
toin the audit report have not been included in the accompanying financial statements.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Managers and Member of
Scotia Pacific Company LLC:

We have audited the accompanying balance sheets of Scotia Pacific Company LLC (a Delaware limited liability
company and awholly owned subsidiary of The Pacific Lumber Company) as of December 31, 2001 and 2000, and the
related statements of income and cash flows for each of the three yearsin the period ended December 31, 2001. These
financial statements are the responsibility of the Company’s management. Our responsibility isto express an opinion
on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in al material respects, the financial
position of Scotia Pacific Company L L C asof December 31, 2001 and 2000, and the results of itsoperationsand itscash

flows for each of the three years in the period ended December 31, 2001, in conformity with accounting principles
generally accepted in the United States.

ARTHUR ANDERSEN LLP

San Francisco, California
March 6, 2002
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SCOTIA PACIFIC COMPANY LLC

BALANCE SHEET
(In millions of dollars)

Assets
Current assets.
Cash, cash equivalents, and restrictedcash ............ ...,
Marketable securities, restricted . ... .. ... e
Receivables from PacificLumber .......... ... ... . i
Prepaid timber harvesting CostS . ... ..o v i
Other CUMTENt @SSEES . . . vttt ettt ettt e e e
Total CUMENt BSSELS . ..ottt ettt
Timber and timberlands, net of accumulated depletion of $272.5 and
B26L.6, FESPECHIVEIY . oottt
Property and equipment, net of accumulated depreciation of $15.0 and
B13.0, reSPECtiVElY ..o
Deferred finanCing COStS, NEt . ... oot e e e
Restricted cash, marketable securitiesand other investments ........................
OthEr ASSEES . . ottt

Liabilitiesand M ember Deficit
Current liabilities:
Dueto Pacific Lumber . . ... ...
ACCrUEd INtEIESt . . . oo
Other accrued liabilities . . ... ...
Current maturities of long-term debt, excluding $2.6 and $2.3, respectively, of
repurchased Timber Notes held inthe SAR Account ... .......... .. .. ...
Total current liabilities. .. ...
Long-term debt, less current maturities and excluding $52.8 and $55.4, respectively,
of repurchased Timber Notesheld inthe SARAccount . .......... ... .. ... .......
Other noncurrent liabilities . . ... ...
Total Habilities . . ... e

Contingencies (See Note 7)

Member defiCit ... ..o e

December 31,
2002 2001

$ 101 $ 378

19.3 17.1
2.6 3.8
7.3 7.9
0.9 0.6

40.2 67.2

2394 2479

23.7 20.9
151 16.4
52.9 87.6

5.6 6.5

$ 3769 $ 4465

$ 08 $ 1.0

24.9 254
21 3.0
16.8 14.9
44.6 44.3
737.7 754.5
0.1 —
782.4 798.8

(4055)  (352.3)
$ 3769 $ 4465

The accompanying notes are an integral part of these financial statements.
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SCOTIA PACIFIC COMPANY LLC

STATEMENT OF INCOME (LOSS)
(In millions of dollars)

Years Ended December 31,

2002 2001 2000
Logsalesto PacificLumber . ....... ... i $ 646 $ 990 $ 1280
Operating expenses.

Genera and administrative ............. i 20.6 22,0 225

Depletion, depreciation and amortization ........................... 13.8 12.5 124

34.4 34.5 34.9

OpErating iNCOME . ..\ttt ettt e e 30.2 64.5 93.1
Other income (expense):

Gainsonsdesof timberlands. . ....... ... . - 12 59.5

Interest and other iNCOME . .. .. ..ot 4.6 8.3 8.6

INtErESt EXPENSE . . vttt (57.9) (58.9) (62.6)
Income (loss) before extraordinaryitems . ... (23.1) 15.1 98.6
Extraordinary items:

Gainsonrepurchasesofdebt .......... ... ... ... i — — 6.0
NEetincome (I0SS) . ..ot $ (231) $ 151 $ 1046

The accompanying notes are an integral part of these financial statements.
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SCOTIA PACIFIC COMPANY LLC

STATEMENT OF CASH FLOWS
(In millions of dollars)

Years Ended December 31,
2002 2001 2000

Cash flows from operating activities:
NEetincome (I0SS) ... vvv it e $ (231) $ 151 $ 1046
Adjustments to reconcile net income (loss) to net cash provided by
(used for) operating activities:

Extraordinary gainsonrepurchasesof debt ........................ - - (6.0
Gainonsdeoftimberlands ............. .. ... o - (1.2 (59.5)
Depletion, depreciation and amortization ......................... 13.8 125 124
Amortization of deferred financingcosts . . ......... o i 14 14 14
Increase (decrease) in cash resulting from changes in:

Receivables from PacificLumber ............................. 1.2 7.4 (6.7)
Prepaid timber harvestingcosts . . ... ..o i 0.6 (2.2) (1.4)
Dueto PacificLumber........... .. ... i (0.2) 0.3 (0.2)
Accrued INterest . . ..ot (0.9 (0.9 (1.8)
Other accrued liabilities. ......... .. oo (0.8) (0.9 0.7
O her L (0.3) — (0.2)
Net cash provided by (used for) operating activities ............... (7.8) 32.0 43.3

Cash flows from investing activities:
Capital expenditures . ... ... (7.2) (6.2) (8.2
Proceedsfromsaleof assets. . ... - 13 67.0
Restricted cash withdrawals used to acquiretimberlands ............... — — 0.8
Net cash provided by (used for) investing activities ............... (7.2) (4.9) 59.6

Cash flows from financing activities:
Principal payments on Timber Notes and other timber related debt . ...... (15.0) (14.2) (16.0)
Other net changesinrestrictedcash ............... ... .. ... ... ...... 317 6.7 9.9
Member distributions . .. ... .. (29.9) (79.9) -
Net cash used for financing activities .......................... (12.7) (87.4) (6.1
Net increase (decrease) in cash, cash equivalents, and restricted cash .. .. (27.7) (60.3) 96.8
Cash, cash equivalents and restricted cash at beginning of period ....... 37.8 98.1 1.3
Cash, cash equivalentsand restricted cash at end of period ............ $ 101 $ 378 $ 981

Supplemental disclosure of non-cash investing and financing activities:

Repurchases of debt using restrictedcash ...t $ - $ - $ 525

Contribution of assets by Pacific Lumber ............... ... ... ...... - - 5.7
Supplemental disclosure of cash flow infor mation:

INtErest Paid . ..o $ 570 $ 584 $ 631

The accompanying notes are an integral part of these financial statements.
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SCOTIA PACIFIC COMPANY LLC

NOTESTO FINANCIAL STATEMENTS

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

Scotia Pacific Company LLC (the “ Company”) is a Delaware limited liability company wholly owned by The
Pacific Lumber Company (* PacificL umber”), whichisawholly owned subsidiary of MAXXAM GroupInc. (“MGI").
MGl is an indirect wholly owned subsidiary of MAXXAM Inc. (“MAXXAM™). The Company is a special purpose
limited liability company organized in May 1998 to facilitate the offering of the 6.55% Class A-1, the 7.11% Class A-2
and the 7.71% Class A-3 Timber Collateralized Notes due 2028 of the Company (the “ Timber Notes’). Concurrent
with the closing in July 1998 (the “ Closing”) of the Timber Notes offering, Scotia Pacific Holding Company (“ Scotia
Pacific”) was merged into the Company and Pacific Lumber and Salmon Creek LLC, a wholly owned subsidiary of
Pacific Lumber (“ Salmon Creek”), transferred to the Company approximately 13,500 acres of timberlands and the
timber and related timber harvesting rights (but not the underlying land) with respect to an additional approximately
19,700 acresof timberlands. The Company inturntransferred to Pacific Lumber thetimber and related timber harvesting
rights (but not the underlying land) with respect to approximately 1,400 acres of timberlands. The merger and the
transfers have been accounted for as areorganization of entities under common control which requiresthe Company to
record the assets, liabilities and results of operations of Scotia Pacific after giving effect to the transfers as well asthe
assets, liabilities and results of operations acquired from Pacific Lumber and Salmon Creek at their respective historical
cost. Accordingly, the Company is the successor entity to all of Scotia Pacific’s historical operations (exclusive of the
assets transferred to Pacific Lumber) and to the historical operations attributable to the timberlands and timber and
related timber harvesting rights acquired from Pacific Lumber and Salmon Creek.

Consistent with the Company’ spurpose and pursuant to theterms of theindenture governing the Timber Notes (the
“Indenture”), the Company is obligated to set aside each month a portion of the fundsit receives from the sale of logs
to Pacific Lumber sufficient to make the specified payments of principal and interest on the Timber Notes computed in
accordance with the Indenture and to have a sufficient amount to pay operating expenses and capital improvements.

Use of Egtimates and Assumptions

The preparation of financial statementsin accordance with accounting principles generally accepted in the United
State of America requires the use of estimates and assumptions that affect (i) the reported amounts of assets and
liabilities, (ii) the disclosure of contingent assets and liabilities known to exist as of the date thefinancial statementsare
published and (iii) thereported amount of revenuesand expensesrecognized during each period presented. The Company
reviews all significant estimates affecting its financial statements on a recurring basis and records the effect of any
necessary adjustmentsprior tofiling thefinancial statementswith the Securitiesand Exchange Commission. Adjustments
made using estimates often relate to improved information not previously available. Uncertainties regarding such
estimates and assumptions are inherent in the preparation of the Company’s financial statements; accordingly, actual
results could differ from estimates, and it is possible that the subsequent resolution of any one of the contingent matters
described in Note 7 could differ materially from current estimates. The results of an adverse resolution of such
uncertainties could have amaterial effect on the Company’s financial position, results of operations or liquidity.

Liquidity and Cash Resources

The Company’ s cash flows from operations are significantly impacted by harvest volumesand log prices. InJune
2002, the State Board of Equalization adopted the new “Harvest Value Schedule’ for the second half of 2002. The
prices published in that schedule (the “ SBE Price”) reflected an approximate 16% decline for small redwood logs and
no price change for small Douglas-fir logs from the prior period. The declinein SBE Prices had an adverse impact on
the Company’s net sales and liquidity during the second half of 2002. Accordingly, with respect to the note payment
in January 2003, the Company required fundsfromitsline of credit (the“Lineof Credit;” see Note5) to pay aportion
of the interest due. All of the funds used to pay principal were provided from the Scheduled Amortization Reserve
Account (the “SAR Account;” see Note 5).

The master purchase agreement entered into by the Company and Pacific Lumber (“Master Purchase
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Agreement”; see Note 6) contemplates that all sales of logs by the Company to Pacific Lumber will be at fair market
value (based on stumpage prices) for each species and category of timber. The Master Purchase Agreement provides
that if the purchase price equal s or exceedsthe SBE Price and a structuring price set forth in ascheduleto the Indenture,
the purchase priceisdeemed to be at fair market value. If the purchase price equalsor exceedsthe SBE Price, but isless
than the structuring price, then the Company isrequired to engage an independent forestry consultant to confirm that the
purchase price reflects fair market value. In January 2003, the Company so engaged a consultant with respect to
establishing the purchase prices of logsto be sold to Pacific Lumber inthefirst half of 2003. The consultant determined
that with respect to certain categories of logs, the fair market value at that time was higher than the comparable SBE
Price. Theresulting pricesfor redwood logswill on average be approximately 20% higher for thefirst half of 2003 than
those for the second half of 2002. There will be relatively no price change for Douglasir.

With respect to short-term liquidity, the Company believesthat existing cash availablefor principal paymentsfrom
the SAR Account, and fundsavailableunder theLineof Credit, together with cash flowsfrom operations, should provide
sufficient funds to meet its working capital, capital expenditures and required debt service obligations through 2003.
With respect to long-term liquidity, although the Company expectsthat cash flows from operations and funds available
under the SAR Account and the Line of Credit should be adequate to meet its debt service, working capital and capital
expenditure requirements, unless log prices continue to improve, there can be no assurance that this will be the case.
In addition, cash flows from operations may continue to be adversely affected if harvest levels decline as a result of
regulatory compliance and the litigation discussed in Note 7.

Summary of Significant Accounting Policies

Prepaid Timber Harvesting Costs and Other Long-Term Assets

Direct costs associated with the preparation of timber harvesting plans (“ THPSs') are capitalized and reflected in
prepaid timber harvesting costs on the balance sheet. These costs are expensed asthetimber covered by therelated THP
is harvested. Costs associated with the preparation of the Company’s sustained yield plan and the Company’s multi-
species habitat conservation plan were capitalized and are reflected in other long-term assets. These costs are being
amortized over 10 years.

Timber and Timberlands

Timber and timberlands were recorded at the historical cost of Scotia Pacific, Pacific Lumber and Salmon Creek.
Depletioniscomputed utilizing the units-of-production method based upon estimates of timber quantities. Periodically,
the Company will review its depletion rates considering currently estimated merchantable timber and will adjust the
depletion rates prospectively.

In the second quarter of 2002, the Company completed atimber cruise which resulted in new and updated timber
volumeinformation (seealso Note 7). Accordingly, the Company revised its estimated depl etion rates beginning April
1, 2002. Theimpact of the updated timber volume information on depletion expense for the year ended December 31,
2002, was not material.

Concentrations of Credit Risk

Cash equivalents and marketable securities are invested primarily in short to medium-term investment grade debt
instruments as well as other types of corporate and government debt obligations. The Company mitigates its
concentration of credit risk with respect to these investments by generally purchasing investment grade products (ratings
of A1/P1 short-term or at |least BBB/Baa3 long-term). No more than 5% isinvested in the same issue.

Revenue Recognition
Revenuesfromthe sal e of logsarerecorded when thelegal ownership and therisk of |oss passesto the buyer, which
is at the time each log is measured.

Deferred Financing Costs

Costsincurred to obtain debt financing are deferred and amortized on a straight-line basis over the estimated term
of therelated borrowing. The amortization of deferred financing costsisincluded in interest expense on the Statement
of Income (Loss).

Legal Contingencies

The Company is currently involved in various claims and proceedings which are reviewed for potential financial
exposure on aregular basis. If the potential loss from any claim or legal proceeding is considered probable and is
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reasonably estimabl e as of the balance sheet date, aliability isaccrued. The Company estimatesthe probability of losses
on legal contingencies based on the advice of internal and external counsel, the outcomes from similar litigation, the
status of the lawsuits (including settlement initiatives), legislative developments, and other factors. See Note 7 for a
description of the Company’s material legal proceedings.

Income Taxes

The Company, asingle member limited liability company, has not made an election to be treated as an association
and, therefore, is disregarded as a separate taxabl e entity solely for income tax purposes. The Company istreated as a
division of Pacific Lumber for tax purposes. All income taxes with respect to the Company are shown on Pacific
Lumber’sfinancial statements, and all deferred income tax assets and deferred income tax liabilities with respect to the
Company at December 31, 2002 and 2001, are reflected in Pacific Lumber’s financial statements.

New Accounting Standards

In June 2001, the Financial Accounting Standards Board (“ FASB”) issued Statement of Financial Accounting
Standards (“ SFAS”) No. 143, “Accounting for Asset Retirement Obligations’ (“ SFAS No. 143”) which addresses
accounting and reporting standards for obligations associated with the retirement of tangible long-lived assets and the
related asset retirement costs. The Company is required to adopt SFAS No. 143 beginning on January 1, 2003. In
general, SFASNo. 143 requirestherecognition of aliability resulting from anticipated asset retirement obligations, offset
by an increase in the value of the associated productive asset for such anticipated costs. Over the life of the asset,
depreciation expense is to include the ratable expensing of the retirement cost included with the asset value. The
statement appliesto all legal obligations associated with the retirement of atangiblelong-lived asset that result fromthe
acquisition, construction, or development and/or the normal operation of a long-lived asset, except for certain lease
obligations. Excluded from this statement are obligations arising solely from aplan to dispose of along-lived asset and
obligations that result from the improper operation of an asset (i.e. certain types of environmental obligations). The
Company does not expect the adoption of SFAS No. 143 to have a material impact on its future financial statements.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment
of FASB Statement No. 13, and Technical Corrections’ (“ SFAS No. 145") which, among other things, rescinds the
previous guidance for debt extinguishments. SFAS No. 145 eliminates the requirement that gains and losses from
extinguishment of debt be aggregated and, if material, classified asan extraordinary item, net of relatedincometax effect.
However, transactions would not be prohibited from extraordinary item classification if they meet the criteria in
Accounting Principles Board Opinion 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of
a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions (“ APB
Opinion 30").” Applying the provisions of APB Opinion 30 will distinguish transactions that are part of an entity’s
recurring operations from those that are unusual or infrequent or that meet the criteria for classification as an
extraordinary item. Thisstatement is effective for the Company’ sfiscal year beginning January 1, 2003. The adoption
of SFASNo. 145 will result inthe reflection of the gainson repurchases of debt ininvestment, interest and other income
rather than as an extraordinary item in the financia statements.

2. Significant Acquisitions and Dispositions

In December 2000, the Company sold the Owl Creek grove for $67.0 million, resulting in a pre-tax gain of $59.5
million.

3. Cash, Marketable Securitiesand Other Investments

Cash equivalentsconsist of highly liquid money market instrumentswith original maturitiesof three monthsor less.
As of December 31, 2002 and 2001, carrying amounts of the Company’s cash equivalents approximated fair value.

The Company segregatesitsinvestmentsin marketable securitiesinto “ held-to-maturity” (debt securitiesonly) and
“available-for-sale” securitiesinaccordancewith SFASNo. 115“ Accounting for Certain Investmentsin Debt and Equity
Securities” (“ SFAS No. 115”).

Management determines the appropriate classification of debt securities at the time of purchase and re-evaluates
such designation as of each balance sheet date. Debt securities are classified as held-to-maturity when the Company has
the positiveintent and ability to hold the securitiesto maturity. Held-to-maturity securities are stated at amortized cost.

Debt securities not classified as held-to-maturity are classified as available-for-sale. Available-for-sale securities
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are stated at fair value, with the unrealized gains and losses reported in other comprehensive income, a separate
component of member deficit.

The cost of securities sold is determined using the first-in, first-out method. The fair value of substantially all
securitiesisdetermined by quoted market prices. Thefollowingisasummary of held-to-maturity and available-for-sale
securities (in millions):

December 31,
2002 2001

Held-to-maturity securities:

(0 $ 154 % 11.9

Estimated fair Value . ... ..o 15.7 11.9
Available-for-sale securities:

(0 39.9 715

Estimated fair Value . . .. ..o e e 40.5 72.4

Investment, interest and other income (expense), net, includes grossrealized gainsand losses on sales of available-
for-sale securities for each of the three years in the period ended December 31, 2002, as follows (in millions):

Years Ended December 31,
2002 2001 2000

Grossrealized gains . ..o ottt $ 24 % 12 % 0.1
Grossrealized 0SS . ..ottt (0.2) (0.2 (0.2)

The net adjustment to unrealized holding gains (losses) on available-for-sale securities included as a separate
component of member deficit totaled $(0.7) million, $0.5million, and $1.1 millionin 2002, 2001, and 2000, respectively.

Available-for-salesecuritiesgenerally consist of U.S. corporate debt securities, U.S. Treasury obligations, and other
debt securitieswith contractual maturitiesranging fromoneyear to fiveyears. Held-to-maturity securitiesconsist of U.S.
government agency obligations with contractual maturities ranging from one year to five years.

Restricted Cash, Marketable Securities and Other | nvestments
Cash, marketable securities and other investments include the following amounts which are restricted under the
terms of the Company’ s debt agreements (in millions):

December 31,
2002 2001
Current assets:
Cash and cash equivalents, restricted . .............. it $ 52 % 35.3
Marketable securities, restricted:
Amountsheld in SAR ACCOUNE . .. ..ottt et et et e e 19.3 17.1
24.5 52.4
Long-term restricted cash, marketable securities and other investments:
Amountsheld in SAR ACCOUNE .. ... it ettt e 101.6 137.8
Other amountsrestricted under thelndenture . ........ ..o i 2.6 2.8
Less. Amounts attributable to repurchased Timber Notes held in
SAR ACCOUNE . .ttt e e e e e (51.3) (53.0)
52.9 87.6
Total restricted cash, marketable securities and other investments. . ....................... $ 774 $ 140.0

Amountsin the SAR Account are being held by the trustee under the Indenture to support principal payments on
the Timber Notes. See Note 5 for further discussion of the SAR Account.

On March 5, 2002, the Company notified the trustee for the Timber Notes that it had met all of the requirements
of the SAR Reduction Date, as defined in the Indenture (e.g., certain harvest, THP inventory and Line of Credit
requirements). Accordingly, on March 20, 2002, the Company released $29.4 million from the SAR Account and
distributed this amount to Pacific Lumber.

Other Investments

Funds held in the SAR Account include interests in several limited partnerships which invest in diversified
portfolios of common stocks and equity securities, in addition to exchange traded options, futures, forward foreign
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currency contracts, and other arbitrage opportunities. These investments are not consolidated, but are accounted for
under the equity method. The Company’ sownership percentagesin these partnershipswere lessthan 5.0% at December
31, 2002 and 2001. Asof December 31, 2002 and 2001, theseinvestmentsamounted to $13.3 millionand $15.7 million,
respectively.

Interest and other incomeincludes equity in earningsfrom the Company’ sinvestment in these partnershipsfor each
of the three years in the period ended December 31, 2002, as follows (in millions):

Years Ended December 31,
2002 2001 2000

Equity in earnings from investmentsin partnerships . ..., ... $ 06 $ 07 $ 0.1

4. Property and Equipment

Property and equipment are recorded at historical cost. Subsequent acquisitions of property and equipment are
recorded at cost. Depreciationiscomputed principally utilizing the straight-line method at ratesbased upon the estimated
useful lives of the various classes of assets. The carrying value of property and equipment is assessed when events and
circumstancesindicate that an impairment might exist. The existence of animpairment is determined by comparing the
net carrying value of the asset to its estimated undiscounted future cash flows. A probability-weighted approach isused
for situations in which alternative courses of action to recover the carrying amount of long-lived assets are under
consideration or arangeis estimated for the amount of possible future cash flows. If an impairment is present, assets
are written down to fair value and aloss is recognized. The major classes of property and equipment are as follows
(dollar amounts in millions):

Estimated December 31,
Useful Lives 2002 2001
(oo o 13T [0 ="o N P 15years $ 368 $ 323
O .« o 5-15years 1.9 1.6
38.7 339
Less: accumulated depreciation . ... .. ...t (15.0) (13.0)

$ 237 $ 209

Depreciation expense for the years ended December 31, 2002, 2001 and 2000 was $2.0 million, $1.8 million and
$1.9 million, respectively.

5. Debt

In July 1998, the Company issued $867.2 million aggregate principal amount of Timber Notes, which are due at
various times through July 20, 2028. The Timber Notes are senior secured obligations of the Company and do not
congtitute obligations of, and are not guaranteed by, Pacific Lumber or any other person. The Timber Noteswereissued
inthreeclasses: ClassA-1 Timber Notesaggregating $160.7 million, ClassA-2 Timber Notesaggregating $243.2 million
and Class A-3 Timber Notes aggregating $463.3 million. Pursuant to the terms of the Indenture, the Company is
permitted to incur up to $75.0 million at any one time of non-recourse indebtedness secured by purchase money
mortgages to acquire additional timberlands, an unspecified amount of Additional Timber Notes (as defined in the
Indenture) provided certain conditions are met, and certain other debt on alimited basis. The Company is not permitted
to incur any other indebtedness for borrowed money. The Timber Notes and the Line of Credit are secured by alien on
(i) the Company’ stimber, timberlandsand timber rights (subj ect to Pacific L umber’ sownership of thetimber and rel ated
timber harvesting rights on approximately 400 acres of such timberlands), (ii) certain contract rights and other assets,
(iii) the proceeds of theforegoing and (iv) funds held in various accounts by the Trustee for the Timber Notes. Amounts
payable on the Timber Notes are paid semi-annually, generally on January 20 and July 20 of each year (each, a“ Note
Payment Date”).

The Timber Notes were structured to link, to the extent of cash available, the deemed depletion of the Company’s
timber (through the harvest and sale of 1ogs) to the required amortization of the Timber Notes. The required amount of
amortization on any Note Payment Date is determined by various mathematical formulas set forth in the Indenture.
“Scheduled Amortization” of the Timber Notes represents the amount of principal which the Company must pay
through each Note Payment Datein order to avoid payment of prepayment or deficiency premiums, as described below.
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The Scheduled Maturity Datesfor the Class A-1 and Class A-2 Timber Notes, which are January 20, 2007 and January
20, 2014, respectively, represent the Note Payment Dates on which the Company will pay the final installment of
principal if al payments of principal are made in accordance with Scheduled Amortization. The Scheduled Maturity
Date for the Class A-3 Timber Notesis also January 20, 2014. The Scheduled Amortization for the Class A-3 Timber
Notesdoesnot include any principal amortization prior to their Scheduled Maturity Date. |f the Class A-3 Timber Notes
arenot paid in full on or beforetheir Scheduled Maturity Date, a Cash Retention Event (as defined in the Indenture) will
occur as aresult of which 75% of all Excess Funds (as defined in the Indenture) will be deposited in the note payment
account (“Payment Account”) until all classes of Timber Notes are paid in full, generally in sequential order.

Minimum Principal Amortization of the Timber Notes represents the minimum amount of principal which the
Company must pay (on acumulative basis and subject to available cash) on such Class, to the extent of available funds
on deposit in the Payment Account, through any Note Payment Date. If the Timber Noteswere amortized in accordance
with Minimum Principal Amortization, the final installments of principal would be paid on January 20, 2010, July 20,
2017 and July 20, 2028 for the Class A-1, Class A-2 and Class A-3 Timber Notes, respectively.

In November 1999, $169.0 million of funds from the sale of the Headwaters Timberlands were contributed to the
Company and set asideinthe SAR Account. Amountsinthe SAR Account are part of the collateral securing the Timber
Notes and will be used to make principal payments to the extent that other available amounts are insufficient to pay
Scheduled Amortization on the Class A-1 and Class A-2 Timber Notes. In addition, during the six years beginning
January 20, 2014, any amountsin the SAR Account will be used to amortize the Class A-3 Timber Notes as set forth in
the Indenture, as amended. Funds may from time to time be released to the Company from the SAR Account if the
amount in the account at that time exceeds the Required Scheduled Amortization Reserve Balance (as defined and set
forth in the Indenture). If the balance in the SAR Account falls below the Required Scheduled Amortization Reserve
Balance, up to 50% of any Remaining Funds (funds that could otherwise be released to the Company free of the lien
securing the Timber Notes) is required to be used on each monthly deposit date to replenish the SAR Account. The
amount attributable to Timber Notes held in the SAR Account of $51.3 million reflected in Note 3 represents $55.4
million principal amount of reacquired Timber Notes. Repurchases made during the year ended December 31, 2000,
resulted in an extraordinary gain of $6.0 million.

The Company has the right to cause additional prepayments of principal to be made on any Note Payment Date.
If the principal of the Timber Notesis paid in advance of Scheduled Amortization, the Company will pay a prepayment
premium on such accelerated payment. The prepayment premium on any Note Payment Date is equal to the excess, if
any, of (a) the sum of (i) the present value of the prepayment amount (discounted from the date(s) that the prepayment
amount would otherwise have been paid under the Scheduled Amortization to the Note Payment Date) plus(ii) the sum
of the present val ues of the amounts of interest that would have accrued thereafter with respect to the prepayment amount
over (b) the amount of the prepayment. The present value is computed using a“Reinvestment Yield” (asdefined in the
Indenture) which is comparable to the yield of like term U.S. Treasury securities plus 0.50% per annum.

If the principal of the Timber Notesispaid later than as provided for under Scheduled Amortization, the Company
will pay a deficiency premium on such deficient amount. The deficiency premium payable on any Note Payment Date
equals an amount of interest on the amount of the deficient principal amount from the previous Note Payment Date to
the current Note Payment Date at 1.50% per annum.

The following table presents the amortization of the Timber Notes, excluding $55.4 million face value of
repurchased Timber Notes held in the SAR Account, based on Minimum Principal Amortization and Scheduled
Amortization (in millions):

Minimum
Principal Scheduled
Amortization Amortization

Y ears Ending December 31:

2003 . $ - % 16.7
2004 . o 2.0 19.2
200 L 14.7 21.7
2006 . i 17.9 25.3
2007 i 21.3 28.3
LI 1= £ 10 S 698.4 643.1

$ 7543 $ 754.3
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As of December 31, 2002 and 2001, the estimated fair value of debt, including current maturities, was $539.9
millionand $640.6 million, respectively. Theestimated fair value of debt isdetermined based on the quoted market price
for the Timber Notes. The Timber Notes are thinly traded financial instruments; accordingly, their market price at any
balance sheet date may not be representative of the price which would be derived from a more active market.

Pursuant to certainliquidity requirementsunder the Indenture, the Company hasentered into the Lineof Credit with
a group of banks pursuant to which the Company may borrow to pay interest on the Timber Notes. The maximum
amount the Company may borrow is equal to one year’sinterest on the aggregate outstanding principal balance of the
Timber Notes (the* Required Liquidity Amount”). At December 31, 2002, the Required Liquidity Amount was $59.8
million. On May 31, 2002, the Line of Credit was extended for an additional year to July 11, 2003. Annualy, the
Company will request that the Line of Credit be extended for a period of not less than 364 days. If not extended, the
Company may draw upon the full amount available. The amount drawn would be repayable in 12 semiannual
installments on each note payment date (after the payment of certain other items, including the Aggregate Minimum
Principal Amortization Amount, asdefined, then due), commencing approximately two and one-half yearsfollowing the
date of the draw. At December 31, 2002, there were no borrowings outstanding under the Line of Credit.

On the note payment date in January 2002, the Company had $33.9 million set aside in the Payment Account to
pay the$28.4 million of interest dueaswell as$5.5 million of principal. The Company repaid an additional $6.1 million
of principal on the Timber Notes using funds held in the SAR Account, resulting in atotal principal payment of $11.6
million, an amount equal to Scheduled Amortization.

On the note payment date in July 2002, the Company had $15.1 million set aside in the Payment Account and
borrowed $13.0 million (net of $0.9 million borrowed in respect of Timber Notes held by the Company) from the Line
of Credit to pay the $28.1 million of interest due. The Company repaid $3.2 million of principal on the Timber Notes
(an amount equal to Scheduled Amortization) using funds held in the SAR Account.

On the note payment date in January 2003, the Company had $5.6 million set aside in the Payment Account to pay
the $27.9 million of interest due. The Company used $22.3 million (net of $1.6 million borrowed in respect of Timber
Notes held by the Company) of the funds available under the Line of Credit to pay the remaining amount of interest due.
The Company repaid $12.1 million of principal onthe Timber Notes, an amount equal to Scheduled Amortization, using
funds held in the SAR Account.

6. Related Party Transactions

At the time of Closing, the Company and Pacific Lumber entered into the Master Purchase Agreement which
governsall log sales by the Company to Pacific Lumber. Substantially all of the Company’ srevenues have been and are
expected to continue to be derived from the sale of logsto Pacific Lumber. The harvested |ogs are purchased by Pacific
Lumber (i.e., title passes and the obligation to make payment therefor isincurred) at the time each log is measured. The
Master Purchase Agreement contemplatesthat all sales of 1ogs by the Company to Pacific Lumber will be at fair market
value (based on stumpage prices) for each species and category of timber. See “Liquidity and Capital Resources’ in
Note 1 for further information.

The Company and Pacific Lumber also entered into a services agreement at the time of Closing (the “ Services
Agreement”), pursuant to which Pacific Lumber provides a variety of operational, management and related servicesin
respect of the Company’s timber properties not provided by the Company employees, including reforestation, fire
protection and road maintenance, rehabilitation and construction. In addition, Pacific Lumber provides servicesto the
Company with respect to the defense of any legal challenges. The Company paysa Services Fee (asdefined) inaninitial
amount of $107,000 per month adjusted annually based on the producer priceindex and reimburses Pacific Lumber for
the cost of constructing, rehabilitating and maintaining roads and performing reforestation services. For theyearsended
December 31, 2002, 2001, and 2000, $10.4 million, $9.7 million, and $11.6 million was recorded under the Services
Agreement, respectively.

7. Contingencies
Regulatory and environmental matters play a significant role in the Company’ s forest products business, which is
subject to avariety of Californiaand federal laws and regulations, aswell as a habitat conservation plan (“HCP”) and

asustained yield plan (“ SYP” and together withthe HCP, the* Environmental Plans’), dealing with timber harvesting
practices, threatened and endangered species and habitat for such species, and air and water quality.
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The SYP complies with regulations of the California Board of Forestry and Fire Protection 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 growth 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 California Department
of Forestry and Fire Protection (“* CDF”). Revised SYPswill be prepared every decade that address the harvest level
based upon assessment of changes in the resource base and other factors. The HCP and the incidental take permits
related to the HCP (the “ Permits’) allow incidental “take” of certain species located on the Company’s timberlands
which species have been listed by government entities under the federal Endangered Species Act (“* ESA™) and/or the
California Endangered Species Act (the“ CESA”) so long as thereisno “jeopardy” to the continued existence of such
species. The HCP identifiesthe measuresto beinstituted 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.

Sincethe consummation of the Headwaters Agreement in March 1999, there has been asignificant amount of work
required in connection with the implementation of the Environmental Plans, and this work could continue for several
more years. Nevertheless, the rate of approvals of THPs during 2001 improved over that for the prior year, and further
improvements were experienced in 2002. Despite the improvements in the THP approval process, other factors such
as actions by the North Coast Regiona Water Quality Control Board (the “ North Coast Water Board”) and pending
litigation discussed below may adversely impact the Company’s ability to meet its harvesting goals.

In May 2002, the Company completed the first timber cruise on its timberlands since 1986. The results of the
timber cruise provided the Company with an estimate of the volume of merchantable timber on the Company’s
timberlands. The new cruise datareflected a0.1 million MBF decreasein estimated overall timber volume as compared
to the estimated volumes reported as of December 31, 2001 using the 1986 cruise data (adjusted for harvest and
estimated growth). This shift in timber volume between classifications decreased the overall timber volume reported
inMbfeby 0.2 millionto 2.9 million. The new cruisedataindicatesthat thereissignificantly lessold growth timber than
estimated as of December 31, 2001, using the 1986 cruise data. There was also an estimated increase in young growth
timber volume almost equal to the estimated decrease in old growth timber volume. Thischangein mix could adversely
affect the Company’s revenues. However, because there are many variables that affect revenues and profitability, the
Company cannot quantify the effect of the revised estimate on current and future cash flows. The new timber volumes
are now being utilized in various aspects of the Company’s operations, including estimating volumes on THPs and
determining depletion expense.

Under the federal Clean Water Act (“CWA"), the Environmental Protection Agency (“EPA”) is required to
establish thetotal maximumdaily load limits (“ TMDLS") in water coursesthat have been declared to be “water quality
impaired.” The EPA and the North Coast Water Board are in the process of establishing TMDLs for many northern
Californiariversand certain of their tributaries, including ninewater coursesthat flow withinthe Company’ stimberlands.
The Company expects this process to continue into 2010. In December 1999, the EPA issued a report dealing with
TMDLsontwo of theninewater courses. Theagency indicated that the requirementsunder the HCP would significantly
address the sediment issues that resulted in TMDL requirements for these two water courses. The North Coast Water
Board has begun the process of establishing the TMDL requirements applicable to two other water courses on the
Company’s timberlands, with a targeted completion of spring 2004 for these two water courses. The final TMDL
requirements applicabl e to the Company’ s timberlands may require aquatic protection measuresthat are different from
or in additionto thoseinthe HCP or that result from the prescriptionsto be devel oped pursuant to the watershed analysis
process provided for in the HCP.

Effective January 1, 2003, a California statute eliminates a waiver previously granted to, among others, timber
companies. Thiswaiver had been in effect for a number of years and waived the requirement under California water
quality regulations for timber companiesto follow certain waste di scharge requirementsin connection with their timber
harvesting and related operations. The new statute provides, however, that regional water boards such asthe North Coast
Water Board are authorized to renew the waiver. The North Coast Water Board has renewed the waiver for timber
compani esthrough December 31, 2003. Shouldthe North Coast Water Board decide not to extend thisor another waiver
beyond December 31, 2003, it may thereafter notify a company that the North Coast Water Board will require such
company to follow certain waste discharge requirementsin order to conduct harvesting operationsonaTHP. Thewaste
discharge requirements may include aguatic protection measures that are different from or in addition to those provided
for inthe THP approved by the CDF. Accordingly, harvesting activities could be delayed and/or adversely affected, as
these waste discharge requirements are developed and implemented.

30



Beginning with the 2002-2003 winter operating period, Pacific Lumber has been required to submit “ Reports of
Waste Discharge” to the North Coast Water Board in order to conduct winter harvesting activities in the Freshwater
Creek and Elk River watersheds. After consideration of these reports, the North Coast Water Board imposed
requirements on Pacific Lumber to implement additional mitigation and erosion control practices in these watersheds.
These additional requirementswill somewhat increase operating costs. The North Coast Water Board i ssued aclean up
and abatement order (“Elk River Order”) for the EIk River watershed and is contemplating similar actions for the
Freshwater, Bear, Jordan and Stitz Creeks watersheds. The Elk River Order isaimed at addressing existing sediment
production sites through clean up actions. The order, aswell as additional ordersin the other watersheds (should they
beissued), could result in significant coststo Pacific Lumber beginning in 2003 and extending over a number of years.
Pacific Lumber has appeal ed the Elk River Order to the State Water Resources Control Board (“ State Water Board”),
but are holding the appeal in abeyance while Pacific Lumber discusses this matter with the North Coast Water Board
and its staff.

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. The Services
Agreement requires Pacific Lumber to prepare and file on behalf of the Company all pleadings and motions, and
otherwise diligently pursue, appeals of any denial, and defense of any challenge to approval, of any THP or the
Environmental Plans or similar plan or permit and related matters.

In December 1997, an action entitled Kristi Wrigley, et al v. Charles Hurwitz, John Campbell, Pacific Lumber,
MAXXAM Inc., Scotia Pacific Company LLC, et al. (the* Wrigley lawsuit ™) wasfiled. Thisaction 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 EIk River watershed. On September 20, 2002, an agreement was reached to settle this
litigation, and the parties are proceeding to implement that agreement.

In March 1999, an action entitled Environmental Protection Information Association, Serra Club v. California
Department of Forestry and Fire Protection, California Department of Fish and Game, The Pacific Lumber Company,
Scotia Pacific Company LLC, Salmon Creek Corporation, et al. (the “ EPIC-SYP/Permits lawsuit”) was filed. This
action alleges, among other things, various violations of the CESA and the CEQA, and challenges, among other things,
the validity and legality of the SYP and the Permits issued by California. The plaintiffs seek, among other things,
injunctive relief to set aside California s approval of the SY P and the Permits issued by California. In March 1999, a
similar 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 (the “ USWA lawsuit” ) was filed challenging the validity and legality of the SYP. In connection with the
EPIC-SYP/Permitslawsuit, thetrial judge hasissued astay of the effectiveness of the Permitsfor approval of new THPs,
but released from the stay, and refused to enjoin, operations under THPs that were previously approved consistent with
the Permits. In addition, on November 26, 2002, the Court exempted from the stay all in-process THPs submitted
through mid-October. Although the stay prevents the CDF from approving new THPs that rely upon the Permits, the
Company is obtaining review and approval of new THPs under aprocedure provided for in the forest practice rulesthat
does not depend upon the Permits. Because certain THPswill not qualify for this procedure there could be areduction
in 2003 harvest levels which could have an adverse impact on the Company. These two cases have been consolidated
for trial, which began March 24, 2003. The judge has indicated that he expectsto rule no earlier than July 2003. The
Company believes that appropriate procedures were followed throughout the public review and approval process
concerning the Environmental Plans and isworking with the relevant government agencies to defend these challenges.
The Company does not believe the resolution of these matters should result in amaterial adverse effect on itsfinancial
condition, results of operationsor the ability to harvest timber. However, in addition to the potential short-term adverse
impacts described above, these matters could have a long-term negative impact if they are decided adversely to the
Company.

In July 2001, an action entitled Environmental Protection Information Center v. The Pacific Lumber Company,
Scotia Pacific Company LLC (the*” Bear Creek lawsuit”) wasfiled. The lawsuit alleges that the Company’ sand Pacific
Lumber’s harvesting and other activities under certain of its approved and proposed THPs will result in discharges of
pollutantsin violation of the CWA. The plaintiff assertsthat the CWA requires the defendants to obtain a permit from
theNorth Coast Water Board before beginning timber harvesting and road construction activities, andisseeking to enjoin
these activities until such permit has been obtained. The plaintiff also seekscivil penaltiesof up to $27,500 per day for
the defendant’ s alleged continued violation of the CWA. The Company believes that the requirements under the HCP
are adequate to ensure that sediment and pollutants from its harvesting activities will not reach levels harmful to the
environment. Furthermore, EPA regulations specifically provide that such activitiesare not subject to CWA permitting
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requirements. The Company believesthat it has strong legal defensesin this matter; however, there can be no assurance
that this lawsuit will not have amaterial adverse impact on the Company’sfinancial condition, results of operations or
liquidity.

On November 20, 2002, an action entitled Humboldt Watershed Council, et al. v. North Coast Regional Water
Quality Control Board, et al. (the“ HWC lawsuit” ), naming Pacific Lumber asreal party ininterest, wasfiled. Thesuit
seeksto enjoin timber operationsin the Elk and Freshwater watersheds of the Company’s timberlands until and unless
the regional and state water boards impose on those operations waste discharge requirements that meet standards
demanded by the plaintiff. The Company believes that Pacific Lumber and the regional and state boards have valid
defensestothisaction. However, an adverseruling could result in adelay of timber operationsthat could haveamaterial
adverse impact on the Company’s financial position, results of operations or liquidity.

On February 25, 2003, the recently elected District Attorney of Humboldt County filed a civil suit entitled The
People of the Sate of California v. Pacific Lumber, Scotia Pacific Holding Company and Salmon Creek Corporation
(the “Humboldt DA action”). The suit was filed under the California unfair competition law and alleges that the
Company, Pacific Lumber and Salmon Creek used certain unfair business practices in connection with completion of
the Headwaters Agreement, and that this resulted in the ability to harvest significantly more trees under the
Environmental Plans than would have otherwise been the case. The suit seeks a variety of remedies including a civil
penalty of $2,500 for each additional tree that has been or will be harvested due to this alleged increase in harvest, as
well as restitution and an injunction in respect of the additional timber harvesting allegedly being conducted. The
Company believes that this suit is without merit; however, there can be no assurance that the Company will prevail or
that an adverse outcome would not be material to the Company’s financial position, results of operations or liquidity.

On November 16, 2001, Pacific Lumber filed a case entitled The Pacific Lumber Company, et al. v. California
Sate Water Resources Control Board (the “ THP No. 520 lawsuit”) alleging that the State Water Board had no legal
authority to impose mitigati on measuresthat were requested by the staff of the North Coast Water Board during the THP
review process and rejected by the CDF. When the staff of the North Coast Water Board attempted to impose these
mitigation measures in spite of the CDF sdecision, Pacific Lumber appealed to the State Water Board, which imposed
certain of the requested mitigation measures. Pacific Lumber filed the THP No. 520 lawsuit challenging the State Water
Board's decision and on January 24, 2003, the Court granted Pacific Lumber’s request for an order invalidating the
imposition of these additional measures and rejected others. Other claimsincluded in this action have been dismissed
by Pacific Lumber without prejudice to its future rights. On March 25, 2003, the State Water Board appealed this
decision. While the Company believes the Court’s decision will be sustained, a reversal could result in increased
demands by the regional and state water boards and their staffsto impose controls and limitations on timber harvesting
on the Company’ s timberlands beyond those provided for by the Environmental Plans.

Whilethe Company expects environmentally focused objectionsand 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.

8. Comprehensive Income (Loss) and M ember Deficit

Comprehensive income (loss) includes the following (in millions):

Years Ended December 31,

2002 2001 2000
NEtINCOME (10SS) . ..ottt e et e e $ (231 $ 151 $ 1046
Other comprehensive income (10ss):
Changein value of available-for-saleinvestments. . ........................ (0.7) 0.5 1.1
Total comprehensiveincome (I0SS) . ... $ (23.8) $ 156 $ 1057
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A reconciliation of the activity in member deficit is as follows (in millions):

Years Ended December 31,

2002 2001 2000
Balance at beginning of period . ... $ (352.3) $ (288.0) $ (399.4)
Comprehensive income (I0SS) . . ..o vttt (23.8) 156 105.7
Contribution of assetsby PacificLumber ........... ... ... ... ... ... ... ... - - 5.7
DIstribUtiONS . . . . . (29.4) (79.9) —
Balanceat end of Period .. ... $ (4055 $ (3523) $ (288.0)

9. Quarterly Financial Information (Unaudited)

Summary quarterly financial information for the years ended December 31, 2002 and 2001 is as follows (in
millions):

Three Months Ended
March 31 June 30 September 30 December 31

2002:

Log salesto PacificLumber ....................... $ 159 $ 141 $ 197 $ 14.9

OperatinginCome . ... ..o 8.0 74 9.6 5.2

NELIOSS .. (5.1) (5.6) (3.8) (8.6)
2001:

Log salesto PacificLumber ....................... $ 131 % 327 % 304 % 22.8

OperatinginCome ... ..o 7.8 24.9 19.6 12.2

Netincome (1oSS) . . ..o v v (4.6) 12.2 6.6 0.9
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

PART 111

ITEM 14. CONTROLSAND PROCEDURES

The Company maintains disclosure controls and procedures that are designed to ensure that information required
to be disclosed inthe Company’ sreportsunder the Securities Exchange Act of 1934 isrecorded, processed, summarized
and reported within the time periods specified in the rules and forms of the Securities and Exchange Commission, and
that such information is accumulated and communicated to the Company’ s management, including its Chief Executive
Officer and Chief Financial Officer, asappropriate, to allow timely decisionsregarding required disclosure. Indesigning
and evaluating the disclosure controls and procedures, management recognized that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives, and management necessarily was required to apply its judgment in evaluating the cost-benefit relationship
of possible controls and procedures.

Within 90 days prior to the date of this report, the Company carried out an evaluation, under the supervision and
with the participation of the Company’s management, including the Company’s Chief Executive Officer and the
Company’ sChief Financial Officer, of the effectivenessof thedesign and operati on of the Company’ sdisclosurecontrols
and procedures. Based on theforegoing, the Company’ s Chief Executive Officer and Chief Financial Officer concluded
that the Company’ s disclosure controls and procedures were effective.

There have been no significant changes in the Company’s internal controls or in other factors that could
significantly affect the internal controls subsequent to the date the Company completed its evaluation.

PART IV
ITEM 16. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(@) IndextoFinancial Statements Page

1. Financial Statements (included under Item 8):

Independent AUditors REPOIt . . . ... ot 18
Report of Independent Public ACCOUNtantS . . . . ... oottt e 19
Balance Sheet at December 31, 2002 and 2001 . . ... ...ttt e 20
Statement of Income (Loss) for the Y ears Ended December 31, 2002, 2001 and 2000 ............. 21
Statement of Cash Flows for the Y ears Ended December 31, 2002, 2001 and 2000 ............... 22
Notesto Financial Statlements . . ... ... o 23

2. Financial Statement Schedules:

Schedules are inapplicable or the required information is included in the financia statements or the notes
thereto.

(b) Reportson Form 8-K

On October 4, 2002, the Company filed a current report on Form 8-K (under Item 9), related to the EPIC-
SYP/Permits lawsuit.

On October 21, 2002, the Company filed a current report on Form 8-K (under Item 9), related to the filing of a
certificate in respect of the Company’s Timber Notes.
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On November 13, 2002, the Company filed a current report on Form 8-K dated August 13, 2002, related to the
Certification of the Chief Executive and Chief Financial Officers pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

On November 20, 2002, the Company filed a current report on Form 8-K (under Item 9), related to the filing of
a certificate in respect of the Company’s Timber Notes.

On December 20, 2002, the Company filed a current report on Form 8-K (under Item 9), related to the filing of a
certificate in respect of the Company’s Timber Notes.

On January 21, 2003, the Company filed a current report on Form 8-K (under I1tem 9), related to the filing of two
certificates in respect of the Company’s Timber Notes.

On February 20, 2003, the Company filed a current report on Form 8-K (under Item 9), related to the filing of a
certificate in respect of the Company’s Timber Notes.

On February 25, 2003, the Company filed a current report on Form 8-K (under Item 5), related to the Humbol dt
DA action.

On March 20, 2003, the Company filed a current report on Form 8-K (under Item 9), related to the filing of a
certificate in respect of the Company’s Timber Notes.

(c) Exhibits

Referenceismadeto the Index of Exhibitsimmediately preceding the exhibits hereto (beginning on page 39, which
index isincorporated herein by reference).
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SIGNATURES

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

SCOTIA PACIFIC COMPANY LLC

Date: March 28, 2003 By: ROBERT E. MANNE
Robert E. Manne
President and Chief Executive Officer
(Principal Executive Officer)

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

Date: March 28, 2003 By: J. KENT FRIEDMAN
J. Kent Friedman
Manager

Date: March 28, 2003 By: EZRA G. LEVIN
EzraG. Levin
Manager

Date: March 28, 2003 By: ROBERT E. MANNE
Robert E. Manne
Manager

Date: March 28, 2003 By: PAUL N. SCHWARTZ
Paul N. Schwartz
Manager

Date: March 28, 2003 By: JACK M. WEBB
Jack M. Webb
Independent Manager

Date: March 28, 2003 By: SID C. WEISS
Sid C. Weiss
Independent Manager

Date: March 28, 2003 By: GARY L. CLARK
Gary L. Clark
Vice President — Finance and Administration
(Principal Financial and Accounting Officer)
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CERTIFICATIONS

I, Robert E. Manne, certify that:

1.

2.

Date:

| have reviewed this annual report on Form 10-K of Scotia Pacific Company LLC;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

Based onmy knowledge, thefinancial statements, and other financial informationincluded inthisannual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b) evaluatedtheeffectivenessof theregistrant’ sdisclosure controlsand proceduresasof adatewithin 90 days
prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the
equivalent functions):

a) all significant deficienciesin the design or operation of internal controlswhich could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’ s auditors any material weaknessesin internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’ sinternal controls; and

Theregistrant’ sother certifying officersand | haveindicated inthisannual report whether therewere significant
changesininternal controlsor in other factorsthat could significantly affect internal controls subsequent tothe
date of our most recent evaluation, including any corrective actionswith regard to significant deficiencies and
material weaknesses.

March 28, 2003 By: /SI ROBERT E. MANNE
Robert E. Manne
President and Chief Executive Officer
(Principal Executive Officer)
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I, Gary L. Clark, certify that:

1.

2.

Date:

| have reviewed this annual report on Form 10-K of Scotia Pacific Company LLC;

Based on my knowledge, this annual report does not contain any untrue statement of amaterial fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

Based onmy knowledge, thefinancial statements, and other financial informationincluded inthisannual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b) evaluatedtheeffectivenessof theregistrant’ sdisclosure controlsand proceduresasof adatewithin 90 days
prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the
equivalent functions):

a) all significant deficienciesin the design or operation of internal controlswhich could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’ s auditors any material weaknessesin internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’ sinternal controls; and

Theregistrant’ sother certifying officersand | haveindicatedinthisannual report whether therewere significant
changesininternal controlsor in other factorsthat could significantly affect internal controls subsequent to the
date of our most recent evaluation, including any corrective actionswith regard to significant deficiencies and
material weaknesses.

March 28, 2003 By: IS/ GARY L.CLARK
Gary L. Clark
Vice President-Finance and Administration
(Principal Financial and Accounting Officer)
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31

3.2

4.2

4.3

4.4

4.5

4.6

4.7

4.8

10.1

10.2

10.3

10.4

10.5

Certificate of Formation of Scotia Pacific Company LLC (the “Company”) (incorporated herein
by referenceto Exhibit 3.1 to the Company’ sRegistration Statement on Form S-4 dated September
21, 1998; Registration No. 333-63825; the “ Company’s Form S-4")

Agreement of Limited Liability Company of the Company, effective as of July 20, 1998
(incorporated herein by reference to Exhibit 3.2 to the Company’s Form S-4)

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

First Supplemental Indenture, dated as of July 16, 1999, to the Indenture (incorporated herein by
reference to Exhibit 4.1 to the Company’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 1999; the “Company June 1999 Form 10-Q")

Second Supplemental Indenture, dated as of November 18, 1999, to the Indenture (incorporated
herein by reference to Exhibit 99.3 to the Company’s Report on Form 8-K dated
November 19, 1999)

Credit Agreement, dated as of July 20, 1998, among the Company, the financial institutions party
thereto and Bank of America National Trust and Savings Association, as agent (the “Bank of
America Credit Agreement”) (incorporated herein by reference to Exhibit 4.3 to the MAXXAM
June 1998 Form 10-Q)

First Amendment, dated as of July 16, 1999, to the Bank of America Credit Agreement
(incorporated herein by reference to the Company June 1999 Form 10-Q)

Second Amendment, dated as of June 15, 2001, to the Bank of America Credit Agreement
(incorporated herein by referenceto the Company’ sQuarterly Report on Form 10-Q for the quarter
ended June 30, 2001)

Deed of Trust, Security Agreement, Financing Statement, Fixture Filing and Assignment of
Proceeds, dated as of July 20, 1998, among the Company, Fidelity National Title Insurance
Company, as trustee, and State Street, as collateral agent (incorporated herein by reference to
Exhibit 4.2 to the MAXXAM June 1998 Form 10-Q)

New Master Purchase Agreement, dated as of July 20, 1998, between the Company and The
Pacific Lumber Company (“Pacific Lumber”) (incorporated herein by reference to Exhibit 10.1
to the Quarterly Report on Form 10-Q of MAXXAM Group Holdings Inc. for the quarter ended
June 30, 1998; File No. 333-18723; the “MGHI June 1998 Form 10-Q")

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

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

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

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

Description

10.6

10.7

10.8

10.9

10.10

10.11

I mplementation Agreement with Regard to Habitat Conservation Plan for the Propertiesof Pacific
Lumber, the Company and Salmon Creek dated as of February 1999 by and among the United
States Department of the Interior Fish and Wildlife Service (“USFWS"), the National Marine
Fisheries Service, the California Department of Fish and Game (“CDF&G"), the California
Department of Forestry and Fire Protection (the “CDF") and Pacific Lumber, Salmon Creek and
the Company (incorporated herein by reference to Exhibit 99.3 to the Company’ s Form 8-K dated
March 19, 1999; the “Company March 19, 1999 Form 8-K")

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

Habitat Conservation Plan dated as of February 1999 for the Properties of Pacific Lumber, Scotia
Pacific Holding Company and Salmon Creek (incorporated herein by referenceto Exhibit 99.5t0
the Company March 19, 1999 Form 8-K)

Letter dated as of February 25, 1999 from the CDF to Pacific Lumber (incorporated herein by
reference to Exhibit 99.8 to the Company March 19, 1999 Form 8-K)

Letter dated as of March 1, 1999 from the CDF to Pacific Lumber (incorporated herein by
reference to Exhibit 99.9 to the Company March 19, 1999 Form 8-K)

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