12
LEUCADIA NATIONAL CORPORATION / ANNUAL REPORT 20

T

5=




A Major Future Opportunity

After a 10-year effort led by the indomitable and indefatigable Tom Mara, our Louisiana
gasification project is now poised to move into the construction phase. The gasification facility
located in Lake Charles, Louisiana has major off-take agreements in place as well as all
necessary permits. It recently entered into a Memorandum of Understanding with SKE&C USA,
Inc., SK Engineering & Construction Co. Ltd. and Technip USA Inc. pursuant to which they
will provide an industry standard lump sum turnkey construction contract.

Funding for this project will be covered in part by $1.561 billion of tax exempt bonds, a $230
million federal grant for carbon capture and sequestration, and a $128 million federal investment
tax credit. The project will require equity of $400 to $600 million.

Au Revoir

As we conclude this final epistle and wrap up our extraordinary working relationship, we

find ourselves reflecting on Leucadia’s formidable past and promising future. A 35 year
partnership is rare in marriage and even rarer in business. Those unfamiliar with our approach
have sometimes been startled by the occasional tenacity of our interactions. We are both
strong personalities with correspondingly strong opinions. Each of us has been described as
“often wrong, but never in doubt.”

We frequently saw a deal differently or disagreed on the strategic course of an operating
company — the alchemy of our partnership enabled us to resolve our differences. We trust
one another and respect the value of our differing skills, interests and intuitions.

Over the last 35 years we have unfailingly stood by one another in times of heartache, health
and personal challenges. Our relationship means more to us than we easily acknowledge.

We owe a special debt to our families who were often neglected while we chased the next deal.
We are both blessed with loving wives and children who have risen above our excesses and
absences to make us very, very proud.

One of us remains to do all he can to help Rich and Brian take Leucadia to new heights.

The other will be cheering — and kibitzing — from the sidelines and building a private family
company. Managing Leucadia has been a magnificent adventure. We have done well and so
have our shareholders. It has given us great pleasure to meet shareholders and to learn that
proceeds from the sale of Leucadia stock sent their kids to college. None of this would have
been possible without the hard work, devotion, courage and enthusiasm of our Directors,
employees and advisers. We can’t list them all, but would like to pay special tribute to those
who have been with us for more than twenty-five years — employees Tom Mara, Joe Orlando,
Jane Goldman, Joe Veetal, Joe Sartin and Gloria Kozinski, and Directors Jay Nichols, Jim
Jordan and Paul Dougan.

Thank you.
Ian M. Cumming Joseph S. Steinberg
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of this year a sale of Inmet to First Quantum Minerals, booking profits at each stage.
We hope he doesn’t mind if we mention that Frank, who started all this in retirement at age 67,
also worked on our next mining investment and is again seeking his next challenge.

Our other major mining investment proved to be even more challenging. Our first encounter
with Andrew Forrest came in the context of an Australian nickel mining company called
Anaconda Nickel Limited, which he had promoted as the founding CEO. The company had
stumbled along the way to production on a new technology and had run out of money.

Andrew and the shareholders and debt holders were at each other’s throats with recriminations.
But before we could do due diligence, a savvy investor snapped up a control position and the
opportunity was lost to us and to Andrew.

Several years later, Andrew Whittaker (our long-time friend and Jefferies Vice Chairman) and
Eddie Sugar (who at the time was at Jefferies) called to suggest we meet with them to discuss

a new project. Forrest had his eye firmly fixed on China and believed that there was room for

a “Third Force” in iron ore mining in the Pilbara region of Western Australia — the first two
being Rio and BHP. He had started Fortescue Metals Group (FMG), rounded up a small amount
of money and taken up tenements from the government to mine and ship iron ore. It was an
audacious scheme, requiring at least $3 billion. Forrest’s reputation had been damaged by the
Anaconda fiasco, but we were intrigued, believing that China was an ever increasing consumer
of raw materials and particularly iron ore. Frank Joklik, Jimmy Hallac and Bud Scruggs flew
south to the Antipodes® to do due diligence. While there Bud picked up a bag full of rocks and
brought them back to the United States to be assayed, confirming 61% iron ore. Eureka!

It took us a few months to appreciate the breadth and scope of Andrew’s ambitions, which
involved building a port and a 260 kilometer railroad, and to become convinced that surface
mining, a method heretofore not used for iron ore, would work and be financially viable.
Andrew was persuasive, though at times prone to severe exaggeration. Notwithstanding, we
became convinced that this was a very attractive opportunity and a risk worth taking.

With the money and credibility of Leucadia, Rich Handler stepped in to say that the $2 billion
financing could be done. After several very spirited negotiation sessions we agreed on a deal
giving Leucadia a 9.9% ownership position in FMG along with a right to collect 4% of certain
revenues for thirteen years. Jefferies and others completed the debt financing and FMG was
off and running to profitability, albeit with bumps along the road — some the result of the
global financial meltdown in 2008 and some self-inflicted.

Later on, to our dismay, we had a falling out with Andrew. His personality dominated the
FMG board and the other directors were more inclined to follow his lead as to the appropriate
amount of equity, debt, leverage and the rate at which to expand, as opposed to our more
conservative views. As the relationship soured, Andrew claimed our 4% royalty was subject to
dilution and we were forced to sue to maintain our favorable economics. This resolved itself
in 2012, when we sold our remaining stock position in the market and FMG bought back our
4% revenue stream.

Our six year adventure with Andrew Forrest and FMG was rockier than the Aussie outback, but
turned out to be the most financially rewarding. From start to finish Leucadia made $2.3 billion.
It was a splendid outcome and we wish Andrew and FMG continued success.

¢ In the northern hemisphere, often used to refer to Australia and New Zealand.



We also made a few other telecom related investments, all but one of which worked out well.

We bought ATX Communications, a CLEC, out of bankruptcy, reorganized it and eventually
sold it to a competitor where it belonged. We bought WebLink out of bankruptcy, tried to
resuscitate it, but the paging industry was in terminal decline due to the ubiquity of cell phones.
It was profitably merged into Metrocall, which eventually disappeared. We should have passed
on the opportunity to buy STi Prepaid, a calling card company, which turned out to be a disaster.

In recent years we have found it increasingly difficult to find good companies in which to invest.
Competition is fierce for the mediocre and even fiercer for the good. Hedge funds and private
equity have raised vast sums and those of you who have read our previous letters know well our
rants on the subject. At our core we are value investors and finding value has become harder.

We did have a competitive advantage in our acquisition of Capmark’s commercial mortgage
servicing business. Our old friend and former employee, Larry Hershfield, brought this
opportunity to us. Together with Berkshire Hathaway we bid for the company whether or not
it filed Chapter 11 and without further conditions. We had done a thorough due diligence

and thought it was an attractive opportunity and so did our partner, Berkshire Hathaway.

We completed the acquisition in 2009 and the company, renamed Berkadia, has performed
very well under the leadership of Hugh Frater and Randy Jenson. Our original investment
has substantially been returned, cash flow has been strong and our servicing book has grown.
We expect that the strengths of Berkadia and Jefferies in the commercial mortgage space
will be complementary.

Back in 1995 we acquired MK Gold, which was a small part of Morrison Knudsen, then in
bankruptcy. Among its other assets, MK owned two gold mines. Gold was about $400 an
ounce, which seemed a low price compared to the peak of $850 in 1980. One of us was a nascent
gold bug and found the entry price attractive. As it turned out, gold stayed very low for a long
time and the two gold mines “mined out” just as the gold price took off. Not discouraged, we
enlisted the help of an experienced friend, Frank Joklik, former Chairman of Kennecott Copper
to head MK Gold. Kennecott had been sold to Rio Tinto and Frank was aware of a large Rio
Tinto prospect near Seville, Spain, a resource containing 6% copper. For us the size of the
deposit was huge although all but a rounding error to Rio Tinto and we were able to buy it.

Like gold, copper was selling at a low historical price. We were not seers and revelators, but
along the way we did notice that China was beginning to consume a greater and greater portion
of the world’s resources.

Frank, Tom Mara and one of us embarked on numerous trips to Spain meeting with the local
authorities to obtain entitlements, with the EU to obtain favorable tax and other benefits, and
with the local farmers and environmentalists who had to be convinced to sell land and to allow
us to build the mine. It seemed simple. There was adequate power, rail, people and demand.

It would take a few years to entitle and we would sell the resource to a mining company and
make a fortune.

It turned out not to be so simple. Like renovating a kitchen, it took longer and cost more than
we imagined, but eventually, several years later, it had a three step happy ending. First, a sale of
a portion of the mine to a Canadian junior mining company, Inmet Mining Corporation, where
Tom Mara joined the Board. Then, a sale of the rest of the mine to Inmet. And finally, in March



We restructured the company by reducing staff, installing new systems and products, hiring
capable management, overcoming bad accounting and not the least, insisting on and getting a
price adjustment from the government of Argentina. By 1999 we were getting nervous about
Argentina and asked our partners to find a buyer for our stake, which they did, culminating in
a sale at a gain of $121 million. The company survived Argentina’s bankruptcy in 2001 and
is doing well, though the country seems hell bent on heading there once again. We remain
friends with the Wertheins and their consigliore, George Mandelbaum.

Auto finance has remained an interest of ours for many years. We started two FDIC insured
institutions many years ago, which evolved into subprime lenders. Seeing the writing on the wall
regarding the deteriorating credit quality of subprime borrowers and the increasingly dangerous
competitive environment which grossly mispriced risk, we decided to exit the business in 2006.
Later, at the insistence of two of our long time executives, Justin Wheeler and Marc Fuller,

we bought a 25% interest in the AmeriCredit Corp., which was a leading subprime lender with
excellent management. They and the company survived the financial meltdown of 2008 by
underwriting well, reducing overhead and by hanging on by their fingernails. We discovered
that even in the face of unemployment, borrowers will try hardest to keep their car. Ultimately,

a suggestion from a friend and a phone call led to the sale of AmeriCredit to General Motors

for a gain of $405 million. We recently started a new auto finance company, Foursight Capital,
which is financing customers of our auto dealerships.

A struggling finance company called Finova came to our attention and in 2001 we made a
financing proposal to the company which was based in Scottsdale, Arizona. Our original hope
was to inject some additional capital, acquire a major position or perhaps control and continue
to operate as lenders to the middle market. Once we had done our diligence it became apparent
to us and to its directors and advisers that the company was all but bankrupt. At that point,
Jack Byrne introduced us to Warren Buffett and Berkshire Hathaway, which had accumulated a
large position in Finova’s bonds and together we shepherded Finova through Chapter 11

and eventually made a good profit.

In the years preceding 2000, there was a vast over-investment in telecom and the installation
of long haul fiber. Many companies were founded, many billions were raised, and billions
and billions lost. One such company was WilTel Communications, which was spun off from
Williams Energy. The segment had caught our interest as an example of tulip mania® and we
thought there was money to be made in picking up the pieces. WilTel was based in Tulsa,
Oklahoma and had a first class network on which it had lavished billions of dollars. We gained
our place at the table by buying Williams Energy’s ownership position and leveraging that
into controlling the company post bankruptcy. Bud Scruggs, who worked on the Empire mess
and many other things, and Jimmy Hallac made many trips to Tulsa guiding its restructuring.
Fortunately, we found in the bowels of its operation center Jeff Storey who proved to be an
excellent President and is presently the CEO of Level 3 Communications, the company which
eventually bought WilTel at a nice price. WilTel is also the mother of our biggest deferred tax
asset which, if and when realized will save up to $2 billion in taxes.

5 Generally considered the first major financial bubble in February 1637 in the Netherlands. Investors began to madly
purchase tulips, pushing their prices to unprecedented highs. Some single tulip bulbs sold for more than 10 times the
annual income of a skilled craftsman.



Bolivia and El Salvador were entirely different stories. In Bolivia, navigating the politics turned
out to be very tricky and sometimes dangerous. In El Salvador, a civil war was raging and the

El Salvador Government nationalized our assets. One of us made many trips to these countries
and to Washington seeking help and eventually all three investments turned out well. In 35 years
we have found mostly bad surprises in unexplored file drawers. Our adventure with these utilities
proved a rare and profitable exception.

Empire Insurance, which also came with Baldwin United, was a roller coaster. It was a
“subway mutual” insuring NYC taxicabs and very well managed by Ollie Patrell. Years later,
after Ollie left, it hit the third rail, wrote much too much business and lost a ton of money.
From beginning to end the ownership either cost us a bit or we made a bit; however, when its
lease ended on lower Fifth Avenue, Empire moved to Brooklyn enabling us to be the
co-developer of Renaissance Plaza in downtown Brooklyn, a thirty-two story high-rise and
Marriott Hotel, which has turned out to be a good investment.

In 1991, we acquired Colonial Penn. Historically it had two businesses. One, an auto insurer

to retired Americans and the other the purveyor of small face value life insurance policies sold
on TV. Under the previous ownership, after losing the endorsement of the AARP, the company
diversified by writing reinsurance. Everything went wrong. The premiums were too little,

the risks too big and ugly and many of their reinsurers insolvent or worse. The seller was a
utility that just wanted out and it seemed we were the only buyer. After a careful diligence done
by brother David Cumming, we were confident enough to buy the company for $128 million,
which seemed a lot of money at the time.

Ollie Patrell, Harry Wulsin, David Cumming and Rich Petitt were assigned the tasks of
straightening out and running the Colonial Penn companies and did a magnificent job.

Six years later we sold both companies for $1.5 billion. We later distributed almost $1 billion
to shareholders in a capital gain dividend and stock buyback.

Other insurance company investments included White Mountains, a company founded by

our dear friend Jack Byrne, who unfortunately passed away this year. Jack needed additional
capital to purchase the United States assets of UK based Commercial Union and we were
happy to oblige. One of us sat on the Board for a few years and enjoyed traveling to Bermuda
for meetings and playing poker in the evenings with Jack, who was the better player. We held
that position for several years and eventually sold it at a substantial profit. A collateral
investment in a reinsurance company formed post Hurricane Andrew did well for a few

years but then got hit hard by the trifecta of Katrina, Wilma and Rita.

During those years we also invested elsewhere outside the United States. In Russia, we
purchased vouchers in their “garage sale” of privatization auctions with some small success.
We then became the bottler for Pepsi Cola for most of eastern Russia. In 1998, Pepsi itself
lost its zeal for Russia and bought us out; we lost $40 million. They have since reestablished
themselves in Russia and are doing well, but we missed the boat on the return trip.

More happily, success awaited in Argentina where in 1994 we acquired for $46 million a
30% interest in La Caja de Ahorro y Seguro, its largest insurance company, together with the
Werthein family who also acquired 30%. Ollie Patrell, Tom Mara, our CFO, Joe Orlando,
and both of us made many trips to Buenos Aires. Tom kept count and got to seventy trips.



In 1984, we acquired a large position in AVCO at a good price. AVCO’s management did not
want anything to do with us and presented a compelling offer to buy our stock. We got
particularly lucky and good advice from Steve Jacobs who was then a partner of Weil Gotshal
& Manges. As we were getting ready to sign the buyout papers which gave us a profit of $21
million, Steve leaned over and suggested we get a “most favored nation clause.” Not really
understanding exactly what he meant, but sounding good, we nodded yes. Less than a year later
when AVCO was sold to Textron we received an additional $40 million. Taken together profits
from AVCO nearly doubled our net worth.

In Merry Olde England, we experienced two defeats and two victories. Molins PLC was a

UK based manufacturing company of which we had acquired 46.6% in the market. We were
confident we would win a proxy fight for control and were advised by our now friend and
Director Michael Sorkin, who was then a senior officer at the British merchant bank Hambros.
To our collective dismay we lost; and, a year later lost again having acquired an additional

2% of the shares. Michael was doubly dismayed. Twice, the redoubtable English institutional
shareholders had fought off the upstart Colonials! A year later the same institutions relented
and bought us out for a nice profit. It was great fun.

We were more successful in 1988 taking control of another English company, Cambrian &
General Securities, which had been managed by Ivan Boesky who was also a substantial
shareholder. Mr. Boesky had legal difficulties and as a result forfeited his shares to the SEC
as part of a $100 million fine. We tendered for all its shares at what we believed was a
substantial discount, believing that there was little merit to the lawsuits surrounding the
company. This time, again ably assisted by Hambros and Michael Sorkin, we were successful
in buying out almost all the shareholders except the SEC which held out for another year for
a higher price that finally got them their $100 million. Good going for the taxpayers!

For many years we had been following a fast growing, controversial company called Baldwin
United, which eventually went bankrupt in 1983. By 1986 the company was ready to emerge
from bankruptcy and we were able to acquire control and eventually own 100%. Therein
was a remarkable mélange of assets including, S&H Green Stamps, a couple of insurance
companies, miscellaneous operating businesses, major tax attributes and three surprises.

Shortly after the acquisition one of us got a call from a gentleman who introduced himself as
David Mitchell, President of “our” power companies. We demurred saying we owned no power
companies, but David insisted, telling us that buried in the files of Baldwin United were stock
certificates representing controlling ownership positions in Barbados Power and Light,

El Salvador Electric, and Bolivia Power. To say the least, we were astounded. We were a utility!
One of us seized the day and became Chairman of all three and for years worked on maximizing
the value of these companies.

Barbados was relatively easy. The country had the oldest established democratically elected
legislature in the Western Hemisphere, a decent court system and aside from the usual
arguments related to what was an adequate return on the rate base, the risk of hurricanes and
oil price volatility, it was a good, well-run company. Our shareholders helped by running

the air conditioning on high when visiting the island.



a blood disease. But, it looked great on that interstate exit sign and has served us well. For more
about the history of this southern California town and its ancient Greek namesake, we direct you
to the fountain of all modern knowledge, Wikipedia. For more about the history of the newly
named Leucadia National Corporation, read on.

With the company restructured and renamed, we turned our minds and efforts to employing
our modest capital. One of the remaining Talcott assets, City Finance, was a consumer finance
company superbly run by Bob Brock and a crusty bunch of BBQ loving executives from
Memphis, Tennessee. City Finance grew its profitable asset base through a series of acquisitions
including, in 1980, the acquisition of American Investment Company, which had as a caboose,
Charter National Life Insurance Company — our first foray into the insurance business.

In 1982 our friend, erstwhile Director, shareholder and colleague from Carl Marks days, Jay
Jordan, decided to set up his own LBO business with David Zalaznick and they asked for
our backing. We were enthusiastic and remain partners with the Jordan Company to this day
where we enjoy considerable continuing profits on a very small investment.

In 1982, we acquired TFI Companies, Inc. (the old Tasty Freeze company, but without the ice
cream), a rag tag bunch of underperforming businesses — including a pork slaughter house.
One of us (we will leave it to the reader to guess who) along with Tom Mara visited the plant
to witness the world’s largest meat grinder process unmentionable pig parts as a small front
loader dumped in huge scoops of nitrates and nitrites. Following the tour, the company’s senior
management explained that the cost of pork was increasing while the price of sausage and
bacon was falling. Mara’s recommendation for an immediate sale was quickly approved. As an
aside, we consider comparing Congress’s crafting of laws with sausage making grossly unfair
to the pork processing industry. None of those businesses remain with us today and we could
have probably skipped the whole adventure without much loss.

We fared much better with the acquisition of Conwed Plastics, which we acquired in 1985.
Conwed Plastics performs admirably year after year and is today capably run by Chris
Hatzenbuhler. It has returned over 20% on invested capital over the years. If only all of our
investments did as well.

1982 also marked our first acquisition of a company with significant net operating loss
carryforwards (NOL), which are sometimes referred to as “tax attributes*.” Terracor
Corporation was an unfortunate investment from our days at Carl Marks which we acquired

out of bankruptcy for $6 million along with an NOL of $60 million. Subsequently we

acquired several other similarly situated companies, including, Baldwin United, O.PM. Leasing,
WebLink Wireless, and most significantly WilTel Communications. Careful tax planning has
been important to our investment success as a return on investment is greatly improved without
the drag of corporate income tax. One of us enjoys the creative and legal process of tax
planning and is very good at it, the other breaks out in a rash when trapped for long hours with
tax accountants and lawyers, but is deeply appreciative of his partner’s patience.

* Mostly thought of as NOLs, but can also come in the form of a larger tax basis in assets than book basis, and if the
accounting rules so require can end up on the balance sheet as an asset called the net deferred tax asset.



want to sell Jefferies at the bottom of a cycle; a stock for stock deal enabled them to do well by
their shareholders while providing increased protection for their bondholders and creating long
term stability for their employees and clients. Leucadia shareholders picked up a great asset at

a fortuitous time for both companies and we solved our succession challenge. Combined, we
have a world class investment banking firm, with a merchant banking focus, tax efficiency and
a pile of cash. We also have new leadership that is greatly experienced and heavily invested in
the long term success and value creation for Leucadia shareholders. We’ve never been enamored
with describing transactions as “win / win,” but we are hard pressed to find a more fitting
expression of where we find ourselves as we craft this last letter.

For the next few pages we propose an incomplete trip down memory lane, let’s call it an
unofficial history, mostly written for the benefit of grandchildren, but we hope our long time
shareholders will enjoy it as well. If not, skip to the last page.

After graduating from Harvard Business School in 1970, we began working together at a small
family owned investment bank with the curious name of Carl Marks and Company. One of us
left for an adventure out west and our paths diverged. We were reunited when one of us surfaced
in pursuit of Talcott National Corporation, the holding company for an old, but moribund
financial services company' that became embroiled in businesses about which they knew little
and was almost insolvent. One of us was a reluctant joiner to the rescue of Talcott and regarded
the prospects of success as unlikely. The other, being more enthusiastic, optimistic and in need
of a challenge and a paycheck plunged full speed ahead and after a year of urging got the other
to sign up for the task. This was the beginning of the partnership which would become Leucadia.
Our backers were our old colleagues from Carl Marks for which we are forever grateful.

It took another year of cajoling all two hundred plus creditors, numerous flights to Chicago,

Los Angeles and, of all places, Baton Rouge, to convince the last creditor to sign on. And finally,
in April 1979, an out of court reorganization, probably one of the most complicated even to this
day, was successfully completed.

Talcott entered reorganization with a negative $8 million book value and emerged with a book
value of $23 million. We restructured the company, hunting and recovering value among a
hodgepodge? of operating businesses and financial assets. Little did we know, this approach
would become de rigueur? for the next thirty-five years.

In the course of this adventure we met our now old friends, Tom Mara, our Executive Vice
President who preceded us at Talcott, along with Steve Jacobs and Andrea Bernstein who
became our lawyers and advisers and remain so to this day.

We relinquished the name Talcott in 1980 with the sale of James Talcott Factors to Lloyds and
Scottish, a UK based factoring company. We struggled to find a new name — every idea we
surfaced was either already taken or rejected by regulators. Adding to the urgency was the SEC’s
growing impatience with the blank line at the top our letterhead. One afternoon we were driving
north on the San Diego Freeway and happened upon the town of Leucadia, California. Why not?
The name was available and we liked the sound of it. One of our mothers thought it resembled

! In 1854, James Talcott worked with his brother selling undergarments and started a factoring business. His business later
financed socks for the Union Army, and became listed on the New York Stock Exchange in 1937.

2 From Wikipedia...a word used to describe a confused or disorderly mass or collection of things; a “mess” or a “jumble”.

3 French, meaning, literally, of rigor and, less literally, according to strictness.



In 2000, Leucadia invested $100 million in Jefferies Partners Opportunity Fund and for
seven years earned a 20% return after fees. A second fund, Jefferies High Yield Trading,
was launched in 2007 at the top of the market. Despite the impossible timing and the
catastrophic financial environment, we eked out a reasonable return on that fund too.

Brian Friedman joined Rich’s team in August of 2001, and brought complementary skills of
remarkable breadth and a tireless work ethic. Eventually they became partners in managing
Jefferies and Brian has been instrumental to its success every step of the way.

In the mid 2000’s, Rich periodically asked us if we wanted to invest in Jefferies and to join his
Board. We reminded him that we were value investors and since Jefferies stock was trading

at high multiples of book value, the time was not right. In 2007, Rich came to us believing
that the global financial system was stretched too far and that something soon would snap.

In February 2008, with Rich’s relentless and increasingly loud encouragement, we bought the
maximum number of Jefferies shares permitted before filing Hart Scott which allowed us to
buy more after waiting 30 days. As he predicted, by the end of the 30 days, all hell had broken
loose. Rich then proposed a large stock swap that allowed us to monetize Leucadia shares at
$50 per share in exchange for a 13.7% fully diluted stake in Jefferies plus $100 million of cash
to Leucadia. Rich didn’t want to overly dilute his own shareholders so to complete our
investment, he quietly and quickly bought additional shares for Leucadia on the open market
at attractive prices which got us to a 29% ownership position in Jefferies. He also quickly

sold all of the Leucadia shares acquired in the swap; at the time, we were convinced Jefferies
did not need the money, but very much needed a credible investor to bless its balance sheet,
which was as clean then as it is today. When the dust settled, Jefferies effectively raised $430
million of equity capital with minimal dilution, we joined the Board as 29% shareholders and
Rich and Brian went on a five year offensive while the rest of the world was on fire.

From 2008 through 2011, we watched first hand as Jefferies nearly tripled revenue and
aggressively built out a diversified and global investment bank. We were impressed when they
bought back their debt cheaply during the global panic and then re-issued during calmer

times — often only months later. Talk about volatility! We watched Jefferies improve its brand
and human capital. We applauded their culture of transparency, client focus, integrity,
creativity, work ethic, and commitment to shareholders, bondholders, employees and clients.

Following the implosion of MF Global, there were some white knuckle times as Jefferies
rebutted a venal barrage of unfair and untrue attacks by agenda-driven short sellers
disseminating faulty and malicious gossip. A market panic is a dangerous cocktail and you
learn a lot about people when faced with a crisis. The Jefferies team under Rich and Brian’s
steady leadership navigated the turmoil with honesty and tireless effort. Their head-on
strategy of transparency and openness proved successful. Ultimately truth won out and
confidence in Jefferies was restored.

Jefferies bounced back quickly and, like Leucadia, had a record 2012. From out of the turmoil
emerged an ideal alignment of needs. Rich and Brian were determined never to allow
Jefferies to go through that type of painful experience again and were open to a smart long
term capital solution to enable them to continue to build the firm. And, we were looking for
successors and, as always, with our ample capital on the lookout for a good deal. They didn’t



To Our Shareholders

The Last Hurrah

Forty-three years ago, the two of us met at Harvard Business School and thirty-five years ago
was the beginning of a remarkable partnership — the results of which are tabulated on the
opposite page. The end of 2012 marks the end of this partnership and the last letter from the
two of us. In terms of financial results and as “LUK” would have it, 2012 was also our most
successful year. Earnings before tax for 2012 were $1.371 billion, a record.

As the years sped by and we got older, a succession plan became more and more essential.
For several years, we argued, explored many alternatives, argued some more and spoke
with anyone and everyone we believed worthy of our shareholders’ trust to guide the good
ship Leucadia. On March 1, 2013 our succession plan culminated with the acquisition of
the Jefferies Group, Inc.

Jefferies very able leadership team, Rich Handler and Brian Friedman, have become the CEO
and President of Leucadia and one of us assumed the role of Chairman and the other is
rolling up his sleeves to start again, this time with family as his partners. The rationale for the
acquisition and the succession plan were spelled out in the proxy statement sent to you prior
to the Shareholders Meeting at which 81% of our shareholders voted, with over 99% in favor.
We are gratified with that vote of confidence.

Leucadia usually flies below the radar and is often unconventional in its choice of investments.
We have always preferred to make money, rather than headlines. Though investment banking
is hardly the flavor of the month, initially even some long time Leucadia shareholders may have
been surprised by our decision to acquire Jefferies and to turn the helm over to Rich and Brian.

We first met Rich in 1987. He was a 26 year old baby in the business, fresh out of Stanford
Business School and working at Drexel on a few deals with which Leucadia was involved.
At Drexel he quickly learned that for a financial company there is no such thing as a “slight”
liquidity crisis. This lesson on fragility served him well later in life but, might have been
picked up sooner had he attended Harvard Business School!

In 1990 after Drexel, Rich joined Jefferies when it was a small equity trading firm with $140
million of revenues and $7 million of net income. We were one of his first clients, and Rich
and his team led our Senior Subordinated Note offering in 1992, which was Jefferies very first
institutional bond deal. In early 1993 they continued with our Convertible Subordinated
Debentures, their first, and later in 1993, their first investment grade bond deal for Leucadia’s
Senior Notes. From 1990 to today, Jefferies did every one of our capital raises, eighteen in

all, over $3.4 billion of capital.

Since Rich joined Jefferies 23 years ago, the compound annual return for his shareholders has
been an exemplary 22%. Since becoming CEO Rich also became a very large shareholder of
Jefferies taking more than 75% of his cumulative compensation in stock. So, as the search firm
we didn’t use might have said, “he seemed like a good fit.”



Leucadia National Corporation Scorecard

Return on
SSBS00ith | Pree  Market *ohare
Book Value Book Value Dividends Per Price Shareholders’ Net Income holders’
Per Share % Change Included Share % Change Equity (Loss) Equity
(Dollars in thousands, except per share amounts)
1978 (50.04) NA NA $0.01 NA (87,657) ($2,225) NA
1979 0.11 NM 18.2% 0.07  600.0% 22,945 19,058 249.3%
1980 0.12 9.1% 32.3% 0.05 (28.6%) 24917 1,879 7.9%
1981 0.14 16.7% (5.0%) 0.11 120.0% 23,997 7,519  30.7%
1982 036 157.1% 21.4% 0.19 72.7% 61,178 36,866  86.6%
1983 0.43 19.4% 22.4% 0.28 47.4% 73,498 18,009 26.7%
1984 0.74 72.1% 6.1% 0.46 64.3% 126,097 60,891 61.0%
1985 0.83 12.2% 31.6% 0.56 21.7% 151,033 23,503 17.0%
1986 1.27 53.0% 18.6% 0.82 46.4% 214,587 78,151 42.7%
1987 1.12 (11.8%) 5.1% 0.47 (42.7%) 180,408 (18,144)  (9.2%)
1988 1.28 14.3% 16.6% 0.70 48.9% 206,912 21,333 11.0%
1989 1.64 28.1% 31.7% 1.04 48.6% 257,735 64,311 27.7%
1990 1.97 20.1% (3.1%) 1.10 5.8% 268,567 47,340  18.0%
1991 2.65 34.5% 30.5% 1.79 62.7% 365,495 94,830  29.9%
1992 3.69 39.2% 7.6% 3.83 114.0% 618,161 130,607  26.6%
1993 5.43 47.2% 10.1% 3.97 3.7% 907,856 245,454 322%
1994 5.24 (3.5%) 1.3% 4.31 8.6% 881,815 70,836 7.9%
1995 6.16 17.6% 37.6% 4.84 12.3% 1,111,491 107,503 10.8%
1996 6.17 0.2% 23.0% 5.18 7.0% 1,118,107 48,677 4.4%
1997 9.73 57.7% 33.4% 6.68 29.0% 1,863,531 661,815  44.4%
1998 9.97 2.5% 28.6% 6.10 (8.7%) 1,853,159 54,343 2.9%
1999 6.59"  (33.9%) 21.0% 7.71 26.4% 1,121,988® 215,042 14.5%
2000 7.26 10.2% 9.1%) 11.81 53.2% 1,204,241 116,008 10.0%
2001 7.21 0.7%) (11.9%) 9.62 (18.5%) 1,195,453 (7,508)  (0.6%)
2002 8.58 19.0% (22.1%) 12.44 29.3% 1,534,525 161,623 11.8%
2003 10.05 17.1% 287% 1537 23.6% 2,134,161 97,054 5.3%
2004 10.50 4.5% 109%  23.16 50.7% 2,258,653 145,500 6.6%
2005 16.95“  61.4% 49%  23.73 2.5% 3,661,914 1,636,041 55.3%
2006 18.00 6.2% 158%  28.20 18.8% 3,893,275 189,399 5.0%
2007 25.039  39.1% 55% 47.10 67.0%  5,570,4929 484,294  10.2%
2008 11.22¢) (55.2%) (37.0%) 19.80 (58.0%) 2,676,797° (2,535,425) (61.5%)
2009 17.93 59.8% 26.5%  23.79 202% 4,361,647 550,280  15.6%
2010 28539 59.1% 151%  29.18 2277%  6,956,758® 1,939,312 34.3%
2011 25.24 (11.5%) 21% 2274 (22.1%) 6,174,396 25,231 0.4%
2012 27.67 9.6% 16.0%  23.79 4.6% 6,767,268 854,466 13.2%
CAGR
(1978-2012)@ 11.2%  25.7%
CAGR
(1979-2012)® 18.2% 11.0% 19.3% 18.8%

(a) A negative number cannot be compounded; therefore, we have used 1979.
(b)  Reflects a reduction resulting from dividend payments in 1999 totaling $811.9 million or $4.53 per share.
Leucadia’s CAGRs do not reflect the benefit of annual dividends or the special 1999 dividend.

(c)  Reflects the recognition of $1,135.1 million of the deferred tax asset or $5.26 per share.

(d) Reflects the recognition of $542.7 million of the deferred tax asset or $2.44 per share.
(e} Reflects the write-off of $1,672.1 million of the deferred tax asset or $7.01 per share.

(f)  Reflects the recognition of $1,157.1 million of the deferred tax asset or $4.75 per share.



Financial Highlights

2012 2011 2010
Revenues and other income $ 9,193,689,000 $ 1,434,622,000 $ 1,203,444,000
Net securities gains $ 590,581,000 $ 641,476,000 $ 179,494,000
Income from continuing operations
before income taxes and income (losses)
related to associated companies 966,520,000 $ 677,455,000 $ 382,940,000

Income tax provision (benefit)

$ 376,494,000

$ 270,316,000

$ (1,136,968,000)

Income (losses) related to associated

companies, net of taxes $ 276,279,000 $ (394,041,0000 $ 380,766,000
Income from continuing operations $ 866,305,000 $ 13,098,000 $ 1,900,674,000
Income (loss) from discontinued operations,
net of taxes $ 2,463,000 $ 5,573,000 $ (21,435,000)
Gain (loss) on disposal of discontinued
operations, net of taxes $ (4,127,000) $ 6,285,000 $ 60,997,000
Net income $ 864,641,000 $ 24,956,000 $ 1,940,236,000
Net (income) loss attributable to the
noncontrolling interest $ 2,060,000 $ 275000 % (924,000)
Net (income) attributable to the redeemable
noncontrolling interests $  (12,235,000) - -
Net income attributable
to Leucadia National Corporation
common shareholders $ 854,466,000 $  25231,000 $ 1,939,312,000
Earnings (loss) per common share:
Basic:
Income from continuing operations $ 350 $ .05 $ 782
Income (loss) from discontinued operations $ 01 $ 02 $ (.09)
Gain (loss) on disposal of discontinued operations $ (.02) $ .03 $ .24
Net income $ 349 $ .10 $ 797
Diluted:
Income from continuing operations $ 345 $ .05 $ 770
Income (loss) from discontinued operations $ 01 $ .02 $ (.09)
Gain (loss) on disposal of discontinued operations $ (.02) $ 03 $ 24
Net income $ 34 $ .10 $ 785
Total assets $ 9,349,118,000 $ 9,263,189,000  $ 9,350,298,000
Cash and investments $ 3,566,534,000 $ 2,545,500,000 $ 4,538,571,000
Common shareholders’ equity $ 6,767,268,000 $ 6,174,396,000 $ 6,956,758,000
Book value per common share $ 27.67 $ 2524 $ 2853
Cash dividends per common share $ 25 $ 25 $ 25
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PART 1
Item 1. Business.

THE COMPANY

The Company is a diversified holding company engaged through its consolidated subsidiaries in a variety of businesses,
including beef processing, manufacturing, gaming entertainment, real estate activities, medical product development
and winery operations. The Company also owns approximately 28% of the outstanding common stock of Jefferies
Group, Inc. (“Jefferies”), a full-service investment bank listed on the New York Stock Exchange (“NYSE”) (Symbol:
JEF), that is accounted for at fair value. The Company owns equity interests in operating businesses which are accounted
for under the equity method of accounting, including a commercial mortgage origination and servicing business and,
in partnership with Jefferies, an equity investment in Jefferies High Yield Holdings, LLC (“JHYH”), a broker-dealer
engaged in making markets and trading of high yield and special situation securities. The Company concentrates on
return on investment and cash flow to maximize long-term shareholder value. Additionally, the Company continuously
evaluates the retention and disposition of its existing operations and investigates possible acquisitions of new businesses.
Changes in the mix of the Company’s businesses and investments should be expected.

Shareholders’ equity has grown from a deficit of $7,657,000 at December 31, 1978 (prior to the acquisition of a
controlling interest in the Company by the Company’s Chairman and President), to a positive shareholders’ equity of
$6,767,268,000 at December 31, 2012, equal to a book value per common share of the Company (a “common share”)
of negative $.04 at December 31, 1978 and $27.67 at December 31, 2012. Shareholders’ equity and book value per
share amounts have been reduced by the $811,925,000 special cash dividend paid in 1999.

In November 2012, the Company entered into an agreement and plan of merger with Jefferies pursuant to which
Jefferies will become a wholly-owned subsidiary of the Company (the “Jefferies Merger”). Each share of Jefferies
common stock will be converted into the right to receive 0.81 of a Company common share (the “Exchange Ratio”),
and the exchange is intended to be tax-free to Jefferies’ shareholders. The transaction is subject to customary closing
conditions, including approval to effect the merger by shareholders of both companies, and if approved is expected to
close promptly following the Leucadia and Jefferies shareholder meetings, which are scheduled to occur on February
28, 2013. In connection with the Merger, Jefferies current Chief Executive Officer and current Executive Committee
Chairman will become the new Chief Executive Officer and new President, respectively, of the Company. For more
information about the Merger see Item 7, Management’s Discussion and Analysis of Financial Condition and Results
of Operations — Liquidity and Financial Resources.

On February 1, 2013, the Company declared a pro rata dividend of all of the outstanding shares of common stock of
the Crimson Wine Group, Ltd. (“Crimson”), a holding company through which the Company has historically conducted
its winery operations. The dividend is structured to qualify as a tax-free spin-off for U.S. federal income tax purposes.
The Company’s common shareholders on February 11, 2013, the record date, will receive one share of Crimson
common stock for every ten common shares of the Company, with cash in lieu of fractional shares, on February 25,
2013. The Crimson distribution will result in the separation of Crimson from the Company and the recording of a
dividend of approximately $197,000,000 during the first quarter of 2013. The distribution was a condition to the
Jefferies Merger.

During 2012, the Company sold its remaining common shares of Fortescue Metals Group Ltd (“Fortescue™), and
recognized aggregate Corporate securities gains of $543,713,000. The Company’s initial investment in Fortescue also
included a $100,000,000 unsecured note of Fortescue’s subsidiary, Chichester Metals Pty Ltd (“Chichester”), that
accrued interest at 4% of the revenue, net of government royalties, invoiced from the iron ore produced from certain
project areas (the “FMG Note”). During the fourth quarter of 2012, Chichester redeemed the FMG Note for aggregate
cash consideration of $715,000,000, resulting in the recognition of a pre-tax gain of $526,184,000, and the parties
agreed to settle all pending litigation and disputes without any additional payment. The Company has received aggregate
cash proceeds in excess of its investment of $2,313,272,000, which reflects all sales of Fortescue common shares,
interest collected on the FMG Note (net of withholding taxes), the redemption of the FMG Note, expenses and the
cost of its investment.



In October 2012, the Company sold Keen Energy Services, LLC (“Keen”) for cash consideration of $100,000,000 and
a four-year interest bearing promissory note issued by the purchaser which was valued at $37,500,000. The Company
also retained Keen’s net working capital, principally customer receivables and trade payables. The Company recorded
a pre-tax loss on sale of discontinued operations of $18,045,000.

The Company’s beef processing operations are conducted through its 78.9% interest in National Beef Packing Company,
LLC (“National Beef”). National Beef processes, packages and delivers fresh and frozen beef and beef by-products
for sale to customers in the U.S. and international markets.

The Company’s manufacturing operations are conducted through Idaho Timber, LLC (“Idaho Timber”) and Conwed
Plastics, LLC (“Conwed Plastics™). Idaho Timber is headquartered in Boise, Idaho and primarily remanufactures
dimension lumber and remanufactures, packages and/or produces other specialized wood products. Conwed Plastics
manufactures and markets lightweight plastic netting used for a variety of purposes including, among other things,
building and construction, erosion control, packaging, agricultural, carpet padding, filtration and consumer products.

The Company’s gaming entertainment operations are conducted through Premier Entertainment Biloxi LLC
(“Premier”), which is the owner of the Hard Rock Hotel & Casino Biloxi (“Hard Rock Biloxi™), located in Biloxi,
Mississippi.

The Company’s domestic real estate operations include a mixture of commercial properties, residential land
development projects and other unimproved land.

The Company’s medical product development operations are conducted through Sangart, Inc. (“Sangart™). Sangart is
developing a product called MP4OX, which is a solution of cell-free hemoglobin administered intravenously to provide
rapid oxygen delivery to oxygen deprived tissues.

The Company owns a 50% equity interest in Berkadia Commercial Mortgage LLC (“Berkadia™), a joint venture with
Berkshire Hathaway Inc. (“Berkshire Hathaway™). Berkadia is engaged in the commercial mortgage origination and
servicing business.

The Company and certain of its subsidiaries have federal income tax net operating loss carryforwards (“NOLs”) of
approximately $3,637,000,000 at December 31, 2012. For more information see Item 7, Management’s Discussion
and Analysis of Financial Condition and Results of Operations.

As used herein, the term “Company” refers to Leucadia National Corporation, a New York corporation organized in
1968, and its subsidiaries, except as the context otherwise may require.

Investor Information

The Company is subject to the informational requirements of the Securities Exchange Act of 1934 (the “Exchange
Act”). Accordingly, the Company files periodic reports, proxy statements and other information with the Securities
and Exchange Commission (the “SEC”). Such reports, proxy statements and other information may be obtained by
visiting the Public Reference Room of the SEC at 100 F Street, N.E., Washington, D.C. 20549 or by calling the SEC
at 1-800-SEC-0330. In addition, the SEC maintains an Internet site (www.sec.gov) that contains reports, proxy and
information statements and other information regarding the Company and other issuers that file electronically. Material
filed by the Company can also be inspected at the offices of the NYSE, 11 Wall Street, 15th floor, New York, NY
10005, on which the Company’s common shares are listed.

The Company’s website address is www.leucadia.com. The Company makes available, without charge through its
website, copies of its annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as soon as
reasonably practicable after such reports are filed with or furnished to the SEC.



Cautionary Statement for Forward-Looking Information

Statements included in this Report may contain forward-looking statements. Such statements may relate, but are not
limited, to projections of revenues, income or loss, development expenditures, plans for growth and future operations,
competition and regulation, as well as assumptions relating to the foregoing. Such forward-looking statements are
made pursuant to the safe-harbor provisions of the Private Securities Litigation Reform Act of 1995.

Forward-looking statements are inherently subject to risks and uncertainties, many of which cannot be predicted or
quantified. When used in this Report, the words “will,” “could,” “estimates,” “expects,” “anticipates,” “believes,”
“plans,” “intends” and variations of such words and similar expressions are intended to identify forward-looking
statements that involve risks and uncertainties. Future events and actual results could differ materially from those set
forth in, contemplated by or underlying the forward-looking statements.

2 <6,

Factors that could cause actual results to differ materially from any results projected, forecasted, estimated or budgeted
or may materially and adversely affect the Company’s actual results include, but are not limited to, those set forth in
Item 1A. Risk Factors and elsewhere in this Report and in the Company’s other public filings with the SEC.

Undue reliance should not be placed on these forward-looking statements, which are applicable only as of the date
hereof. The Company undertakes no obligation to revise or update these forward-looking statements to reflect events
or circumstances that arise after the date of this Report or to reflect the occurrence of unanticipated events.

Financial Information about Segments

The Company’s reportable segments consist of the consolidated operating units identified above, which offer different
products and services and are managed separately. Other operations primarily consist of the Company’s wineries and
energy projects.

Associated companies include equity interests in other entities that the Company accounts for under the equity method
of accounting. Investments in associated companies that are accounted for under the equity method of accounting
include HomeFed Corporation (“HomeFed”), a corporation engaged in real estate activities, Linkem S.p.A. (“Linkem”),
a wireless broadband services provider in Italy, JHYH, Berkadia and Garcadia, a joint venture that owns automobile
dealerships. Associated companies also include the Company’s investment in Jefferies and its former investment in
Mueller, which are accounted for at fair value rather than under the equity method of accounting.

Corporate assets primarily consist of the deferred tax asset, investments and cash and cash equivalents and corporate
revenues primarily consist of investment and other income and securities gains and losses. Corporate assets include
the Company’s investment in the common shares of Inmet Mining Corporation (“Inmet”), a Canadian-based global
mining company, and, as of December 31, 2011 and 2010, its investment in Fortescue. Corporate assets, revenues,
overhead expenses and interest expense are not allocated to the operating units.

Conwed Plastics has a manufacturing and sales facility located in Belgium and National Beef has sales offices in and
exports its products to various countries; these are the only significant foreign operations with non-U.S. revenue or
assets that the Company consolidates. Unconsolidated non-U.S. based investments include the investments in Inmet
and Linkem.

Certain information concerning the Company’s segments is presented in the following table. Consolidated subsidiaries
are reflected as of the date a majority controlling interest was acquired, which was December 30, 2011 for National
Beef. Since National Beef’s operating activities subsequent to the acquisition during 2011 were not significant they
have not been included in the Company’s 2011 consolidated statement of operations. Associated Companies are not
considered to be a reportable segment, but are reflected in the table below under income (loss) from continuing
operations before income taxes and identifiable assets employed.



2012 2011 200
(In thousands)
Revenues and other income (a):
Beef ProCessing ... ovvvirtt et e $7,480,934 § - $ -
Manufacturing:
Idaho Timber . . ... ... . e 163,513 159,026 172,908
Conwed PlastiCs . . .ottt e 89,357 85,961 87,073
Gaming Entertainment ... .......... .. ... ... i 119,339 117,238 114,809
Domestic Real Estate . .......... ... ... . i, 10,925 96,501 17,075
Medical Product Development ... ........... .. ... coiiinon.. 377 378 123
Other Operations (b) ....... ... .. .. i, 69,620 69,038 67,119
COTPOrate () vt vt e et e e e e 1,259,624 906,480 744,337
Total consolidated revenues and otherincome .. ................. $9.193,689 $1,434,622 $1,203,444
Income (loss) from continuing operations before income taxes:
Beef Processing . .........ooiotitiieiie $ 59,048 § - $ -
Manufacturing:
Idaho Timber. . ... ... . e 6,397 (3,787) 547
Conwed PlastiCs . .. ..ottt e e 11,453 5,916 8,803
Gaming Entertainment .. .......... ... .. .. .. . . . i 13,209 12,616 (2,159)
DomesticReal Estate .. ......... ..., (11,895) 80,919 (54,935)
Medical Product Development .. ............... ... . ... .. (44,963) (42,696) (25,443)
Other Operations (b) . ... i i i (44,814) (24,374) (17,487)
Income (loss) related to Associated Companies . ... ................ 420,008 (612,362) 375,021
Corporate (C) . ..ottt e 978,085 648,861 473,614
Total consolidated income from continuing
operations before income taxes .......... ... ... ... $1,386,528 $§ 65,093 $§ 757,961
Depreciation and amortization expenses:
Beef Processing . ...........c.uuuuuriitieee e $ 83063 § - $ -
Manufacturing (d):
Idaho Timber . . . ... . 5,339 5,299 6,131
Conwed PlastiCs . ...ot it e e 6,638 6,509 9,068
Gaming Entertainment .. .......... .. .. .. . i i 12,882 16,785 16,657
Domestic Real Estate . .......... ... .. . . i, 3,582 3,461 6,163
Medical Product Development .. ......... ... .. ... .. .. ........ 853 845 870
Other Operations (d) .........cooiiiiiiiiii i, 10,227 9,922 7,183
COTPOTALE . ..\ttt et et et 19,727 23,296 20,979
Total consolidated depreciation and amortization expenses . . ....... $ 142,311 § 66,117 $§ 67,051
Identifiable assets employed:
Beef PrOCESSING .. oo oottt et e i e e $1,797,152 $1,786,855 § -
Manufacturing:
Idaho Timber . . ... . ... e 76,084 71,859 84,436
Conwed PlastiCs . ...t e e 83,816 56,539 60,822
Gaming Entertainment .. ............ . ... . L i 236,691 243,888 253,221
Domestic Real Estate .. ............. .. i 244,635 254,885 255,027
Medical Product Development .. .............. ... ... ... .. .... 34,388 27,893 16,950
Other Operations .. .......... .ttt 209,622 226,051 165,644
Investments in Associated Companies . .............. .. .......... 1,884,646 1,991,795 2,274,163
COTPOTALE . . o ettt ettt et e e et 4,782,084 4,388,961 6,004,942
Assets of discontinued operations . ............ ... . .. - 214,463 235,093
Total consolidated assets ..............ccviriireiiirnrnennnn. $9,349,118 $9,263,189 $9,350,298




(a) Revenues and other income for each segment include amounts for services rendered and products sold, as well
as segment reported amounts classified as investment and other income and net securities gains (losses) in the
Company’s consolidated statements of operations.

(b) Other operations includes pre-tax losses of $32,832,000, $28,598,000 and $16,076,000 for the years ended
December 31, 2012, 2011 and 2010, respectively, for the investigation and evaluation of various energy related
projects. There were no significant operating revenues or identifiable assets associated with these activities in
any period; however, other income includes $5,366,000 and $11,143,000 in 2011 and 2010, respectively, with
respect to government grants to reimburse the Company for certain of its prior expenditures, which were fully
expensed as incurred. Such amounts were not significant in 2012.

(c) Net securities gains for Corporate aggregated $590,581,000, $641,480,000 and $179,494,000 during 2012,
2011 and 2010, respectively. Corporate net securities gains are net of impairment charges of $2,461,000,
$3,586,000 and $2,474,000 during 2012, 2011 and 2010, respectively. In 2012, 2011 and 2010, security gains
included gains of $543,713,000, $628,197,000 and $94,918,000 from the sale of the Company’s common shares
of Fortescue. In 2010, security gains also include a gain of $66,200,000 from the sale of the Company’s
investment in Light and Power Holdings, Ltd. (“LPH”). Corporate investment and other income includes a gain
on the redemption of the FMG Note of $526,184,000 in 2012 and a gain on the sale of its remaining interest in
its Cobre Las Cruces copper mining project (“Las Cruces”) of $383,369,000 in 2010.

(d) Includes amounts classified as cost of sales.

(e) For the year ended December 31, 2012, interest expense was comprised of beef processing ($12,431,000) and
corporate ($80,150,000). For the years ended December 31, 2011 and 2010, interest expense was primarily
comprised of corporate; interest expense for other segments was not significant.

At December 31, 2012, the Company and its consolidated subsidiaries had 10,943 full-time employees.

BEEF PROCESSING

Business Description

The Company acquired 78.9% of National Beef on December 30, 201 1. National Beef, headquartered in Kansas City,
Missouri, is one of the largest beef processing companies in the U.S., accounting for approximately 14.5% of the
federally inspected steer and heifer slaughter during 2012, as reported by the United States Department of Agriculture
(“USDA”). National Beef processes, packages and delivers fresh and frozen beef and beef by-products for sale to
customers in the U.S. and international markets. National Beef’s products include boxed beef, ground beef, hides,
tallow, and other beef and beef by-products. The net book value of the Company’s investment in National Beef was
$860,080,000 at December 31, 2012.

Beef production, from the birth of the animal through the delivery of beef products to the customer, is comprised of
two primary segments, production and processing. The production segment raises cattle for slaughter and the processing
segment slaughters cattle and packages beef for delivery to customers. The production segment bears the cost of feeding
the cattle to the appropriate market weights and has direct financial exposure to the volatility in grain and other input
costs. Beef processors like National Beef are primarily “spread” operators, earning margin between the selling price
for their products and the cost of procuring and processing the cattle.

Approximately 91% of National Beef’s revenues are generated from the sale of fresh beef. In addition, National Beef
sells beef by-products to the variety meat, feed processing, fertilizer and pet food industries. National Beef also owns
75% of Kansas City Steak Company, LLC (“Kansas City Steak™), which sells portioned beef and other products to
customers in the food service and retail channels as well as direct to consumers through the internet and direct mail.
National Beef operates a wet blue tanning facility that sells processed hides to tanners that produce finished leather for
the automotive, luxury goods, apparel and furniture industries. Wet blue tanning refers to the first step in processing
raw and brine-cured hides into tanned leather. National Beef also owns a refrigerated and livestock transportation
company that provides transportation services for National Beef and third parties.



The demand for beef products is generally highest in the spring and summer months.

Sales and Marketing

The sales office for National Beef’s domestic operations is responsible for selling and coordinating the movement of
approximately 47 million pounds per week of boxed beef products to customers. National Beef markets its products to
national and regional retailers, including supermarket chains, independent grocers, club stores, wholesalers and
distributors, food service providers and distributors, further processors and the United States military. National Beef
exports products to more than 30 countries; export sales currently represent approximately 12% of annual revenues.
In 2012, Walmart represented approximately 10% of National Beef’s revenues, and its top 10 customers accounted for
approximately 30% of revenues.

During 2012, National Beef received notice from Walmart that it intends to discontinue using National Beef as a
provider of its case-ready products in 2013. National Beef has two case-ready processing facilities, one of which is
completely dedicated to Walmart’s business and the other substantially so dedicated. Total case-ready revenues were
approximately 7% of National Beef consolidated revenues during 2012, but as a value-added product, case-ready
products have historically constituted a higher percentage of National Beef’s gross margin. Since 2008, case-ready
products have represented from 10% to 26% of National Beef’s total gross margin, and are at the higher end of that
range in 2012 due, in part, to reduced gross margin from other National Beef products. National Beef is currently
pursuing replacement business for its case-ready facilities; however, it may not be able to fully replace the operating
cash flow generated by these facilities in the near future, if at all. During the first quarter of 2013, the two case-ready
facilities will begin to operate at reduced levels, resulting in an approximate 50% reduction in the number of personnel
employed at the facilities. In connection with the reduction in the labor force, National Beef will record a charge
estimated to be approximately $2,900,000 during the first quarter of 2013.

National Beef emphasizes the sale of higher-margin, value-added products, which include branded boxed beef, case-
ready beef, portion control beef and further processed hides. National Beef believes its value-added products can
command higher prices than commodity products because of National Beef’s ability to consistently meet product
specifications, based on quality, trim, weight, size, breed or other factors, tailored to the needs of its customers. In
addition to the value-added brands that National Beef owns, National Beef licenses the use of Certified Angus Beef®,
aregistered trademark of Certified Angus Beef LLC, and Certified Hereford Beef®, a registered trademark of Certified
Hereford Beef LLC.

Raw Materials and Procurement

The primary raw material for the processing plants is live cattle. The domestic beef industry is characterized by cattle
prices that change daily based on seasonal consumption patterns, overall supply and demand for beef and other proteins,
cattle inventory levels, weather and other factors.

National Beef has entered into a cattle supply agreement with U.S. Premium Beef, LLC (“USPB”), the current owner
ofa 15.1% interest in National Beef that sold a substantial portion of its ownership interest to the Company. USPB has
agreed to supply, and National Beef has agreed to purchase through USPB from the members of USPB, 735,385 head
of cattle per year (subject to adjustment), based on pricing grids furnished by National Beef to the members of USPB.
National Beef believes the pricing grids are based on terms that could be obtained from an unaffiliated party. The cattle
supply agreement extends through December 31, 2017, with automatic one year extensions on each December 30
thereafter, unless either party provides a notice not to extend sixty days prior to the annual anniversary date. During
2012, National Beef purchased approximately 21% of the total cattle it processed from USPB members pursuant to
the cattle supply agreement. National Beef also purchased additional cattle from certain USPB members outside of
the cattle supply agreement.

Cattle are also purchased through cash bids and other arrangements from cattle producers in primary and secondary
markets. National Beef purchases cattle from nearly 1,000 suppliers annually.



Processing Facilities

National Beef owns three beef processing facilities located in Liberal, Kansas, Dodge City, Kansas, and Brawley,
California. The Liberal and Dodge City facilities can each process approximately 6,000 cattle per day, and the Brawley
facility approximately 2,000 cattle per day. National Beef owns case-ready facilities in Hummels Wharf, Pennsylvania
(approximately 79,000 square feet) and Moultrie, Georgia (approximately 114,000 square feet), and the wet blue tanning
facility in St. Joseph, Missouri (approximately 221,000 square feet). The Kansas City Steak processing facility is
located in Kansas City, Kansas (approximately 63,000 square feet).

Competition

The beef processing industry is highly competitive. Competition exists both in the purchase of live cattle, as well as in
the sale of beef products. Beef products compete with other protein sources, including pork and poultry, but National
Beef’s principal competition comes from other beef processors. National Beef believes the principal competitive factors
in the beef processing industry are price, quality, food safety, customer service, product distribution, technological
innovations (such as food safety interventions and packaging technologies) and brand loyalty. Some of National Beef’s
competitors have substantially larger beef operations, greater financial and other resources and wider brand recognition
for their products.

Regulation and Environmental

National Beef’s operations are subject to extensive regulation by the USDA including its Food Safety and Inspection
Service (“FSIS”) and its Grain Inspection, Packers and Stockyards Administration (“GIPSA”), the Food and Drug
Administration (“FDA”), the U.S. Environmental Protection Agency (“EPA”) and other federal, state, local and foreign
authorities regarding the processing, packaging, storage, safety, distribution, advertising and labeling of its products.

National Beef is subject to the Packers and Stockyards Act of 1921 (“PSA”). Among other things, this statute generally
requires National Beef to make full payment for livestock purchases not later than the close of business the day after
the purchase and transfer of possession or determination of the purchase price. Under the PSA, National Beef must
hold in trust for the benefit of unpaid livestock suppliers all livestock purchased until the sellers have received full
payment. At December 31, 2012, National Beef has obtained from an insurance company a surety bond in the amount
of $45,640,000 to satisfy these requirements.

The Dodge City and Liberal facilities are subject to Title V permitting pursuant to the Federal Clean Air Act and the
Kansas Air Quality Act. The Liberal permit expired on January 25, 2010, but has been administratively extended
pending renewal by the Kansas Department of Health and Environment. The Brawley and St. Joseph facilities are
subject to secondary air permits which are in place. The Dodge City, Liberal, Hummels Wharf, Moultrie and Brawley
facilities are subject to Clean Air Act Risk Management Plan requirements relating to the use of ammonia as a
refrigerant.

All of National Beef’s plants are indirect dischargers of wastewater to publicly owned treatment works and are subject
to requirements under the federal Clean Water Act, state and municipal laws, as well as agreements or permits with
municipal or county authorities. Upon renewal of these agreements and permits, National Beef is from time to time
required to make capital expenditures to upgrade or expand wastewater treatment facilities to address new and more
stringent discharge requirements imposed at the time of renewal. Storm water discharges from National Beef’s plants
are also regulated by state and local authorities.

All of National Beef’s facilities generate solid wastestreams including small quantities of hazardous wastes. National
Beef is subject to laws that provide for strict, and in certain circumstances joint and several, liability for remediation
of hazardous substances at contaminated sites; however, National Beef has not received any demands that it has any
liability at sites under the Comprehensive Environmental Response, Compensation and Liability Act (“Superfund”) or
state counterparts. All plants are subject to community right to know reporting requirements under the Superfund
Amendments and Reauthorization Act of 1986, which requires yearly filings as to the substances used on facility
premises.



Employees

National Beef has approximately 9,300 employees, of which approximately 6,600 are currently represented by collective
bargaining agreements. Approximately 2,600 employees at the Liberal plant are represented by the United Food and
Commercial Workers International Union under a collective bargaining agreement scheduled to expire in December
2017. Approximately 2,700 employees at the Dodge City plant are represented by the United Food and Commercial
Workers International Union under a collective bargaining agreement scheduled to expire in December 2016.
Approximately 1,100 employees at the Brawley plant are jointly represented by the United Food and Commercial
Workers International Union and the Teamsters International Union under a collective bargaining agreement scheduled
to expire in December 2013. Approximately 130 employees at the St. Joseph plant are represented by the United Cereal
Workers of the United Food and Commercial Workers International Union under a collective bargaining agreement
scheduled to expire in May 2014.

MANUFACTURING
Idaho Timber

Business Description

Idaho Timber, which was acquired in May 2005, is headquartered in Boise, Idaho and is engaged in the manufacture
and/or distribution of various wood products. Idaho Timber’s principal product lines include remanufacturing dimension
lumber; remanufacturing, bundling and bar coding of home center boards for large retailers; and production of 5/4”
radius-edge, pine decking. The net book value of the Company’s investment in Idaho Timber was $64,994,000 at
December 31, 2012.

Remanufactured dimension lumber is Idaho Timber’s largest product line. Dimension lumber is used for general
construction and home improvement, remodeling and repair projects, the demand for which is normally a function of
housing starts and home size. All dimension lumber is assigned a quality grade, based on the imperfections in the
wood, and higher-grade lumber is sold at a higher price than lower-grade lumber. Idaho Timber purchases low-grade
dimension lumber from sawmills located in North America and Europe and upgrades it into higher-grade dimension
lumber products. The remanufacturing process includes ripping, trimming and planing lumber to reduce imperfections
and produce a variety of lumber sizes. These products are produced at plants located in Florida, North Carolina, Texas,
Idaho and New Mexico.

Home center board products are principally sold to large home improvement retailers. Idaho Timber purchases high-
grade boards from sawmills, performs minor re-work on those boards to upgrade the quality, and then packages and
bar codes those boards according to customer specifications. Idaho Timber also operates a sawmill in Arkansas to
produce its 5/4” radius-edge, pine decking products.

Idaho Timber owns and operates seven plants, one sawmill that principally produces decking products and one sawmill
that produces split-rail fencing. These nine facilities in the aggregate have approximately 748,000 square feet of
manufacturing and office space, covering approximately 154 acres. One plant is principally dedicated to home center
board products and the remaining plants principally produce remanufactured dimension lumber products.

Sales and Marketing

Idaho Timber primarily markets to local, regional and national lumber retailers for its dimension lumber products,
home improvement centers for its home center board products and decking treaters for its sawmill product, and other
resellers of home construction materials. For dimension lumber products, sales are primarily generated at each of the
plants, with a dedicated sales force located in the same geographic region as the customers the plant serves. Board and
decking products are sold and managed centrally. Sales of home center board products are heavily dependent on national
home center chains. Idaho Timber’s sales are somewhat concentrated in regions where its facilities are located, with
the largest being North Carolina, 12%; Florida, 12%; New Mexico, 12%; and Texas, 11%.



Competition

Idaho Timber sells commodity products, and operates in an industry that is very competitive and currently suffering
from continuing lack of demand due to limited housing starts and remodeling activity compared to historical standards.
Idaho Timber competes against domestic and foreign sawmills and intermediate distributors for its dimension lumber
and decking products. In some cases, Idaho Timber competes on a limited basis with the same sawmills that are a
source of supply of low-grade dimension lumber. Idaho Timber also competes for raw material purchases needed for
its remanufactured dimension lumber and home center board products. A recent increase in off-shore demand for low-
grade lumber used in its remanufacturing facilities has further constrained available supply.

Government Regulation

Lumber and decking are identified at Idaho Timber facilities with a grade stamp that shows the grade, moisture content,
mill number, species and grading agency. All lumber is graded in compliance with the National Grading Rule for
Dimension Lumber, which is published by the U.S. Department of Commerce. Idaho Timber facilities are subject to
regular inspection by agencies approved by the American Lumber Standards Committee. Idaho Timber believes that
its procedure for grading lumber is highly accurate; however, Idaho Timber could be exposed to product liability claims
if it can be demonstrated its products are inappropriately rated.

Plastics Manufacturing

Business Description

Through Conwed Plastics, which was acquired in March 1985, the Company manufactures and markets lightweight
plastic netting used for a variety of purposes including, among other things, building and construction, erosion control,
packaging, agricultural, carpet padding, filtration and consumer products. These products are primarily used for
containment purposes, reinforcement of other products, packaging for produce and meats, various types of filtration
and erosion prevention. The net book value of the Company’s investment in Conwed Plastics was $71,106,000 at
December 31, 2012.

Certain products of Conwed Plastics are proprietary, protected by patents and/or trade secrets. The Company holds
patents on certain improvements to the basic manufacturing processes it uses and on applications thereof. The Company
believes that the expiration of these patents, individually or in the aggregate, is unlikely to have a significant effect on
its operations.

Sales and Marketing

Products are marketed both domestically and internationally, with approximately 21% of 2012 revenues generated by
customers from Europe, Latin America, Japan and Australia. Products are sold primarily through an employee sales
force, located in the U.S. and Europe. Conwed Plastics emphasizes development of new products and new applications
of existing products to grow its revenues. New product development focuses on market niches where proprietary
technology and expertise can lead to sustainable competitive economic advantages. Approximately half of Conwed
Plastics’ revenues are generated on a make to order basis. In addition, revenues have grown as a result of acquisitions,
including the purchase of the assets of a lightweight netting business for $25,232,000 in July 2012.

Competition

Conwed Plastics is subject to domestic and international competition, generally on the basis of price, service and
quality. Conwed Plastics has 2 to 4 competitors in most of its market segments but the size and type of its competition
varies by market segment. Additionally, certain products are dependent on cyclical industries, including the construction
industry. The cost of the principal raw material used in its products, polypropylene, has increased by approximately
38% over the last three years, a continuing trend that started in 2002. The price of polypropylene has historically
fluctuated with the price of oil and natural gas but growing economies in China and India have resulted in increased
demand for raw materials and raised prices globally.



GAMING ENTERTAINMENT

Business Description

Premier owns the Hard Rock Hotel & Casino Biloxi, located in Biloxi, Mississippi, which opened to the public on
June 30, 2007. Acquired in 2006, the Company owns all of Premier’s common units; including outstanding loans the
net book value of the Company’s investment in Premier was $219,586,000 at December 31, 2012.

The Hard Rock Hotel & Casino is located on a 10 acre site on the Mississippi Gulf Coast and has approximately 1,344
slot machines, 50 table games, four live poker tables, five restaurants (including a Hard Rock Café and Ruth’s Chris
Steakhouse), a full service spa, an outdoor pool and deck, retail space, an eleven-story hotel with 325 rooms and suites
and a Hard Rock Live! entertainment venue with a capacity of approximately 2,000 persons. In addition, Premier has
commenced construction of a 12-story, 154-room hotel tower on its property that is expected to cost approximately
$32,500,000 and scheduled to be completed by the end of 2013.

Premier’s marketing strategy is to position the resort as a full service gaming, boutique hotel and entertainment resort
catering to the Mississippi Gulf Coast marketplace and the southern region of the U.S. The Mississippi Gulf Coast
region is located along the Interstate 10 corridor and is within a ninety minute drive from the New Orleans metropolitan
area, Mobile, Alabama and the Florida panhandle. Premier’s primary means of marketing utilizes its database of
customers for direct mail campaigns and promotional giveaways designed to reward customers and generate loyalty
and repeat visits. In addition, Premier benefits from the “Hard Rock” brand name which appeals to a broad range of
customers.

The Hard Rock Biloxi’s casino is constructed over water on concrete pilings; however, the threat of hurricanes is a risk
to the facility. Premier’s current insurance policy provides up to $244,900,000 in coverage for damage to real and
personal property including business interruption coverage. The coverage is provided by a panel of U.S., Bermuda and
London based insurers and is comprised of a $50,000,000 primary layer and three excess layers. The coverage is
syndicated through several insurance carriers, each with an A.M. Best Rating of A- (Excellent) or better. Although the
insurance policy is an all risk policy, any loss resulting from a weather catastrophe occurrence, which is defined to
include damage caused by a named storm, is sublimited to $110,000,000 with a deductible of $5,000,000.

Competition

Premier faces significant competition primarily from eleven other gaming operations in the Mississippi Gulf Coast
gaming market and secondarily from gaming operations in Baton Rouge and New Orleans, Louisiana as well as from
a Native American casino in Atmore, Alabama. Other competition comes from gaming operations in Lake Charles,
Bossier City and Shreveport, Louisiana; Tunica and Philadelphia, Mississippi; Tampa and Hollywood, Florida and
other states. Such competition may increase if gaming operations grow in these markets or if legalized gaming expands
to nearby states. Many of Premier’s competitors are larger and have greater marketing and financial resources.

Government Regulation

The gaming industry in Mississippi is highly regulated. Premier, its ownership and management are subject to findings
of suitability reviews by the Mississippi Gaming Commission. In addition, the laws, rules and regulations of state and
local governments in Mississippi require Premier to hold various licenses, registrations and permits and to obtain
various approvals for a variety of matters. In order to continue operating, Premier must remain in compliance with all
laws, rules and regulations and pay gaming taxes on its gross gaming revenues. Failure to maintain such approvals or
obtain renewals when due, or failure to comply with new laws or regulations or changes to existing laws and regulations
would have an adverse effect on Premier’s business. Premier believes it is in compliance with all governmental rules
and regulations.
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DOMESTIC REAL ESTATE

At December 31, 2012, the Company’s net investment in the domestic real estate segment was $236,258,000. The real
estate operations include a mixture of commercial properties, residential land development projects and other
unimproved land. Certain of the Company’s real estate investments and the real estate carrying values as of December
31, 2012 include: a large scale mixed-use development project located in Panama City, Florida in the early stages of
development ($56,025,000); a substantially developed large scale mixed-use development project with various
residential, retail and commercial space located in Myrtle Beach, South Carolina ($31,622,000); approximately 73
acres of land used by Garcadia, the automobile dealership joint venture (856,185,000); approximately 76 acres of land
located on the island of Islesboro, Maine (approved for 13 residential waterfront lots) and 45 fully developed residential
lots on approximately 120 acres of land located in Rockport, Maine on Penobscot Bay, (844,737,000 in the aggregate);
and a 15 acre, unentitled air rights parcel above the train tracks behind Union Station in Washington, D.C. ($11,794,000).
None of these projects is secured by any indebtedness.

The Company owns approximately 31.4% of the outstanding common stock of HomeFed. In addition, as a result of a
1998 distribution to all of the Company’s shareholders, approximately 7.7% and 9.4% of HomeFed is owned by the
Company’s Chairman and President, respectively. HomeFed is currently engaged, directly and through subsidiaries, in
the investment in and development of residential real estate projects in California. The Company accounts for its
investment in HomeFed under the equity method of accounting. At December 31, 2012, its investment had a carrying
value of $49,384,000, which is included in investments in associated companies. HomeFed is a public company traded
on the NASD OTC Bulletin Board (Symbol: HOFD). Detailed financial and other information about HomeFed may
be found on its website (www.homefedcorporation.com).

Residential property sales volume, prices and new building starts have declined significantly in many U.S. markets,
including markets in which the Company has real estate projects. The slowdown in residential sales was exacerbated
by turmoil in the mortgage lending and credit markets, resulting in stricter lending standards and reduced liquidity for
prospective home buyers. The Company is not actively soliciting bids for developed and undeveloped lots in Maine,
and has deferred its development plans for certain other projects as well. The Company intends to wait for market
conditions to improve before marketing certain of its projects for sale.

The real estate development industry is subject to substantial environmental, building, construction, zoning and real
estate regulations that are imposed by various federal, state and local authorities. In order to develop its properties, the
Company must obtain the approval of numerous governmental agencies regarding such matters as permitted land uses,
density, the installation of utility services (such as water, sewer, gas, electric, telephone and cable television) and the
dedication of acreage for various community purposes. Furthermore, changes in prevailing local circumstances or
applicable laws may require additional approvals or modifications of approvals previously obtained. Delays in obtaining
required approvals and authorizations could adversely affect the profitability of the Company’s projects.

MEDICAL PRODUCT DEVELOPMENT

Business Description

At December 31, 2012, the Company owned approximately 97% of Sangart, a development stage biopharmaceutical
company principally engaged in developing medicines designed to enhance the oxygenation of oxygen deprived tissues
through targeted oxygen delivery. The Company has invested an aggregate of $261,648,000 in Sangart, principally to
help fund Sangart’s ongoing product development activities and overhead costs. Sangart became a consolidated subsidiary
in 2005; the net book value of the Company’s investment in Sangart was $21,896,000 at December 31, 2012.

In 2002, Sangart commenced human clinical trials of MP4OX, a solution of cell-free hemoglobin administered
intravenously to provide rapid oxygen delivery to ischemic (oxygen deprived) tissues. The basis for Sangart’s technology
is the result of more than 20 years of research in the understanding of how hemoglobin (the oxygen carrier in red blood
cells) functions outside of red blood cells in a cell-free environment and how it can be used in conjunction with normal
red blood cells to enhance oxygen delivery to organ tissue. MP4 products are made from purified human hemoglobin
that is extracted from fully screened and tested outdated human blood obtained from accredited blood centers, which
is then bound to polyethylene glycol molecules using Sangart’s proprietary processes. Sangart owns or exclusively
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licenses nineteen U.S. patents and has more than thirty applications pending worldwide covering product composition,
manufacturing or methods of use. Patents applicable to the MP4 technology do not begin to expire until 2017.

Sangart recently completed a Phase 2 clinical trial of MP4OX in 316 trauma patients. The study was conducted at more
than 50 hospitals in 15 countries. The primary efficacy goal of the study was not met, as the MP40OX treated group did
not show a statistically significant improvement in the number of patients discharged and alive after 28 days as compared
to the control group that received normal standard of care treatment. But clinically significant improvements were
observed in some other measures of efficacy and no significant safety concerns were identified. Sangart is now
evaluating plans for its next clinical trial of MP40OX in trauma patients. Sangart also recently completed a Phase 1b
clinical trial of its MP4CO product in sickle cell disease patients not currently in crisis. Study results are considered to
be successful and capable of supporting Sangart’s plans to conduct a Phase 2 clinical study involving sickle cell disease
patients in crisis. If this Phase 2 study was to be successful, Sangart would then have to conduct a Phase 3 clinical
study in sickle cell patients. Completing these studies will take several years at substantial cost and until they are
successfully completed, if ever, Sangart will not be able to request marketing approval and generate revenues from
sales in either the trauma or the sickle cell disease markets.

In addition to obtaining requisite regulatory approvals for the manufacture and sale of MP4 products, including approval
of a manufacturing facility which has yet to be built, Sangart would have to create sales, marketing and distribution
capabilities prior to any commercial launch, either directly or in partnership with a service provider. In recent years,
substantially all of the funding needed for MP4 development has come from the Company. Significant additional
funding will be needed prior to regulatory approval and commercial launch; the Company is not committed to provide
such funding and Sangart is currently exploring potential external sources of funding and support.

Any successful commercialization of MP4 products will depend on an adequate supply of raw materials, principally
human red blood cells and polyethylene glycol, at an acceptable quality, quantity and price. Sangart has contracted for
a supply of human red blood cells that is expected to be sufficient to produce MP4 at volumes needed for a commercial
launch; however, if the product is successful additional sources of red blood cells will be needed to support sales growth.
Commitments for quantities of polyethylene glycol to support a commercial launch have not yet been secured.

Government Regulation

As a product intended for medical use, clinical trials, marketing approval, manufacturing and distribution of MP4 is
highly regulated. An application for marketing approval may only be made after the safety and effectiveness of the
product has been demonstrated, including through human clinical trial data. In the U.S., the FDA regulates medical
products, including the category known as “biologics,” which includes MP4 products. The Federal Food, Drug and
Cosmetic Act and the Public Health Service Act govern the testing, manufacture, safety, effectiveness, labeling, storage,
record keeping, approval, advertising and promotion of MP4 products.

In Europe, each country has its own agency that regulates clinical trials. However, the Committee for Medicinal Products
for Human Use (“CHMP”), which is administered by the European Medicines Agency, is an EU-wide regulatory body.
Following completion of clinical trials, marketing approval can be granted either by a centralized application through
CHMP, or on a decentralized basis by one or more selected countries.

OTHER OPERATIONS

Wineries

Crimson is engaged in the production and sale of premium, ultra premium and luxury wines (i.e., wines that retail for
$10to $14, $14 to $25 and over $25 per 750ml bottle, respectively). Crimson is headquartered in Napa, California and
owns four wineries: Pine Ri