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Part |

When we refer to “we,” “us,” “our,” “the company't 6Plum Creek,” we mean Plum Creek Timber Compadng, and its consolidated
subsidiaries. References in Iltems 1 through 7 te®to Financial Statements refer to the Notek@édonsolidated Financial Statements of
Plum Creek Timber Company, Inc. included in Itemwf &is form.

ITEM 1. BUSINESS

Industry Overview
GENERAL

The timber industry provides raw material and cartisluesource management activities for the papf@est products industry, including
the planting, fertilizing, thinning, and harvestiofitrees and the marketing of logs. Logs are nmatkand sold either as sawlogs to lumber
other wood products manufacturers or as pulplogaitp and paper manufacturers or producers of mikstrand board (OSB). The timber
industry possesses several unique characteribtitglistinguish it from the broader paper and fiopesducts industry, which we believe
makes timber an attractive asset class, includiaddllowing:

Renewable Resource . Timber is a growing and renewable resource thiagn properly managed, increases in volume anc\asit grows
over time. Larger diameter trees command a highiee phan smaller trees because they may be cau/ethigher value end-use products
such as lumber and plywood.

Predictable and Improving Growth Rates. Predictable biological growth is an attractivetfea of timberland assets because it contributes
to predictable, long-term harvest planning. Theellgyment and application of intensive forest mansg@ practices continue to improve
biological growth rates.

Harvest Flexibility. Timberland owners have some flexibility to incrediseir harvests when prices are high and dectbageharvests when
prices are low, allowing timberland owners to mazigthe long-term value of their growing resouresd

Historical Price Appreciation. Due to growing demand combined with limitationssupply caused by, among other factors, environatent
restrictions and urban sprawl, prices for softwtother have exhibited a compound annual growthaspproximately 4% from 1982
through 2006.

SUPPLY AND DEMAND DYNAMICS

There are five primary end-markets for most oftthrder harvested in the United States: products is@ew housing construction; products
used in the repair and remodeling of existing hagisproducts for industrial uses; raw materialtfar manufacture of pulp and paper; and
for export.

Supply. Timber supply can fluctuate based upon a variéfaators. The supply of timber is limited, to somdent, by the availability of
timberlands. The availability of timberlands, inrtuis limited by several factors, including govexent restrictions relating to environmental
regulation and land use, alternate uses such azligre, and expansion of population centers. [ahge amounts of capital and length of i
required to create new timberlands also limits #m&upply.

Over the long-term, timber supply increases whedenoforestry techniques increase productivityiraberlands and when some marginal
agriculture lands revert to timberlands or are f@dras forests for conservation purposes. In cerégional markets, log supply can expand
when log imports increase relative to log exports.

Demand. The demand for timber is directly related to thelerlying demand for pulp and paper products, lumtenel and other wood
related products. The demand for pulp and pagdargely driven by general macroeconomic conditiagnsluding population growth, per-
capita income levels, and industry capacity. Thaaled for lumber and manufactured wood productféxi@d primarily by the level of new
residential construction activity and repair anchoeleling activity, which, in turn, is impacted blyanges in general economic and
demographic factors, including population, interasés for
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home mortgages and construction loans. The denmandnfited States timber is also impacted by thewartof pulp and paper products,
lumber, panel and other wood products that are itegddnto the United States. Significant factortedmining the volume of products shipy
into the United States by foreign producers areenay valuation shifts as well as tariffs and qsota

Our Business

We are the largest private timberland owner inUhéed States, with 8.2 million acres of timberlaridcated in 18 states. Our timberlands
well diversified, not only geographically, but alsp species mix and age distribution. Growth rasey depending on species, location, age
and forestry practices. We manage our timberland&® business segments: the Northern Resourceaedggconsisting of timberlands in
Maine, Michigan, Montana, New Hampshire, Oregonstifagton, West Virginia and Wisconsin; and the 8etrt Resources Segment,
consisting of timberlands in Alabama, ArkansasriBiln Georgia, Louisiana, Mississippi, North Camali Oklahoma, South Carolina and
Texas. In addition, our Other Segment includesnatiural resource businesses that focus on opptesinglating to mineral extraction,
natural gas production and communication and tramaton rights of way resulting from our extenspy®perty ownership. The Real Estate
Segment comprises our sales of higher and bettetimberlands and sales of non-strategic timbedasdme of which are sold through our
wholly-owned taxable REIT subsidiaries. Our ReabkesSegment includes development of certain ptiggeinternally and through joint
ventures, which is conducted through our wholly-edtaxable REIT subsidiaries.

Our Manufactured Products Segment, also condubteddgh our wholly-owned taxable REIT subsidiariasludes four lumber mills, two
plywood plants, two medium density fiberboard (“MDFacilities, and two lumber remanufacturing féteds. These facilities, strategically
located near our timberlands in Montana, conveys lm lumber, plywood and other wood products, @md/ert chips, sawdust and wood
shavings to MDF. The Manufactured Products Segmlsnthas established a network of natizide field inventory points where inventory
held for customers at either independent publicivauses or on consignment at customer distributorers.

OUR VALUE GROWTH STRATEGY

We seek to maximize the value of our assets bydséing trees or selling land only when they havgeaed optimal economic value. Our
value growth strategy is guided by specific opeatbjectives, including maximizing the value of eurrent timberlands through intensive
forest management and optimizing our resource tieagh acquisitions and divestitures, and praagi@nvironmentally responsible resot
stewardship. Our value growth strategy includedahliewing key elements:

Focus on Maximizing the Value of Our Resource Base Through Intensive Management of Our Timberlands. We view our core
timber resource base as a renewable asset withastibsinherent value. We seek to manage our titabds in a manner that optimizes the
balance among current cash flows, the biologicaivtin of our timber and prudent environmental manag®. Our management approach
employs advanced forest management practicesdinguhe use of a computerized timber inventoryesys thinning and fertilization, and
the development and use of genetically improved|gegs. Tree growth rates vary by region becausdiftérences in weather, climate and
soil conditions. Newly-planted seedlings take 2@@oyears to reach harvest maturity in the Southimited States, 45 to 60 years in the
Northwestern United States, 45 to 70 years in thgheastern United States and 70 to 90 yearsaméhtegions of the Western United Sta
depending on the desired product.

Pursue Acquisitions of High-Quality Timberlands. The United States timber market is highly fragredntVVe believe that there will
continue to be timberland acquisition opportunitiee to the desire among some paper and forestigrodmpanies to sell their timberland
assets and the difficulties faced by some smabéinand owners in efficiently managing their tinlbads. We believe we are well positioned
to compete for high-quality timberlands because:

e We are an attractive strategic partner for integtdbrest products companies seeking to sell tmberlands because we do not compete
with their pulp or paper manufacturing operationd ae are willing to enter into lo-term supply agreement
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* We can structure acquisitions on a tax-efficiersidéhrough the issuance of common stock, limitedrrship interests in our operating
partnership, or installment notes, giving selléws ability to defer some or all of the taxes othiseapayable upon a sa

» The geographic reach of our operations enhanceavearreness of new acquisition opportunities anckoawledge of environmental
concerns, market dynamics, timber productivity atiter factors important in valuing timberlands apeérations in each regio

«  Our reputation for prudent environmental managemeakes us attractive to sellers concerned withigoet environmentally
responsible forest management;

* We maintain a conservative capital structure, wipicdvides the flexibility to ensure ready accessapital.

Our disciplined acquisition strategy has allowedaisxpand and diversify our timberland holdingsweell as increase our cash flow. Since
1989, we have increased our timber holdings frofémdillion acres to approximately 8.2 million acesDecember 31, 2006. These
acquisitions have enhanced our operating flexjbditd reduced our exposure to regional timber nidhketuations. Our strategy is to
continue to make strategic acquisitions that aceedive to cash flow.

Realize the Value of Selected Properties Through Sale or Exchange. At the same time that we pursue timberland actjors, we
continually review our timberland portfolio to idéfg properties that are no longer strategic to lomg-term timberland operations or that n
have higher and better uses other than as commgndigerlands. We estimate that included in the pany’s approximately 8.2 million acres
of timberlands are about 1.7 million acres of higlred better use timberlands, which are expectée teold and/or developed over the ne»
years for residential, recreational or conservatiorposes. In addition, the company has approxignd0,000 acres of ni-strategic
timberlands, which are expected to be sold oventh five years. In the meantime, these timbedaahtinue to be used productively in our
business of growing and selling timber. Includethimi the 1.7 million acres of higher and better tisberlands are approximately 225,000
acres that will be developed by the company’s wholined taxable REIT subsidiaries. Properties dgped internally by the company will
generally be low-intensity development limited tataining entitlements and investing in infrastruetauch as roads and utilities. Larger and
more complicated projects, such as destinatiorri®aod master planned communities, will be dewveddaihrough joint venture arrangements
in which we are the minority partner and our imeshent is limited to selling and/or contributing bierlands and exercising certain protective
rights. Our real estate development business idumiad through our wholly-owned taxable REIT suiasids.

We may sell or exchange timberlands that have aiglironmental or other public values and reinvedimberlands that are more suitable
commercial timber management. In addition, we malyconservation easements that limit developmigihts, but ensure that the timberla
will be maintained as a working forest in perpgtui/e may also sell or exchange less strategicditahds to other forest products compa
or non-industrial investors.

Capture the Value of Non-timber Resources on Our Properties. As part of our resources business, we focus oizieglthe maximum
value potential of our extensive property ownershipluding opportunities relating to mineral extian. Our strategy involves forming
strategic alliances with industry specific leadergdentify and pursue such opportunities.

Practice Responsible Environmental Forestry. We believe that environmentally sound managemeattises contribute to our growth in
value by providing greater predictability in the mgement of our assets. We follow the principlethefSustainable Forestry Initiati¥e
program (“SFIM”) which are aimed at the sound management ofalinal resources, including soils, air, watershéskeries and wildlife
habitats. These principles are reflected in ouitaaplanning efforts, which have led to the impeatation of five major habitat conservation
agreements under which we manage approximatelsnilli®n acres of our timberlands. Our forestry firaes on all of our timberlands have
been independently audited and certified by PriteshauseCoopers LLP under the SEprogram. Our manufacturing practices follow a set
of internally developed environmental principleseSFederal and State Regulations” below.
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ACQUISITIONS AND DISPOSITIONS
The table below summarizes significant acquisitiang dispositions by Plum Creek (dollars in milbpn

2006 A 2005 B 2004 ©
Acquisitions
Purchase Price $
$ 11 50: $ 6!
Acres 98,00( 754,00( 78,00(
Dispositions
Acres 112,00t 232,001 377,001

AAcquired timberlands consist primarily of 88,000exclocated in Oregon. Dispositions included 57, 86@s located in the Northern
Resources Segment and 55,000 acres in the SolRkspurces Segme!

B Acquired timberlands primarily consist of 650,0@0es located in Northern Michigan, 52,000 acreatied in Arkansas, and 50,000 acres
located in Florida. Dispositions included 63,00€eadocated in the Northern Resources Segment @00 acres in the Southern
Resources Segmel

cAcquired timberlands are located primarily in Arkas and Maine. Dispositions included 310,000 doesged in the Northern Resources
Segment and 67,000 acres in the Southern Resobecgsent

Segment Information
Certain financial information for each businessmsent is included in Note 14 of the Notes to FinahStatements and is incorporated herein
by reference.

NORTHERN RESOURCES SEGMENT

As of December 31, 2006, the Northern Resourcem&sgencompassed 4.0 million acres of timberlanddaine, Michigan, Montana, New
Hampshire, Oregon, Washington, West Virginia andgadnsin, and contained an estimated 126 millios {d8 million cunits) of standing
timber. Consistent with industry practices in thertd, Plum Creek’s estimated inventory of standinther includes deductions for visible
and hidden defect. Furthermore, Plum Creek’s estichimventory includes volumes in environmentaéinstive areas, where we defer
harvest until conditions permit the removal of gr@athout adversely affecting the environment.

Logs harvested in the Northern Resources Segmersiodd predominately to domestic mills. Competifarhe domestic log market include
the United States Forest Service, the Bureau ofl lManagement, the Bureau of Indian Affairs, theighi Columbia Ministry of Forests, and
numerous private individuals, domestic and forergtustrial timberland owners, and state agenciestéal in the regions in which we oper.
In the Northern Resources Segment, domestic woddib@r consuming facilities tend to purchase raatenals within a 200-mile radius due
to transportation costs. Competitive factors withimarket area generally will include price, spgcigade, quality, proximity to wood
consuming facilities and the ability to consistgmtieet customer requirements. We compete basedamand on our reputation as a stable
and consistent supplier of well-merchandised, lyghlity logs.
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The Northern Resources Segment has several lodysagqeements. In general, the agreements reqsite supply a specified volume of
timber to certain manufacturing facilities in theSJand Canada. We had the following supply agreésria the Northern Resources Segment
as ofDecember 31, 2006

Company Product Type Price Expiration Date
Stimson Lumber Company Sawlogs Market Prices December 31, 2007
Roseburg Forest Products Sawlogs Market Prices December 31, 2007
Swanson Group, Inc. A Sawlogs Market Prices November 15, 2021
Sappi, Ltd. B Pulpwood Market Prices November 30, 2023
D&G Forest Products, Ltd. c Sawlogs Market Prices May 31, 2008

Escanaba Paper Company c Pulpwood Market Prices December 31, 2016

AMay be mutually extended for five years.
B May be extended for 15 years at the option of Sdpgdi
cMay be mutually extended for three years.

During 2006, approximately 26% of the timber hatedsn our Northern Resources Segment was soldipats$o a supply agreement. We
expect this percentage to be approximately 23%ndW2007. The volume commitments under these sugapigements may restrict our ability
to sell timberlands in certain areas within our tern Resources Segment.

SOUTHERN RESOURCES SEGMENT

As of December 31, 2006, the Southern Resources@agonsisted of 4.2 million acres of timberlafidsluding approximately 309,000
acres of leased land) located in the states ofaitay Arkansas, Florida, Georgia, Louisiana, MigsmsNorth Carolina, Oklahoma, South
Carolina and Texas, and contained an estimateanlién tons (44 million cunits) of standing timbeZonsistent with industry practices in
the South, Plum Creek’s estimated inventory ofditagntimber includes deductions for visible deféairthermore, Plum Creek’s estimated
inventory includes volume in environmentally semsitareas, where we defer harvest until conditimersnit the removal of trees without
adversely affecting the environment.

Logs in the Southern Resources Segment are stirdoparty mills producing a wide array of forg@sbducts, including manufacturers of
lumber, plywood, oriented strand board, and pulih gaper products. We compete with numerous priamateindustrial timberland owners as
well as federal and state agencies across the &outhnited States. Due to transportation costs,edticiwood and fiber consuming facilities
in the Southern Resources Segment tend to purchasmaterial within a 10@aile radius. Competitive factors within our South&esource
Segment include price, species, grade, qualityiprity to wood consuming facilities and the abilityconsistently meet customer
requirements. We compete based on our reputatiarstable and consistent supplier of well-merchsedt]ihigh-quality logs, and on price.

The Southern Resources Segment has several loly agrpements. In general, the agreements regsite supply a specific volume of
timber to certain manufacturing facilities in theSJWe had the following supply agreements in thetSern Resources Segment as of
December 31, 2006 :

Company Product Type Price Expiration Date
Georgia-Pacific A Sawlogs and Pulpwood Market Prices December 31, 2010
West Fraser (South), Inc. B Sawlogs Market Prices December 31, 2015
Graphic Packaging Corp. c Pulpwood Market Prices October 18, 2016

ASubject to an automatic 10-year renewal periodssndither party delivers a timely termination netic
B May be renewed for five-year periods upon mutualsemt of both parties.

cMay be extended up to an additional 10 years heejparty.
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During 2006, approximately 18% of the timber hatedsn our Southern Resources Segment was soldgnir a supply agreement. We
expect this percentage to be approximately the shmrirg 2007. The volume commitments under thepplguagreements may restrict our
ability to sell timberlands in certain areas witloir Southern Resources Segment.

REAL ESTATE SEGMENT

We estimate that included in our 8.2 million acsésimberlands are approximately 1.7 million acoésigher and better use timberlands and
about 400,000 acres of non-strategic timberlantie.Higher and better use timberlands are expegted sold over the next 15 years for
residential, recreational or conservation purpo$hs.non-strategic timberlands are expected toltbaver the next five years. Until the
properties are sold, they will continue to be ugemtluctively in our business of growing and selliimgber.

Included within the 1.7 million acres of higher ametter use timberlands are approximately 225,@06sathat may be developed by the
company. Projects developed internally by the camgpeill generally be low-intensity development ltend to activities associated with
obtaining entitlements and investing in infrastuiet such as roads and utilities. Larger and monepticated projects, such as destination
resorts and master planned communities, will beeldged through joint venture arrangements withileggathnd developers. Our real estate
development business is conducted through our ydoolined taxable REIT subsidiaries. We compete wittnerous sellers of entitled and
unentitled land in hundreds of local markets.

We have identified approximately 95,000 acres \&ittestimated 125 properties that we expect to dpvaternally over the next 15 years.
December 31, 2006, we had 13 internal developnreapepties, or approximately 3,600 acres entitled @m additional 32 properties, or
approximately 24,000 acres, in the planning pradeisged below is a summary of our entitled or deped properties as @fecember 31,
2006 :

Projegt Status Year Sale Acres Average
Location Selling
(County, State) Begin Total Acre! Sold” Price Per Acr
E NTITLED OR D EVELOPED P ROJECTS
Piscataquis, ME 200z 45(C 39t $ 16,38l
Lake, MT 200¢ 43€ 124 22,61:
Flathead, MT 200¢ 531 447 8,527
Flathead, MT 200¢ 932 89 6,85t
Lincoln, MT 2007 222 = =
Wayne, GA 200¢ 17 - -
Newton, GA 2007 39¢€ = =
Oconee, GA 2007 45¢ - -
Lamar, MS 200¢ 40z 37 11,21:
Oneida, Wi 200t 47 20 11,32¢
Langlade, WI 200¢ 611 9 4,591
Price, WI 200¢ 121 22 3,30(C
Adams, WI 2007 40 = =
4,66¢ 1,145
P ROJECTS E NTIRELY S OLD
Butts, GA 200¢ 30¢& 30¢E $ 4,32
Newton, GA 200¢ 41¢ 41: 12,34¢
Greene, GA 200¢ 354 354 15,75¢
Lake, MT 200¢ 14C 14C 6,20(
King, WA 200¢ 1,90¢ 1,90¢ 22,37
Wood, WI 200¢ 46¢ 46¢ 4,12°¢
3,58¢ 3,58¢

AAcres Sold represents sales since inception gbrtbject.

The company estimates that approximately 130,008sagill be developed through joint venture arrangets over the next 15 to 20 years
December 31, 2006, we have entered into six jentwe arrangements with land developers for three
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projects in northeast Florida, two in southeastr@i@o and one in South Carolina. The six joint veatarrangements cover approximately
26,000 acres. The actual developable acres wikdseand will depend upon numerous factors inclydaut not limited to, zoning restrictiol
wetlands, and governmental approvals. We expesttfwnt venture arrangements will each take friva to fifteen years to complete all
entitlement, development and sales activities. Weat expect significant revenues from these joamttures during 2007.

Listed below is a summary of our joint venture agements as ddecember 31, 2006 (dollars in millions):

Expecte:
Non-
Year of Contingen
Initial ’ Expected
Closing Total Purchase Participatiol
A B Phase ¢
Location (County, State) Acres (s) Price Timeline
Volusia, Florida 2007 7,08( 5 $ 16 until 2017
Alachua, Florida 200¢ 1,78t 4 $ 8 until 2015
St. John, Florida 200¢ 3,59( 5 $ 1t until 2020
Glynn, Georgia 2007 1,36( 3 $ 8 until 2015
Camden, Georgia 200¢ 10,10¢ 4 $ 16 until 2019
Berkeley, South Carolina 2007 2,03t 1 $ 8 until 2011

AYear land is expected to be sold to the joint vientlhis represents the year of initial transferpgimjects with multiple phases.
8 Actual development acreage will depend upon fipalraval(s).

cTotal proceeds for all phases in connection wite e&land to joint ventures. Does not include aogént consideration associated with
future lot sales

MANUFACTURED PRODUCTS SEGMENT

Lumber. We produce a diverse line of softwood lumber paisiuncluding common, select and edge-glued boatdds and finger-jointed
studs. Lumber products manufactured in our two Moatrandom-length board mills and remanufactur@egify in Idaho are targeted to
domestic lumber retailers, such as retail homeersribr use in repair and remodeling projects. Lenftom our two Montana studmills and
finger-joint stud remanufacturing plant are target® contractor distribution yards for use in hotoestruction. These lumber products are
also sold to stocking distributors who serve a widgety of end uses.

Competition in our lumber markets is based on paieg quality and, to a lesser extent, the abitityneet delivery requirements on a
consistent long-term basis and to provide speedl@istomer service. We compete in domestic lunmzekets with many United States,
Canadian and European producers. In the past favg y€anadian lumber producers have increasedpéeeétration into the United States
market due to their lower wood fiber costs. Contpmetifrom European lumber producers varies fronr yegear and is significantly impact
by changes in currency exchange rates and oceghtfrates. The lumber market is also subject mpetition from substitute products, such
as products made from engineered wood composites/dement composites, plastics and steel.

Our lumber and plywood mills produce residual webips, sawdust and planer shavings aptogucts of the conversion of logs into finis
products. The wood chips are sold to regional papdrpulp mills or used in our MDF facilities, whialso consume the sawdust and
shavings.

Plywood. Our two plywood plants in western Montana produightgrade softwood plywood that we sell primariflyd domestic
specialized industrial markets, including boatyeational vehicle, transportation and concrete fognapplications. Our plywood products
generally of higher quality than commodity constimre grade products and generally command highieepiin these specialty markets. W
some plywood products are sold directly to larghustrial customers, the majority is sold via stagkivholesale distributors. During 2006,
sold approximately 6% of our plywood in Canada. Seember” above for a discussion of residual wood chips.
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Competition within the plywood market is based paiity on price and quality and, to a lesser exttrg,ability to offer a full line of products
and meet delivery requirements on a consistengj-term basis. The domestic plywood market is chiarezed by numerous large and small
producers and is also subject to competition frointed strand board (OSB), a less expensive siralotvood panel used primarily in
commodity construction markets. Due to its low ¢@$B has now captured over 62% of the structuaabpmarket, and this percentage is
expected to increase over the next several yeaddisonal oriented strand board plants are lanikixisting facilities are expanded. This
trend has forced closure of marginal plywood cagamier the past several years. To improve opaygierformance, some commodity
plywood manufacturers have refocused their prodietard the specialty plywood market, resultingnicreased competition in the markets
we serve. Recently, competition from imported ScArherican plywood has also impacted the higgade sanded plywood market. We exj
to remain competitive due to our strong customeebaxtensive experience in industrial marketsplyupf superior quality timber, and
reputation for high-quality products.

Medium Density Fiberboard. Our MDF facilities in western Montana supplieshiguality MDF to a wide range of customers througho
North America. Some of the more common uses foMDF include furniture and cabinet components, @ecltural moldings, doors, sto
fixtures, core material for hardwood plywood, comaie wall paneling and substrate for laminate flng. Our MDF facilities have a
combined capacity of approximately 275 million féét basis. In 2006, both lines operated near full petida capability yielding a
combined output of approximately 265 million fééts basis. During 2006, we sold approximately 9% ando4%ur MDF in Canada and
Mexico, respectively.

Outside North America, the MDF industry has undesydramatic growth in terms of productive capaaitg demand for its products.
Manufacturers compete on a global scale on thes lodigirice, quality, service and the availabilifyspecialty products. Additionally, MDF is
a ready substitute for solid wood, hardboard anmdvaod plywood in specific applications. Competitio the North American MDF indust
has continued to intensify due to imports from Nésaland, Asia and South America. In addition, thetinuing shift of end product
production to offshore manufacturing, as has beem svith certain types of furniture from China andldings from South America,
continues to negatively impact the North AmericaDMindustry.

OTHER SEGMENT—NATURAL RESOURCES

We focus on realizing the maximum value potentfadur extensive property ownership, including ogpoities relating to mineral extractic
natural gas production and communication and tramafpon rights of way. This segment representvarge array of natural resource
products and markets subject to widely varying foand levels of competition. Our strategy involf@sning strategic alliances with indus
specific leaders to identify and pursue such opmities. We currently receive royalty revenue fritra extraction of oil, gas, and minerals
from some of our timberlands.

We continue to evaluate a wide variety of non-timfietural resource opportunities, and we expecbtdinue to negotiate royalty
arrangements, leases and joint ventures to caftermaximum value for all of our non-timber natuedource assets.

Timber Resource Management and Environmental Stewardship
RESOURCE MANAGEMENT

We view our timberlands as assets with substaintigrent value. We strive to manage them in an@wdcally prudent and environmentally
responsible manner to enhance their value. Wetseekhance value by improving the productivity of éorests, controlling harvesting cos
and sorting and merchandising logs to obtain thiginest value.

We use different management techniques in eachrafegions, employing a variety of the most cofgaive silvicultural methods available.
We expect timber growth rates on our timberlandsotatinue to improve over time as a result of geredvances in seedlings, intensive fa
management practices such as thinning and fettdizaand the increasing proportion of our timbeds that are converted from natural
forests to actively managed plantations. Technobogy forest management advances have increasethgies and shortened harvest
cycles. We believe our focus on intensive managémpractices will enhance forest productivity andrgase the value of our timberlands «
time.

Value can be enhanced on younger timber standaghrthinning operations. Value increases as trems gnd add wood volume. Thinning a
timber stand enables the healthier and potentiatlye valuable trees to grow more rapidly. As tigesv larger, they can be used in higher
value applications such as high-grade lumber, pbdyand furniture. We also
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consider the impact of forest management activigreproperties with potentially higher and betteesiother than long-term timber
production, and modify silviculture and harvestndaccordingly.

Intensive silvicultural applications, including thee of genetically improved seedlings, early amdhmtation applications of fertilizers and
chemicals to control plant competition, and pre-pwarcial thinning, will continue to enhance the gtiownd value of our timberlands. These
projects improve not only the growth of the forestst enhance the quality of the wood grown, redutgre harvesting costs, and shorten the
length of harvest rotations.

It is our policy to ensure that every acre hanastgromptly reforested. Based on the geograptiicciimatic conditions of the harvest site,
harvested areas may be regenerated naturally biyntemature trees to reseed the area. Natural ezgéon methods are used on a substantial
portion of our timberlands in the Northern ResoarBegment. In the Southern Resources Segmentastialy all reforestation is done by
planting.

Forests are subject to a number of natural hazerclading damage by fire, hurricanes, insects disdase. Severe weather conditions and
other natural disasters can also reduce the priodyaif timberlands and disrupt the harvesting aedivery of forest products. While damage
from natural causes is typically localized and wdoubrmally affect only a small portion of our timtzds at any one time, these hazards are
unpredictable and losses might not be so limités Jize and diversity of our timberlands, togethi#h our intensive forest management,
should help to minimize these risks. Consistenhhie practices of other large timber companiesgaaot maintain insurance against los
standing timber on our timberlands due to natuisdsters, but we do maintain insurance for losdrefady harvested logs due to fire and
other occurrences. During 2005, a loss of $2 nniliias recorded as a result of hurricane damage.

ENVIRONMENTAL STEWARDSHIP

We practice environmentally responsible resourceagament. We adhere to the philosophy that enviemtatly sound management
practices contribute to the company’s growth irueaby providing greater predictability in the maaamgpnt of its natural resource assets. We
follow the principles and objectives of the Susthile Forestry Initiativ@ program (“SFFM”), which sets forth a comprehensive approach to
responsible forest stewardship. Our forestry peaston all of our timberlands have been indepehdantited and certified by
PricewaterhouseCoopers LLP under the 8flrogram. The SFMprogram principles, which can be found on the camgfsawebsite at
www.plumcreek.comare designed to ensure that forest managemaregrated with the conservation of soil, air aratey resources,

wildlife and fish habitat, and aesthetics.

Consistent with these principles, we have actieglgaged in habitat conservation planning. The htbdf hundreds of species are protected
by several agreements, including numerous spestes las threatened or endangered under the Engang§pecies Act. These agreements,
which include Habitat Conservation Plans (“HCPsi)l @ther types of conservations agreements, diclas's:

Acres

Conservation Agreement Protects State(s) (Millions)
Central Cascades HCP 315 species Washington 0.1
Native Fish HCP 9 species of trout and salmon Montana 1.2
Red-Cockaded Woodpecker HCP Red-Cockaded Woodpecker Arkansas and Louisiana 0.2
Karner Blue Butterfly HCP Karner Blue Butterfly Wisconsin 0.1
Swan Valley Grizzly Bear Agreement Grizzly Bear Montana 0.1

Red-Cockaded Woodpecker Agreement A Red-Cockaded Woodpecker Arkansas and Louisiana 0.6

AWe completed negotiating an agreement in 2006 thigHJ.S. Fish and Wildlife Service pursuant to vihige will conserve additional
habitat for the red-cockaded woodpecker on othetigrs of our Southern ownership not covered byRed-Cockaded Woodpecker Habi
Conservation Plar
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Raw Materials

Our lumber and plywood facilities obtain approxislgttwo-thirds of their logs from our Montana tinmtzands. Our timberlands currently
supply high-quality logs and preferred timber spedb our lumber and plywood facilities, althougtufe harvest levels on our Montana
timberlands are expected to decline. Furthermarer, time the average log size and log quality iseeted to decline due to evolving harvest
and growth patterns.

Our lumber and plywood facilities have purchased aill continue to source stumpage and logs frotemal suppliers, including the United
States Forest Service, Bureau of Indian Affairgl state and private timberland owners. We expeittd@ase purchases of stumpage and
from external sources as harvest levels on our Muntimberlands decline. However, harvest levetmitharound Montana are also declin
and we may experience a shortage of logs in theduhe geographic area from which our lumber@pdood facilities obtain logs may
expand or contract from year to year as the coktgsf and value of manufactured products fluctudtes further discussion of other timber
supply issues, see “Federal and State Regulatlmisiv.) Our MDF facilities have a consistent supgighips, sawdust and wood shavings
from internal and external sources. However, asalt of declining harvest levels in and aroundMDF facilities, we have had to expand
the area in which we purchase chips. This hastesbii longer hauling distances and higher raw ri@dteosts. Both MDF and plywood use
large quantities of resins, which are procured feoraliable supplier. Our two lumber remanufactgtiacilities (the Montana finggoint stud
plant and the Idaho pine board plant) obtain aBOd#50% and 10-20%, respectively, of their lumbev maaterials from Plum Creek sawmills,
with the remainder being procured from third-pastppliers.

Competition

Markets for manufactured forest products are higllypetitive in terms of price and quality. Someof manufactured forest products
competitors have substantially greater financial aperating resources. In addition, wood produdssabject to increasing competition from
a variety of substitutes, including non-wood andieeered wood products as well as import compaetifiom other worldwide suppliers. We
believe we can compete effectively because of stamsive private timber inventory, our reputation €énvironmentally responsible forestry,
which has positioned us to meet regulatory chalsran a cost-effective basis, our reputation aspamdable, long-term supplier of quality
products, our innovative approach to providing higfality, value-added products to various retadl ardustrial niche markets and the
integration of our timberlands with efficient maaafuring processes.

Seasonal Effects

Log sales volumes from our Northern Resources Segare typically at their lowest point in the sedajuarter of each year when warming
weather thaws and softens roadbeds, thus restriatiness to logging sites. Log sales volumes franSouthern Resources Segment are
generally at their lowest point during the firsagier of each year, as winter rains limit operagion

Demand for manufactured products is generally ldwéhe winter quarter when activity in construatimarkets is slower, and higher in the
spring, summer and fall quarters when construdgtioreases. Working capital varies with seasonatdiations.

Federal and State Regulations
GENERAL ENVIRONMENTAL REGULATION

Our operations are subject to federal, state aral knvironmental laws and regulations, includiengsd relating to water, air, solid waste and
hazardous substances and the requirements of treedf©ccupational Safety and Health Act and comadparstate statutes relating to the
health and safety of our employees. Although weebelthat we are in material compliance with thespiirements, there can be no assuri
that we will not incur significant costs, civil ardminal penalties, and liabilities, including 8erelating to claims for damages to property or
natural resources, resulting from our operations.iaintain environmental and safety compliance ianog and conduct regular internal and
independent third-party audits of our facilitieglaimberlands to monitor compliance with these land regulations.
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ENDANGERED SPECIES

The Endangered Species Act protects species thaeshteith possible extinction. A number of specraigenous to our timberlands have
been listed as threatened or endangered or havepbegosed for one or the other status under thieuigrered Species Act. As a result, our
activities in or adjacent to the habitat of thegsectes may be subject to restrictions on the héngsf timber, reforestation activities and the
construction and use of roads.

We have received incidental take permits and simailaghorizations pursuant to our Habitat Conseovaltlans and other conservation
agreements (detailed in “Environmental Stewardshhmive) from the U.S. Fish and Wildlife Serviceddrom National Marine Fisheries
Service, in the case of anadromous species) thiatahcover our forest management on 1.6 milliorea in the Northern Resources Segment
and 0.9 million acres in the Southern Resourcesngay As required by the Endangered Species Acprepared Habitat Conservation Pl
that will govern our management activities on fheerlands covered by the plans in these regionggltheir respective terms. The Habitat
Conservation Plans require us to maintain certairlk of wildlife and fish habitat, and to take rarous other mitigation measures, including
the protection of riparian areas. With the impletation of these mitigation measures, we are authdrio conduct forestry practices that are
consistent with the conservation plans, even thdahgi may have an adverse impact on the listedespeovered by the plans.

During 2006, we completed negotiating an agreemwithtthe Fish and Wildlife Service to address thespnce of red-cockaded woodpeckers
located on or near some of our Southern propestiegh are listed as endangered under the Endash@grecies Act. Under the agreement,
which covers approximately 0.6 million acres outsid our Red=ockaded Woodpecker Habitat Conservation Plan,ave lagreed to reloc:i
red-cockaded woodpeckers and to actively managiahaba designated conservation area, signiflgantreasing long-term population
survival. In exchange, we have gained increasedbilgy to manage our surrounding timberlands éommercial timber production.

Although the Habitat Conservation Plans and otbeservation agreements have been implemented arfdrastioning as expected, there |

be no assurance that they will remain in forceestifficient to protect us against subsequent cdatgthe Endangered Species Act. Nor can
there be any assurance that the Habitat Consemftams and the conservation agreements, indiiidaatollectively, will be sufficient to
protect us against the listing of additional spgcter against changes to other applicable lawgegulations. Any of these changes could
materially and adversely affect our operations.

CLEAN WATER

The Clean Water Act and comparable state laws]aigns and best management practices programsgbwater quality. As a result, our
resource management activities adjacent to rivetissireams as well as the point source dischargesdur manufacturing facilities are
subject to strict regulation. Most silviculturaltiaéties are defined by regulation to be “non-pasources” and thus do not require federal
permits from the Environmental Protection Agenayt, tather are subject to state regulation andmesiagement practices programs. Recent
litigation in numerous courts, however, has chaéhthis silvicultural exemption under the Cleant®v#ct. Accordingly, there can be no
assurance that our forest management activitidsiafilbe subject to increased regulation undeCiean Water Act in the future.

At this time, we believe that federal and statesland regulations related to the protection of rgdeed species and clean water will not r
a material adverse effect on our financial positi@sults of operations or liquidity. We anticipatewever, that increasingly strict laws and
regulations relating to the environment, naturabreces and forestry operations, as well as inetesscial concern over environmental
issues, may result in additional restrictions oteasling to increased costs, additional capitakegiitures and reduced operating flexibility.
We believe that our experience provides us a v&atbmpetitive advantage in managing environmeisias.

In connection with the October 6, 2001 merger wWitle Timber Company, Plum Creek agreed to indenfadprgia-Pacific for substantially
all of the liabilities attributed to The Timber Cpany. During 2003, Georgia-Pacific provided Pluneék with information about the
existence of mine tailings and approximately 41ban gallons of acidic surface water on approxieta90 acres in Hot Spring County,
Arkansas, on former Georgia-Pacific propertiesitBanining and related activities were conductedhansite between 1939 and 1981 in part
by lessees of an entity that was acquired by Gadpgcific. The site is currently being investigad®d no remediation plan has yet been
approved. No amounts have been accrued for thenpat liability. Furthermore, to the extent Plume€k is required to indemnify Georgia-
Pacific for its
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share of the remediation costs, Plum Creek maypleeta recover a portion of its cost from Georgaeific’'s insurance policy, or indemnity
obligations of the various lessees that conductieihig operations on the property, or both.

TIMBERLANDS

Our forest practices are and will in the futureshibject to specialized statutes and regulatiotisarstates where we operate. Many of these
states have enacted laws that regulate forestmatipes, such as growing, harvesting and processitigities on timberlands. Among other
requirements, these laws impose some reforestakitigations on the owners of timberlands. Sevagiks require prior notification before
beginning harvesting activities. A number of statgiire a regulatory review taking from 15 to ¥l or more prior to harvesting,
depending upon the environmental and other seit&s\wf the proposed activity. Other state lawd segulations control the following
activities: slash burning and harvesting during fiazard periods; activities that affect water sesror are in proximity to inland shorelines;
and activities that affect water quality, and sareding and road construction activities.

Encumbrances

Under the terms of our debt agreements, we haweedgrot to pledge, assign or transfer timberlaexisept under limited circumstances. The
holders of our $13 million face value 11.125% Fivsirtgage Notes due 2007 have a first mortgagedrea significant portion of our lumb
plywood and MDF facilities.

The title to our timberlands does not always ineltitk related hard rock mineral interests or ail gas rights. Title to the timberlands is
subject to presently existing easements, rightgagf, flowage and flooding rights, servitudes, hogtand other leases, licenses and permits,
none of which materially adversely affect the vadfi¢he timberlands or materially restrict the hesmting of timber or other operations.

Employees

We currently have approximately 800 salaried a2@@ nhon-union hourly employees. We believe thatesaployee relations are good. Our
wage scale and benefits are generally competititle ather forest products companies. The plantingeedlings and the harvesting and
delivery of logs are conducted by independent eatdrs who are not our employees.

Certain Corporate Governance and Other Available Information

The company maintains a code of ethics entitledPthen Creek Code of Conducivhich applies to each director and to all of tbenpany’s
employees including the principal executive offidée principal financial officer and the princigadcounting officer. In addition, each
committee of the company’s board of directors igegned by a charter. THlum Creek Code of Conduand the governing charters of the
Audit, Compensation, and Corporate Governance andibating committees, along with the company’s @oape Governance Guidelines,
can be found in the “Corporate Governance” seaticthe company’s website accessible to the pubhlevav.plumcreek.conT.o find this
section, click on the “Investors” link and then ti@orporate Governance” link. The company will pagy amendments to, or waivers from,
its Code of Condudto the extent applicable to any director or anyhef company’s executive officers, including thagipal executive
officer, principal financial officer or principakaounting officer) at this location on its website addition to these documents, the company’s
annual report on Form 10-K, quarterly reports omi@0-Q, current reports on Form 8-K and reportsceoning transactions in the
company'’s stock by directors and certain officdrhe company, and any amendments to those reparisalso be found on our website by
first clicking the “Investors” link, then the “Eaings/Financial Publications” link and finally th&€EC Filings” link. Copies of any of these
documents may be obtained free of charge throughwvebsite or by contacting the company’s InvestelaRons Department at 999 Third
Avenue, Suite 4300, Seattle, Washington 98104yaralling (206) 467-3600.

Stock Exchange Listing Compliance and SEC Certifications

On May 12, 2006, Rick R. Holley, as President ahteCExecutive Officer of the company, submittedusangualified certification to the New
York Stock Exchange stating that, as of that da¢eyas not aware of any violation by the companthefNew York Stock Exchange
Corporate Governance Listing Standards. Additignalie company has filed with the Securities andiaxge Commission the Chief
Executive Officer and Chief Financial Officer cédations required by Sections 302 and 906 of thko&nes-Oxley Act of 2002, as amended.
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ITEM 1A. RISK FACTORS

Business and Operating Risks
THE CYCLICAL NATURE OF OUR BUSINESS COULD ADVERSELY AFFECT OUR RESULTS OF OPERATIONS

Our results of operations are affected by the cgtiature of the forest products industry. Histalrprices for logs and manufactured wood
products have been volatile, and we, like othetiggpants in the forest products industry, haveitia direct influence over the time and
extent of price changes for logs and wood produdis.demand for logs and wood products is affeptedarily by the level of new
residential construction activity and, to a lessdent, repair and remodeling activity and othelustrial uses. The demand for logs is also
affected by the demand for wood chips in the pulg paper markets. These activities are, in turbjesti to fluctuations due to, among other
factors:

» changes in domestic and international economicitond;
* interest rates

e population growth and changing demographics;

« seasonal weather cycles (e.g., dry summers, weersin

Decreases in the level of residential construcdictivity generally reduce demand for logs and wpamtlucts. This results in lower revenues,
profits and cash flows. In addition, industry-widereases in the supply of logs and wood produgtig favorable price environments can
also lead to downward pressure on prices. Timbereosvgenerally increase production volumes for log$ wood products during favorable
price environments. Such increased production, kewasvhen coupled with even modest declines in dehfiar these products in general,
could lead to oversupply and lower prices.

Our results of operations may also be subjectdbajleconomic changes as global supplies of wdmet ghift in response to changing
economic conditions. Changes in global economiditimms that could affect our results of operatiordude, but are not limited to, new
timber supply sources and changes in currency egeheates, foreign and domestic interest rated@eiyn and domestic trade policies.

In addition, changes in our ability to sell or eanlge non-strategic timberlands and timberland ptsethat have higher and better uses at
attractive prices, or changes that adversely affacibility to execute on certain real estate igraent activities conducted through our
wholly-owned taxable REIT subsidiaries, could hawggnificant effect on our results of operations.

The following factors, among others, may adversdigct the timing and amount of our income generateour land sales or our real estate
development activities:

e general economic condition

« availability of funding for governmental agencidsyelopers, conservation organizations, individaald others to purchase our
timberlands for conservation, recreation, residgmti other purpose

» local real estate market conditions, such as opgiglof, or reduced demand for, properties shatfirggsame or similar characteristics as
those in our portfolio

» competition from other sellers of land and reahtstleveloper:

» weather conditions or natural disasters havingdueige effect on our propertie

« relative illiquidity of real estate investmen

e changes in interest rate

« impact of federal, state and local land use andrenmental protection law:

« changes in laws, regulations or the regulatoryremvnent affecting tax, real estate and zoning

» our ability to obtain all land use entitlements atlder permits necessary for our development aietss
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THE FOREST PRODUCTS INDUSTRY IS HIGHLY COMPETITIVE

The forest products industry is highly competitimgerms of price and quality. Wood products argject to increasing competition from a
variety of substitute products, including non-waodl engineered wood products. For example, plywoarkets are subject to competition
from oriented strand board, and U.S. lumber andiagkets are subject to competition from other dwitie suppliers.

Historically, Canada has been a significant soofdamber for the U.S. market, particularly in thew home construction market. A trade
agreement concerning lumber imports between the ah@& Canada expired in March 2001. Soon thereafterS. industry coalition, of whi
Plum Creek is a member, submitted anti-dumpingcnohtervailing duty petitions to the Internatioiahde Commission and the U.S.
Department of Commerce alleging that Canadian luraekports to the U.S. were unfairly subsidized #rad lumber from Canada was being
dumped into the U.S. market. In response to thetiggns, the U.S. Department of Commerce impos#t bountervailing and anti-dumping
duties. Canada appealed the imposition of thesegiat both NAFTA and the WTO.

On October 13, 2006, a definitive agreement wasesligestablishing a system of tiered taxes andAoinve restrictions which will be in effect
for a period of seven years. Notwithstanding tlgmisig of a definitive agreement between the U.8.@anadian governments, there can kt
assurance that the agreement will effectively eredfair trade environment. Therefore, downwaragguee on domestic timber and lumber
prices caused by Canadian imports could contintecoease.

OUR CASH DIVIDENDS ARE NOT GUARANTEED AND MAY FLUCTUATE

We have elected to be taxed as a REIT under sedi®®-860 of the United States Internal Revenuee@bd 986, as amended. Generally,
REITs are required to distribute 90% of their tdgabcome. However, REITs are required to distébomly their ordinary taxable income ¢
not their net capital gains income. Accordingly, @enot believe that we are required to distributgerial amounts of cash given that
substantially all our taxable income is treatedastal gains income. To the extent capital gaiesie is not distributed to shareholders, a
REIT would be subject to a 35% federal corporateine tax and applicable state income taxes onrttistiibuted capital gain income. In
addition, the shareholders would be required tontetheir share of the retained capital gains ine@n their respective income tax returns,
would receive a refundable tax credit for theirrshaf the tax paid at the corporate level.

Our Board of Directors, in its sole discretion,atetines the amount of the quarterly dividends (idirig the determination of whether to
retain net capital gains income) to be provideduostockholders based on consideration of a numidictors including, but not limited to,
our results of operations, cash flow and capitqlirements, economic conditions, tax consideratibosrowing capacity and other factors,
including debt covenant restrictions that may inglimitations on cash payments, future acquisitiamd divestitures, harvest levels, changes
in the price and demand for our products and génmmeket demand for timberlands including thosebtimiand properties that have higher
and better uses. Consequently, our dividend lewelg fluctuate.

WE MAY BE UNSUCCESSFUL IN CARRYING OUT OUR ACQUISITION STRATEGY

We intend to pursue acquisitions of strategic tirtarel properties. As with any investment, our faetacquisitions, if any, may not perform in
accordance with our expectations. In addition, wicgate financing such acquisitions through cism operations, borrowings under our
unsecured credit facilities, proceeds from equitgebt offerings (including offerings of limited ghaership units by our operating partners|
or proceeds from asset dispositions, or any contibim¢ghereof. Our inability to finance future acsjtibns on favorable terms or the failure of
any acquisitions to conform to our expectationsi@¢@dversely affect our results of operations.

WE DEPEND ON EXTERNAL SOURCES OF CAPITAL FOR FUTURE GROWTH

Our ability to finance growth is dependent to angigant degree on external sources of capital. &hility to access such capital on favorable
terms could be hampered by a number of factorsyradwhich are outside of our control, includindttvout limitation, a decline in general
market conditions, increases in interest ratesjrdavorable market perception of our growth potdnt decrease in our current or estimated
future earnings or a decrease in the market pfioeilocommon
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stock. In addition, our ability to access additiorepital may also be limited by the terms of oxiseng indebtedness, which, among other
things, restricts our incurrence of debt and theygnt of dividends. Any of these factors, indivithgar in combination, could prevent us
from being able to obtain the capital we requirdeyrms that are acceptable to us, and the faituobtain necessary capital could materially
adversely affect our future growth.

OUR ABILITY TO HARVEST TIMBER MAY BE SUBJECT TO LIMITATIONS WHICH COULD ADVERSELY AFFECT OUR
OPERATIONS

Weather conditions, timber growth cycles, accangdtions, availability of contract loggers, andu&tory requirements associated with the
protection of wildlife and water resources mayniesharvesting of timberlands as may other factimsluding damage by fire, insect
infestation, disease, prolonged drought and otherral disasters. Although damage from such natanases usually is localized and affects
only a limited percentage of the timber, there lbamo assurance that any damage affecting our tiameks will in fact be so limited. As is
common in the forest products industry, we do naimain insurance coverage with respect to damagenrttimberlands.

Our revenues, net income and cash flow from ouraijfmns are dependent to a significant extent erptiicing of our products and our
continued ability to harvest timber at adequatelevn addition, the terms of our long-term defpte@ments limit our ability to fund
dividends to stockholders by accelerating the hatreésignificant amounts of timber.

OUR TIMBERLANDS AND MANUFACTURING FACILITIES ARE SUBJECT TO FEDERAL AND STATE ENVIRONMENTAL
REGULATIONS

We are subject to regulation under, among othes |éhe Clean Air Act, the Clean Water Act, the Rese Conservation and Recovery Act,
the Comprehensive Environmental Response Compensatid Liability Act of 1980, the National Enviroental Policy Act, and the
Endangered Species Act, as well as comparablelataseand regulations. Violations of various statytand regulatory programs that apply
to our operations could result in civil penaltissnediation expenses, potential injunctions, caaskdesist orders and criminal penalties.

We engage in the following activities that are sgbjo regulation:

» forestry activities, including harvesting, plantiagd road building, use and maintenat
» the generation of air emissior

» the discharge of industrial wastewater and storteryand

» the generation and disposal of both hazardous an-hazardous waste

Laws and regulations protecting the environmenttgenerally become more stringent in recent yaadauld become more stringent in the
future. Some environmental statutes impose stabtlity, rendering a person liable for environmardamage without regard to the person’s
negligence or fault. These laws or future legiskatr administrative or judicial action with respaxprotection of the environment may
adversely affect our business.

The Endangered Species Act and comparable staseplatect species threatened with possible extincth number of species on our
timberlands have been and in the future may beeptetl under these laws. Protection of threatend&adangered species may include
restrictions on timber harvesting, road buildingl ather forest practices on private, federal antedaind containing the affected species.

Stock Ownership
PROVISIONS IN OUR CERTIFICATE OF INCORPORATION AND DELAWARE LAW MAY PREVENT A CHANGE IN CONTROL

Some provisions of our certificate of incorporatioay discourage a third party from seeking to gaintrol of us. For example, the owners
limitations described in our certificate of incorption could have the effect of delaying, deferrioglimiting a change of control in which
holders of our common stock might receive a premfiaintheir shares over the then prevailing marké&tep The following is a summary of
provisions of our certificate of incorporation thmaay have this effect.
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Ownership Limit. In order for us to maintain our qualification aRBIT, not more than 50% of the value of our outdiag shares of capital
stock may be owned, directly or indirectly, by fieefewer individuals, as defined in the Internav@nue Code. For the purpose of preser
our REIT qualification, our certificate of incorgion prohibits ownership, either directly or unttee applicable attribution rules of the
Internal Revenue Code, of more than 5% of the tasfsihe total number of shares of our common stmdistanding or the value of the
outstanding shares of our common stock by any ktdkr other than by some designated persons atpdsdus or as set forth in our
certificate of incorporation (the “Ownership Limit'The Ownership Limit may have the effect of dis@ging an acquisition of control of us
without the approval of our Board of Directors.

The Ownership Limit in our certificate of incorptiom also restricts the transfer of our commonlstéor example, any transfer of our equity
is null and void if the transfer would:

e resultin any person owning, directly or indireciiyuity in excess of the Ownership Lin

» resultin our equity being owned, directly or ireditly, by fewer than 100 persotr

* resultin us bein“closely hel” (as defined in the Internal Revenue Col

» resultin us failing to qualify as“domestically controlled RE" (as defined in the Internal Revenue Code’
» otherwise cause us to fail to qualify as a RE

Preferred Stock. Our certificate of incorporation authorizes our Bbaf Directors to issue up to 75 million sharepadferred stock. Upon
issuance, our Board of Directors will establish pneferences and rights for this preferred stotlese preferences and rights may include the
right to elect additional directors. The issuantpreferred stock could have the effect of delayongreventing a change in control of us even
if a change in control were in our stockholdersstiiaterests.

Section 203 of the Delaware General Corporation Law. Section 203 of the Delaware General Corporation banerally prohibits us fro
engaging in business transactions with a persamtity that owns 15% or more of our voting stockderiod of three years following the
time such person or entity became an “interesteecklblder” unless, prior to such time, our Boardakctors approved either the business
combination or the transaction which resulted ichsperson or entity becoming an interested stoddrolA business transaction may include
mergers, asset sales and other transactions nesintfinancial benefit to the person or entityttbans 15% or more of our voting stock.

Tax Risks

IF WE FAIL TO QUALIFY AS A REIT, WE WOULD BE SUBJECT TO TAX AT CORPORATE RATES AND WOULD NOT BE
ABLE TO DEDUCT DIVIDENDS TO STOCKHOLDERS WHEN COMPUTING OUR TAXABLE INCOME

If in any taxable year we fail to qualify as a REIT
» we would be subject to federal and state incomeitaaur taxable income at regular corporate r:
» we would not be allowed to deduct dividends to ldhatders in computing our taxable income; i

» unless we were entitled to relief under the InteRevenue Code, we would also be disqualified ftozatment as a REIT for the four
taxable years following the year during which wstlgualification.

If we fail to qualify as a REIT, we might need torbow funds or liquidate some investments in otdgray the additional tax liability.
Accordingly, funds available for investment or dighds to our stockholders would be reduced for ehtine years involved.

Qualification as a REIT involves the applicationhidhly technical and complex provisions of theehnial Revenue Code to our operations
and the determination of various factual mattes @rcumstances not entirely within our controleféare only limited judicial or
administrative interpretations of these provisiohishough we operate in a manner consistent withREIT qualification rules, we cannot
assure you that we are or will remain so qualified.

In addition, federal and state tax laws are cotigtaimder review by persons involved in the lediska process, the Internal Revenue Service,
the United States Department of the Treasury, tatd taxing authorities. Changes to the tax lawdou
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adversely affect our stockholders. We cannot ptedith certainty whether, when, in what forms, dthwwhat effective dates, the tax laws
applicable to us or our stockholders may be changed

IF WE FAILED TO DISTRIBUTE THE EARNINGS AND PROFITS OF THE TIMBER COMPANY, WE WOULD BE SUBJECT TO
ADVERSE TAX CONSEQUENCES

In connection with The Timber Company’s Octobe2®)1, merger with Plum Creek, we were requiredanuary 31, 2002, to distribute the
earnings and profits acquired from the six entitieg comprised The Timber Company. We believettiatccelerated payment of our fourth
quarter dividend for 2001, which we paid on Decentt#; 2001, was sufficient to distribute these #rym and profits. If we failed to

distribute an amount equal to these earnings asfitqrwe might be subject to adverse tax consecperiWe expect that, even if the earnings
and profits were subsequently adjusted upward éyrtternal Revenue Service, the amount we disgibeikceeded such earnings and profits.
Nevertheless, such an adjustment may give riseetniposition of the 4% excise tax on the excessrire required to be distributed over
amounts treated as distributed after applicatiomefearnings and profits rule.

CERTAIN OF OUR BUSINESS ACTIVITIES ARE POTENTIALLY SUBJECT TO PROHIBITED TRANSACTIONS TAX OR
CORPORATE-LEVEL INCOME TAX

Under the Internal Revenue Code, REITs must gegasafjage in the ownership and management of inqmoducing real estate. For Plum
Creek, this generally includes owning and managitighnberland portfolio for the production and salestanding timber. Accordingly, the
manufacture and sale by us of wood products, theskting and sale of logs, and the developmentarsa@de of certain timberlands are
conducted through one or more of our wholly-owreedible REIT subsidiaries (“TRSs”) because suclvities could generate nagualifying
REIT income and could constitute “prohibited trastgmns.” Prohibited transactions are defined byltiternal Revenue Code to be sales or
other dispositions of property to customers indhginary course of a trade or business. By condgaiiur business in this manner we believe
that we satisfy the REIT requirements of the InaéRevenue Code and are not subject to the 100%h&hxould be imposed if a REIT were
to conduct a prohibited transaction. We may notgbwbe successful, however, in limiting such atitisito our TRSs. Therefore, we could be
subject to the 100% prohibited transactions tauch instances were to occur. The net income oTBS8s is subject to corporate-level
income tax.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

We believe that our timberlands and manufacturawijifies are suitable and adequate for currentaifms. The manufacturing facilities are
owned and are maintained through on-going capitastments, regular maintenance and equipment degrd he majority of the
manufacturing facilities are modern facilities. gy 2006, our lumber, plywood and MDF manufacturiaglities produced at planned
capacity levels and there were no significant foftees at the facilities at any time during the y&ee Item 1. “Business” for discussion of the
location and description of properties and encumtza related to properties.

ITEM 3. LEGAL PROCEEDINGS

There is no individual pending or threatened litig@ involving the company that we believe would/d@a material adverse effect on the
company'’s financial position, results of operationdiquidity. However, see Note 13 of the Noted-tonancial Statements.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

Executive Officers of the Registrant
Executive officers are elected annually at the fitsarterly meeting of the Board of Directors faliag the annual meeting of stockholders.

Name Age Office P Officer Sinc
Rick R. Holley A 55 President and Chief Executive Officer 198¢
Leonard A. Kosar B 44 Executive Vice President 200¢
Thomas M. Lindquist c 46 Executive Vice President 2001
James A. Kilberg P 51 Senior Vice President, Real Estate & Land Management 200¢
James A. Kraft E 51 Senior Vice President, General Counsel and Secretary 198¢
David W. Lambert F 46 Senior Vice President and Chief Financial Officer 200z
Larry D. Neilson © 47 Senior Vice President, Planning and Business Development 200z
David A. Brown H 52 Vice President, Chief Accounting Officer 200z
Barbara L. Crowe ! 55 Vice President, Human Resources 1997
Joan K. Fitzmaurice J 49 Vice President, Audit and Financial Services 200z
Russell S. Hagen X 41 Vice President, Real Estate 200¢
Robert J. Olszewski - 51 Vice President, Environmental Affairs 2001
Thomas M. Reed M 58 Vice President, Southern Resources 200:
Henry K. Ricklefs N 57 Vice President, Manufactured Products 2002
Laura B. Smith © 39 Vice President and Treasurer 200¢

AServed since January 1994 as President and Chéeluixe Officer. Mr. Holley was Vice President ablief Financial Officer from April
1989 to December 199

B Served since April 2006 as Executive Vice Presideribr to joining Plum Creek, Mr. Kosar servednany positions with General Electric
over a 22 year period beginning in 1984. His posgiincluded serving as president and chief exezuwfificer of Storage USA and general
manager of G’s appliance cooking products business. Most regeml served as president of GE Plastics Pacifghianghai

cServed since December 2001 as Executive Vice Rmsid

b Served since April 2006 as Senior Vice Presideagl Estate & Land Management. Mr. Kilberg previgusdrved as Vice President, Land
Management from January 2003 to March 2006. Poigmihing Plum Creek, Mr. Kilberg served as a pifia¢ at Trammell Crow Company
where he was a senior executive in the companyiend retail practice from 1997 to 2000 and serasdanaging Director of Global
Services Business from 2001 to December 2

E Served since January 2002 as Senior Vice Presi@eniral Counsel and Secretary. Mr. Kraft was VAoesident, General Counsel and
Secretary from April 1996 to January 2002, Vicesitent, Law from January 1994 to April 1996 andeé/Rresident, Law and Corporate
Affairs from April 1989 to December 199

F Served since August 2006 as Senior Vice PresidehChief Financial Officer. From January 2006 togast 2006, Mr. Lambert served as
Vice President, Business Development. Mr. Lambed Wice President, Treasurer from January 2003riaary 2006, Director of Plannir
Treasurer from June 1998 to January 2002 and Dire¢t-inance and Treasurer from November 1994t 1998

G Served since October 2005 as Senior Vice PresiBanining and Business Development. Mr. Neilson Mias President, Real Estate from
August 2002 to October 2005. Prior to joining PlGneek, Mr. Neilson served as General Manager, Gatpcervices and Worldwide Real
Estate & Facilities from April 2000 to July 2001Microsoft.

HServed since February 2006 as Vice President, @itiedunting Officer. Mr. Brown was Vice Preside@pntroller (Chief Accounting
Officer) from March 2004 to February 2006, Vice $tdent, Controller from January 2002 to March 2@@dntroller from November 1994
to January 2002 and Director of Planning from 1994 to November 199
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I Served since April 1997 as Vice President, HumasoReees.

3 Served since June 2002 as Vice President, AudiFarahcial Services. Previously, Ms. Fitzmaurices\agartner with
PricewaterhouseCoopers LLP from 1997 through 2

k Served since October 2006 as Vice President, Raatez From January 2002 to October 2006, Mr. Hageved as General Manager,
Energy and Natural Resources. Mr. Hagen was DirgEtnancial Operations and Technology from 1999awouary 2002 and Director,
Financial Operations and Risk Management from 189E99.

L Served since August 2005 as Vice President, Enwiesrial Affairs. Previously, Mr. Olszewski served\dse President, Corporate and
Environmental Affairs from July 2001 to August 20

mServed since August 2006 as Vice President, SautResources. From September 2002 to August 200&Rbld served as Vice President
and General Manager, Southeast Region. Mr. ReedReg®nal Manager, Coastal Operations from Septe2@@l to September 20C

nServed since July 2003 as Vice President, ManufadtBroducts. From July 1999 to July 2003, Mr. Ritkserved as General Manager,
Lumber. From 1994 to July 1999, Mr. Ricklefs seresdGeneral Manager, Plywood and from 1987 to H89irector, National Sales and
Marketing for Manufactured Produc

oServed since February 2007 as Vice President agaktirer. Previously, Ms. Smith served as Treasumer January 2006 to February 20
Ms. Smith was Director of Planning from October 200 January 2006. Previously, Ms. Smith was Vigesklent and Business Unit
Manager for Goldman, Sachs & Co. from January 268eptember 200.

P There are no family relationships among the exeeudfficers of the company.

10K -21-



Table of Contents

Part Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Plum Creek Timber Company, Inc.’s common stockaded on the New York Stock Exchange. As of Felyr@@r 2007, there were 19,294
stockholders of record and 177,306,080 outstanslirges.

Trading price data, as reported on the New YorklStxchange Composite Tape, and declared cashedidichformation for thgears
ended December 31, 2006 and 2005 , are as follows:

1st Quarte 2nd Quarte 3rd Quarte 4th Quarte

2006
High $ 39.2¢ $ 375 $ 36.1¢ $ 40.0(
Low 35.51 33.6( 31.21 33.81
Cash Dividend per Share $ 0.4( $ 0.4( $ 0.4( $ 0.4

2005
High $ 39.3! $ 37.4( $ 39.1: $ 39.6:
Low 34.5¢ 33.4( 34.52 34.0¢
Cash Dividend per Share $ 0.3¢ $ 0.3¢ $ 0.3¢ $ 0.3¢

Future dividends will be determined by our Boardarkctors, in its sole discretion, based on coasiion of a number of factors including,
but not limited to, our results of operations, clietv and capital requirements, economic conditjéas considerations, debt covenant
restrictions that may impose limitations on oudigbto make cash payments, borrowing capacitynges in the prices of and demand for our
products, and changes in our ability to sell ohexge timberlands at attractive prices. Other fadtwat our Board of Directors considers
include the appropriate timing of timber harveatsjuisition and divestiture opportunities, stogiurehases, debt repayment and other mean:
by which the company delivers value to our stoctbod. See Notes 6 and 7 of the Notes to Finantaééi®ents for the restrictions under our
debt agreements to pay dividends.

Equity Compensation Plan Information

The following table summarizes options and othghts outstanding under Plum Creek’s equity basetpbenmsation planas of
December 31, 2006 :

Weighted- Securities
Securities To B Average Available For
Issued Upon Exercise Future Issuanc
Plan Category Exercise® PriceB c
Equity compensation plans approved by security holders 2,188,46' $ 30.9! 9,133,63I

Equity compensation plans not approved by security holders P - - -

ANumber of securities to be issued upon exercismitstanding stock options and upon vesting of ®atitstanding restricted stock units
December 31, 2001

B Weighted-average exercise price of outstandingpoptidoes not include unvested restricted stodis abiDecember 31, 2006, which have a
weightet-average grant date fair value of $35.

cNumber of securities remaining available for futisgiance under equity compensation plans, exdusiaurities reflected in column (£
Represents shares available for future issuanceruhed Stock Incentive Plan. See Note 11 of theedltii Financial Statements for a
description of the various stock-based grantsrtiet be issued under the Stock Incentive Plan. Aebder 31, 2006, 3.3 million shares of
the 12.4 million shares available for issuance uidiem Creek’s Stock Incentive Plan have been fmethe grant of non-qualified stock
options, the grant of restricted stock and restdattock units, the payment of earned value manageawards and earned dividend
equivalent rights. The number of shares t
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issued in connection with value management awardsiavidend equivalents is not determinable uh# &nd of their respective
performance period:

pAs of December 31, 2006, there are 177,267 outstgruptions to acquire Plum Creek common stockweate issued originally under the
Georgia-Pacific long-term incentive plans as omitmacquire Georgia-Pacific's Timber Company stddiese stock options have a
weighted-average exercise price of $16.12 per comshare and were assumed by the company in coanegiih The Timber Company
Merger. Although the company’s stockholders did seyiarately approve the assumption of these stotibns, the stockholders did approve
each of The Timber Company Merger and the relateyaer agreement (and all of the transactions cquitaad by the merger agreement,
including the company’s assumption of the stockan). No additional Plum Creek stock options maygbanted under the Georgia-Pacific
long-term incentive plans

COMPANY STOCK PRICE PERFORMANCE

The following graph shows a five-year comparisocwhulative total stockholder returns for the compahe Standard & Poor’s 500
Composite Index and the Standard & Poor’s PapeiFanest Product Stock Index for the five years egddecember 31, 2006. The total
stockholder return assumes $100 invested at thiafiag of the period in the company’s common stdhk, Standard & Poor’s 500
Composite Index and the Standard & Poor’s PapefFanelst Product Stock Index. It also assumes retment of all dividends.

5200
5130
S 100
a3
=== Plum Creck Timber
—O— 5& I Paper and Forest Product Stock Index
—— S&P 500 Index
%0
1273172001 12/31/2002 12/31/20413 12730172004 12/31/200)5 12/3 1720006
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The following table shows total stockholder rettonthe previous one year endedcember 31 :

2002 2003 2004 2005 2006
Plum Creek -12.0%% 36.3% 31.7¢% -2.31% 15.51%
S&P Paper and Forest Product Stock Index -14.44% 37.859 9.9%04 -2.01% 5.75%
S&P 500 Index -22.0% 28.61% 10.8t% 4.92% 15.77%

The following table shows total indexed return twic& price plus reinvestment of dividends, assunaingnitial investment of $100.00 at

December 31, 2001 for the years enBedember 31

12/31/2001 2002 2003 2004 2005 2006
Plum Creek $ 100.0( $ 87.9: $ 119.9 $ 158.0. $ 1543 $ 178.3
S&P Paper and Forest Product Stock Index $ 100.0f $ 85.5¢ $ 117.9: $ 129.6 $ 127.0: $ 134.3
S&P 500 Index $ 100.0( $ 77.9: $ 100.2. $ 111.1 $ 116.61 $ 134.9

Notwithstanding anything to the contrary set fartlany of the Compar’s previous filings under the Securities Act of 398s amended, or
the Exchange Act that might incorporate futuran§ib, including this Form 10-K, in whole or in pahe preceding company stock price
performance graph shall not be incorporated byreefee into any such filings; nor shall such graphirizorporated by reference into any

future filings.

PURCHASE OF EQUITY SECURITIES

The following table contains information about tteenpany’s purchases of equity securities duringdhieth quarter of 2006:

Maximum Number
(or Approximate

Total Number of Dollar Value) of

Shares Purchased Shares That May Y
Part of Publicly Be Purchased Und
Announced Plans the Plans or
Total Number o Average Price Pa
Period Shares Purchas Per Share Programs Programs®
October 1, 2006 30,500 30,500
through October 31, shares of $ 33.99 shares of $ 93 million
2006 common stock common stock
November 1, 2006
through November 30, - $ - - $ 93 million
2006
December 1, 2006
through December 31, - $ - - $ 93 million
2006
30,500 30,500
Total shares of $ 33.99 shares of

common stock

common stock

Aln October 2002, the Board of Directors authoriaek?00 million share repurchase program. In Ju®é 2he Board of Directors authorized
an additional $200 million to be used for the shaprchase program. Prior to October 1, 2006¢tiporation had repurchased
approximately 9.5 million shares of its common Etfir a total cost of $306 million. For all of 200e company had repurchased
approximately 7.5 million shares of its common ktar a total cost of $263 million, or an averagstcper share of $35.1
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ITEM 6. SELECTED FINANCIAL DATA
Financial Highlights

The following table summarizes selected financighhghts for thefive most recent fiscal years (dollars in millions, except per share

amounts):
2006 A 2005 A 2004 A 2003 A 2002 A
Revenues $ 1,62% $ 1,57¢ $ 1,52¢ $ 1,19¢ $ 1,137
Operating Income B 461 44¢ 477 308 33¢€
Interest Expense, net 13- 10¢ 111 117 10z
Income before Income Taxes 32¢ 33¢ 36¢€ 18¢€ 23E
Provision (Benefit) for Income Taxes 13 8 27 (6) 2
Income from Continuing Operations 31E 331 33¢ 192 23z
Gain on Sale of Properties, net of tax - 23 23 - -
Cumulative Effect of Accounting Change, net of tax © 2 - = = =
Net Income 317 354 362 192 232
Non-Cash Items
Depreciation, Depletion and Amortization P 12¢€ 11z 114 10¢€ 10€
Basis of Real Estate Sold E 85 124 134 66 28
Balance Sheet ltems
Total Assets 4,661 4,812 4,37¢ 4,411 4,29¢
Total Debt, including Timber Obligations 2,33¢ 2,241 1,897 2,07¢ 1,88¢
Earnings per Share
Income from Continuing Operations
Basic $ 1.7 $ 1.8(C $ 1.8¢ $ 1.0% $ 1.2¢
Diluted $ 1.7¢ $ 1.7¢ $ 1.8¢ $ 1.0¢ $ 1.2¢
Net Income
Basic $ 1.7¢ $ 1.92 $ 1.93 $ 1.0t $ 1.2¢
Diluted $ 1.7¢ $ 1.92 $ 1.93 $ 1.0/ $ 1.2¢
Dividends Declared per Share $ 1.6C $ 1.5 $ 1.4 $ 1.4C $ 1.4¢
Harvest Volume (in million tons) 21.C 19.2 18.€ 19.C 19.5

ADuring 2006, Plum Creek acquired approximately 08,8cres of timberlands for $111 million. Timbedardisposed during 2006 were
approximately 112,000 acres. During 2005, Plum Kemgjuired approximately 754,000 acres of timbelsaior $501 million. Timberland
dispositions during 2005 were approximately 232,86@s. During 2004, Plum Creek acquired approxmat8,000 acres of timberlands
for $66 million and disposed of approximately 30 @&cres. During 2003, the company acquired 139%0868s of timberlands for $162

million and disposed of 125,000 acres. During 2@62,company acquired 307,000 acres of timberl&md$141 million and sold

37,000 acres

eIncludes $14 million gain in 2006 from the settlethef the Canadian Lumber dispute. See Note 1e@fibtes to Financial Statements.

cIncludes impact of adopting Statement of Finana@dounting Standards No. 123 (revised 20&t)are-Based Paymemffective January :

2006. See Note 1 of the Notes to Financial Statésn

pIncludes a $2 million loss in 2005 from hurricarstage, a $9 million lumber mill impairment los2iM04 and $4 million loss related to

forest fires in 2003

Elncludes impairment losses on sales of timberlaxgected to close within a twelve-month period 2iillion in 2006, $1 million during

2005, $21 million during 2004 and $14 million inG&)
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Forward-Looking Statement

This Report contains forward-looking statementdimithe meaning of the Private Litigation Reformt A€ 1995. Some of the forward-
looking statements can be identified by the usmfard-looking words such as “believes,” “expettmay,” “will,” “should,” “seeks,”
“approximately,” “intends,” “plans,” “estimates,’ptojects,” “strategy,” or “anticipates,” or the ratiye of those words or other comparable
terminology. Forward-looking statements involveandnt risks and uncertainties. A number of impdrfaators could cause actual results to
differ materially from those described in the fordrdooking statements, including those factors dbed in “Risk Factors” under Item 1A in
this Form 10-K. Some factors include changes iregomental, legislative and environmental restritdiccatastrophic losses from fires,
floods, windstorms, earthquakes, volcanic eruptiorsect infestations or diseases, as well as @wimgeconomic conditions and competition
in our domestic and export markets and other fadescribed from time to time in our filings witietSecurities and Exchange Commission.
In addition, factors that could cause our actusilits to differ from those contemplated by our pctgd, forecasted, estimated or budgeted
results as reflected in forward-looking statemeelating to our operations and business includeatrinot limited to:

» the failure to meet our expectations with respedur likely future performanci
* an unanticipated reduction in the demand for tingyeducts and/or an unanticipated increase in sugimber products
e an unanticipated reduction in demand for higherlagitkr use timberlands or r-strategic timberland:

« our failure to make strategic acquisitions or tiegnate any such acquisitions effectively or, casely, our failure to make strategic
divestitures; an

» our failure to qualify as a real estate investniargt, or REIT.

It is likely that if one or more of the risks magdizes, or if one or more assumptions prove tinberrect, the current expectations of Plum
Creek and its management will not be realized. Rodwooking statements speak only as of the datteprend neither Plum Creek nor its
management undertakes any obligation to updatevise any forward-looking statements.

Overview
2006 OPERATING PERFORMANCE COMPARED TO 2005

Operating income increased by $13 million to $46lion in 2006. This increase was due primarihthe one-time gain of $14 million in
connection with the settlement of the Canadian Lemdispute. (See Note 1 of the Notes to Finandeteents, “Other Operating Income”)

Operating income in our Northern Resources Segmergased by $6 million to $105 million in 2006.iFmcrease was due primarily to $13
million of operating income associated with our Mmber 2005 acquisition of 650,000 acres of timieldan Michigan, offset in part by
lower sawlog prices and higher per ton log and hatgls. Operating income in our Southern ResouBegment decreased by $39 million, or
18%, to $178 million. This decrease was due prilp#oia weaker product mix, lower sawlog prices aigher per ton log and haul rates.
During 2005, we substantially completed the cornieersf numerous natural stands to plantations;thadefore, the percentage of large-
diameter sawlogs harvested in 2006 decreased amuktisentage of small-diameter sawlogs and pulpwurdased. Operating income
decreased by $14 million as a result of this cosieer

Operating income from our Real Estate Segment asee by $42 million, or 31%, to $178 million. Thisrease was due primarily to our
expanding real estate development business aridgsalhigher percentage of high-value propertiesatower percentage of low-value
properties. During 2006, operating income assodiafi¢h our real estate development business was/$idn compared to an operating loss
of $7 million during 2005.
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Operating income for our Manufactured Products Segrdecreased by $7 million to $22 million. Thiedase was due primarily to lower
lumber prices, higher plywood manufacturing cosid higher MDF raw material costs, offset in partiigher MDF prices.

Our operating income in 2005 and 2006 has beeiifisigmtly impacted by higher per ton log and haaiks. In our Northern Resources
Segment, operating income was negatively impacgegPmillion in 2005 compared to 2004 and by anitaltal $8 million in 2006
compared to 2005. Additionally, in our Southern ®eses Segment, operating income was negativelpéted by $10 million in 2005
compared to 2004 and by an additional $11 millio2006 compared to 2005. The per ton increasegiatal haul rates is due primarily to
higher fuel costs and longer hauling distances.

Our 2006 earnings were also impacted by higheraesteexpense. Interest expense increased by $8dmdr 22%, to $133 million. This
increase was due primarily to the issuance of $80@n senior notes due 2015 in connection with acquisition of timberlands in Michig:
for $345 million in November 2005 and our repur@hafapproximately 7.5 million shares of our comnstwck for $263 million during
2006.

KEY ECONOMIC FACTORS IMPACTING OUR BUSINESS

Our operating performance is impacted primarilythyy supply and demand for logs and wood produdisernited States. The short-term
supply of logs is impacted primarily by weather &nél level of harvesting activities. The demandlégs in the United States is impacted by
housing starts, repair and remodeling activitied e amount of imported lumber, primarily from @da. During 2004 and 2005, housing
starts were 1.96 million and 2.07 million, respeely. We believe housing starts in 2004 and 200geva¢ unsustainable levels due to low
interest rates and speculative buying. Housindssthuring 2006 decreased by 12% to 1.82 millionstnd are expected to decline further in
2007. The further decline is due in part to high&srest rates, increased inventory of unsold hoameshigher vacancy rates. Thirty-year
fixed-rate interest rates increased from 5.9% du205 to 6.4% during 2006. At the end of 2006rdhveas over a six month supply of new
homes for sale compared to a four and one-half msmpply at the end of 2005.

During 2006, the demand for sawlogs weakened duglt@hutdowns and curtailments as a result ofdlegzdown in home construction and
repair and remodeling activity. Repair and remaughctivities decreased during 2006 and are exgéatdecline further during 2007 due to
the decline in home sales and lower home priceeagtion. The demand for sawlogs in 2007 is exgkteemain weak until housing starts
improve.

Currency exchange rates, tariffs and quotas, aviliffaand cost of transportation, and the relatbest of manufacturing wood products imj
imports of lumber and other wood products intoltmited States. Canadian imports into the U.S. aemsignificant share (approximately
33%) of the U.S. lumber market. A U.S. industrylitman believes the Canadian government, which omest of the timberlands in Canada,
provides unfair subsidies by selling timber at keloarket prices. Prior to 2002, a trade agreeméht@anada limited imports of lumber ir
the United States. Since May 2002, the U.S. hassag duties on Canadian imports. Near the end@8,2be U.S. and Canadian
governments reached a negotiated settlement. Wheléerms of the settlement, approximately $4dnllof the previously collected $5 bhillion
in duties were refunded to Canadian lumber produdarrthermore, the previously imposed duties wepéaced with a system of tiered taxes
and/or volume restrictions. It is too early to i€the new system of excise taxes and volumeiotistns will significantly impact lumber
imports from Canada and therefore favorably implagtdemand for sawlogs.

REAL ESTATE SALES AND DEVELOPMENT PROPERTIES

We estimate that included in our 8.2 million acvésimberlands are approximately 1.7 million acoésigher and better use timberlands and
about 400,000 acres of non-strategic timberlantie.Aigher and better use timberlands are expegted sold over the next 15 years for
residential, recreational or conservation purpofks.non-strategic timberlands are expected toltkaver the next five years. Included
within the 1.7 million acres of higher and betteedimberlands are approximately 225,000 acresniighe developed either internally or
through joint ventures.

During 2006, we sold approximately 60,000 acresarf-strategic timberlands and approximately 23 &8@s of higher and better use /
recreational properties. We expect to significambrease the number of acres we sell in 2007 th bbthese categories. Sales are expected
to remain at this higher level in future years; eoer, the mix between non-strategic timberland
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sales and higher and better use / recreationakpsopales could change. Furthermore, in 2007 verage price per acre for non-strategic
timberlands is likely to be lower than the price pere we realized during 2006. Also, due to mirgiderations, our average price per acrt
higher and better use / recreational property salegxpected to be lower than the price per aereealized during 2006.

We continued to grow our land development busidesig 2006. We have identified 95,000 acres witlestimated 125 properties that we
expect to develop internally over the next 15 yeaAtecember 31, 2006, we had 13 internal devekagrproperties entitled and an
additional 32 in the planning process. Revenue fsalas of development properties was $65 millionndL2006, which included revenue of
$43 million from one sale we had been working anseveral years. We are continuing to build a pticfof internal development projects
can bring to the market and expect to reach owl lefvsustained sales either in the second-hatd6f7 or 2008. Our development business is
conducted through our wholly-owned taxable REITssdilaries.

Additionally, we have identified 130,000 acres thatexpect to develop through joint ventures. Weehentered into six joint venture
arrangements covering approximately 26,000 acresd@hot expect significant revenues from thesd jenture arrangements during 2007.
We are the minority partner in each of these jearitures, and our involvement is limited to sellargl/or contributing land and exercising
certain protective rights. We expect to enter endditional joint venture arrangements during 2007.

HARVEST LEVELS

The volume of trees we harvest each year and tleepiage of sawlogs and pulpwood included in omuahharvest also impact our
operating performance. During 2006, we harvestidsh of 21.0 million tons compared to a total 82 million tons during 2005. The 9%
increase in harvest levels is due primarily to Nowember 2005 acquisition of 650,000 acres of tiramels in Michigan and a temporary
increase in harvest levels to capture favorablepliges, especially during the firetlf of 2006. We expect harvest levels during 2@0iange
between 19.5 and 20.5 million tons. However, futumevest levels may vary from historic levels do@eak markets, to take advantage of
favorable prices or due to factors outside of ammtiml, such as weather and fires. Future haressi$ may also be impacted by our sale of
timberlands and the extent to which proceeds ameested in core timberlands.

Critical Accounting Policies

Our discussion and analysis of our financial caaditind results of operations are based upon msatidated financial statements which
have been prepared in accordance with accountingiples generally accepted in the United State&roérica. The preparation of these
financial statements requires us to make estinatdgudgments that affect the reported amountss#ta, liabilities, revenues and expenses,
and related disclosure of contingent assets abdities. Under different assumptions or conditipastual results may differ from these
estimates.

We believe the following critical accounting poésiaffect our most significant judgments and edtased in preparation of our
consolidated financial statements:

REVENUE RECOGNITION

Timber sales revenues are recognized when legatmlvip and the risk of loss transfer to the purehasd the quantity sold is determinable.
We sell timber under delivered log agreements hrmligh sales of standing timber (or “stumpage”hggay-as-cut contracts and lump-sum
sale agreements.

(1) Delivered Log Sales. Under a delivered log sale agreement, we harvediniber and deliver it to the buyer. Revenue i®gaized whe
the log is delivered as risk of loss and title sf@n to the buyer. With delivered log sales, weuirtbe cost of logging and hauling.

(2) Pay-as-Cut Contracts. Pay-as-cut contracts are agreements in which thertagrees to harvest all of the timber on a wa&ind for an
agreed upon price for each type of tree over tita t# the contract (usually 12 to 18 months). Imsccases, an advance is received in
connection with pay-as-cut contracts. In other satfee buyer agrees to harvest only certain traestoact of land. Under pay-asit contracts
the buyer is responsible for all logging and hagithosts. Revenue is recognized when the timbearigelsted, as title and risk of loss has
transferred to the buyer. Total revenue recognimetkr a pay-as-cut contract is the total volumeadd removed multiplied by the unit price
for each type of tree.
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(3) Lump-sum Sale Agreements. Under a lump-sum sale agreement, the buyer argl sgjtee to a total (“lump-sum”) price for all the
timber available for harvest on a tract of landn&ally, the lump-sum price is paid when the caritieisigned. Title to the timber and risk of
loss transfers to the buyer as the timber is héedesump-sum sales are generally marketed andtsdlte highest bidder. Bids are typically
based on a timber cruise, which is an estimatbaefdtal volume of timber on a tract of land broklenvn by the various types of trees (such
as softwood sawlogs, hardwood pulpwood, etc.). Uadamp-sum sale, the buyer is responsible fologljing and hauling costs. Total
revenue recognized under a lump-sum sale contragt(ly 12 to 18 months) is the amount of the héglhéd, and is not dependent upon the
volume or type of trees actually harvested.

Since revenue is recognized under a lump-sum gaéement as the timber is cut, we estimate the atrafuevenue to recognize each month
based on actual harvested volume compared to thlevtlume available for harvest according to iheber cruise. We generally receive
weekly information from the buyer reporting how rhumlume has been harvested. Additionally, we gatifermation by observing the tract
to estimate the timber volume harvested. In mos¢gahe total volume harvested from a tract d lardifferent than the volume estimatec
the timber cruise. If the total volume harvestedrisater than the cruise-estimated volume, westolb recognizing revenue once the total
revenue recognized is equal to the total lump-santract price. No revenue will be recognized folumees harvested in excess of the cruise-
estimated volume. If the total volume removed sslthan the cruise-estimated volume, an adjustmwiériie recorded in the month in which
we learn of the difference. The adjustment is angase in revenue equal to the difference betwestotal revenue recognized to date ant
total lump-sum contract price. Finally, for ourdar lump-sum contracts, which cover multiple traets adjust revenues at the end of each
accounting period for any known trends in the sadbat have been completely harvested. For lumpeantracts completed during the past
twelve quarters, our largest quarterly adjustmemetord the difference between estimated lump+®uanues and actual revenues has been
$0.6 million.

The following table summarizes amounts recognizedtu each method from sales to external customelseicompany’s consolidated
financial statements for theears ended December 31 (in millions):

2006 2005

Revenues from:
Delivered log sales $ 66¢ $ 62¢
Pay-as-cut sales $ 57 $ 61
Lump-sum sales $ b5E $ 47

Substantially all of our timber sales in the NorthResources Segment are under delivered log gedements. In our Southern Resources
Segment, approximately one-third of our timber salensists of either pay-as-cut contracts or lump-sales. Since under both pay-as-cut
contracts and lump-sum sales the buyer is resplerfsibthe logging and hauling costs, the operagirafit as a percentage of revenue is
significantly higher in our Southern Resources Segm

(4) Real Estate Sales. We estimate that included in the compangpproximately 8.2 million acres of timberlands about 1.7 million acre
of higher and better use timberlands, which areetqul to be sold and/or developed over the neyeass for residential, recreational or
conservation purposes. In addition, the companyapasoximately 400,000 acres of non-strategic tittalnels, which are expected to be sold
over the next five years. In the meantime, thasberlands continue to be used productively in agiess of growing and selling timber.
The timing of real estate sales is a function ohynfactors, including the availability of governnt@md not-for-profit funding, the general
state of the economy, the ability to obtain emibats, the plans of adjacent landowners, our eagientof future price appreciation and the
timing of harvesting activities. As a result, tivaihg of our real estate sales may materially intgar reported operating income and net
income.

During 2006, the Real Estate Segment reported aratipg profit percentage of approximately 58%. &88mate our Real Estate Segment’s
annual operating profit percentage could range f88&b to 70% of revenues. The operating profit petage depends on the nature of the
interest sold and how much the market value optioperty has risen over its book value. For exanthke sale of conservation easements
have an operating profit percentage of close t@dB@cause no book basis is allocated to this tjpevenue. Sales of recently acquired
properties will generally have relatively lower ogting profit percentages while sales of propettielsl for a long time will tend to have
relatively higher operating profit percentageseSalf timberlands owned by Plum Creek prior to Threber Company merger, which, for
accounting purposes, were deemed acquired as afehger date, will thus have lower operating prpéitcentages since these properties "
recorded at appraised value as of October 2001.
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In connection with major timberland acquisitions are generally not able to identify our future restiate sales. However, while our purchase
price allocation and related appraisals reflectedtgr values for real estate which may be sotterfuture for uses which have a higher vi
than timber production, we are generally not abliléntify specific properties. Therefore, in coati@n with our purchase price allocation for
timberland acquisitions, the greater values fol estate are allocated proportionately among allatres acquired, except when we can
specifically identify properties. In general, howemimberlands are acquired primarily for longatause in our timber operations and specific
properties cannot be identified in advance bectheievalue is dependent upon numerous factorst ofaghich are not known at the
acquisition date, including current and future ngniestrictions, current and future environmergatnictions, future changes in demograpl
future changes in the economy, current and futlaespof adjacent landowners, and current and futurding of government and not-for-
profit conservation and recreation programs. Weebelthat current and future results of operatiomdd be materially different under
different purchase price allocation assumptiond, gamerally, when we acquire properties, we dchawt the ability, with any level of
precision, to estimate which of the acquired proesmwill someday sell for more than their undextytimber production value.

IMPAIRMENT OF LONG-LIVED ASSETS

We evaluate our ability to recover the net investnie long-lived assets in accordance with StatédroéRinancial Accounting Standards
(“SFAS”) No. 144 Accounting for the Impairment or Disposal of Longdd Assets SFAS No. 144 requires recognition of an impairtnen
loss in connection with long-lived assets used lisiness when the carrying value (net book vadfif)e assets exceeds the estimated future
undiscounted cash flows attributable to those assedr their expected useful life. Impairment lesae measured by the extent to which the
carrying value of a group of assets exceeds the/dhiie of such assets at a given point in timeekMtine fair values of the assets are not
available, we estimate the fair values by usingdikeounted expected future cash flows attributabtbe assets. The cash flows are
discounted at the risk-free rates of interest. Futash flow estimates are based on probabilityghted projections for a range of possible
outcomes. Furthermore, SFAS No. 144 requires ratiogrof an impairment loss in connection with lelided assets held for sale when the
carrying value of the assets exceeds an amount exjireeir fair value less selling costs.

We have grown substantially through acquisitionseitent years. The purchase price of these adguisihas been allocated to our Timber
and Timberlands (including Assets Held for Sale Redl Estate Development Properties) and Propelyt and Equipment. The allocation
of the purchase price in a business combinatitigisly subjective. Management is required to esténtihae fair values of acquired assets and
liabilities as of the acquisition date. Subsequerthe original allocation, these assets are tdstedhpairment whenever events or changes in
circumstances indicate that the carrying valudefassets may not be recoverable through futuratpes. SFAS No. 144 requires that long-
lived assets be grouped and evaluated for impairatethe lowest level for which there are indepenti@dash flows. We track cash flows for
our 8.2 million acres of timberlands by groupingrthinto eight geographic areas in the Northern Ress Segment and eight geographic
areas in the Southern Resources Segment. Additomad track cash flows for each of our ten mantuféng facilities.

(1) Timber and Timberlands Used in Our Business. SFAS No. 144 provides that for assets used in méss, an impairment loss is
recorded only when the carrying value of thosetagsenot recoverable through future operation® ftoverability test is based on
undiscounted future cash flows over the expecfedifithe assets. We use one harvest cycle (whicheas between 20 and 90 years) for
evaluating the recoverability of our timber andhignlands. Because of the inherently long life mfttér and timberlands, we do not expect to
incur an impairment loss in the future for the temlnd timberlands used in our business.

(2) Timber and Timberlands Held for Sale. SFAS No. 144 provides that an impairment lossdsgaized for long-lived assets held for sale
when the carrying value of those assets exceedmannt equal to its fair value less selling coatsasset is generally considered to be held
for sale when we have committed to a plan to sellasset, the asset is available for immediateirs@ie present condition, we have initiated
an active program to locate a buyer, and the sadgpected to close within one year. During 2006 above criteria were met by a number of
our timberland properties, and we recognized inmpeant losses of $2 million. Similarly, we recognizegbairment losses of $1 million in
2005 and $21 million during 2004 in connection viithberlands held for sale (see Note 3 of the Ntidsnancial Statements.) We expect to
continue to sell or exchange non-strategic timineldato other forest products companies or non-tnidlignvestors, and it is probable that we
will recognize, in accordance with SFAS No. 144jiidnal impairment losses in the future in conm@tivith sales of non-strategic
timberlands.
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In accordance with SFAS No. 144, an impairment isggenerally not recorded until management hasladed that it is probable (i.e., like
that timberlands will be sold within the next 12mtfws. For many properties that are currently beictgzely marketed, it is difficult to
conclude whether they will be sold within one yaad estimate the price. Nevertheless, managemgotips a probability assessment for all
properties that are being actively marketed androscan impairment loss (to the extent the profgeligok basis exceeds its estimated fair
value net of selling cost) in the quarter in whinhnagement has concluded it is likely the properitiybe sold within 12 months based on its
best estimate of fair value.

(3) Property, Plant and Equipment. The carrying value of Property, Plant and Equipnieptesents primarily the net book value of our ten
manufacturing facilities. Each manufacturing fagils tested for impairment whenever events or gharin circumstances indicate that the
carrying amount may not be recoverable throughréutyperations. The estimated future cash flows theeremaining useful life of a
manufacturing facility is highly subjective anddependent upon estimates for future product prjgiagy material costs, volumes of product
sold, and residual value of the facility. During@ ttourth quarter of 2004, we recognized an impaitiess of $9 million in connection with
one of our lumber mills due to a declining suppiyogs. The availability of logs in close proximity our mills has been declining and is
expected to decline further in the future. We cutfjeestimate that the carrying value for our tesnmnfacturing facilities is recoverable
through future operations and that our estimafeitofe cash flows is reasonable. However, if woosHpct prices were to remain weak at
current levels for an extended period of timefdog or raw material availability declines morathexpected, the company may be required
to record an impairment loss for one or more ofrimufacturing facilities in a future period.

DEPLETION

Depletion, or costs attributed to timber harvesiedecorded as trees are harvested. Depletios fateach region are adjusted at least
annually. Depletion rates are computed by divididgthe sum of (1) the original cost of the timlbess previously recorded depletion plus
(2) estimated future silviculture costs, includthg impact of inflation, that are expected to beuimed over the next harvest cycle, by (B) the
total timber volume that is estimated to be haeestver the harvest cycle. The harvest cycle caastshort as 20 years in the South to as
as 90 years in the North. The estimate of futuxécsilture costs is limited to the expenditurestth@ expected to impact growth rates ove
harvest cycle. The depletion rate calculations aldinclude an estimate for either future reforéstatosts associated with a stand’s final
harvest or future volume in connection with thelaafing of a stand subsequent to its final harvest.

10 K -31-



Table of Contents

The following table summarizes depletion expenseggized in the company’s financial statements,d&sumptions and sensitivities to
changes in assumptions for ty@ars ended December 31 (dollars in millions, except per ton amounts):

2006 2005
Depletion Expense
Northern Resources Segment $ 2¢ $ 2C
Southern Resources Segment A 56 51
Total depletion expense $ 82 $ 71
Average Depletion Rates (per ton)
Northern Resources Segment $ 3.8¢ $ 3.6¢
Southern Resources Segment $ 3.9¢ $ 3.7t
Assumptions Used to Determine the Average Depletion Rates
Estimated future silviculture costs, including the impact of inflation
Northern Resources Segment $ 5E $ 57
Southern Resources Segment B $ 43¢ $ 407
Estimated future volume (in million tons)
Northern Resources Segment 32¢ 32¢
Southern Resources Segment © 43k 452
Sensitivity of Results to Changes in Key Assumptions
Increase in depletion expense for a 10%:
Increase in estimated future silviculture costs P
Northern Resources Segment $ 0.1 $ 01
Southern Resources Segment $ 1.z $ 1.2
Decrease in estimated future volume E
Northern Resources Segment $ 2¢ $ 2.2
Southern Resources Segment $ 6.2 $ 5.7

ADepletion expense for 2005 includes a $2 millicsslaepresenting the book basis of timber volunsérdged as a result of severe winds
from Hurricane Katrina.

8 Reflects an increase in our estimates of futuréscassociated with fertilization treatments dubither chemical and application costs and
more acres treate

cDecrease in estimated future volumes from 200&iésmtimarily to the timing of replanting timber stis following final harvest.
p Assumes future timber volumes do not change.

B Assumes future silviculture costs do not change.

Significant estimates and judgments are requiretetermine both future silviculture costs and tbkime of timber available for harvest over
the harvest cycle. Some of the factors impactimgetstimates are changes in weather patterns janflettes, the cost of fertilizers and
chemicals, the cost of capital, the actual andreggd increase in growth rates from fertilizer aggtlons, the relative price of sawlogs and
pulpwood, the actual and expected real price ajgiien of timber, the scientific advancement indie®w and growing technology, and
changes in harvest cycles.

We have invested in technology that enables usadigt our current standing inventory of treesyufatgrowth rates, and the benefits of
scientific advancements in connection with seedlipdanting techniques and fertilizer applicatiofiserefore, while estimates with respect to
depletion computations will be revised at leastuatly, we do not expect the depletion rates wiliiogpe materially from year to year.

DEFERRED INCOME TAXES

Plum Creek has elected to be taxed as a REIT wgaitions 856-860 of the United States Internal ReeeCode. A REIT is generally not
subject to corporate-level income tax if it distriés 100% of its taxable income to shareholderssatidfies other organizational and
operational requirements as set forth in the Ir@leRevenue Code. If a company fails to qualify &EAT in any taxable year, it will be
subject to federal income taxes at regular corpai@es (including any applicable alternative munimtax) and may not be able to qualify as
a REIT for four subsequent taxable years.
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As a consequence of the October 6, 2001 mergeriMaghTimber Company, which involved merging a tdgamtity into a nontaxable entity,
Plum Creek will generally be subject to corporateel tax (built-in gains tax) if the company malkesxable disposition of certain property
acquired in the merger with The Timber Company inithe ten-year period following the merger datiee Built-in gains tax applies to gains
from such asset sales to the extent that the &irevof the property exceeds its tax basis at thigar date. Built-in gains tax is generally not
payable on dispositions of property to the extbatgroceeds from such dispositions are reinvestedalifying like-kind replacement
property. The built-in gains tax does not applynimome generated from the harvesting and salertdifeti.

In connection with our merger with The Timber Comypawve wrote-off all of The Timber Company’s defmtrincome tax liability related to
timber and timberlands except for $11 million. Hiel million deferred income tax liability relatesthe book-tax basis difference of timber
and timberlands that were expected to be soldsabjbct to, the built-in gains tax during the tesatyperiod ending October 6, 2011. During
the period October 6, 2001 to December 31, 20@6$1H million deferred income tax liability was vegd by $1 million due to the payment
of tax in connection with sales of timberlands sgbjo the built-in gains tax.

In accordance with Statement of Financial Accountandards No. 108ccounting for Income Taxese remeasure the amount of deferred
income taxes needed in connection with expectexs sdltimberlands subject to the built-in gainseaxh quarterly reporting period. In 2005,
we reduced the deferred tax liability to $5 milliand correspondingly recorded a deferred tax beok#i5 million. Based on projected
timberland sales subject to the built-in gainsftaxthe period December 31, 2006 to October 6, 2ahd our ability to successfully reinvest
proceeds in like-kind properties, we estimate wedre deferred tax liability of $5 million. As a s no adjustment to the deferred tax
liability associated with expected sales of timaeds subject to the built-in gains tax was madz0ine.

It is likely that actual timberland sales subjexthe built-in gains tax over the ten-year perialil be greater than, or less than, our current
projection. An adjustment to earnings will be regdiin the period in which it is determined thatliierland sales subject to the built-in gains
tax will be greater than, or less than, our curpnjection.

ACCOUNTING FOR SHARE-BASED COMPENSATION

Plum Creek has a stockholder approved Stock Ingeitian that provides for the award of non-qualitock options, restricted stock and
restricted stock units, value management awardslasend equivalents. See Note 11 of the Notdsitancial Statements.

The company adopted Statement of Financial Accogritandards No. 123 (revised 20@hare-Based PaymefiSFAS No. 123(R)")
effective January 1, 2006. See Note 1 of the Nimé3snancial Statements. Grants of both value mamagt awards and dividend equivalents
represent awards that are classified and accodmted liabilities under SFAS No. 123(R). As a fleghe expense recognized over the
performance period for both value management anwandslividend equivalents will equal the fair va(ue., cash value) of an award as ol
last day of the performance period multiplied by ttumber of awards that are earned. FurthermoeSHo. 123(R) requires the quarterly
expense recognized during the performance peribe toased on the fair value of value managementdsweand dividend equivalents as of
the end of the most recent quarter. Prior to thieadrihe performance period, compensation costgdlue management awards and dividend
equivalents are based on the awards’ most recemtegly fair values and the number of months ofiserrendered during the performance
period.

Fair values for value management awards and didiéguivalents are computed based on our histaétative total shareholder return
compared to the performance of peer groups congisfiforest products companies, the S&P 500 Iratekthe Morgan Stanley REIT Index
over the same period (“Peer Group”). The simul&at¢al shareholder return of the company and the Besups is computed using a Monte
Carlo simulation. The key assumptions used in ifmellgtion of the company’s and the Peer Group’altsihareholder return are volatility,
beta (the measure of how Plum Creek’s stock maslasive to the market as a whole), risk-free interate, and expected dividend yield.
Additionally, the fair value of dividend equivalsrdssumes that our current quarterly dividend etttmpany’s common stock of $0.42 per
share will remain constant through the end of tivgumance period.
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The fair value liability for outstanding value mageanent awards and dividend equivalents at DeceBhe2006 was $10 million, which is
based on the current fair value of outstanding ds/arultiplied by the percentage of months workednduthe performance period. The
liability at December 31, 2006 could range betw@émillion and $17 million based on the possible ¥alue of all outstanding liability
based awards. In accordance with SFAS No. 123(R)auld have a material adjustment to our shareebesmpensation liability to the
extent there is a material change in the fair valueur value management awards and dividend elgitaduring the quarter.

PENSIONS

Plum Creek provides pension benefits under defireekfit pension plans that cover substantiallpftiur employees. See Note 10 of the
Notes to Financial Statements. We maintain a dedliefined benefit pension plan and two suppleaiénbr-qualified) defined benefit
pension plans. Participants’ benefits generally aésr five years of service. The cash balancefisrfor salaried employees is determined
based primarily on certain percentages of comp&mgaige, years of service and interest accrueekbas the 30-year treasury bond rate.
Furthermore, employees of the company on Septem#900, earn benefits based on the greater afable balance formula or a monthly
pension benefit that is principally based on tlghbst monthly average earnings during any consecsixty-month out of the last 120-month
period and the number of years of service crediie Benefits to hourly employees are generally basesifixed amount per year of service.

Plum Creek’s contributions to its qualified pensan vary from year to year, but the company haderat least the minimum contributions
required by law in each year. Generally, we intenfiind our qualified pension plan annually by eitthe value of the benefits earned during
the year or, if more, the amount such that theviaiue of plan assets equals or exceeds the aatyaromputed accumulated benefit
obligation (*“ABO,” the approximate actuarially cootpd current pension obligation if the plan wagadliginued). The company has the same
funding policy for the non-qualified plan. Howevassets related to the non-qualified plans areiheddgrantor trust and are subject to the
claims of creditors.

The computation of the company’s benefit obligatipension cost and accrued pension liability umdeounting principles generally
accepted in the United States of America requissumake certain assumptions involving primatilg following (weighted-average rates):

2006 2005

Assumptions Used to Determine the Benefit Obligation at December 31

Discount rate A 5.9(% 5.75%

Rate of compensation increase © 3.7% 3.70%
Assumptions Used to Determine Net Periodic Benefit Cost

Discount rate 5.750% 5.75%

Expected long-term return on plan assets B 7.7% 7.75%

Rate of compensation increase © 3.7% 3.70%

A The December 31, 2006, discount rate was deternfimede resulting yield of a hypothetical bond paid at December 31, 2006,
matched to the expected benefit payments undepléims. Bonds selected for this portfolio had a Mésdr Standard & Poor’s credit
rating of“AA” or better as of December 31, 20

B The expected long-term rate of return on plan assstumption is based on the current level of éggeeturns on risk free investments
(primarily government bonds), the historical leaéthe risk premium associated with the other asisesses in which the portfolio is
invested and the expectations for future returneamh asset class. The expected return for eaehaass is weighted based on the
target asset allocation to develop the expecteg-term rate of return on plan assets assumptiorhopbortfolio.

c The assumed rate of increase of future compensiatiets represents our long-term estimate of sncreases on the basis of the
composition of plan participants, past results aradket expectation:

Other key assumptions used in the estimate ingbudearily those underlying the mortality table, axpected long-term rates for inflation,
retirement and withdrawals, all of which are baseglan experience and standard actuarial methaidstich are nevertheless subject to
uncertainty.
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It is likely that the actual return on plan assatd the outcome of other uncertain variables viffedfrom those used in estimating our
pension costs and pension obligation reflecteduinconsolidated financial statements and notegtbeFurthermore, the company may, from
time to time, adjust the asset allocation, whicly inave an impact on the long-term rate of returiplan assets.

The following table summarizes key financial measuand sensitivities to changes in assumptionthégrears ended December 31
(in millions):

2006 2005

Key Financial Measures

Pension expense $ 8 $ 9
Cash pension plan contributions—qualified plan 5 9
Cash grantor trust funding—supplemental plans 1 2
Current accrued pension liability A 3 -
Non-current accrued pension liability A 31 17
Sensitivity to Changes in Key Assumptions
Increase in pension expense for every 0.25 percentage point:
decrease in long-term rate of return on plan assets $ 0.2 $ 0.2
decrease in weighted-average discount rate 0.7 0.7
increase in rate of increase in compensation levels 0.2 0.2
Increase in qualified pension funding for every 0.25 percentage _ |
point decrease in weighted-average discount rate $ 3.7 $ 3.7

AWe adopted the recognition and disclosure provssmfrSFAS No. 158 mployers’ Accounting for Defined Benefit Pensiod ®&ther
Postretirement Plan(“SFAS No. 158") on December 31, 2006. Under SFAS D68, we are required to recognize the fundedsftar our
defined benefit plans in our December 31, 2006,50bdated Balance She:

Assuming an average long-term rate of return on pksets of 7.75%, a weightaderage discount rate of 5.90% for 2007 and 6.200200¢
and beyond, and a 3.70% rate of increase in comagiendevels, we project that our annual pensigreese for 2007 and 2008 will be
approximately $8 million each and for 2009 and 2@1l0be $9 million each. Over the same time perithed annual cash funding required
under our present funding policy and current fugdinles for the qualified pension plan is expedtetde approximately $5 million annually
through 2009 and $6 million in 2010. Given the wiathded nature of the plan, we believe the PenBiatection Act of 2006 will not have a
material affect on our funding requirements.

Off-Balance Sheet Arrangements, Contractual Obligations, Contingent Liabilities and Commitments

The company has no off-balance sheet debt. Outidated financial statements reflect all of thexgiions and assets and liabilities of the
company. As of December 31, 2006, the company hi@sedl into six joint venture agreements with ldegielopers covering approximately
26,000 acres. We are the minority partner in ed¢hese joint ventures, and our involvement is fédito selling and/or contributing land and
exercising certain protective rights. The compalsp Aas an insignificant equity investment in anansolidated entity. Otherwise, the
company has no other relationships with unconstdilantities or financial partnership, such astiestreferred to as structured finance or
special purpose entities.

During the second quarter of 2006, we enteredtimtotreasury-lock arrangements to secure currergderm interest rates in connection w
our issuance of $225 million of senior notes dugs2®Bee Note 6 of the Notes to Financial Statem@iisse transactions were settled for a
net gain of $0.9 million. In November 2006, the q@mny entered into a purchase commitment to supgtiyral gas to our manufacturing
facilities, which expires in March 2007. The costravhich is a derivative, was designated as a abpurchase under the terms of SFAS
No. 133,Accounting for Derivatives Instruments and Hedghugivities.As of December 31, 2006, the company’s remaininghmse
obligation under this contract was $0.8 million.€ldompany is not a party to any other derivatigagactions.
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The following table summarizes our contractual gdgions aDecember 31, 2006 (in millions):

Payment Due By Period

Less Tha 1-3 More That
Contractual Obligation Total 1 Year Years 3-5 Years 5 Years
Long-term debt A $ 2,93¢ $ 23¢ $ 54¢ $ 1,21 $ 937
Operating lease obligations 27 5 8 5 9
Timber obligations 10 1 2 2 5
Long-term incentive plans 10 4 6 — |
Purchase obligations B 39 31 8 - -
Other long-term liabilities © - - - - -
Total Contractual Obligations $ 3,02: $ 28( $ 57: $ 1,22: $ 95

Aln addition to principal, long-term debt includesgated interest obligations based on the coupatabed interest rate for our fixed rate debt
of $114 million (Less than one year), $201 millidn3 years), $154 million (3-5 years), and $144lionl (More than 5 years). As we expect
borrowings outstanding under our line of credivémy, only repayment of principal is included. Irest expense related to our line of credit
was $10 million in 2006.

BPurchase obligations are comprised primarily of 8iiflon for third-party logs for our plywood andwmill facilities, $5 million for
contract services for freight and logging, $5 roillifor raw materials for our MDF facilities, $4 toh for real estate commitments, and
$3 million for reforestation and silviculture.

€We have not included any amounts for our other@nm liabilities, as we cannot estimate when witlvé obligated to satisfy these
liabilities. At December 31, 2006, other long-tdiabilities include workers’ compensation of $9 lwih, deferred compensation obligations
of $8 million, non-qualified pension obligations$23 million (including $3 million classified ascarrent liability), and qualified pension
obligations of $11 million. We expect to fund apgroately $3 million for workers’ compensation paymein 2007. We have made
contributions to our qualified pension plan sucét tthe fair value of the pension plan assets aebber 31, 2006, exceeds the actuarially
computed accumulated benefit obligation. As a tasfuthis funding level, there are no qualified pem funding obligations at December
2006. We have two grantor trusts, which hold asseteciated with our deferred compensation obtigatand non-qualified pension
obligations. At December 31, 2006, the fair valfi@agsets in one of our grantor trusts is approx@gatqual to our deferred compensation
obligation of $8 million. Additionally, at Decemb8i, 2006, the fair value of assets in the othantgr trust and the actuarially computed
accumulated benefit obligation for our non-quatifigension plans was $19 million each. Assets ingoantor trusts have been reserved for
the above obligations. However, grantor trust asaet subject to the claims of creditors in thenewé bankruptcy. See Notes 8 and 10 o
Notes to Financial Statemen

Events and Trends Affecting Operating Results
HARVEST PLANS

We determine our annual roundwood (sawlogs andwmdg, including stumpage sales) harvesting plassdan a number of factors. At the
stand level, ranging in size from 10 to 200 acnesconsider the age, size, density, health andossmmmaturity of the timber. A stand is a
contiguous block of trees of a similar age, spewiesand silvicultural regime. At the forest levednging in size from 100,000 to almost
1,000,000 acres, we consider the long-term sudigitysand environmental impact of certain levefsharvesting, certain external conditions
such as supply agreements, and the level of deifieamebod within the region. A forest is a broad axiistrative unit, made up of a large
number of stands. Harvest scheduling is the teahajgproach using computer modeling that considiésf the above factors along with
forest growth rates and financial assumptions ¢jegt future harvest plans for a number of yearadod.

Our actual harvest levels may vary from planneéledue to log demand, sales prices, the avathaloifitimber from other sources, the level
of timberland sales and acquisitions, the avaikghilf legal access, abnormal weather conditioinesfand other factors outside of our cont
We believe that our harvest plans are sufficiefidlyible to permit modification in response to sht@rm fluctuations in the markets for logs.
Furthermore, future harvest levels will be impadtgdoth our planned sales of non-strategic antddrignd better use timberlands. The
impact will depend on the level and extent we e & reinvest proceeds in productive timberlamad the stocking levels and age class
distribution of any newly acquired timberlands.
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Harvest levels in the Northern Resources Segmerd @:8 million tons (60% sawlogs and 40% pulpwadiing 2006 and 5.4 million tons
(66% sawlogs and 34% pulpwood) during 2005. Ouvédmtrlevels and change in mix were due primarilguo acquisition of 650,000 acres
timberland in Michigan during the fourth quarter2®f05. Excluding the Michigan timberlands, our leastevels were 5.9 million tons (65%
sawlogs and 35% pulpwood) during 2006. We expentdsa levels in the Northern Resources Segmend@7 20 decrease between 7% and
13% from 2006; however, the log mix is expectedttmain consistent with 2006.

Harvest levels in the Southern Resources Segmemet Idel million tons (47% sawlogs and 53% pulpwahafjng 2006 and 13.8 million to
(51% sawlogs and 49% pulpwood) during 2005. In 208¥ expect harvest levels will be flat to 4% lovirem 2006 and the log mix in the
Southern Resources Segment is expected to remasistent with 2006.

U.S.—CANADA SOFTWOOD LUMBER AGREEMENT

Historically, Canada has been a significant soofdamber for the U.S. market, particularly in thew home construction market. A trade
agreement concerning lumber imports between the ah@& Canada expired in March 2001. Soon thereafterS. industry coalition, of whi
Plum Creek is a member, submitted anti-dumpingamuhtervailing duty petitions to the Internatiolahde Commission and the U.S.
Department of Commerce alleging that Canadian lurakports to the U.S. were unfairly subsidized #rad lumber from Canada was being
dumped into the U.S. market. In response to thetiggns, the U.S. Department of Commerce impos#t bountervailing and anti-dumping
duties. Canada appealed the imposition of thesegiat both NAFTA and the WTO.

On October 13, 2006, a definitive agreement wasesigestablishing a system of tiered taxes and/oim restrictions that will be in effect
for a period of seven years. Generally, the agre¢pm@vides that no import restrictions would bgosed on Canadian lumber shipments to
the U.S. when the published composite price fordems higher than $355 (per thousand board fBefpw that level, a tiered export tax
would be triggered. The impact of the taxes coddhriitigated by fluctuations in the rate of exchahgween U.S. and Canadian dollars.

Notwithstanding the signing of a definitive agreerieetween the U.S. and Canadian governments, th@rbe no assurance that
agreement will effectively create a fair trade eoniment. Therefore, downward pressure on domestlwetr and lumber prices caused by
Canadian imports could continue or increase.

COMPARABILITY OF FINANCIAL STATEMENT PERIODS

Acquisitions and Divestitures. We have pursued and expect to continue to purstietbe acquisition and divestiture of timberlaibals
increase the value of our assets. During 2006,ogeieed 98,000 acres of timberlands, located piilgnar Oregon. During 2005, we acquired
754,000 acres of timberlands, located in Northefchidgan, Arkansas and Florida. During 2004, we &eqii78,000 acres of timberlands
located in Arkansas and Maine. We sold approxirgat&R,000 acres of timberlands in 2006, 232,008ty 2005, and 377,000 acres in
2004. As a result of these timberland acquisitiamg dispositions, our ownership was 8.2 millioreacat December 31, 2006, 8.2 million
acres at December 31, 2005, and 7.8 million adrBeeember 31, 2004. Accordingly, the comparabdityeriods covered by the company’s
financial statements is, and in the future mayalffected by the impact of timberland acquisitiond divestitures.
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Results of Operations
The following table compares Operating Income (L.dssSegment for thgears ended December 3@n millions):

2006 2005 2004
Northern Resources $ 105 $ 99 $ 97
Southern Resources 178 217 203
Real Estate 178 136 149
Manufactured Products 22 29 56
Other 16 13 9
Total Segment Operating Income 499 494 514
Other Costs & Eliminations (53) (48) (42)
Gain from Canadian Lumber Settlement 14 - -
Other Operating Income (Expense), net 1 2 5
Operating Income $ 461 $ 448 $ 477

2006 COMPARED TO 2005

Northern Resources Segment. Revenues increased by $66 million, or 19%, to $#iBon in 2006. Excluding revenues associated with
November 2005 acquisition of 650,000 acres of tilapels in Michigan“Michigan acquisition”), revenues increased by $2illion, or 6%,

to $364 million. This increase of $21 million wasedprimarily to higher harvest levels ($37 millipojfset in part by lower softwood sawlog
prices ($6 million) and a weaker product mix fromg kales ($5 million).

Harvest levels increased by approximately 11% tweiprior year's harvest levels of 5.4 million tahge primarily to a temporary increase in
harvest levels to take advantage of favorable tagep, especially during the first half of 2006 fitdBmod sawlog prices during 2006 were 2%
lower than during 2005; however, softwood sawlages during the fourth quarter of 2006 were 9% lothan during the same period in the
prior year. The lower prices are primarily due til purtailments as a result of weak lumber andymgd prices and the significant decline in
housing starts. The weaker product mix (higher @atiage of pulpwood sales and lower percentagevdbgasales) is primarily due to the
temporary increase in the harvesting of hardwodgwpeod stands to take advantage of favorable lagepr

Excluding the impact of our Michigan acquisitiopesating income was 25% of its revenues for 2006,28% for 2005. This decrease was
due primarily to higher per ton log and haul raed lower softwood sawlog prices. Segment costeapdnses increased by $60 million, or
24%, to $308 million. Excluding costs and expersesmciated with our Michigan acquisition, costs exglenses increased by $27 million, or
11%, to $272 million. This increase of $27 millisas due primarily to higher log and haul and démtetost ($19 million) as a result of
higher harvest levels and higher per ton log and faes ($8 million). Log and haul rates increabg@pproximately 4% due to higher fuel
costs and longer hauling distances.

Southern Resources Segment. Revenues decreased by $22 million, or 4%, to $4ilfbmin 2006. This decrease was due primarilyato
weaker product mix from log sales ($14 million) dader sawlog prices ($11 million).

During 2005, we substantially completed the conweersf numerous natural stands to plantations depto improve growth rates. As a result
of this conversion, our product mix has changedrelnethe percentage of large-diameter sawlogs btedlaluring 2006 has decreased and
the percentage of small-diameter sawlogs and pupvarvested has increased. Sawlog prices durifg 2@re 3% lower than during 2005;
however, sawlog prices during the fourth quarte2@3¥6 were 10% lower than during the same peridterprior year. The lower prices are
primarily due to mill curtailments as a result afak lumber and plywood prices and the significadide in housing starts.

Southern Resources Segment operating income wa®8it&revenues for 2006, and 43% for 2005. Tleisrdase was due primarily to a
lower percentage of high-value sawlogs in the salies lower sawlog prices, and higher per ton lad daul rates. Segment costs and
expenses increased by $17 million, or 6%, to $30lomin 2006. This increase was due primarilynigher log and haul cost per ton ($11
million). Log and haul rates increased by approxetya7% due to higher fuel costs and longer hautiisgances.
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Real Estate Segment.

Year Ended December 31, 2006 Year Ended December 31, 2005
Revenue! Revenue Revenue
Acres Per Acres Revenue
Property Sold (Millions) Acre Sold (Millions) Per Acre
Small Non-Strategic 60,09t $ 9¢ $ 1,58 148,20( $ 16( $ 1,07
Large Non-Strategic — — — 40,00( 31 78C
Conservation 24,38t 41 1,69t 22,60( 26 1,151
Higher and Better Use / Recreational 22,77( 93 4.07( 21,00( 5¢ 2,814
Development Properties 4,32% 65 15,12¢ 20C 3 14,50(
Conservation Easements N/ A 13 88¢E N/ A 13 45(C
Total 111,57¢ $ 30¢ 232,00( $ 29

Revenues increased by $16 million to $308 milliei2006. This increase is due primarily to the séldevelopment properties ($62 million),
the timing and location of sales of higher anddyatise properties ($34 million) and conservatiapprties ($15 million), offset in part by a
decrease in the sales of small non-strategic ptiegefs64 million) and no large, non-strategic terland sales during 2006 ($31 million). The
timing of real estate sales is a function of maagtdrs, including the general state of the econategnand in local real estate markets, the
ability to obtain entitlements, the plans of adjgdandowners, our expectation of future price apiation, the timing of harvesting activities,
and the availability of government and not-for-firéinding. Development properties revenue incrdas€2006 due primarily to the sale of a
large development project for proceeds of $43 ariliand the continued expansion of our real estteldpment business. This large
development, which the company has been workinfposeveral years, consisted of approximately 18€0@s of land in King County,
Washington. (See Part I, Item 1. Business, “RettEsSegment” for a summary of internal developnpeaperties and joint venture
arrangements.)

Average price per acre for small netrategic land sales was $1,585 during 2006 cordpar81,075 per acre during 2005. Compared to §
realized during 2006, the majority of our remaingmall non-strategic acres will likely have a lowaeice per acre. Average price per acre for
higher and better use / recreational land salespd@¥0 during 2006 compared to $2,814 per acnagl@005. Due to increased competition
in several of our markets with the highest per @ciees for our higher and better use / recreatipraperties, we may shift our sales mix to
regions that tend to have lower per acre pricestiothigher and better use / recreational properfis a result, during 2007, we expect that
our higher and better use / recreational propewitfave a lower average price per acre. Each yweaadjust our sales mix to capture value
in the strongest markets.

The company employs an ongoing process designieiendify the long-term best use for each of itspganies to guide the investment and
management decisions on each property. Currenth8& million acres includes 6.1 million acrescofe timberlands, approximately 400,(
acres of timberlands considered to be non-stratagit 1.7 million acres of timberlands with highatue for uses other than growing timber.
The non-strategic timberlands generally consistnodll tracts and are expected to be sold overakefive years. The 1.7 million acres with
higher value are further segmented into three caiegy conservation (500,000 acres); recreationhégiter and better use properties
(1,000,000 acres); and those properties we expetdvelop (225,000 acres) through a wholly-ownedlée REIT subsidiary. The higher
value properties, located throughout our ownerghigy be sold over approximately the next 15 yeBins.company’s evaluation of the best
economic use and future plans for its timberlandlscivange as markets for timber and alternativiellases evolve. As these changes occur,
additional core timberlands may be categorizedoasearvation, higher and better use, or developmemerties. Until these properties are
sold, they will continue to be used productivelyour business of growing and selling timber. Weestpevenues from real estate sales dt
2007 to range between $330 million and $350 milfram the sale of 150,000 to 190,000 acres. Wenesé these sales will consist of 80,000
to 100,000 acres of non-strategic acres, 4,0000@08acres of development and joint venture aandgfeze remainder from the sales of higher
and better use and conservation acres.

The Real Estate Segment operating income as ampearceevenue was 58% for the period ended Dece®ibe?006, compared to 47% for
same period in 2005. This increase was due priyn@riselling a greater percentage of lower valod#rlands during 2005, including 40,000
acres of large, nostrategic timberlands that were sold for a nomgaah. Real Estate Segment costs and expenses sketi®a$26 million t
$130 million in 2006. This decrease was due prilpaoi
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selling fewer acres during 2006 ($58 million), effén part by higher costs associated with our i@raent business ($34 million). Costs
associated with our development business were $#fidmfor 2006 compared to $10 million in 2005, tviapproximately half of the
development business costs in 2006 associatedhétlarge project sold in King County, Washingtdhe remainder of the increase in
development costs was due to higher staffing lewalsis and selling costs for lot sales, and ingatiry and feasibility costs in connection
with the expansion of this business.

Manufactured Products Segment. Revenues decreased by $11 million, or 2%, to $4@i®min 2006. This decrease was due primarily to
lower lumber prices ($4 million), lower lumber sabplume ($16 million), and lower plywood salesurok ($10 million), offset in part by
higher MDF prices ($13 million) and higher MDF sal®lume ($3 million). Lumber sales volume decrdase 7% due primarily to
production curtailments as a result of a declidoggsupply and weak lumber prices. Lumber price2@06 were 5% lower than during 20l
however, lumber prices during the fourth quarte2@®6 were 11% lower than during the same peridterprior year due to the sharp dec
in housing starts. Housing starts in the U.S. du#i06 were 12% lower compared to 2005.

Plywood sales volume decreased by 7% due primaridydeclining supply of high-grade plywood logghe region and increased
competition from commodity plywood mills. Plywoodges for 2006 were slightly higher than 2005; heere plywood prices during the
fourth quarter of 2006 were 8% lower than during fiburth quarter of 2005. This price decline was grimarily to increased competition
from commodity plywood producers which have tardetales to industrial customers as a result oflineg down in home construction. MDF
prices increased an average of 9% for all of 206 mrimarily to a mix shift to higher value prodsieind supply constraints due to recent
North America mill closures

Manufactured Products Segment operating incomeséasf its revenues for 2006 and 6% for 2005. Mactuiiied Products Segment costs
and expenses decreased by $4 million, or 1%, td $4ifion in 2006. This decrease of $4 million wéee primarily to lower lumber sales
volume ($12 million) and lower plywood sales volu(8® million), offset in part by higher plywood maacturing costs ($8 million) and
higher MDF raw material costs ($9 million). Plywoodnufacturing costs increased due primarily toitbeeased costs associated with
manufacturing higher value products. MDF raw materosts increased due primarily to higher resire(th higher energy costs) and wood
fiber (due to regional fiber shortage) costs.

Other Costs and Eliminations. Other Costs and Eliminations (which consists opooate overhead and intercompany profit elimingtion
decreased operating income by $53 million in 2@@8npared to a decrease of $48 million in 2005. Triisease of $5 million was due
primarily to increased costs associated with infation technology, strategic business developmeiat fimancial and tax reporting. Other
Costs and Eliminations increased by 10% during 20@bare expected to increase by another 10% in 0Gimilar reasons.

Gain from Canadian Lumber Settlement. In 2006, a definitive agreement was signed betwketJ.S. and Canadian governments to settle
the long-standing dispute over Canadian lumber nspt/nder the terms of the agreement, approxim&&00 million of deposits collected

by the U.S. was paid to members of the U.S. ingiugialition. As a member of the coalition, we ree€i a pro rata share of these funds
totaling $14 million ($13 million, net of tax).

Interest Expense, net. Interest expense (net of interest income) incre&&ddmillion, or 22%, to $133 million in 2006. Thiwrease was
due primarily to the issuance of $300 million ofiee notes in connection with our November 2005 itian timberland acquisition and our
repurchase of approximately 7.5 million sharesashmon stock for $263 million in 2006. The shareurepase was funded by using a
combination of cash and debt financing.

Provision for Income Taxes. The provision for income taxes was $13 million 2006 compared to $8 million for 2005. This chanf$%
million is due primarily to a remeasurement of B@ferred Tax Liability in 2005, which reduced taxpense for 2005 by $5 million. This
remeasurement was related to projected sales bétiamds that are subject to built-in gains taxrduthe ten-year period ending October 6,
2011, that were acquired in connection with ourgaexith The Timber Company.

In addition to corporate-level income tax on certadn-REIT activities conducted through various iyrowned taxable REIT subsidiaries,
the company is subject to built-in gains tax ontaiarproperty dispositions as a consequence oOatwber 6, 2001 merger with The Timber
Company. Our merger with The Timber Company invdlagerging a taxable entity into a nontaxable engityd as a result, Plum Creek will
generally be subject to corporate-level income(bait-in gains tax) if the company makes a taxab#position of certain property acquired
in the merger within the ten-year period followitng merger date. However, the tax is generallypagtble to the extent proceeds from such
dispositions are reinvested in qualifying like-kirgblacement property.
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In connection with our merger with The Timber Comypawve wrote-off all of The Timber Company’s defatrincome tax liability related to
timber and timberlands except for $11 million. Wiel million deferred income tax liability relatesthe book-tax basis difference of timber
and timberlands that were expected to be soldsahbjbct to, the built-in gains tax during the terayperiod ending October 6, 2011. During
the period October 6, 2001 to December 31, 20@6$4 million deferred income tax liability was veed by $1 million due to the payment
of tax in connection with sales of timberlands sgbjo the built-in gains tax.

In accordance with Statement of Financial Accountandards No. 108ccounting for Income Taxese remeasure the amount of deferred
income taxes needed in connection with expectex sdltimberlands subject to the built-in gainseaxh quarterly reporting period. In 2005,
we reduced our deferred tax liability associatethwimber and timberlands by $5 million and cor@sgingly recorded a deferred tax benefit
of $5 million. Based on projected timberland salekject to the built-in gains tax for the periodcBeber 31, 2006 to October 6, 2011, and
our ability to successfully reinvest proceeds kedkind properties, we estimate we need a defdevetiability of approximately $5 million.

As a result, no adjustment to the deferred taxlitglassociated with built-in gains tax was madeD06.

2005 COMPARED TO 2004

Northern Resources Segment. Revenues increased by $22 million, or 7%, to $34lfomin 2005. This increase was due primarily to
higher harvest volume ($12 million) and higher praidprices ($11 million). The increase in volumelige primarily to harvesting on
timberlands acquired during the past several ystnanger log demand due to new mills, and an asgef harvest levels in certain marke
take advantage of favorable log prices. Revenu@8@% included $4 million from the harvesting of @3 tons associated with our
acquisition of 650,000 acres of timberlands in Ngelm during November of 2005.

Sawlog prices increased by 3% ($8 million) due arity to higher demand for logs as a result of éased lumber production and a limited
supply of logs. Pulpwood prices increased by 8%n(#bon) due primarily to low log inventories.

Northern Resources Segment operating income wasa2®%revenues for 2005 and 30% for 2004. Segroestis and expenses increasel
$20 million, or 9%, to $248 million in 2005. Thisarease was primarily due to higher per ton log leend rates ($12 million) and higher
harvest volume. Log and haul cost on a per torshasieased by 7% due primarily to higher fuel soSegment expenses in 2005 include
million as a result of our harvesting on recentiguired timberlands in Michigan.

Southern Resources Segment. Revenues increased by $42 million, or 9%, to $500om in 2005. This increase was due primarilyato
higher percentage of delivered log sales comparedles of standing timber ($19 million), highendest volume ($11 million) and higher
softwood sawlog prices ($7 million).

Revenues increased $19 million due to the compangieased percentage of delivered log sales. Aqmoof the increase in delivered log
sales is by way of decreasing the percentage nflstg timber sales. Under its delivered log saleaments, the company is responsible for
log and haul costs. When standing timber is skl buyer incurs the log and haul costs. The compelty logs on a delivered basis when, in
management’s judgment, log merchandising effortbyiald a premium over selling stumpage. Whilegrues are higher when the company
is responsible for the logging and hauling of timlzelarge portion of that increase in revenue isaver the related increase in cost of sales.
As a result, on delivered log sales the companljzesalower operating income as a percentage @me®, even though operating income is
generally improved.

Harvest volume increased due to favorable harvgsiimditions during most of 2005 and a plannedeiase in harvest levels. The planned
increase in harvest levels is the result of aneiased percentage of maturing timber on our soutireberlands.

Softwood sawlog prices increased temporarily dutirgfirst half of 2005 due primarily to a weathelated shortage of logs. Several of our
customers had low log inventories at the end o#2f@e to wet weather during the second half of 2884 as a result, offered higher price
order to rebuild log decks.

Southern Resources Segment operating income wa#8&revenues for 2005 and 44% for 2004. SoutiREsources Segment costs and
expenses increased by $28 million, or 11%, to $884on in 2005. This increase was due primarilyaimincrease in log and haul costs as a
result of a higher percentage of delivered logssaempared to sales of standing timber, increaaegekting volume, and higher fuel costs.
The per ton rate increase for log and haul codtg;iwincreased costs and expenses by $11 millias,due primarily to higher fuel costs.
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In 2005, approximately 350,000 acres of our timdoadk in Mississippi were impacted by severe windsfHurricane Katrina. As a result,
recorded a $2 million loss in 2005, which represe¢hé book basis for approximately 600,000 tortsnatber that was destroyed. Following
Hurricane Katrina, we began salvaging timber thas Wwlown down but not destroyed. For 2005, opegatinome was reduced by $1 million
due to higher logging costs from our salvage ojrat

Real Estate Segment.

2005 2004

Revenue: Revenue
Acres Revenue Acres Revenue
Property Sold (Millions) Per Acre Sold (Millions) Per Acre
Small Non-Strategic 148,20( $ 16( $ 1,07 34,00( $ 4 $ 1,23(
Large Non-Strategic 40,00( 31 78C 255,00( 13¢ 52C
Conservation 22,60( 26 1,151 65,00( 73 1,12¢
Higher and Better Use / Recreational 21,00( 50 2,81 21,10( 52 2,45(
Development Properties 20C 3 14,50( 50 3 61,00(
Conservation Easements N/ A 13 45(C N/ A — |

Total 232,00( $ 29 375,15( $ 30:

Revenues decreased by $11 million to $292 millipA005. Excluding revenues from the large, nontesfria timberland sales, revenues
increased $91 million to $261 million for 2005, qoamed to $170 million for 2004. This increase ig @uimarily to an increase in land sales
activity as the company executes its strategy kihgenon-strategic timberlands. Large, non-stratdignberland sales excluded, the sales of
our conservation and small non-strategic timbedaactounted for approximately 90% of the acres dotthg 2005 compared to 82% of the
acres sold during 2004. Higher and better use tilabe sales represented approximately 10% of thesasold during 2005 compared to 18%
of the acres sold during 2004.

Real Estate Segment operating income was 47% wmhitnues for 2005, compared to 49% for 2004. Estlte Segment costs and expenses
increased by $2 million to $156 million in 2005.iFIncrease was due primarily to an increase id kEales activity associated with small
parcels of non-strategic timberlands ($28 milliprimarily land basis) and an increase in costsaate with development activities ($7
million), offset in part by a decrease in largensstrategic timberland sales ($34 million, primatdnd basis). Costs associated with our real
estate development activities increased to $10anilh 2005 compared to $3 million in 2004 due ity to new costs (e.g. investigatory,
appraisals, feasibility studies, environmental andineering studies, market analysis) associatddaur expanding real estate development
business.

Manufactured Products Segment. Revenues decreased by $14 million, or 3%, to $5llibmin 2005. This decrease was due primarily to
lower lumber prices ($11 million), lower plywoodiges ($9 million), offset in part by higher MDF peis ($10 million). Despite the highest
level of U.S. housing starts since 1972 (U.S. hagistarts during 2005 were 5.6% higher than housiags during 2004), lumber prices
decreased by 7% due primarily to increased lumbmdyction and imports. U.S. lumber production dgtine first eleven months of 2005 v
4% higher than the same period in 2004 due to-sfadf new mills and capacity expansions at exgstmlls. Furthermore, lumber imports
from Canada during the first eleven months of 2ib@Beased by 2% over the same period in 2004, #sHave imports (Europe and Latin
America) increased by 28%, due primarily to thersgth of the U.S. economy and weak foreign markets.

Plywood prices decreased by 7% due primarily tarbesase in North America structural panels (plgdi@and oriented strand board)
production capacity and offshore imports. Durin@20North America structural panel production catydtas increased by approximately
one billion square feet, or approximately 3% of &maual U.S. structural panel consumption. Duri6@% offshore imports (primarily Latin
America) increased 32% over 2004 amounts.

MDF prices increased 6% due primarily to improvedndnd and a richer production mix. MDF demand ha®ased due to strong housing
starts and improved repair and remodeling marlkaising the first half of 2004, we resolved all afrcstart-up issues associated with our new
MDF thin-board line and, as a result, have incrddke percentage of higher-margin products we predu

Manufactured Products Segment operating incomeb#asf its revenues for 2005 and 11% for 2004. Teisrease was due primarily to
lower lumber and plywood prices and higher energy mw material costs. Manufactured Products Segmen
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costs and expenses increased by $13 million, ot8%#475 million in 2005. This increase was duenarily to higher log costs and higher
energy prices. Log costs have increased due ptimara declining supply of logs in Montana anddeable lumber and plywood prices.
Energy costs, including the impact on resin pribesie increased by $5 million over the prior year.

Other Costs and Eliminations. Other Costs and Eliminations (which consists opooate overhead and intercompany profit elimingtion
decreased operating income by $48 million in 2@@Bpared to a decrease of $42 million in 2004. Triisease of $6 million was due
primarily to higher corporate overhead associatild accounting and timber and timberland systemd,@rporate compliance.

Other Operating Income (Expense), net. During 2004, we sold our working interest in oualteed methane gas joint operating agreement
to Geomet, Inc. for $27 million and recorded a g#i$5 million.

Interest Expense, net. Net interest expense decreased by $2 million t®$iillion for 2005. This decrease was due primawlyhe
replacement of high interest rate debt with lowgeriest rate debt.

Provision for Income Taxes. The provision for income taxes was $8 million f@08 compared to $27 million for 2004. This decreafse
$19 million is due primarily to a $27 million dewé in the operating income of the Manufacturingdermds Segment (resulting in a lower tax
expense of $11 million), a $5 million remeasuren@rdur Deferred Tax Liability, and the $5 milligimin we recognized during the second
quarter of 2004 from the sale of our coalbed mettgas working interest (resulting in a higher tagense in the prior year of $2 million).
See Note 4 of the Notes to Financial StatementBuftiner discussion regarding the remeasuremeatioDeferred Tax Liability.

Gain on Sale of Properties, net of tax. In December 2004, the company sold certain subseigeoperty rights (primarily coal reserves,
excluding coalbed methane, oil and gas reserveBl@manan County, Virginia. The net gain, afterugdg the proceeds for applicable book
basis and income taxes, was $23 million. Durindfits¢ quarter of 2005, the company sold its rermagrcoal reserves for a total gain of $20
million, net of selling costs and applicable incotages. The company also sold other industrial nalressets during the fourth quarter of
2005 for a total gain of $3 million, net of tax.

Financial Condition and Liquidity

2006 2005 2004
SOURCES OF CASH
Operations $ 527 $ 552 $ 594
Changes in Working Capital 29 (36) (12)
Cash from Stock Option Exercises 7 9 12
Cash from Other Asset Sales 2 29 46
Increase Debt Obligations, net 93 341 -
Other Cash Changes, net 2 (3) (1)
Total Sources of Cash $ 660 $ 892 $ 639
USES OF CASH
Returned to Stockholders:
Dividends $ (290 $ (279 $ (260
Common Stock Repurchases (263 Q) —
Reinvest in the Business:
Capital Expenditures (92) (89) (70)
Acquire Timberlands (111 (501 (66)
Reduce Debt Obligations, net - — (181
Total Uses of Cash (756 (870 (577
Change in Cash and Cash Equivalents $ (96 $ 22 $ 62

Cash Flows from Operating Activities. Net cash provided by operating activities for tearyended December 31, 2006 totaled $556 mi
compared to $516 million in 2005. The increase4d #hillion was due primarily to a $65 million dease in working capital, primarily as a
result of a $51 million positive change relatedtte timing of when proceeds from a like-kind exdlatrust are either reinvested in
replacement property (primarily timberlands) ortdiited to the company. Proceeds associated withwaard like-kind exchange are either
reinvested in like-kind property within 180-days,ifathe
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exchange is not successful, are distributed tadnepany at the end of either the 45-day identifocaperiod or the 180-day reinvestment
period. During 2006, we received proceeds frommsuacessful like-kind exchange while during 2005had numerous real estate sales in
which the proceeds were held in a like-kind excleatngst as of December 31, 2005.

Net cash provided by operating activities for tearyended December 31, 2005 totaled $516 milliompared to $582 million in 2004. Tl
decrease of $66 million was due primarily to a §#lfion decrease in operating income from our maxtdring facilities and a $24 million
increase in working capital. The increase in wogkiapital was due primarily to an increase in led exchange proceeds held in escrow.

Debt Financing. In April 2006, the company filed with the Securitiand Exchange Commission a shelf registratioersi@nt under which
Plum Creek Timber Company, Inc., from time to timy offer and sell any combination of preferremtkt common stock, depositary
shares, warrants and guarantees, and under whioh ®@leek Timberlands, L.P., the company’s whollyaed operating partnership, may
from time to time, offer and sell debt securiti€be shelf registration statement expires on AfBil 2009.

On May 2, 2006, Plum Creek Timberlands, L.P. issaféthe shelf registration statement $225 milleygregate principal amount of its sel
notes with a coupon rate of 5.875%, at a markeepf 96.686% of the principal amount. The notetuneain 2015 and are fully and
unconditionally guaranteed by Plum Creek Timber @any, Inc. The net proceeds of $216 million weredugrimarily to repay outstanding
debt maturing during 2006.

On June 29, 2006, the company terminated its pusv650 million revolving line of credit maturing January 2009 and entered into a new
$750 million revolving line of credit agreementthaatures in June 2011. The revolving line of drethy be increased to $1 billion subjec
certain terms and conditions. As of December 3062¢he weighted-average interest rate for thedwangs on the line of credit was 5.79%.
The interest rate on the line of credit is based IBOR plus 0.425%. This rate can range from LIB@IRs 0.27% to LIBOR plus 1%
depending on our debt ratings. Subject to custoroavgnants, the line of credit allows for borrowsrfgom time to time up to $750 million,
including up to $100 million of standby lettersavédit. Borrowings on the line of credit fluctuataily based on cash needs. As of
December 31, 2006, we had $581 million of borrowiagd $5 million of standby letters of credit catgting; $164 million remained
available for borrowing under our line of credits Af January 5, 2007, $243 million of the borrovéinoder our line of credit was repaid.

In November of 2005, Plum Creek Timberlands, LsBued $300 million aggregate principal notes witloapon rate of 5.875% at a market
price of 99.731% of the principal amount. The npiesued under a previous shelf registration statémmature in 2015. The net proceeds of
$297 million were used primarily to acquire 650,&@0es of timberlands in Michigan, valued at $34lian. The transaction was also by
funded by $87 million of like-kind exchange funds.

The company’s borrowing agreements contain vaniessictive covenants, including limitations onVest levels, sales of assets, the
incurrence of indebtedness and making restrictgdhpats (such as payments of cash dividends or segkchases). The borrowing
agreements limit our ability to make restricted payts based on available cash, which is generatlyet income (excluding gains on the
sale of capital assets) after adjusting for norr@dmrges (such as depreciation and depletionhgesain various reserves, less capital
expenditures and principal payments on indebtedihessre not financed. Additionally, the amoungeéilable cash may be increased by the
amount of proceeds from the sale of higher andbatte properties and, under certain circumstahges0% of the amount of net proceeds
from the sale of other assets. Furthermore, oardincredit requires that we maintain certain ies¢coverage and maximum leverage ratios.
The company was in compliance with all of our bairgy agreement covenants as of December 31, 2006.

The company’s financial policy is to maintain advade sheet that provides the financial flexibildypursue our strategic objectives. In order
to maintain this financial flexibility, the compagyobjective is to maintain its investment gradedit rating. This is reflected in our moderate
use of debt, good access to credit markets andaterial covenant restrictions in our debt agreem#rdt would prevent us from prudently
using debt capital.

Capital Expenditures. Capital expenditures, excluding the acquisitiotimberlands, for 2006 were $92 million (including illion in real
estate development expenditures) compared to $88mrin 2005 and $70 million for 2004. During 2Q@lum Creek acquired approximat
98,000 acres of timberlands located primarily ir@m for $111 million with funds from tax-deferredchange transactions and from use of
our line of credit. During 2005, Plum Creek acqdiemproximately 754,000 acres of timberlands latateNorthern Michigan, Arkansas and
Florida for $501 million with funds from
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tax-deferred exchange transactions, debt and firadsoperations. During 2004, Plum Creek acquinggraximately 78,000 acres of
timberlands located primarily in Arkansas and M&iore$66 million with funds from operations and fisfrom tax-deferred exchange
transactions.

Planned capital expenditures for 2007, excludimgabquisition of timberlands, are expected to rdregereen $95 million and $105 million
and include approximately $65 million for our tinmaads, $15 million for real estate developmenestments, $12 million for our
manufacturing facilities, and $10 million for ingegents in information technology to support growtlour Real Estate Segment. The
timberland expenditures are primarily for reforéistmand other expenditures associated with thetiplg and growing of trees.
Approximately 50% of planned capital expendituresdiscretionary in 2007. Discretionary expendisuzensist primarily of silviculture, lar
development, and information technology investme@ther capital expenditures consist primarilyefbrestation and projects at our
manufacturing facilities to sustain operating &t and improve safety. Included within the pladrcapital expenditures for our
manufacturing facilities for 2007 is approximataly $8 million investment to expand our bio-filtenissions control equipment at our MDF
facilities to comply with stricter environmentahatiards that become effective October 1, 2008.

Equity. On February 6, 2007, our Board of Directors dedarelividend of $0.42 per share, or approximat&¥ illion, which will be paid
on March 2, 2007, to stockholders of record on &atyr 16, 2007. Future dividends will be determibgdur Board of Directors, in its sole
discretion, based on consideration of a numbeaatbfs including, but not limited to, our resulfoperations, cash flow and capital
requirements, economic conditions, tax considematidebt covenant restrictions that may imposdaditioins on the comparng/ ability to mak
cash payments, borrowing capacity, changes intisegpof and demand for Plum Creek’s products,drahges in our ability to sell
timberlands at attractive prices. Other factors that Board of Directors considers include the appate timing of timber harvests,
acquisition and divestiture opportunities, stogiurehases, debt repayment and other means by wiaadompany could deliver value to its
stockholders.

In October 2002, the Board of Directors authoriaeg?00 million share repurchase program. In Juldé 2e Board of Directors authorized
an additional $200 million to be used for the shamurchase program. As of December 31, 2006,dh®any had repurchased approxime
9.5 million shares of common stock for a total aafs$307 million at an average price of $32.26 glare. Of these totals, 7.5 million share
a total cost of $263 million, or an average costgbmre of $35.16, were repurchased in 2006. Thepaay is authorized to repurchase an
additional $93 million of its common stock.

Future Cash Requirements. Cash required to meet our financial needs willigaiicant. We believe, however, that cash on hand cash
flows from continuing operations will be sufficietat fund planned capital expenditures and intgragtnents on our indebtedness through the
end of 2007. In 2007, the company has $123 miltibscheduled long-term debt principal payment regjuents. The company intends to
refinance the 2007 principal payments at the tifr@aturity with the use of a combination of shatrh and longerm borrowings, dependi

on interest rate and market conditions. Managemeligves that the company’s credit ratings, asas¢ land historical financial performance
will allow these refinancings to be completed atagtive interest rates.

Other Information

SFAS No. 158. In September 2006, the Financial Accounting StaaelBoard issued Statement of Financial Accountiag@ards No. 158,
Employer’ Accounting for Defined Benefit Pension and OtRest Retirement Plans—an amendment of FASB Stateiden87, 88, 106,

and 132(R)“SFAS No. 158”). SFAS No. 158 requires entities@oognize the funded status of their defined liepehsion plans in the
balance sheet, measured as the difference betlvedait value of the plan assets less the projdmeefit obligation. Any resulting asset or
liability will be fully recognized in the balancéaet. SFAS No. 158 also requires the actuarial oreagent date to be at the end of the ergity’
fiscal year and expanded disclosure in the foomtiighe financial statements. SFAS No. 158 iscéffe for fiscal years ending after
December 15, 2006 for entities with publicly trageplity securities, and requires prospective appba, with the initial recognition of the
funded status being recognized as a componenhef cbmprehensive income. The company adopted $¥A358 on December 31, 2006.
As a result of adopting SFAS No. 158, the compauwprded a $14 million decrease in accumulated atbprehensive income, net of tax
$5 million. See Note 10 of the Notes to Financiat@ments.

SAB 108. In September 2006, the Securities and Exchange GQssiom issued Staff Accounting Bulletin No. 1@)nsidering the effects of
Prior Year Misstatements when Quantifying Misstatets in Current Year Financial Stateme(*SAB 108”), which provides interpretive
guidance on the consideration of the effects arprear misstatements in quantifying
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current year misstatements for the purpose of aniadity assessment. SAB 108 is effective for fisaaars ending after November 15, 2006.
The adoption of this standard at December 31, 20d@&ot have an impact on the company’s finanaaldition, results of operations or cash
flows.

SFAS No. 157. In September 2006, the FASB issued SFAS No. E&if,Value MeasuremerftSFAS No. 157”). SFAS No. 157 defines fair
value, establishes a framework for measuring falue in generally accepted accounting principlas, expands disclosures about fair value
measurements, but does not require any new faievakasurements. SFAS No. 157 is effective foafigears beginning after November 15,
2007 and interim periods within those fiscal yedise company will adopt SFAS No. 157 in the firgader of 2008. The Company is in the
process of determining the effect, if any, the amopof SFAS No. 157 will have on the consolidatie@dncial statements.

FIN 48. In July 2006, the Financial Accounting Standardaf8idssued FASB Interpretation No. 48,counting for Uncertainty in Income
Taxeg(“FIN 487). In summary, FIN 48 requires that alktpositions subject to Statement of Financial Aectimg Standards No. 109,
Accounting for Income Taxebe analyzed using a two-step approach. The fiegt itquires an entity to determine if a tax positeomore-
likely-thannot to be sustained upon examination. In the sestaq the tax benefit is measured as the largestiat of benefit, determined
a cumulative probability basis that is more-likéfyannot to be realized upon ultimate settlement. FINsA&fective for fiscal years beginni
after December 15, 2006, with any adjustment inraanys tax provision being accounted for as a cumulaféect of accounting change
beginning equity. The company adopted FIN 48 omudanl, 2007. The adoption of this standard didhaste an impact on the company’s
financial condition, results of operations or céskwvs.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk

Approximately $1.7 billion of the long-term debtthe company bears interest at fixed rates, améfitie the fair value of these instruments
is affected by changes in market interest rates.féliowing table presents contractual principatcéiows based upon maturity dates of the
company’s debt obligations and the related weiglaiesrage contractual interest rates by expectedrityatiates for the fixed rate debt

(in millions):

THERE- FAIR
2007 2008 2009 2010 2011 AFTER TOTAL VALUE A
DECEMBER 31, 2006
Fixed rate debt
Principal due B $ 12¢ $ 147 $ 20C $ 5¢ $ 424 $ 79¢ $ 1,74¢ $ 1,79
Average interest rate © 6.€% 6.€% 6.8% 6.7% 6.€% 6.C%
Variable rate debt P $ 581 $ 581 $ 581
THERE- FAIR
2006 2007 2008 2009 2010 AFTER TOTAL VALUE B
DECEMBER 31, 2005
Fixed rate debt
Principal due B $ 157 $ 12¢ $ 147 $ 20C $ 5¢ $ 99¢ $ 1,68( $ 1,77¢
Average interest rate 7.2% 7.1% 7.1% 6.€% 6.€% 6.3%
Variable rate debt $ 5C $ 49¢ $ 54¢ $ 54t

AThe increase in the fair value of fixed rate debtrf December 31, 2005 to December 31, 2006 waguiunarily to issuance of $225 millic
in senior notes in May of 2006, partially offsetigpayment of $157 million of fixed rate borrowindigring 2006 and higher interest rates at
December 31, 2006 compared to 2005.

B Excludes unamortized discount of $7 million at Draber 31, 2006 and unamortized premium of $4 milabDecember 31, 2005.
CRepresents the average interest rate of total fixedebt outstanding at the end of the period.

P As of December 31, 2006, the weighted-averagedsteate on the $581 million of borrowings under $r50 million revolving line of
credit was 5.79%. The interest rate on the linereflit is based on LIBOR plus 0.425%. This ratereamge from LIBOR plus 0.27% to
LIBOR plus 1% depending on our debt ratings.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

PLUM CREEK TIMBER COMPANY, INC.
CONSOLIDATED STATEMENTS OF INCOME

(in millions, except per share amounts)

DECEMBER 31,

DECEMBER 31,

DECEMBER 31,

Year Ended 2006 2005 2004
REVENUES :
Timber $ 80 $ 76 $ 69
Real Estate 30¢ 292 303
Manufacturing 49z 504 51€&
Other 19 16 13
Total Revenues 1,627 1,57¢ 1,52¢
COSTS AND EXPENSES :
Cost of Goods Sold:
Timber 487 41€ 36¢&
Real Estate 12€ 152 14¢
Manufacturing A5E 462 44¢
Other 3 3 4
Total Cost of Goods Sold 1,071 1,03¢ 97C
Selling, General and Administrative 11= 97 86
Total Costs and Expenses 1,18¢ 1,132 1,05¢
Gain from Canadian Lumber Settlement 14 - -
Other Operating Income (Expense), net 4 5 5
Operating Income 461 44¢ 477
Interest Expense, net 13= 10¢ 111
Income before Income Taxes 32¢ 33¢ 36€
Provision for Income Taxes 13 8 27
Income from Continuing Operations 31E 331 33¢
Gain on Sale of Properties, net of tax - 23 23
Income Before Cumulative Effect of Accounting Change 31E 354 362
Cumulative Effect of Accounting Change, net of tax 2 — —
Net Income $ 317 $ 354 $ 362
PERSHAREAMOUNTS :
Income from Continuing Operations—Basic $ 1.7F $ 1.8C $ 1.8&
Income from Continuing Operations—Diluted $ 1.74 $ 1.7¢ $ 1.84
Net Income per Share—Basic $ 1.7¢ $ 1.92 $ 1.97
Net Income per Share—Diluted $ 1.7¢ $ 1.92 $ 1.97
Dividends Declared—per Common Share Outstanding $ 1.6C $ 1.52 $ 1.4z
Weighted-Average Number of Shares Outstanding
—Basic 180.k 184.C 183.4
—Diluted 180.¢ 184.¢ 184.1

See accompanying Notes to Consolidated FinancakBtents
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PLUM CREEK TIMBER COMPANY, INC.
CONSOLIDATED BALANCE SHEETS

(in millions, except per share data)

DECEMBER 31,

DECEMBER 31,

2006 2005
ASSETS
Current Assets:
Cash and Cash Equivalents $ 27z $ 369
Restricted Advance from Customer 4 23
Accounts Receivable 40 44
Like-Kind Exchange Funds Held in Escrow = 30
Inventories 83 75
Deferred Tax Asset 7 17
Real Estate Development Properties 3 26
Assets Held for Sale 82 43
Other Current Assets 21 16
513 643
Timber and Timberlands—Net 3,876 3,887
Property, Plant and Equipment—Net 216 234
Investment in Grantor Trusts 28 26
Other Assets 28 22
Total Assets $ 4,661 $ 4,812
LIABILITIES
Current Liabilities:
Current Portion of Long-Term Debt $ 12E $ 161
Short-Term Debt - 50
Accounts Payable 42 45
Interest Payable 30 30
Wages Payable 27 25
Taxes Payable 24 18
Deferred Revenue 17 35
Other Current Liabilities 16 11
281 375
Long-Term Debt 1,617 1,524
Lines of Credit 581 495
Deferred Tax Liability 25 39
Other Liabilities 68 54
Total Liabilities 2,572 2,487
Commitments and Contingencies
STOCKHOLDERS' EQUITY
Preferred stock, $0.01 par value, authorized shares—75.0, outstanding—none _ —
Common stock, $0.01 par value, authorized shares—300.6, issued (net of Treasury Stock)—177.1 at
December 31, 2006 and 184.2 at December 31, 2005 2 2
Additional Paid-In Capital 2,190 2,179
Retained Earnings 214 186
Treasury Stock, at cost, Common shares—9.5 at December 31, 2006 and 2.0 at December 31, 2005 (307} (44)
Accumulated Other Comprehensive Income (Loss) !10! 2
Total Stockholders’ Equity 2,089 2,325
Total Liabilities and Stockholders’ Equity $ 4,661 $ 4,812

See accompanying Notes to Consolidated FinancakBtents
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PLUM CREEK TIMBER COMPANY, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(in millions)

Common Stocl

Accumulated
Other
Comprehensiv

Paid-In Retained  Other Treasury Income Total
Shares Dollars Capital Earnings  Equity Stock (Loss) Equity

January 1, 2004 1831 $2 $ 215 $ 9 $ 2 $ (43 $ (1 $ 2119
Net Income - - - 362 - - — 362
Other Comprehensive Income,

net of tax - - - - - - 1 1

Total Comprehensive Income 363
Dividends — — - (260 - - - (260
Stock Option Exercises 0.5 = 12 = = = = 12
Tax Benefit from Stock Incentive Plan — — 1 — — — — 1
Shares Issued under Stock Incentive Plans 0.1 = 2 = = = = 2
Other - - 2 — 1 — — 3
December 31, 2004 183.7 2 2,167 111 3 (43) = 2,240
Net Income — — - 354 - - - 354
Other Comprehensive Income, net of tax = = = = = 2 2

Total Comprehensive Income 356
Dividends = = = (279 = = (279
Stock Option Exercises 0.4 — 9 - - - - 9
Tax Benefit from Stock Incentive Plan — — 1 — — — — 1
Shares Issued under Stock Incentive Plans 0.1 — 1 - - - - 1
e - - 1 - _0® _ @ - (3)
December 31, 2005 184.2 2 2,179 186 - (44) 2 2,325
Net Income - - — 317 — — — 317
Other Comprehensive Income, net of tax - — — — — 2 2

Total Comprehensive Income 319
Adjustment to initially apply SFAS No. 158, net of tax of $5 - - — — — — (14) (14)
Dividends — — — (290 — — — (290
Stock Option Exercises 0.3 — 7 - - - - 7
Shares Issued under Stock Incentive Plans 0.1 — 4 — — — — 4
Common Stock Repurchased (7.5) — — — — (263 — (263
Other - - — 1 — — — 1
December 31, 2006 1771 $2 $219C $ 214 8 - $ 307 $ (10 $ 2,089

See accompanying Notes to Consolidated FinancakBtents
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PLUM CREEK TIMBER COMPANY, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)
DECEMBER 31, DECEMBER 31, DECEMBER 31,
Year Ended 2006 2005 2004
CASH FLOWSFROM OPERATINGACTIVITIES
Net Income $ 317 $ 354 $ 362
Adjustments to Reconcile Net Income to Net Cash Provided By Operating
Activities:
Depreciation, Depletion and Amortization (Includes $2 Loss Related to
Hurricane in 2005, and $9 Lumber Mill Impairment Charge in 2004) 128 113 114
Basis of Real Estate Sold (Includes Impairment Losses of $2 in 2006, $1 in
2005, and $21 in 2004) 85 124 134
Deferred Income Taxes 1 (13) 9
Gain on Sales of Properties and Other Assets 1) (24) (28)
Working Capital Changes Impacting Cash Flow:
Like-Kind Exchange Funds 30 (21) (11)
Other Working Capital Changes ) (15) Q)
Other ©)] (2) 3
Net Cash Provided By Operating Activities 556 516 582
CASH FLOWS FROM INVESTING ACTIVITIES
Capital Expenditures (Excluding Timberland Acquisitions) (86) (89) (70)
Timberlands Acquired (111 (501) (66)
Proceeds from Sale of Properties and Other Assets 2 29 46
Other (4) §22 4_21
Net Cash Used In Investing Activities (199 (563) (91)
CASHFLOWSFROM FINANCING ACTIVITIES
Dividends (290 (279 (260,
Borrowings on Lines of Credit 3,483 2,468 2,147
Repayments on Lines of Credit (3,397 (2,421 (2,295
Proceeds from Issuance of Short-Term Debt - 50 —
Repayment of Short-Term Debt (50) - —
Proceeds from Issuance of Long-Term Debt 216 297 -
Principal Payments and Retirement of Long-Term Debt (159 (53) (33)
Proceeds from Stock Option Exercises 7 9 12
Acquisitions of Treasury Stock (263 Q) -
Other - 1) -
Net Cash Provided By (Used In) Financing Activities (453‘ 69 g429‘
Increase (Decrease) In Cash and Cash Equivalents (96) 22 62
Cash and Cash Equivalents:
Beginning of Year 369 347 285
End of Year $ 2773 $ 369 $ 347
SUPPLEMENTARY CASH FLOW INFORMATION
Cash Paid During the Year for:
Interest $ 140 $ 114 $ 11E
Income Taxes—Net $ g $ 25 $ 11

See accompanying Notes to Consolidated FinancikBtents
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Plum Creek Timber Company, Inc.
Notes to Consolidated Financial Statements

NOTE 1. ACCOUNTING POLICIES

General. Plum Creek Timber Company, Inc. (“Plum Creek,’€ttompany,” “we,” “us,” or “our”), a Delaware Condion, is a real estate
investment trust, or “REIT”, for federal income tamrposes. At December 31, 2006, the company ownddnanaged approximately

8.2 million acres of timberlands in the Northwe&buthern and Northeast United States, and ownedperdted ten wood product conversion
facilities in the Northwest United States. Includedhe 8.2 million acres are about 1.7 millionescof higher and better use timberlands,
which are expected to be sold and/or developedtheenext 15 years for residential, recreationalarservation purposes. In addition, the
company has approximately 400,000 acres of nomegfiatimberlands, which are expected to be sokt twe next five years. In the
meantime, these timberlands continue to be usedliptively in our business of growing and sellinglter.

Basis of Presentation. The consolidated financial statements of the comaclude the accounts of Plum Creek Timber Comgphrc. and
its subsidiaries. Intercompany transactions andwats have been eliminated in consolidation. Alhvactions are denominated in United
States dollars.

Use of Estimates. The preparation of financial statements in confgrwith accounting principles generally acceptedtie United States
America requires management to make estimatessmunimptions that affect the reported amounts otsissel liabilities, disclosure of
contingent assets and liabilities at the date effittencial statements and the reported amountsvehues and expenses during the reporting
period. Actual results could differ from those psites.

Business Concentrations. Sales of the company’s products are dependent tiggoeconomic conditions of the housing, repair and
remodeling, industrial, and pulp and paper indastrChanges in these industries may significarftjcamanagement’s estimates and the
company’s performance.

Revenue Recognition. Timber sales revenues are recognized when lega¢ishiip and the risk of loss transfers to the pagehand the
guantity sold is determinable. The company saldbér under delivered log agreements as well asigirsales of standing timber (or
“stumpage”). For delivered sales, revenue whicluihes amounts billed for shipping and handling ¢iog and hauling of timber), is
recognized when the log is delivered to the custo®i@mpage is sold using primarily pay-as-cutuonp-sum sale agreements. Under a pay-
as-cut contract, the purchaser acquires the righatvest specified timber on a tract, at an agogeeh price per unit. The sale and any related
advances are recognized as revenue as the purtlzsests the timber on the tract. Under a lump-sal®, the parties agree to a purchase
price for all the timber available for harvest otract of land. Generally, the purchase price id panen the contract is signed. Title to the
timber and risk of loss transfers to the buyerhastimber is harvested. Therefore, revenue undlenp-sum sale is recognized each month
based on the timber harvested compared to thedstiahated timber available to be harvested basdbetimber cruise over the term of the
contract (usually 12 to 18 months). An adjustmeat roe required to the extent the actual timberdeted is different than the estimate of
timber available.

Revenues generated from the sale of lumber, plywoediium density fiberboard (“MDF”) and related pyeducts, primarily wood chips,

and amounts billed for shipping and handling, eamgnized at the time of delivery. Revenues geedraibm real estate sales include the sale
of higher and better use timberlands and non-gii@tenberlands. In some of these transactionsctimpany sold timberlands that qualified
for like-kind (tax-deferred) exchange treatmentemitie Internal Revenue Code. Substantially ahe$e sales involved a third party
intermediary, whereby the third party intermedieggeived proceeds related to the property soldlzem reinvested the proceeds in like-kind
property. The proceeds are recorded as revenue tlvbahird party intermediary receives them.

Revenue from real estate sales is recognized wrdance with Statement of Financial Accounting 8#ads (“SFAS”) No. 66Accounting fo
Sales of Real EstatBor substantially all of our real estate salesr@oeive the entire consideration in cash at clo§i@gsh Sales”). Also at
closing, the risks and rewards of ownership trartsf¢he buyer and we do not have a
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PLUM CREEK TIMBER COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

continuing involvement in our properties after ttagg sold. We recognize revenue under the fullimtenethod for Cash Sales of real estate
when the sale is consummated (i.e., at closing)o€asion we receive a portion of the real estie nsideration in the form of a note
receivable. Such sales represented less than 2Ur oévenue from real estate sales for each ofehes in the three-year period ended
December 31, 2006. Under these circumstances, evthagull accrual method of recognizing revenuéf buyer’s initial and continuing
investment is adequate; otherwise, revenue is gypeecognized under the cost recovery methodepiodit method, depending on the
circumstances. Furthermore, Plum Creek may occalbyosell timberlands to a single buyer under atipériod contract covering a series of
prescheduled closings and/or options. Under thes#-period contracts, once title and risk of I¢gs/e transferred to the buyer for individual
properties, the properties sold cannot be retufoied refund. However, deposits for future closingsler multi-period contracts may be
refunded under certain circumstances. The compaaysteach closing under a multi-period arrangemeat separate sale and recognizes
revenue in accordance with Emerging Issues TaskeHOEITF") No. 00-21 Revenue Arrangements with Multiple DeliverabBrsker
commissions and closing costs of our Real Estagen8at are included in Cost of Goods Sold.

Revenue from development projects is generallygeized under the full accrual method of accountiegause sales generally do not
commence until the project is completed. On oceasievenue from development projects will be reéogph under the percentage of
completion method when properties are sold pridh&r completion. Less than 5% of our developnmpenjects sales during 2006 were sold
prior to completion of the project.

Cash and Cash Equivalents. All highly liquid investments purchased with angimal maturity of three months or less are consddo be
cash equivalents. Substantially all of the cashaasth equivalents are invested in money marketsfuhide company periodically reviews the
credit rating of the financial institution whereetioney market funds are maintained. Additionalg, company considers certain proceeds
held in escrow associated with like-kind excharagsash equivalents. See “Like-Kind Exchanges.”

Restricted Cash. The company has restricted cash related to ceathiances from a customer associated with lump-suabet sales. The
company reports this cash as “Restricted Advaraa ftustomer” until the timber associated with thmp-sum contract is harvested.

Accounts Receivable. Accounts receivable at December 31, 2006 and d8@Besented net of an allowance for doubtful aot® of

$0.6 million and $0.5 million, respectively. Accdarare deemed past due based on payment termall@vance for doubtful accounts
represents managemengstimate and is based on historical losses, reo#iaction history, credit ratings of individuedistomers and existir
economic conditions. Delinquent accounts are clthagminst the allowance for doubtful accounts &ekitent and at the time they are
deemed uncollectible.

Like-Kind Exchanges. Plum Creek enters into like-kind (tax-deferredgleange transactions to acquire and sell asseisijpaily
timberlands. These transactions include both falvtimberlands sold, followed by reinvestment adgeeds to acquire timberlands) and
reverse (timberlands purchased, followed by rea#iproceeds from timberland sales) like-kind exaes. The company uses a qualified
escrow account to facilitate like-kind exchangasactions. Funds from forward likénd exchange transactions are included as a duaese
under the description Like-Kind Exchange Funds HelEscrow because the funds are restricted frommghgsed until the funds are either
successfully reinvested in timber and timberlandthe exchange fails and the proceeds are distbiat the company. Escrow funds held in
connection with reverse like-kind exchange trarnieastare included in Cash and Cash Equivalentsusecthese funds are available upon
demand and are not subject to risk of loss. At DemEr 31, 2006 and 2005, there was $29 million ahchilion of cash from reverse like-
kind exchange transactions included in Cash anti Egsivalents, respectively.

Inventories . Logs, work-in-process and finished goods are dtatehe lower of cost or market using the ave@gt method. Supplies
inventories are stated at cost. Costs for manufadtinventories included raw materials, labor, siegpenergy, depreciation and production
overhead. Cost of log inventories included timbepldtion, stumpage, associated logging and hangestists, road costs and production
overhead.
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Inventories, accounted for using the lower of agereost or market, consisted of the following

(in millions):
DECEMBER 31, DECEMBER 31,
2006 2005
Raw materials (logs) $ 2¢ $ 21
Work-in-process 4 4
Finished goods 41 37
70 62
Supplies 13 13
it $ 8: $ 7¢

Timber and Timberlands. Timber and timberlands, including logging roade, stated at cost less accumulated depletionrfdyer

previously harvested and accumulated road amddizathe company capitalizes timber and timberlpacthases and reforestation costs and
other costs associated with the planting and grgwirtimber, such as site preparation, growingwchases of seedlings, planting,
fertilization, herbicide application and the thingiof tree stands to improve growth. Timber camgyiosts, such as real estate taxes, insect
control, wildlife control, leases of timberlandgHer than lease payments for the purchase of stgrithber, in which case the payments are
capitalized) and forest management personnel salarid fringe benefits, are expensed as incurrests©f major roads are capitalized and
amortized over 30 years. Costs for roads that aitetb access multiple logging sites over numerpears are capitalized and amortized over
six years. Costs for roads built to access a siloglging site are expensed as incurred.

Costs attributable to timber harvested, or depletiwe charged against income as trees are halv&spletion rates are determined annually
based on the relationship between net carryingevaluhe timber plus certain capitalizable silviou costs expected to be incurred over the
harvest cycle and total timber volume estimatelet@vailable over the harvest cycle. The deplaetive does not include an estimate for ei
future reforestation costs associated with a stafidal harvest or future volume in connection witike replanting of a stand subsequent to its
final harvest. Net carrying value of the timber d@imberlands is used to compute the gain or logpimection with timberland sales. No b
basis is allocated to the sale of conservationreasts.

Higher and Better Use Timberlands / Real Estate Development. At December 31, 2006, the company owned 8.2 mikiores of
timberlands, of which approximately 1.7 million asrare higher and better use timberlands, whiclexgrected to be sold and/or developed
over approximately the next 15 years. Prior toshle and/or development of these acres, thesermmols will be used productively in our
business of growing and selling timber.

Properties developed internally (“Internal Develamnti) will generally be low-intensity developmeirhlted to activities associated with
obtaining entitlements and investing in infrastuet such as roads and utilities. Larger and monepticated projects, such as destination
resorts and master planned communities, will beeldped through joint venture arrangements in wiiehare the minority partner and our
involvement is limited to selling and/or contrilngiland and exercising certain protective righBx¢ernal Development”).

Costs associated with a specific real estate prajeccapitalized once we determine that the pragadable. Both external and internal costs
directly associated with the specific real estaitgget are capitalized. We capitalize improvememtd other development costs, including
interest costs and property taxes, during the d@veént period (capitalized interest and propertgsavere less than $1 million in 2006 and
2005). General real estate development costs latedeto a specific project and costs incurred fgefoanagement has concluded that a
project will be successful (e.g. investigatory sdsire expensed as incurred. For real estate psojéth multiple parcels, we determine the
cost of the individual lots sold by allocating thistorical cost of the land, timber, developmerd aammon construction costs on a relative
sales value.

10K -53-



Table of Contents

PLUM CREEK TIMBER COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Capitalized costs (including our book basis inrlated timber and timberlands) associated witbrtretl Developments were $14 million at
December 31, 2006. The portion of the capitalizesisrelated to Internal Development propertiesdhaexpected to be sold within the next
year ($3 million) is presented in the ConsolidéBatince Sheet at December 31, 2006, as Real Btadopment Properties. The porti

that is expected to be sold beyond one year ($1libnjiis included in Other Assets. Total capitalizreal estate development costs (including
our book basis in the related timber and timberdad December 31, 2005 were $31 million, includidgmillion included within Other
Assets.

The book basis of higher and better use timberlématsare considered held for sale in accordantie Statement of Financial Accounting
Standard No. 144ccounting for the Impairment or Disposal of Longdd Asset§'SFAS No. 144"), are presented in the Consolidated
Balance Sheet as Assets Held for Sale. Total aks&idor sale were $82 million at December 31,6280d $43 million at December 31,
2005. Generally, timberlands that are under conteasell or are listed for sale through an indejmet broker or through a taxable REIT
subsidiary and are expected to be sold within the yiear are considered assets held for sale. dble thasis of higher and better use
timberlands that do not meet the criteria of SFAS Ni4 are included in Timber and Timberlands. @diped costs (including our book basis
in the related timber and timberlands) associatiélal lxternal Development properties are presentetie Consolidated Balance Sheet as
Assets Held for Sale if they are expected to bd sph joint venture within the next year. ExterDalvelopment properties that are not
expected to be sold to a joint venture within th&tryear are included in Timber and Timberlands.

Property, Plant and Equipment. Property, plant and equipment are recorded at Begilacements of major units of property are edipéd
and the replaced units are retired. Replacememtiroér components of property and repair and maariea costs are charged to expense as
incurred.

All property, plant and equipment other than maotufang machinery (lumber, plywood and MDF) are rbegated using the straight-line
method over the estimated useful lives of the eel@ssets. Manufacturing machinery and equipmendepreciated on a units-of-production
basis, which approximates a straight-line basigflldives are 25 years for land improvements,®835 years for buildings, and 3 to 20 years
for machinery and equipment. Leasehold improvemaresiepreciated over the lease term or estimasiefuiidife, whichever is shorter. The
cost and related accumulated depreciation of ptpgetd or retired are removed from the accountsay gain or loss is recorded.

Grantor Trusts . The company has a grantor trust that was estalitdr deferred compensation and deferred PlumkCsleares. See Note
of the Notes to Financial Statements. Deferred @rsation assets, which include money market andahfiind investments, are classified
as “trading securities” and are carried at markdte. Realized gains and losses and changes ializee gains and losses and a
corresponding amount of compensation expense epeded in the Consolidated Statements of Income.

Plum Creek maintains another grantor trust, whithdompany uses to fund its non-qualified penslan pbligation. See Note 10 of the
Notes to Financial Statements. Money market andiatditind investments held by this trust are clasdifs‘available for sale securities.”
The investments are carried at market values ondhgany’s Consolidated Balance Sheet; realizensgaid losses are recognized in the
Consolidated Statements of Income; changes in liredagains and losses are recorded as other ctiepsa/e income or loss.

Shipping and Handling Costs. Costs incurred for shipping timber and manufaactymeducts are included in cost of goods sold.

Accounting for Share-Based Compensation. In December of 2004, the Financial Accounting 8tads Board issued Statement of
Financial Accounting Standards No. 123 (revised43Bhare-Based PaymefiEFAS No. 123(R)"), which is a revision of SFAS NI 3,
Accounting for Sto-Based CompensatiarSFAS No. 123(R) supersedes Accounting PrinciBteard (“APB”) Opinion No. 25Accounting
for Stock Issued to Employe, and amends SFAS No. %tatement of Cash Flow&enerally, the approach in SFAS No. 123(R) islainto
the approach described in SFAS No. 123. HowevefASSNo. 123(R) requires all share-based paymengsiployees, including grants of
employee stock options, to be recognized in therire statement based on their fair values. We ad@&fAS No. 123(R) on January 1, 2C
using the modified-
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prospective transition method. Results for priaiqus have not been restated, as provided for uth@emodified-prospective method.

Previously, the company adopted the fair-value-th@sethod of accounting for share-based paymergstafé January 1, 2002, using the
prospective method described in SFAS No. & ounting for Stock-Based Compensation—Transéti@hDisclosure Beginning January
2002, the company used the Black-Scholes-Mertantita to estimate the value of stock options grattesmployees and will continue to
use this option valuation model under SFAS No. B23The company does not expect the expense fok sfations computed in accordance
with SFAS No. 123(R) to be materially differentthihe expense previously computed under SFAS Na. 12

In addition to stock options, the company also tgaestricted stock and restricted stock unitsje@ahanagement awards and dividend
equivalents, a portion of which may be payabledhnd¢ompany’s stock. Grants of both value managemeatds and dividend equivalents
represent awards that are classified and accodimted liabilities under SFAS No. 123(R). As a leshe expense recognized over the
performance period for both value management anamdglividend equivalents will equal the fair vabfean award as of the last day of the
performance period multiplied by the number of algahat are earned. Furthermore, SFAS No. 123(@Riines the quarterly expense
recognized during the performance period to bedasehe fair value of value management awardsdandend equivalents as of the end of
the most recent quarter. The company does not expetotal expense recognized over the performarded for value management awards
and dividend equivalents computed in accordance 8AS No. 123(R) to be materially different thie total expense computed under
SFAS No. 123. However, as a result of the requirdraader SFAS No. 123(R) to base the quarterly esp®n the current fair value of value
management awards and dividend equivalents, theeglyaand annual expense recognized under SFASRR(R) could be materially
different than the quarterly and annual expenseneeiously recognized under SFAS No. 123.

The adoption of SFAS No. 123(R) resulted in a cuativgé benefit from an accounting change in the Gbdated Statements of Income of $2
million, net of tax, for the year ended DecemberZ106. The cumulative effect adjustment is pritgairesult of changes in expense related
to the fair value of the value management awardsdaridend equivalents.

SFAS No. 123(R) also requires the benefits of edudtions in excess of recognized compensationtads reported as a financing cash
flow, rather than as an operating cash flow asireqwnder previous literature. This requiremerlt educe net operating cash flows and
increase net financing cash flows in periods afthyption. The impact of this change on net opagatash flows and net financing cash flows
for the year ended December 31, 2006, was lesskhanillion.

Excluding the cumulative effect of the accountihgge of $2 million, net of tax, the impact of atiog SFAS No. 123(R) on January 1,
2006 was an increase of less than $1 million toimeome before income taxes, income from continapgrations, and net income for the
year ended December 31, 2006 than if we had cadita account for she-based compensation in accordance with SFAS No.B&4c an
diluted earnings per share amounts for net incoich@at change as a result of adopting SFAS No.RR3(

Other Operating Income. Since 2000, the company has been a member of astigctoalition alleging that lumber exports to thé. were
unfairly subsidized. This dispute was resolvedny2006, and Plum Creek received a settlement4fdillion ($13 million net of tax). The
settlement is presented in our Consolidated Statesmd Income as Gain from Canadian Lumber Setttgme

Periodically the company will recognize gains amskkes from miscellaneous asset sales and litigagittiements. Gains recognized for 2006,
2005 and 2004 were $4 million, $5 million and $3liom, respectively, and were reported in our Cdidlsded Statements of Income as Other
Operating Income (Expense), net.

Reclassifications . Certain prior year amounts have been reclassifiednform to the 2006 presentation. The reclasgifins had no impe
on operating income or net income.
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For segment information, certain direct segments;@seviously included in corporate and other latalted expense were reclassified in 2
and 2004 to conform to the 2006 presentation (s#e M4 of the Notes to Financial Statements).

Capitalized costs associated with Internal Developis are separately stated at December 31, 20860Bsly, these costs were included in
Timber and Timberlands. Accordingly, $31 million sveeclassified at December 31, 2005 from TimberEntberlands.

The book basis of higher and better use timberldmatsare held for sale are separately stated e¢idber 31, 2006. Previously, the book k
of assets held for sale were included in Timber&ntberlands. Accordingly, $43 million was recldisl at December 31, 2005 from Timi
and Timberlands.

New Accounting Pronouncements

SFAS No. 158. In September 2006, the Financial Accounting StaselBoard issued Statement of Financial Accountiag@ards No. 158,
Employer’ Accounting for Defined Benefit Pension and OtRest Retirement Plans—an amendment of FASB Stateiden87, 88, 106,

and 132(R)“SFAS No. 158”). SFAS No. 158 requires entities@oognize the funded status of their defined liepehsion plans in the
balance sheet, measured as the difference betlvedait value of the plan assets less the projdmeefit obligation. Any resulting asset or
liability will be fully recognized in the balancéaet. SFAS No. 158 also requires the actuarial ureagent date to be at the end of the erdity
fiscal year and expanded disclosure in the foostmehe financial statements. SFAS No. 158 iscéiffe for fiscal years ending after
December 15, 2006 for entities with publicly trageplity securities, and requires prospective appba, with the initial recognition of the
funded status being recognized as a componentafhadated other comprehensive income (loss). Thgpamy adopted SFAS No. 158 on
December 31, 2006. As a result of adopting SFAS188, the company recorded a $14 million decreased¢umulated other comprehensive
income (loss), net of tax of $5 million. See No€edf the Notes to Financial Statements.

SAB 108. In September 2006, the Securities and Exchange GQssiom issued Staff Accounting Bulletin No. 1@)nsidering the effects of
Prior Year Misstatements when Quantifying Misstatets in Current Year Financial Stateme(*SAB 108”), which provides interpretive
guidance on the consideration of the effects afrprear misstatements in quantifying current yeesstatements for the purpose of a
materiality assessment. SAB 108 is effective fecdi years ending after November 15, 2006. Thetaopf this standard at December 31,
2006 did not have an impact on the company’s firmondition, results of operations or cash flows.

SFAS No. 157. In September 2006, the FASB issued SFAS No. 157 Méue Measurement (“SFAS No. 1577). SFAS No. Hefines fair
value, establishes a framework for measuring faine in generally accepted accounting principlad, expands disclosures about fair value
measurements, but does not require any new faievakeasurements. SFAS No. 157 is effective foafigears beginning after November 15,
2007 and interim periods within those fiscal yedise company will adopt SFAS No. 157 in the firgader of 2008. The Company is in the
process of determining the effect, if any, the amopof SFAS No. 157 will have on the consolidatie@ncial statements.

FIN 48. In July 2006, the Financial Accounting Standardaiflassued FASB Interpretation No. 48;counting for Uncertainty in Income
Taxes(“FIN 487). In summary, FIN 48 requires that alktpositions subject to Statement of Financial Actting Standards No. 109,
Accounting for Income Taxebe analyzed using a two-step approach. The fiegt tquires an entity to determine if a tax positeomore-
likely-than-not to be sustained upon examination. In the sestaqg the tax benefit is measured as the largesuat of benefit, determined
a cumulative probability basis that is more-likéfyannot to be realized upon ultimate settlement. FINsA&ffective for fiscal years beginni
after December 15, 2006, with any adjustment inraganys tax provision being accounted for as a cumulatféect of accounting change
beginning equity. The company adopted FIN 48 omudanl, 2007. The adoption of this standard didhaste an impact on the company’s
financial condition, results of operations or célskws.

10 K -56-



Table of Contents

PLUM CREEK TIMBER COMPANY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 2. EARNINGS PER SHARE

The following table sets forth the reconciliatioihbasic and diluted earnings per share foryi@rs ended December 3(@n millions, except
per share amounts):

2006 2005 2004
Income from Continuing Operations $ 31EF $ 331 $ 33¢
Gain on Sale of Properties, net of tax = 23 23
Income Before Cumulative Effect of Accounting Change 31E 354 362
Cumulative Effect of Accounting Change, net of tax 2 — |
Net Income available to common stockholders $ 317 $ 354 $ 362
Denominator for basic earnings per share 180.¢ 184 .( 183.¢
Effect of dilutive securities—stock options = 0.E 0.6
Effect of dilutive securities—restricted stock, restricted stock units, dividend equivalents, and value management plan 0.1 0.1 0.1
Denominator for diluted earnings per share—adjusted for dilutive securities 180.¢ 184.¢ 184.]
PER SHARE AMOUNTS — BASIC :
Income from Continuing Operations $ 1.7 $ 1.8C $ 1.8%
Gain on Sale of Properties, net of tax $ = $ 0.12 $ 0.1Z
Income per Share Before Cumulative Effect of Accounting Change $ 1.7¢ $ 192 $ 1.97
Cumulative Effect of Accounting Change, net of tax 0.01 - -
Net Income $ 1.7¢ $ 1.92 $ 1.97
PER SHARE AMOUNTS — DILUTED :
Income from Continuing Operations $ 1.7¢ $ 1.7¢ $ 1.84
Gain on Sale of Properties, net of tax $ = $ 0.12 $ 0.1Z
Income per Share Before Cumulative Effect of Accounting Change $ 1.7¢ $ 192 $ 1.97
Cumulative Effect of Accounting Change, net of tax 0.01 - -
Net Income $ 1.7F $ 1.92 $ 1.97

Basic and diluted per share amounts are computkpendently for each caption presented. Therefloeesum of the per share components
from the table above may not equal the per shamuatrpresented.

Antidilutive options excluded for certain perioaerh the computation of diluted earnings per sha@hbse the options’ exercise prices were
greater than the average market price of the conshares were as follows for thears ended December 3@hares in millions):

2006 2005 2004
Number of options 0.8 0.4 0.5
Range of prices $34.06 to $37.61 $32.28 to $37.61 $29.70 to $36.13
Expiration on or before November 2016 August 2015 October 2014
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NOTE 3. TIMBER AND TIMBERLANDS AND PROPERTY, PLANT AND EQUIPMENT

Timber and timberlands consisted of the followigrillions):

DECEMBER 31, DECEMBER 31,

2006 2005

Timber and logging roads—net $ 2,63: $ 2,65!
Timberlands 1,24¢ 1,232
Timber and Timberlands—net $ 3,87¢ $ 3,88

During 2006, Plum Creek acquired approximately 08,8cres of timberlands primarily located in Orefmm$111 million. These purchases
were financed primarily by using the funds from-tleferred exchanges and our line of credit, ane leeen accounted for as asset
acquisitions. Timberland dispositions during 200&evapproximately 112,000 acres, of which 57,008sawere located in the Northern
Resources Segment and 55,000 acres were locatieel Bouthern Resources Segment.

During 2005, Plum Creek acquired approximately @6@,acres of timberlands located in Northern MiahigArkansas and Florida for $501
million. These purchases were financed primarilyubing proceeds from the issuance of debt and firndstaxdeferred exchanges and hi
been accounted for as asset acquisitions. Timledapositions during 2005 were approximately 26@,8cres, of which 63,000 acres were
located in the Northern Resources Segment and A8%€res were located in the Southern Resourcenesig

During 2005, the company sold certain subsurfaopgty rights (its remaining coal reserves, excigdioalbed methane, oil and gas
reserves) in Buchanan County, Virginia. The salthe§e properties is reflected in our Consolid&edements of Income as Gain on Sale of
Properties, net of tax. For the year ended Dece®ihe2005, we received sales proceeds of $21 midlied, after deducting our book basis of
$1 million, recorded a gain of $20 million. See &la# of the Notes to Financial Statements.

The company’s Real Estate Segment consists of galégher and better use timberlands and sale®wfstrategic timberland. Occasionally,
non-strategic timberlands are sold at a loss. Eaahestate sale is evaluated for a potential impait in accordance with SFAS No. 144,
Accounting for the Impairment or Disposal of L-Lived Assets During 2006, the company recorded impairmentdsss $2 million in
connection with the potential sale of non-strategiberlands, which had a book basis of $5 millibaring 2005, the company recorded
impairment losses of $1 million in connection witle potential sale of non-strategic timberlandsictvinad a book basis of $4 million.
During 2004, the company recorded impairment los§&21 million in connection with the potentialsaf non-strategic timberlands, which
had a book basis of $45 million; substantiallyddithese properties were sold during 2004. The impent losses are included in Cost of
Goods Sold for Real Estate in our ConsolidatedeBtants of Income.

During 2005, the company’s Southern Resources Sagreeognized a $2 million loss, representing thekbbasis of the timber volume
destroyed as a result of severe winds from Huradgatrina on approximately 350,000 acres in Misgss

Property, plant and equipment consisted of the¥dtg (in millions):

DECEMBER 31, DECEMBER 31,

2006 2005

Land, buildings and improvements $ 87 $ 84
Machinery and equipment 296 285
383 369

Accumulated depreciation (167, (135,
Property, Plant and Equipment—net $ 216 $ 234

During the fourth quarter of 2004, the company daehed it had excess production capacity at onésahills; and therefore, concluded that
the mill's long-lived assets were impaired. The pamy recorded an impairment loss of $9 million dgrihe
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fourth quarter of 2004 by writing the carrying valaf the mill’s long-lived assets of $14 millionwlo to their estimated fair value of $5
million. The impairment loss of $9 million is re€ied in the operating income of our ManufacturesdBcts Segment and included in Cost of
Goods Sold for Manufacturing in our Consolidatedt&nents of Income. The estimated fair value waspted based on expected future
cash flows discounted at the risk-free rate ofrgge

Plum Creek had been a party to a joint operatimgeagent with Geomet, Inc., a coalbed methane dpeelwith whom the company jointly
explored for and developed coalbed methane gasifonrtertain of Plum Creek’s timberlands in Wesg\fiia and Virginia. During 2004,
the company sold its working interest in the jaiperating agreement to Geomet, Inc. See Note tHedfotes to Financial Statements.

NOTE 4. INCOME TAXES

Plum Creek has elected to be taxed as a REIT wadtions 856-860 of the United States Internal RegeCode. A REIT is generally not
subject to corporate-level income tax if it distriés 100% of its taxable income to shareholderssatidfies other organizational and
operational requirements as set forth in the I@leRevenue Code. If a company fails to qualify &EAT in any taxable year, it will be
subject to federal income taxes at regular corpaiaes (including any applicable alternative munimtax) and may not be able to qualify as
a REIT for four subsequent taxable years.

Plum Creek conducts its activities through variah®lly-owned operating partnerships. The activibéshe operating partnerships consist
primarily of sales of timber under pay-as-cut caats, and the income from such sales is not sutgjexirporate income tax. The book basis
of the REIT’s assets and liabilities exceeds itshiasis by approximately $2.3 billion at Decembgr2006. Plum Creek’s wholly-owned
taxable REIT subsidiaries file a consolidated fatizrcome tax return.

As a consequence of the October 6, 2001 mergerMaghTimber Company, which involved merging a tdgamtity into a nontaxable entity,
Plum Creek will generally be subject to corporateel tax (built-in gains tax) if the company malkesxable disposition of certain property
acquired in the merger with The Timber Company inithe ten-year period following the merger datiee Built-in gains tax applies to gains
from such asset sales to the extent that the &irevof the property exceeds its tax basis at theger date. Built-in gains tax is generally not
payable on dispositions of property to the extbatgroceeds from such dispositions are reinvestedalifying like-kind replacement
property. The built-in gains tax does not applynimome generated from the harvesting and salerdifeti.

In connection with our merger with The Timber Comypawve wrote-off all of The Timber Company’s defmtrincome tax liability related to
timber and timberlands except for $11 million. il million deferred income tax liability relatenlthe book-tax basis difference of timber
and timberlands that were expected to be soldsahjbct to, the built-in gains tax during the teratyperiod ending October 6, 2011. During
the period October 6, 2001 to December 31, 20@6$1H million deferred income tax liability was vegd by $1 million due to the payment
of tax in connection with sales of timberlands sgbjo the built-in gains tax.

In accordance with Statement of Financial Accountandards No. 108ccounting for Income Taxese remeasure the amount of deferred
income taxes needed in connection with expectex sdltimberlands subject to the built-in gainséaxh quarterly reporting period. In 2005,
we reduced our deferred tax liability associatethwimber and timberlands by $5 million and cor@sgingly recorded a deferred tax benefit
of $5 million. Based on projected timberland saekject to the built-in gains tax for the periodcBeber 31, 2006 to October 6, 2011, and
our ability to successfully reinvest proceeds kelkind properties, we estimate we need a deféeedability of approximately $5 million.

As a result, no adjustment to the deferred taxlitglassociated with built-in gains tax was made2D06.

Plum Creek conducts certain non-REIT activitiestigh various wholly-owned taxable REIT subsidigrigsich are subject to corporate-
level income tax. These activities include the camps manufacturing operations, the harvesting andafdt®ys, and the development anc
sale of some of the company’s higher and bettetiodgerlands.
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The provision for income taxes consists of theolwihg for theyears ended December 3@n millions):

2006 2005 2004
Current income taxes:
Federal $ 11 $ 17 $ 15
State 2 3 3
Deferred income taxes:
Federal — (6) @)
State — (1) (1)
Benefit from remeasurement of built-in gain deferred tax liability — (5) —
Utilization of operating loss carryforwards — - 17
Provision for income taxes on income from continuing operations $ 1< $ 8 $ 27

The federal statutory income tax rate was 35%.ifb@me generated by the activities of the REITaragally not subject to federal and state
income tax. The provision for income taxes is refled as follows to the federal statutory ratetfgyears ended December 3(n
millions):

2006 2005 2004
Provision for income taxes on income from continuing operations computed at the federal statutory tax rate $ 115 $ 119 $ 128
REIT income not subject to federal tax (100 (201 (201
State income taxes, net of federal benefit 1 1 4
Benefit from remeasurement of built-in gains deferred tax liability — (5) -
Permanent book-tax differences (3) (6) (4)
Provision for income taxes on income from continuing operations $ 13 $ 8 $ 27

For the year ended December 31, 2006, $13 millfdnamme tax expense was allocated to Income framti@uing Operations and $1 milli
was charged to Cumulative Effect of Accounting Gie(See Note 1 of Notes to Financial Statementg)the years ended December 31,
2005 and 2004, $8 million and $27 million of incota& expense was allocated to Income from Contm@perations, respectively.

Deferred income taxes are provided for the temyadidferences between the financial reporting basid tax basis for the assets and
liabilities of our various wholly-owned taxable REsubsidiaries and for the assets of the REIT satp®y partnerships that are subject to
built-in gains. The components of net deferred inedax liabilities are as followat December 31(in millions):

2006 2005
Deferred income tax assets:

Accrued compensation $ 10 $ 9
Accrued pension benefits 10 3
Timber and timberlands 2 1
Deferred revenue — 9
Accrued worker's compensation benefits 4 3
Other accruals and reserves 3 5
29 30

Deferred income tax liabilities:
Machinery and equipment (45} (52)
Other (2) —
(47) (52)
Deferred income tax liability, net $ (18 $ (22
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Deferred income tax liabilities at December 31,2@60d 2005, are net of deferred tax assets includedrrent assets of $7 million and
$17 million, respectively. In connection with theéogtion of SFAS No. 15&mployers’ Accounting for Defined Benefit Pensiad &ther
Post Retirement Plaron December 31, 2006, we recorded a deferred tat a$5 million (see Note 10 of the Notes to Riial
Statements).

The company filed its federal income tax returipag of Georgia-Pacific’s consolidated income teturn for all tax years through the date of
the merger with The Timber Company on October §12Wnder the agreement governing the terms ofrtbigyer with The Timber

Company, the company remains liable to Georgiafledor any additional tax that would result fromdit adjustments by the Internal
Revenue Service (the “Service”) and by state anodl laxing authorities. The Service has completeexaminations of Georgia-Pacific’s
consolidated income tax returns through 2000. Gadpgcific’s consolidated income tax return for 206 currently under examination.
Additionally, the Service has completed examinatiohthe federal income tax return of Plum Creakf@@ér Company, Inc. and the
consolidated federal income tax return of the whollvned taxable REIT subsidiaries for the year 2608m Creek has no open tax years
prior to 2003.

NOTE 5. REIT DISCLOSURES

Plum Creek has elected to be taxed as a REIT wgattions 856-860 of the United States Internal ReeeCode. For the years 2006, 2005
and 2004, Plum Creek elected to designate all texdibtributions as long-term capital gain dividenAccordingly, as of and for the years
ended December 31, 2006, 2005, and 2004, Plum @eeeHistributed all of its taxable income.

The table below summarizes the historical tax attaraf distributions from the REIT to Plum Credlaseholders for thgears ended
December 31 (amounts per share)

2006 2005 2004

Capital gain dividend $ 1.6( $ 1.3 $ 1.2
Non-taxable return of capital = 0.2C 0.1t
Total distributions $ 1.6¢( $ 1.5 $ 1.4:
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NOTE 6. BORROWINGS
Long-term debt consists of the following (in mitis):

DECEMBER 31, DECEMBER 31,

2006 2005
Senior Notes due 2007, 11.125% plus unamortized premium of $0.3 at 12/31/06, effective rate of 6.74% $ 15 $ 30
First Mortgage Notes due 2007, 11.125% plus unamortized premium of $0.3 at 12/31/06, effective rate of
6.74% 13 27
Senior Notes due 2007, 5.31% 25 25
Senior Notes due 2009, 8.73% plus unamortized premium of $4.1 at 12/31/06, effective rate of 7.55% 154 155
Senior Notes due 2011, mature serially 2007 to 2011, 7.62% to 7.83%, plus unamortized premium of $0.6 at
12/31/06, effective rates of 7.04% to 7.84% 172 173
Senior Notes due 2013, mature serially 2008 to 2013, 4.96% to 6.18% 280 280
Senior Notes due 2013, mature serially 2008 to 2013, 7.25% to 7.76%, less unamortized discount of $4.3 at
12/31/06, effective rates of 7.25% to 8.04% 441 495
Senior Notes due 2015, 5.875% less unamortized discount of $7.8 at 12/31/06, effective rate of 6.09% 517 299
Senior Notes due 2016, mature serially 2008 to 2016, 7.87% to 8.05%, plus unamortized premium of $0.2 at
12/31/06, effective rates of 7.42% to 8.05% 125 201
Total Long-term Debt $ 1,742 $ 1,685
Less: Current Portion £125‘ £161‘
Long-term Portion $ 1,617 $ 1,524

On June 29, 2006, the company terminated its pusv650 million revolving line of credit maturing January 2009 and entered into a new
$750 million revolving line of credit agreement tin@atures in June 2011. The revolving line of drethiy be increased to $1 billion subjec
certain terms and conditions. As of December 3062¢he weighted-average interest rate for thedwdngs on the line of credit was 5.79%.
The interest rate on the line of credit is based I®OR plus 0.425%. This rate can range from LIBEIRs 0.27% to LIBOR plus 1%
depending on our debt ratings. Subject to custoroavgnants, the line of credit allows for borrowsrfgom time to time up to $750 million,
including up to $100 million of standby lettersavédit. Borrowings on the line of credit fluctuataily based on cash needs. As of
December 31, 2006, we had $581 million of borrowiagd $5 million of standby letters of credit catgting; $164 million remained
available for borrowing under our line of credits Af January 5, 2007, $243 million of the borrovéinoder our line of credit was repaid.

In April 2006, the company filed with the Securitiand Exchange Commission a shelf registratioerstant under which Plum Creek Timber
Company, Inc., from time to time, may offer and aely combination of preferred stock, common stalggositary shares, warrants and
guarantees, and under which Plum Creek Timberldn&s the company’s wholly-owned operating parthgrsmay from time to time, offer
and sell debt securities. The shelf registratiateshent expires on April 25, 2009.

On May 2, 2006, Plum Creek Timberlands, L.P. (‘Bagtnership”)jssued off the shelf registration statement $228aniaggregate princip:
amount of its senior notes with a coupon rate 875%, at a market price of 96.686% of the princgrabunt. The net proceeds of $216
million were used primarily to repay outstandindptimaturing during 2006. The notes mature in 20idbare fully and unconditionally
guaranteed by Plum Creek Timber Company, Inc.

In May of 2005, the company entered into a $50iamlbneyear term loan agreement to finance the acquisifapproximately 35,000 acr
of Florida timberlands. This loan was repaid in My 006.
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In November of 2005, the Partnership issued $30llomiaggregate principal amount of its senior isotéth a coupon rate of 5.875% at a
market price of 99.731% of the principal amountfumiag in 2015. The net proceeds of $297 milliorrevesed primarily to purchase
timberlands. The Senior Notes due 2015 are fulty @amconditionally guaranteed by Plum Creek Timbem@any, Inc.

During 2006, the company made debt principal paysmtataling $207 million. During 2005, the compangde debt principal payments
totaling $47 million.

The senior notes are structurally subordinated| tansecured debt and liabilities of the Partngrshsubsidiaries, and junior in right of
payment to secured debt of the Partnership’s siatnsd to the extent of the value of the assetsrsecby such debt. At December 31, 2006,
the total amount of unsecured debt and liabilitiEthe Partnership’s subsidiaries was approximak8i9 million, and the total amount of
secured debt of the Partnership’s subsidiariesappsoximately $13 million, representing mortgagéessecured by certain manufacturing
assets. In the event of insolvency, bankruptcyidigtion, reorganization, dissolution, winding ugte Partnershifg business or other simil
process, the assets of the Partnership’s subsidiwaiil be available to pay the amounts due ors#érgor notes only after the secured and
unsecured indebtedness of the Partnership’s sabisislihas been repaid in full.

The Senior Notes (excluding the Senior Notes dud P&nd the First Mortgage Notes are redeemabde fmrimaturity subject to a premium
on redemption, which is based upon interest radtémied States Treasury securities having sindlsarage maturities as these notes. The
premium that would have been due upon early regrdgrapproximated $114 million at December 31, 2@0@, $148 million at December 31,
2005. The Senior Notes are unsecured. The Firstgdge Notes are collateralized by substantiallpfthe property, plant and equipment of
the lumber, plywood and MDF manufacturing facibti@he Senior Notes due 2011 are not redeemaldetprimaturity.

The aggregate maturities on all debt agreementshemniihe of credit are as follows as@&cember 31, 2006in millions):

Debt Line of

Maturity Agreement Credit Total

2007 $ 12t $ - $ 12t
2008 147 - 147
2009 19¢ - 19¢
2010 57 — 57
2011 422 581 1,00z
Thereafter 792 = 792
Total $ 1,74. $ 58! $ 2,32

The company’s borrowing agreements contain vaniesgictive covenants, including limitations onvest levels, sales of assets, the
incurrence of indebtedness and making restrictgdhpats (such as payments of cash dividends or segekchases). The borrowing
agreements limit our ability to make restricted payts (see Note 7 of the Notes to Financial Statéshéased on available cash, which is
generally our net income (excluding gains on tHe shcapital assets) after adjusting for non-aasirges (such as depreciation and
depletion), changes in various reserves, lessalapipenditures and principal payments on indelgisslthat are not financed. Additionally,
the amount of available cash may be increasedéwitiount of proceeds from the sale of higher aitigbase properties and, under certain
circumstances, by 50% of the amount of net proc&eds the sale of other assets. Furthermore, aerdif credit requires that we maintain
certain interest coverage and maximum leverages.atihe company was in compliance with all of comrbwing agreement covenants as of
December 31, 2006.
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NOTE 7. RESTRICTED NET ASSETS

Plum Creek Timber Company, Inc. is the direct pacempany of the Partnership, and the indirecttaséall the subsidiaries of our
consolidated group. Plum Creek Timber Company, lias.no assets or liabilities other than its owmprmterest in the Partnership and
proceeds from stock option exercises. Under thmadaf our note agreements and line of credit (s&te B of the Notes to Financial
Statements), the Partnership is restricted fromsfearing assets and funds in the form of loangaades or cash dividends to Plum Creek
Timber Company, Inc. Subject to certain restriciagine Partnership can make loans or advancesito €teek Timber Company, Inc. Based
on these provisions, the Partnership could distilon advance the cash on its balance sheet asagfiber 31, 2006, or $273 million, all of
which is considered unrestricted assets. At Dece®be2006, the Partnership and its consolidatégdidiaries had net assets of

$2,089 million of which $1,816 million were rested from being transferred by the Partnership tovPCreek Timber Company, Inc.

Presented below is the condensed unconsolidateddial information for Plum Creek Timber Compamg.las of December 31, 2006 and
2005, and for each of the years in the three-yedog ended December 31, 2006. The ownership ahRleek Timberlands, L.P. is
presented using the equity basis of accountingnfueek Timber Company, Inc. does not have anctaenership interest in
unconsolidated subsidiaries or 50 percent or lesgd persons accounted for by the equity methatobdunting.
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Plum Creek Timber Company, Inc.
Condensed Unconsolidated Balance Sheet Data

(in millions)
DECEMBER 31, DECEMBER 31,
2006 2005
ASSETS
Investment in Plum Creek Timberlands, L.P. and Subsidiaries $ 2,089 $ 2,326
Total Assets "~ $ 2.08¢ T $ 2326
LIABILITIES
Total Liabilities $ — $ —
Commitments and Contingencies
STOCKHOLDERS' EQUITY
Common Stock 2 2
Additional Paid in Capital 2,190 2,179
Retained Earnings and Other Equity 214 187
Treasury Stock, at cost (307‘ (44)
Accumulated Other Comprehensive Income (Loss) (10} 2
Total Stockholders’ Equity 2,089 2,326
Total Liabilities and Equity $ 2,089 $ 2,326
Plum Creek Timber Company, Inc.
Condensed Unconsolidated Statements of Income Data
(in millions)
DECEMBER 31, DECEMBER 31, DECEMBER 31,
Year Ended 2006 2005 2004
Equity in Net Income of Plum Creek Timberlands, L.P. $ 317 $ 35¢ $ 362
Net Income $ 317 $ 35¢ $ 362
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Plum Creek Timber Company, Inc.

Condensed Unconsolidated Statements of Cash Flows Data
(in millions)

DECEMBER 31,

DECEMBER 31,

DECEMBER 31,

Year Ended 2006 2005 2004
Cash Flows From Operating Activities:
Net Income $ 317 $ 354 $ 362
Adjustments to Reconcile Net Income to Net Cash Provided By Operating
Activities:
Equity in Net Income of Plum Creek Timberlands, L.P. (317‘ 354 362
Net Cash Provided By (Used In) Operating Activities — - -
Net Cash Provided By (Used In) Investing Activities — — —
Cash Flows From Financing Activities:
Cash Dividends (290 (279) (260)
Cash Distribution from Plum Creek Timberlands, L.P. 546 271 248
Proceeds from Stock Option Exercises 7 9 12
Acquisition of Treasury Stock (263‘ g]_z —
Net Cash Provided by (Used In) Financing Activities — - -
Increase In Cash and Cash Equivalents — — —
Cash and Cash Equivalents:
Beginning of Year — - -
End of Year $ - $ - $ -

NOTE 8. FINANCIAL INSTRUMENTS

The carrying amounts of cash and cash equivalentsates receivable approximate fair value dudecshort-term maturities of these
instruments. The estimated fair value of the comgfmdebt was approximately $2.38 billion and $2.3obi at December 31, 2006 and 20
respectively, and the carrying amount was $2.3ibhiand $2.23 billion at December 31, 2006 and3208spectively. The fair value of the
company’s publicly-traded debt (i.e. Senior Notae @015) is estimated using market quotes; thevédire of the remainder of the compagy’
debt is estimated using current interest ratesifoilar obligations with like maturities.

Certain investments in the grantor trusts relatiaéocompany’s non-qualified pension plans andcclssified as available-for-sale securities.
The company has invested in various money markdt, @nd equity mutual funds and plans to use timw®stments to fund its non-qualified
pension obligations. The fair value of these inwvesits was $19 million and $18 million at DecemhkkrZ)06 and 2005, respectively.
Unrealized holding gains and losses are includeadl@snponent of accumulated other comprehensiwmriecunless a permanent impairment
has occurred, which is then charged to expensedlined holding gains relating to mutual fund irtwesnts were approximately $4 million
and $2 million at December 31, 2006 and 2005, rdspdy. The company records changes in unrealim#ding gains in Other
Comprehensive Income. Realized gains and losseslegs than $1 million in 2006, 2005, and 2004. $ete 10 of the Notes to Financial
Statements for discussion of the company’s PeriBians.
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Certain investments in the grantor trusts relatiaéocompany’s deferred compensation plans andlassified as trading securities. Deferred
compensation amounts are invested in various moraket, debt and equity mutual funds. The compdagsto use these investments to
fund deferred compensation obligations. The falu@a@f these investments was $8 million at bothddelger 31, 2006 and 2005. Unrealized
holding gains related to mutual fund investmentsew#l million at both December 31, 2006 and 200t dhange in unrealized holding ge
has been recognized in the company’s ConsolidateéSents of Income resulting in a gain of less thha million in 2006, a loss of less than
$1 million in 2005, and a gain of $1 million in 2h(Realized gains and losses were less than $ibmifl 2006, 2005, and 2004. Deferred
compensation obligations are included in Other Litéds and were $8 million at both December 310@@&nd 2005.

NOTE 9. CAPITAL

At December 31, 2006, Plum Creek had the follovanthorized capital of which only 177.1 million seamof common stock were issued and
outstanding:

e 300,634,56¢ shares of common stock, par value $.01 per s
» 150,000,00: shares of excess stock, par value $.01 per stz
e 75,000,00( shares of preferred stock, par value $.01 per s

In October 2002, the Board of Directors authoriaek200 million share repurchase program. In Juidé 2e Board of Directors authorized
an additional $200 million to be used for the shamurchase program. As of December 31, 2006,dh®any had repurchased approxime
9.5 million shares of common stock for a total aafs$307 million at an average price of $32.26 glare. Of these totals, 7.5 million share
a total cost of $263 million, or an average costgtwre of $35.16, were repurchased in 2006.

NOTE 10. EMPLOYEE PENSION AND RETIREMENT PLANS

Pension Plan. The company provides defined benefit pension pllaascover substantially all employees of the canyp The company us
a December 31 measurement date for its pensios.plée following table provides a reconciliationba&hefit obligations, plan assets, and
funded status of the plans for thears ended December 3@n millions):

2006 2005

CHANGE IN BENEFIT OBLIGATION
Benefit obligation at beginning of period $ 116 $ 107
Service cost 6 6
Interest cost 7 6
Actuarial loss 1 4
Benefits paid (10) (7

Benefit obligation at end of period $ 120 $ 116
CHANGE IN PLAN ASSETS
Fair value of plan assets at beginning of period $82 $75
Actual return on plan assets 8 5
Employer contributions 6 9
Benefits paid (10) (7)

Fair value of plan assets at end of period 86 82

Funded Status—December 31 $ (34 $ (34
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The underfunded status of our plans of $34 milabDecember 31, 2006, is recognized in our Conat@iiBalance Sheet as a current pei
liability of $3 million and long-term pension lidiy of $31 million. The accumulated benefit obligm was $100 million and $96 million at
December 31, 2006 and December 31, 2005, resplctive

We adopted the recognition and disclosure provismrSFAS No. 158 mployers’ Accounting for Defined Benefit Pensiad &ther
Postretirement Plan(“*SFAS No. 158”") on December 31, 2006. Under SFAS D68, we are required to recognize the fundedstar our
defined benefit plans in our December 31, 2006,50bdated Balance Sheet. The funded status isitfezehce between the fair value of plan
assets and the projected benefit obligation. Rezognthe funded status resulted in a correspondajgstment to accumulated other
comprehensive income, net of tax. The adjustmeattamulated other comprehensive income repretientget unrecognized actuarial los
and unrecognized prior service costs. Previoustieuthe provisions of SFAS No. &mployers’ Accounting for PensiofSFAS No. 87”),
these amounts were netted against the plamided status in our Consolidated Balance Shékése amounts will be subsequently recogr
as pension cost pursuant to our historical accogrgolicy for amortizing such amounts. The actuay@ns and losses that arise in subsec
periods and that are not recognized as pensiorirctis same periods will be recognized as a compioof other comprehensive income, and
will be subsequently recognized as a componenens$ipn cost consistent with our historical polioy &mortizing such amounts.

The adoption of SFAS No. 158 had no effect on comsdlidated Statements of Income for the year emdm@mber 31, 2006, or for any pi
period presented, and it will not affect our opieigitesults in future periods. The incremental &ffif applying SFAS No. 158 on individual
line items on our December 31, 2006 Consolidatddrige Sheet is as follows:

Before After
Application Application
of SFAS No. 15 Adjustment of SFAS No. 15¢
Other Current Liabilities $ 1! $ 3 $ 16
Deferred Tax Liability 30 ) 25
Other Liabilities 52 16 68
Total Liabilities 2,55¢ 14 2,572
Accumulated Other Comprehensive Income (Loss) 4 (14) (10)
Total Stockholders’ Equity $ 2,10: $ (14 $ 2,089

As of December 31, 2006, amounts that have nabgen recognized in pension cost and are includaddomulated other comprehensive
income (loss) are as follows:

DECEMBER 31,

2006
Net actuarial loss $ (18
Prior service cost Q)
Deferred tax benefit 5

During 2007, we expect $1 million of net actualiss and prior service cost to be recognized asrgonent of pension cost.

Under SFAS No. 158, we recognized a liability i @onsolidated Balance Sheet at December 31, 2006ur defined benefit pension pla
that are underfunded. Under the provisions of SNaS87, the unfunded accrued pension cost at Deee81h 2005 is set forth in the
following table (in millions):

DECEMBER 31,

2005

Funded status $ (34
Unrecognized net actuarial loss 19
Unrecognized prior service cost 1
Unfunded accrued pension cost $ g14‘
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The unfunded accrued pension cost at December0®5, 2onsisted of accrued pension liability of $diflion for the non-qualified pension
plans and $3 million of prepaid pension cost far galified pension plan.

The components of pension cost were as followsifeyears ended December 3(in millions):

2006 2005 2004

Service cost $c $ € $ 6

Interest cost 7 6 6

Expected return on plan assets (6) (5) (5)

Recognized actuarial loss 1 2 =

Total pension cost $ € $C $7

Weighted-average assumptions used to determindibebkégation:

DECEMBER 31, DECEMBER 31,

2006 2005

Discount rate 5.9(% 5.75%

Rate of compensation increase 3.7(% 3.70%
Weighted-average assumptions used to determingeniedic benefit cost for thgears ended December 31

2006 2005 2004

Discount rate 5.7%% 5.7%% 6.25%

Expected long-term return on plan assets 7.75% 7.75% 7.75%

Rate of compensation increase 3.7(% 3.7% 3.70%

To develop the expected long-term rate of returplan assets assumption, the company consideremitrent level of expected returns on
risk free investments (primarily government bonds, historical level of the risk premium assodiatéth the other asset classes in which the
portfolio is invested and the expectations for fatteturns on each asset class. The expected fetueach asset class was then weighted
based on the target asset allocation to developxpected long-term rate of return on plan ass=ssraption for the portfolio. This resulted in
the selection of the 7.75% assumption as of Jarnlia2906 and 2005.

Most of the company’ salaried and all hourly employees who completeyaar of service in which they work at least 1,800rs are eligibl
to participate in the plan. Participants vest ditex years of service. The cash balance benefitsdlaried employees is determined based
primarily on certain percentages of compensatige, gears of service and interest accrued bas#uedd0-year Treasury bond rate.
Participants who were employees of the companyemtietber 1, 2000, earn benefits based on the gfatee cash balance formula or a
monthly pension benefit that is principally basedioe highest monthly average earnings during amgecutive sixty-month out of 120-
month period and the number of years of servicditréhe benefits to hourly employees are genetzlsed on a fixed amount per year of
service.

The company maintains a qualified defined benefitgion plan and two supplemental (non-qualifiedinge benefit pension plans. The
company’s contributions to these plans vary froraryte year. It is the comparsypolicy to fund the qualified plan annually byheit the valu

of the benefits earned during the year or, if mtre,amount such that the fair value of plan assgisils or exceeds the actuarially computed
accumulated benefit obligation (the approximateagally computed current pension obligation if lan was discontinued).

The company has the same funding policy for the quoadified plans. However, assets related to theaqualified plans are held in a grantor
trust and are subject to the claims of creditorthéevent of bankruptcy. As a result, pensiontadee the
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non-qualified plans are not considered plan asaatstherefore, have not been netted against msigreliability. Pension assets for the non-
qualified plans are included in “Investment in GrarnTrusts” and the related pension liability islided in “Other Liabilities” and “Other
Current Liabilities” in our Consolidated Balanceesh At December 31, 2006 and 2005, the accumulmsdfit obligation for the non-
qualified plans was $19 million and $17 millionspectively. The fair value of assets held in a gmatmust associated with the non-qualified
plans was $19 million at December 31, 2006, andrillon at December 31, 2005.

As a result of the company’s funding policy, anngiadlified pension contributions and grantor tifusiding are significantly impacted by
investment returns and changes in interest ratesedBon current interest rates and expected ineestraturns, the company expects 2007
contributions to the qualified pension plan to rbhgtween $2 million and $5 million. Additionallyuring 2007 the company expects to
contribute between $1 million and $3 million to gisantor trust associated with the non-qualifiezhpl

The following table presents expected future bemefyments projected based on the same assumpsedsy the company to measure the
benefit obligation and estimate future employeeiser(in millions):

Projected
Benefit
Year Payments
2007 $ 11
2008 11
2009 12
2010 12
2011 12
2012 through 2016 64
As of year-end, plan assets were allocated aswello
DECEMBER 31, DECEMBER 31,
2006 2005
Large Capitalization Domestic Equities 31% 30%
Small and Mid-Size Capitalization Domestic Equities 12% 11%
International Equities 14% 14%
Fixed Income 33% 32%
Hedge Funds 10% 10%
Cash -9 3%
Total 100% 100%

It is the company’s investment policy to achieveximaum returns at a reasonable risk for pensiontasser a full market cycle. The
company uses eight fund managers to capture fakeoraeturns in various asset classes and to diyenisif. At December 31, 2006, target
allocations for the various asset classes arellasvi

Large Capitalization Domestic Equities 25% TO
37%
Small and Mid-Size Capitalization Domestic Equities 8% 1O 14%
International Equities 12% 710
16%
Fixed Income 31% 1O
37%
Hedge Funds 8% T1O 12%
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Pension assets are analyzed at least quarterlsehathnced as needed to maintain the above tdlgestions. To further reduce risk, fund
managers are required to invest in a diversifiedfploo. No more than 5% of an equity portfolio che invested in a single company and f
managers are expected to be well diversified vé#pect to industry and economic sectors. No mane 10% of a fixed income portfolio can
be invested in a single issuer (other than U.&strges). Equity investments are limited to commimtks, common stock equivalents and
preferred stock. Fixed income investments are dichtb U.S. treasuries, agencies of the U.S. Goventndomestic corporations,
municipalities, domestic banks, and other U.S.rfaial institutions. Furthermore, hedge funds aedus reduce market risk and generate
absolute returns regardless of market directioerbploying limited use of derivative instrumentdlisg securities short, and buying and
selling futures and options contracts.

Over a full market cycle, the investment goal gk capitalization domestic equities and fixedme investments is to exceed the applic
benchmark (e.g., S&P 500 Index) by one-half of parcent per annum, and the investment goal forlsmdlmidsize capitalization domes
equities and international equities is to exceedapplicable benchmark (e.g., Russell 2000 Valdexpby one percent. The investment g
are net of related fees.

Thrift and Profit Sharing Plan. The company sponsors an employee thrift and psbfiting plan under Section 401(k) of the Internal
Revenue Code. This plan covers substantially #tiftne employees. The company matches employegibations of up to six percent of
compensation at rates ranging from 35 to 100 pé&rdepending upon financial performance.

Amounts charged to expense relating to the compathyift and profit sharing plan were $6 million2006 and $5 million each for 2005 and
2004. The employer match for each of the threesyeas 100%.

Other Benefit Plans. Certain executives and key employees of the cognparticipate in incentive benefit plans, which yide for the
granting of shares and/or cash bonuses upon measgiigrmance objectives. See Note 11 of the Natésrtancial Statements.

NOTE 11. SHARE-BASED COMPENSATION PLANS

Plum Creek has a stockholder approved Stock Ineeitian that provides for the award of non-qualifiéock options, restricted stock and
restricted stock units, value management awardsiamdend equivalents.

Under Plum Creek’s Stock Incentive Plan (“the P)Jaas amended in May 2004, there are 12.4 milllares of common stock reserved and
eligible for issuance. At December 31, 2006, 3.Bioni shares of the 12.4 million reserved sharesh#een used and, therefore, 9.1 million
shares remain available for grants of non-qualifietk options, grants of restricted stock andriest] stock units, or payments of vested
value management awards and dividend equivalehtssniimber of shares to be issued in connectionwaitlle management awards and
dividend equivalents is not determined until the ehtheir respective performance periods. Neweshare issued for payment under the Plan
for awards that pay out in shares or where thegyeeint can elect payment in shares.

Stock Options. Under the Plan, non-qualified stock options magtanted to any officer, director, employee, coramtlor advisor of the
company. Each stock option granted allows the teafhe right to purchase the company’s commocoksét the fair market value of the
company’s common stock on the date of the grante@dly, the stock options have a ten-year termvaasdl over a four-year period at a rate
of 25% per year. Under the Plan, the exercise mi@n option may not be reduced.
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Presented below is a summary of Plum Creek’s stption Plan activity for thgear ended December 31, 2006 :

Weighted-
Average
Weighted- Remaining Aggregat:
Contractue
Shares Average Intrinsic
Subject To Exercise Life Value
Options Price (years) (millions)
Balance at January 1, 2006 2,302,13C $ 27.3¢
Granted 463,080 35.72
Exercised/surrendered (328,853 20.7C
Cancelled/forfeited (163,336 30.3¢
Outstanding, December 31, 2006 2,273,021 $ 29.7¢ 6.4 $ 2C
Vested or expected to vest, December 31, 2006 1,982,142 $ 29.7° 6.4 $ 2C
Exercisable, December 31, 2006 1,337,361 $ 26.2! 5.C $ 1t
The table below presents stock activity relatestézk options exercised during thears ended December 31 (in millions):
2006 2005 2004
Proceeds from stock options exercised $ 7 $ 9 $ 12
Intrinsic value of stock options exercised $ 5 $ 7 $ 6
Tax benefit related to stock options exercised $ 0.2 $ 0.2 $ 0.€

The weighted-average measurement date fair vafugisck option awards granted were computed usiadilack-Scholes-Merton option
valuation model with the following assumptions floeyears ended December 31

2006 2005 2004
Expected term (years) 6 6 7
Risk-free interest rate 4.5% 4.1% 3. 7%
Volatility 23.1% 24.0% 24.0%
Dividend yield 4.5% 4.1% 4.5%
Weighted-average measurement date fair value $ 6.1 $ 6.8C $ 5.12

The expected term of the options represents tlmatstd period of time until exercise and is basedhe vesting period of the award and the
historical exercise experience of similar award$ participants were assumed to have similar eserbehavior. Expected volatility is based
on historical volatility over the approximate exfeetterm of the option.

Restricted Stock. Under the Plan, restricted stock of the company beagwarded to certain directors, officers and eyg#s of the

company. Restricted stock may not be sold, assjgraxsferred, pledged or otherwise disposed oafperiod of time from the date on which
the restricted stock was granted. The recipientssificted stock generally have the rights of dtodders of the company with respect to
voting and receipt of dividends during the resgicperiod. Restricted stock generally vests betvgeemonths and three years from the grant
date. Termination of employment prior to the endhef restricted period will generally require tleéurn of the restricted stock to the
company. The weighted-average grant date fair gabfieestricted stock awards granted for the yeaded December 31, 2006, 2005 and
2004 were $35.98, $36.99 and $33.48 respectivdilg.fair value of restricted stock is based on thsicg price of Plum Creek’s common
stock on the date of grant.
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Restricted stock awards activity was as followstf@year ended December 31, 2006:

Weighted-

Average

Grant Dat

Shares Fair Value

Balance at January 1, 2006 72,300 $ 34.4!
Granted 17,200 35.9¢
Vested (24,800 33.0¢
Forfeited - -
Balance at December 31, 2006 64,700 $ 35.3¢

The total fair value of restricted stock awards trested during the years ended December 31, 200% and 2004 was less than $1 million
each.

Restricted Stock Units. Under the Plan, restricted stock units may be agatd certain directors, officers and employeethefcompany.

No restricted stock units were awarded prior to&0Me recipients of restricted stock units gemgtzdve the right to receive a cash amc
equal to any dividends paid on the company’s comstook during the restriction period and upon vegtihe right to receive an equal
number of shares of the company’s common stockiriges] stock units generally vest over a four-yeeniod at a rate of 25% per year. If
employment is terminated prior to vesting, all usted restricted stock units are forfeited. The Weid-average grant date fair value of
restricted stock units granted for the year endedenber 31, 2006 was $35.63. The fair value oficgstl stock units is based on the closing
price of the company’s common stock on the dagraifit.

Restricted stock unit activity was as follows fbeyear ended December 31, 2006:

Weighted-

Average

Grant Dat

Units Fair Value

Balance at January 1, 2006 — $ —
Granted 99,395 35.6:
Vested (500; 35.8i
Forfeited 6,180 35.7¢
Balance at December 31, 2006 92,715 $ 35.6.

Value Management Awards. Value management awards provide incentive compiemnsit participants that is contingent upon the
company’s performance over a three-year period aredsagainst the performance of peer groups camgist forest products companies, the
S&P 500 Index and the Morgan Stanley REIT Index d¢lre same period (“Peer Group”).

Value management awards are earned in whole arirbpsed on a sliding scale. No value managemearidas earned if the compamsytota
shareholder return is below the Bpercentile of the Peer Group. The full value manag& award is earned if the company'’s total
shareholder return is above the'7ercentile. A unit has a face value of $100. THeevaf an award between the 8&nd 75" percentiles is
based on a sliding scale between 0% and 200% dateevalue. Amounts earned, if any, are paid éngharter immediately following the e
of the three-year performance period. Unless otiserapecified by the participant, each paymentlélpaid in cash, except that any officer
not in compliance with the company’s stock owngrghiidelines is required to receive up to halfref payment value in the company’s
comn&on stock. Generally, to be entitled to the paiyina participant must be employed by the comperhe last day of the performance
period.
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Value management awards activity was as followsHeyear ended December 31, 2006

Units
Balance at January 1, 2006 79,535
Grants 62,980
Payments -
Forfeitures (13,130
Balance at December 31, 2006 129,385

Presented below is a summary of outstanding vakmagement awards and related fair values, unrevegjicompensation expense and
maximum valueas of December 31, 200@lollars in millions):

. Unrecognize: Maximur

Outstandin Fair Compensatia Award

Performance Perio Units Value” Expense Value®
2004 to 2006 34,24( $ 2.F $ - $ 6.8
2005 to 2007 37,05¢ $ 2.1 $ 0.7 $ 7.«
2006 to 2008 58,09( $ 4.k $ 2.¢ $ 11.¢

AThe estimated fair value includes unrecognized @mgtion expense.
B Maximum award value is based on a unit value 00$20

The three-year performance period for the 2004tgranded on December 31, 2006; amounts earned®fd#lion, based on a unit value of
$74, were paid (primarily in cash) during the figstarter of 2007. There were no value managemeatdapayments during the first quarte!

2006 because no awards had a performance perigngelddcember 31, 2005. The thrgear performance period for the 2002 grants endi

December 31, 2004; amounts earned of $9 milliorevpaid (primarily in cash) during the first quartér2005. The three-year performance
period for the 2000 grants ended on December 312;28mounts earned of $8.9 million, based on auatite of $200, were paid half during
the first quarter of 2003 and half during the fostarter 2004.

Dividend Equivalents. Under the Plan, dividend equivalents may be graimt@ednnection with stock options. Dividend equerdk represent
the right to receive a payment equal in value topter-share dividend paid over a fiyear period by the company multiplied by the numi
unexercised stock options. No dividend equivalergee awarded during 2006.

For awards granted in 2005 and 2004, each yeangltite five-year performance period, a participaay be eligible to earn a percentage of
the company’s current year dividend plus a pergentd prior year unearned dividends to the exteat the company has achieved a
minimum level of total shareholder return. The ltstaareholder return computation consists of thregany’s stock price appreciation plus
dividends paid. The specific percentage to be aggb any such earned dividends for a given yettteperformance period is contingent
upon the company’s performance for that year measagainst the performance of the Peer Group. Bindd are earned in whole or in part
based on a sliding scale. If the company’s totateholder return is below the B3@ercentile of the Peer Group, the percentage anisaetro

If the company’s total shareholder return is aalobove the 7% percentile, the full amount of the dividend is eatnif the company’s relative
performance is between the 88nd the 73 percentiles, dividend equivalents are valued baseal sliding scale between 50% and 100% of
the dividends paid during the year. The minimunelef total shareholder return must be at leas¥50% an annualized basis.

For awards granted prior to 2004, each year duhiagespective five-year performance period, ag@peant may earn an amount equal to the
company’s current year dividend plus prior yearamed dividends to the extent the compartgtal shareholder return on an annualized |
equals or exceeds 13% for 15 trading days out ypf3@rtrading day period in any given year.
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Payments related to any earned dividend equivaleetsade at the end of the five-year performaec®g. Amounts earned, if any, are paid
in the quarter immediately following the end of fthee-year performance period. Unless otherwiseifigel by the participant, each payment
is paid in cash, except that any officer not in piemce with the company’s stock ownership guidedirs required to receive up to half of the
payment value in the company’s common stock. ladigipant terminates employment prior to the ehthe five-year performance period, a
cash payment is made for any performance goalgwaetiiin connection with vested stock options thhoting last day of employment.
Payment related to unvested stock options and peafiace goals achieved after termination of emplaytraee forfeited. At December 31,
2006, 1.5 million dividend equivalents, net of fitlires, granted to employees, officers and direatbthe company were outstanding.

Presented below is a summary of outstanding divid=uivalent awards and related fair values, unyeized compensation expense and
maximum valueas of December 31, 200@lollars in millions):

: Unrecognize: Maximurr

Outstandin Fair Compensatio Award

Performance Perig Units Value? Expense ValueB®
2002 to 2006 321,29¢ $ 1. $ - $ 1.7
2003 to 2007 354,62! $ 2.¢ $ 0.€ $ 2.¢
2004 to 2008 416,31: $ 1« $ 0.t $ 2.1
2005 to 2009 383,75( $ 0. $ 0.t $ 2.1

AThe estimated fair value includes unrecognized @msgation expense.

B Maximum award value is calculated based on earhedethds to date plus potential future unearnedtdivds assuming a quarterly divide
rate of $0.42 per shar

The five-year performance period for the 2002 gzamtded on December 31, 2006; amounts earned dh$llion were paid (primarily in
cash) during the first quarter of 2007. The fivedyperformance period for the 2001 grants endedexrember 31, 2005; amounts earned of
$3 million were paid (primarily in cash) during tfiest quarter of 2006. The five-year performaneei@d for the 2000 grants ended on
December 31, 2004; amounts earned of $3 milliorevpaid (primarily in cash) during the first quartér2005. No dividends equivalents w
awarded prior to 2000.

Measurement of Compensation Costs for Value Management Awards and Dividend Equivalents. Grants of both value management
awards and dividend equivalents represent awaedstk classified and accounted for as liabilitieder SFAS No. 123(R). As a result, the
expense recognized over the performance periobdibr value management awards and dividend equitsateiti equal the fair value (i.e.,
cash value) of an award as of the last day of émopnance period multiplied by the number of awdttht are earned. Furthermore, SFAS
No. 123(R) requires the quarterly expense recogdnizeing the performance period to be based offeih@alue of value management awa
and dividend equivalents as of the end of the maxsint quarter. Prior to the end of the performareed, compensation costs for value
management awards and dividend equivalents arel loaisthe awards’ most recent quarterly fair vaked the number of months of service
rendered during the performance period.

Fair values for value management awards and didiégivalents are computed based on our histaetative total shareholder return
compared to the Peer Group from the beginning@fptrformance period to the end of the most regeatter, and our simulated relative t
shareholder return through the end of the perfooageriod. The simulated total shareholder retfithecompany and the Peer Group is
computed using a Monte Carlo simulation. The keyuagptions used in the simulation of the compangtsthe Peer Group’s total
shareholder return are volatility, beta (the measimhow Plum Creek’s stock moves relative to thegkat as a whole), risk-free interest rate,
and expected dividend yield. Additionally, the fa@lue of dividend equivalents assumes that oweatiquarterly dividend of $0.42 per share
will remain constant through the end of the perfange period.
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Accounting for Share-Based Compensation. The company expenses shaased employee compensation in accordance witlaithealue
recognition provisions of SFAS No. 123(Fhare-Based Paymentnder the modified-prospective method adopte@loyn Creek on
January 1, 2006, share-based employee compensatbis recognized using the fair value methodifbemployee awards granted,
modified, or settled on or after January 1, 20@& (fAccounting for Share-Based Compensation” ineNlobf the Notes to Financial
Statements). Stock options and most restricteck stoits vest 25% per year over a four-year vegpiegod. Compensation cost related to
these graded vesting awards is recognized usinstithight-line method over the four-year vestingquk Total compensation expense for the
above share-based compensation plans (includirgdveards paid in stock and cash) was approxim&lyillion, $9 million and $13
million for the years ended December 31, 2006, 2808 2004, respectively. For the years ended DeeeB1, 2006, 2005, and 2004, the
company recognized $2 million, $2 million, and $8lion, respectively, in tax benefits associatedhvghare-based compensation plans. At
December 31, 2006, there was $12 million of totakaognized compensation cost related to nonves$tae-based compensation
arrangements granted under the Plan. That cogpexed to be recognized over a weighted-averagedpef approximately 3 years.

NOTE 12. DETAIL OF CERTAIN BALANCE SHEET ACCOUNTS

Certain balance sheet accounts consisted of tlwviolg (in millions):

DECEMBER 31, DECEMBER 31,
2006 2005
OTHER CURRENT ASSETS
Prepaid expenses $ ¢ $ 1
Taxes receivable 4 2
Notes receivable 3 -]
Other 6 3
$ 2 $ 1L
OTHER NON - CURRENT ASSETS
Real Estate Development Properties $ 1 $ 4
Unamortized debt issue costs 7 7
Deposits 6 6
Notes receivable 1 3
Other 3 1
$ 2 $ 2
OTHER CURRENT LIABILITIES
Long-term incentive compensation $ / $ i
Accrued pension liability 3 |
Other 9 8
$ 1L $ 1
OTHERNON - CURRENTLIABILITIES
Timber obligations $ 1 $ 1
Deferred compensation 8 8
Long-term incentive compensation 6 9
Accrued pension liability 31 17
Other 13 9
$ 6¢ $ b5
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NOTE 13. COMMITMENTS AND CONTINGENCIES

Contingencies. The company is subject to regulations regardingsband harvest practices and is, from time to,timelved in various
legal proceedings, including environmental and &y matters, incidental to its business. Morepthee company is currently in the early
stages of several lawsuits related to property d@ncaused by various sources (“Property Damagedltitins”). The company believes it is
more likely than not that the Property Damage Akitigns will be resolved favorably. However, theafioutcome of any legal proceeding is
subject to many variables and cannot be predictddamy degree of certainty. The company beliehas there are meritorious defenses for
these claims and is vigorously defending thesearstt

Environmental Contingencies. In connection with the October 6, 2001 merger Witle Timber Company, Plum Creek agreed to indemnify
Georgia-Pacific for substantially all of the liagbés attributed to The Timber Company. During 20G8orgia-Pacific provided Plum Creek
with information about the existence of mine tajérand approximately 4.5 billion gallons of acigigface water on approximately 90 acre
Hot Spring County, Arkansas, on former Georgia-fRaproperties (“Arkansas Environmental Issue”)riBamining and related activities

were conducted on the site between 1939 and 19@4rirby lessees of an entity that was acquire@égrgia-Pacific. The site is currently
being investigated and no remediation plan hadgen approved. No amounts have been accrued $opdkential liability. Furthermore, to

the extent Plum Creek is required to indemnify @e&oPacific for its share of the remediation coBisym Creek may be able to recover a
portion of its cost from Georgia-Pacific’'s insuramqmlicy, or indemnity obligations of the vario@s$ees that conducted mining operations on
the property, or both.

Unrecorded Contingencies. The company believes it will be successful in ddfieg the Property Damage Litigations and the Arlaans
Environmental Issue. However, if the company issumicessful in defending these claims, we belibgeaggregate combined losses for the
Property Damage Litigations and Arkansas Envirortaldesue would range between $0 and $4 milliome®than the Property Damage
Litigations and the Arkansas Environmental Issuanagement currently believes that resolving penttiggl proceedings against the
company, individually or in aggregate, will not leaa material adverse impact on our financial pmsitir results of operations. However,
these matters are subject to inherent uncertaiatidsnanagemerstview on these matters may change in the futuereVin unfavorable fin
outcome in one or multiple legal proceedings tauocthere exists the possibility of a material adeampact on our financial position and the
results of operations for the period in which anjaworable outcome becomes reasonably estimable.

Contractual Obligations. The company has contracted to source logs andystippt with customers under long-term agreemetts a
prevailing market rates. The agreements expirenoégg in 2007 through 2023, with various renewdlays by either party for periods
ranging from three years to 15 additional years.
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Lease Commitments. The company leases buildings and equipment underaamcelable operating lease agreements. Opetatiag
expense was $7 million in 2006, $5 million in 2G04 $3 million in 2004. The company leases cettaiberlands in which the company
acquired title to the standing timber at the intepbf the lease. The following summarizes the feitminimum operating lease payments and
obligations in connection with leasing timberlard®ecember 31, 2006n millions):

Operating Timber

Leases Obligation:
2007 $ £ $
2008 4 1
2009 4 1
2010 3 1
2011 2 1
Thereafter 9 5
Total $ 27 $ 1C

NOTE 14. SEGMENT INFORMATION

The company is organized into nine business umitthe basis of both product line and geographimredeach business unit has a separate
management team due to geographic location, matkstrategies and/or production processes. In agpBFAS No. 131Disclosures about
Segments of an Enterprise and Related Informattbese business units have been aggregatedwetoefportable segments based on similar
long-term economic characteristics. The compargp®rtable segments are: (1) Northern ResourceS§aZhern Resources, (3) Real Estate,
(4) Manufactured Products and (5) Other.

Northern Resources Segment . The Northwest Resource region and the Northeasb&ce region are aggregated into the Northern
Resources Segment. The Northern Resources Segammists of timberlands located in Maine, Michigstontana, New Hampshire, Oregt
Washington, West Virginia and Wisconsin. The NomthResources Segment grows timber for sale prignarilomestic regional markets.
Additionally, some logs are sold in export marketsajnly Canada. The Northern Resources Segmestssdtivood and hardwood sawlogs
and softwood and hardwood pulpwood. Softwood sasvlrg sold to regional lumber and plywood manufacsu Logs harvested in Montana
are sold mostly to our lumber and plywood mills {gthare part of the Manufactured Products Segmeltidwood sawlogs are sold
primarily to furniture manufacturers. Softwood dratdwood pulpwood is sold to regional paper andk@gicg manufacturers.

Southern Resources Segment . The Gulf South Resource region and the AtlantiatB Resource region are aggregated into the Swuthe
Resources Segment. The Southern Resources Segmnsitts of timberlands located in Alabama, ArkanBéwrida, Georgia, Louisiana,
Mississippi, North Carolina, Oklahoma, South Caraland Texas. The Southern Resources Segment tinalves for sale in domestic
regional markets. The Southern Resources Segmiénpsaenarily softwood sawlogs and pulpwood. Sofawlcsawlogs are sold to regional
lumber and plywood manufacturers. Softwood pulpwisosbld to regional paper and packaging manufacsuAdditionally, the Southern
Resources Segment leases our timberlands to thite:® on an annual basis for recreational purposes

Real Estate Segment . The Real Estate Segment consists of sales oéhayid better use timberlands and sales of notegtcaimberlands.
We estimate that included in our approximatelyr@iltion acres of timberlands are about 1.7 millaxres of higher and better use
timberlands, which are expected to be sold andfeeldped over the next 15 years for residentiale@ional or conservation purposes. In
addition, the company has approximately 400,008sa0f non-strategic timberlands, which are expetidit sold over the next five years. In
the meantime, these timberlands continue
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to be used productively in our business of growand selling timber. Included within the 1.7 millianres of higher and better use
timberlands are approximately 225,000 acres thihbeideveloped by the company’s wholly-owned tdedREIT subsidiaries. Properties
developed internally by the company will generdiéy/low-intensity development limited to obtainingidements and investing in
infrastructures such as roads and utilities. Laeget more complicated projects, such as destinagigorts and master planned communities,
will be developed through joint venture arrangeraémtwhich we are the minority partner and our imement is limited to selling and/or
contributing timberlands and exercising certaingctve rights.

Manufactured Products Segment . The lumber, plywood and medium density fiberbcdiF) businesses are aggregated into the
Manufactured Products Segment. The Manufactureduets Segment consists of four lumber mills, twongod mills, two MDF facilities,
one lumber remanufacturing facility in Montana, ame lumber remanufacturing facility in Idaho. Thmber facilities produce boards, stt
and dimension lumber and the panel facilities poeduigh-quality plywood and MDF panels. All of tegsroducts are targeted to domestic
lumber retailers, home construction, industrialtoosers, and to a lesser extent, for export primaoilCanada. Residual chips that are not
used internally are sold to regional pulp and papanufacturers. Revenues from manufactured prodhygtsoduct line were as follows for
theyears ended December 3(@n millions):

2006 2005 2004
Lumber $20z $22¢ $23¢E
Plywood 137 144 157
MDF 15Z 137 12€
Total $49:z $504 $51¢

Other Segment . The Other Segment consists primarily of incomsaimted with mineral extraction, natural gas potidum and
communication and transportation rights of way. &tal income consists of royalty revenue from thieagstion of oil and gas, natural
aggregates and coal (until the first quarter ofJ00

In the fourth quarter of 2004, Plum Creek soldaiarsubsurface property rights (primarily coal rees, excluding coalbed methane, oil and
gas reserves) in Buchanan County, Virginia, to @bEsergy, Inc. The company received proceeds 8friiflion in connection with the sale
and the release of certain legal claims, whichctiapany believes comprised a portion of the prosegddwever, the sale agreement did not
specify an allocation. The net gain from this said settlement of certain legal claims, after r@uyithe proceeds for applicable income ta
was $23 million. During the first quarter of 20@% sold our remaining coal reserves for proceed2afmillion. The net gain from this sale
after reducing the proceeds for our book basisagplicable income tax, was $20 million. Prior tegh sales, substantially all of the coal
reserves were subject to long-term mineral ledsmsthe year ended December 31, 2004, the Othen&#gevenues and operating income
included approximately $1 million from royaltiessasiated with the mineral leases, and less thamillibn in 2005. These gains have been
reported in our Consolidated Statements of Incosn separate line item below Income from Contin@pgrations.

The company evaluates performance and allocatésicepthe segments based on operating incomedéiterest, unallocated corporate
expenses and taxes. Asset information is not regdoy segment, as the company does not producardocmation internally.
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The table below presents information about repogegiments for thgears ended December 3@n millions):

Southern Real Manufacture
Northern
Resource Resourced EstateB Product< OtherP TotalE

2006

External revenues $ 32¢ $ 47¢ $ 30¢ $ 49: $ 1¢ $ 1,62°
Intersegment revenues 85 - — - - 85
Export revenues 20 — — 27 — 47
Depreciation, depletion and amortization 36 57 — 30 - 12=
Basis of real estate sold — — 85 — - 85
Operating income 10t 17¢ 17¢ 22 16 49¢
2005

External revenues $ 26: $ 501 $ 29: $ 50¢ $ 1€ $ 1,57¢
Intersegment revenues 84 — — — — 84
Export revenues 22 - — 22 - 44
Depreciation, depletion and amortization 28 52 - 29 — 10¢
Basis of real estate sold - - 124 - - 124
Operating income 99 217 13€ 29 13 494
2004

External revenues $ 23 $ 45¢ $ 30: $ 51¢ $ 1z $ 1,52¢
Intersegment revenues a0 — — — — 90
Export revenues 22 = = 22 = 44
Depreciation, depletion and amortization 27 48 — 37 1 11=
Basis of real estate sold = = 134 = = 134
Operating income 97 20¢ 14¢ 56 9 514

AFor the year ended December 31, 2005, the SouResaurces segment recorded a loss of $2 milli@ie@lto hurricane damage, which is
included in depreciation, depletion and amortizatfiothe financial statemen

B The company recognized impairment losses on sal@sierlands expected to close within a twelve-thgoeriod of $2 million in 2006, $1
million during 2005, and $21 million during 2004npairments are recognized as part of cost of geoldsand reflected as part of operating
income.

cFor the year ended December 31, 2004, the Manut®roducts segment recorded a $9 million lumbsets impairment loss, which is
included in depreciation, depletion and amortizatiothe financial statement

pPlum Creek had been a party to a joint operatimgeagent with Geomet, Inc., a coalbed methane dpeglavith whom the company had
jointly explored for and developed coalbed methga® found on certain of its timberlands in Wesg\fita and Virginia. During the secol
quarter of 2004, the company sold its working ies¢in the joint operating agreement to Geomet,fonc$27 million. The resulting gain of
$5 million before income taxes is included in Ottgrerating Income (Expense), net in our operatiecgme for 2004. The agreement
provides for contingent additional sales proceddgdo $3 million payable at the end of 2007. Tingact on operating income from our
working interest in the joint operating agreemeauntny the year ended December 31, 2004 was leashthanillion.

e Consolidated depreciation, depletion and amortizaiticludes unallocated corporate depreciatiorbaindlion, $4 million, and $1 million
for 2006, 2005 and 2004, respectively. Certainadisegment costs, such as share-based compengafiiomation technology and segment
executive management, previously included in caf@and othe
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unallocated expenses, were reclassified to confortine current year presentation. In 2005, we ssdfi@d a total of $12 million to segment
operating income. As a result, segment operatiogre decreased from the previous year's presentaié3 million for the Northern
Resources Segment, $4 million for the Southern &ess Segment, $4 million for the Real Estate Sejiaued $1 million for the
Manufactured Products Segment. In 2004, we refledsi total of $12 million to segment operatingame. As a result, segment operating
income decreased from the previous year’s presenthy $3 million for the Northern Resources Segm#4 million for the Southern
Resources Segment, $3 million for the Real Estatgrent and $2 million for the Manufactured Prod@&sgment

A reconciliation of total operating income to incetnefore income taxes is presented below foytzes ended December 3(in millions):

2006 2005 2004
Total segment operating income $ 499 $ 494 $ 514
Interest expense, net (133 (109 (111)
Corporate and other unallocated expenses (53) (48) (42)
Gain from Canadian Lumber Settlement 14 = =
Other Income (Expense), net 1 2 5
Income before income taxes $ 328 $ 339 $ 366

Intersegment sales prices are determined at leastayly, based upon estimated market prices anustan effect at the time. Export revenues
in 2006 consisted of log sales primarily to Canadayell as manufactured product sales, primagilgdanada and Mexico. Export revenues in
2005 consisted of log and manufacturing produdessarimarily to Canada. Export revenues in 2004sigied of log sales, primarily to Japan
and Canada, as well as manufactured product galesrily to Canada. The company does not holdlang-lived foreign assets.

Segment revenues from sales to a single custonexciess of 10% of total revenues were as followshieyears ended December 3(in
millions):

2006 2005 2004
Northern Resources $ 4 $ 7 $ 8
Southern Resources 16C 19¢ 144
Manufactured Products — — 12
Total $164 $20C $164

NOTE 15. SUBSEQUENT EVENTS

On February 6, 2007, our Board of Directors auttemtiPlum Creek Timber Company, Inc. to make a divitidistribution of $0.42 per share.
Total dividends approximated $74 million and wil paid on March 2, 2007, to stockholders of reaordrebruary 16, 2007.
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NOTE 16. UNAUDITED SELECTED QUARTERLY FINANCIAL DAT A

(in millions, except per share amounts) 15T Quarter 2ND Quarte 3RP Quarte 4™ Quarter®
2006
Revenues $ 41 $ 38( $ 45¢ $ 37¢
Gross Profit 158 12t 15€ 12C
Operating Income 127 99 134 101
Income Before Cumulative Effect of Accounting Change 92 62 92 69
Net Income 94 62 92 69
Income per Share Before Cumulative Effect of Accounting Change—Basic
and Diluted © $ 0.5( $ 0.3¢ $ 0.5] $ 0.3¢
Net Income per Share—Basic and Diluted © $ 0.5 $ 0.3¢ $ 0.5] $ 0.3¢
2005
Revenues $ 40( $ 35¢ $ 427 $ 39
Gross Profit 15& 12€ 14C 11¢
Operating Income 134 102 117 95
Net Income 122 69 96 67
Net Income per Share—Basic © $ 0.67 $ 0.37 $ 0.5: $ 0.3¢
Net Income per Share—Diluted © $ 0.6¢ $ 0.37 $ 0.5: $ 0.3¢

AQur 2005 first quarter net income includes a $2lionj or $0.11 per basic and diluted share, GairSale of Properties, net of tax, which

was not included in Income from Continuing Openasic

B Our 2006 fourth quarter net income includes a $ildom gain from the Canadian Lumber Settlement3®dillion, net of tax) or $0.07 per
basic and diluted share. Also, 2005 fourth quar&rincome includes a $3 million, or $0.02 per basid diluted share, Gain on Sale of

Properties, net of tax, which was not includednicome from Continuing Operatior

cNet income per share is computed independentlgdoh of the quarters presented. Therefore, theoftine quarterly net income per sh.

may not equal the total computed for the y
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PLUM CREEK TIMBER COMPANY, INC.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Plum Creek Timber Company, Inc.

We have audited the accompanying consolidated balsineets of Plum Creek Timber Company, Inc. &egEémber 31, 2006 and 2005, and
the related consolidated statements of incomekbtidders’ equity, and cash flows for each of the¢hyears in the period ended

December 31, 2006. These financial statementharsesponsibility of the Company’s management. i@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with stasdafrthe Public Company Accounting Oversight Bo@tdited States). Those standards
require that we plan and perform the audit to ebtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes examining, on glasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of Plum
Creek Timber Company, Inc. at December 31, 20062808, and the consolidated results of its openatand its cash flows for each of the
three years in the period ended December 31, 20@®nformity with U.S. generally accepted accongiprinciples.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the effectiveness
of Plum Creek Timber Company, Inc.’s internal cohtiver financial reporting as of December 31, 20f#sed on criteria established in
Internal Control-Integrated Framework issued byGlmenmittee of Sponsoring Organizations of the TnesdCommission, and our report
dated February 16, 2007 expressed an unqualifisdoopthereon.

As discussed in Note 1 to the consolidated findrst&ements, in 2006 the Company changed its rdathaccounting for share-based
payments and also changed its method of accoufttirits defined benefit pension plan.

/sl Ernst & Young LLP

Seattle, Washington
February 16, 2007
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA (CONTINUED)

The following consolidated financial statementatelo Plum Creek Timberlands, L.P., a DelawareiteidnPartnership and a wholly-owned
subsidiary of Plum Creek Timber Company, Inc. THasncial statements are provided pursuant to Rul® of Regulation S-X in
connection with the shelf registration statemenEForm S-3 filed in April of 2006 pursuant to whiBtum Creek Timberlands, L.P. has
registered and from time to time may offer and delit securities. As of December 31, 2006, PlunelkCiémberlands, L.P. has sold $525
million of debt securities.

PLUM CREEK TIMBERLANDS, L.P.
CONSOLIDATED STATEMENTS OF INCOME

(in millions)
DECEMBER 31, DECEMBER 31, DECEMBER 31,
Year Ended 2006 2005 2004
REVENUES:
Timber $ 80 $ 76 $ 69¢
Real Estate 30¢ 29z 308
Manufacturing 497 504 51¢&
Other 19 16 13
Total Revenues 1,62 1,57¢ 1,52¢
COSTS AND EXPENSES :
Cost of Goods Sold:
Timber 487 41¢ 36¢&
Real Estate 12¢€ 152 14¢
Manufacturing ABF 46°% 44¢
Other 3 3 4
Total Cost of Goods Sold 1,071 1,03¢ 97C
Selling, General and Administrative 115 97 86
Total Costs and Expenses 1,18¢ 1,13¢ 1,05¢
Gain from Canadian Lumber Settlement 14 = =]
Other Operating Income (Expense), net 4 5 5
Operating Income 461 44¢ 477
Interest Expense, net 13z 10¢ 111
Income before Income Taxes 32¢ 33¢ 36¢€
Provision for Income Taxes 13 8 27
Income from Continuing Operations 31E 331 33¢
Gain on Sale of Properties, net of tax - 23 23
Income Before Cumulative Effect of Accounting Change 31E 354 362
Cumulative Effect of Accounting Change, net of tax 2 — —
Net Income $ 317 $ 35¢ $ 36:

See accompanying Notes to Consolidated FinancikBtents
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PLUM CREEK TIMBERLANDS, L.P.
CONSOLIDATED BALANCE SHEETS

(in millions)
DECEMBER 31, DECEMBER 31,
2006 2005
ASSETS
Current Assets:
Cash and Cash Equivalents $ 27. $ 36!
Restricted Advance from Customer 4 23
Accounts Receivable 40 44
Like-Kind Exchange Funds Held in Escrow = 30
Inventories 83 75
Deferred Tax Asset 7 17
Real Estate Development Properties 3 26
Assets Held for Sale 82 43
Other Current Assets 21 16
513 6432
Timber and Timberlands—Net 3,87¢ 3,881
Property, Plant and Equipment—Net 21¢€ 234
Investment in Grantor Trusts 29 27
Other Assets 28 23
Total Assets $ 4,66: $ 4,81
LIABILITIES
Current Liabilities:
Current Portion of Long-Term Debt $ 12! $ 16
Short-Term Debt - 50
Accounts Payable 42 45
Interest Payable 30 30
Wages Payable 27 25
Taxes Payable 24 18
Deferred Revenue 17 35
Other Current Liabilities 16 11
281 37¢
Long-Term Debt 1,617 1,524
Lines of Credit 581 49t
Deferred Tax Liability 25 39
Other Liabilities 69 55
Total Liabilities 2,57 2,48¢
Commitments and Contingencies
EQUITY
Partners’ Capital 2,08¢ 2,32¢
Total Liabilities and Partners’ Capital $ 4,66. $ 4,81

See accompanying Notes to Consolidated FinancakBtents
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PLUM CREEK TIMBERLANDS, L.P.
CONSOLIDATED STATEMENTS OF PARTNERS' CAPITAL

(in millions)
Accumulated
Other
Comprehensiv Total
Partners’ Partners’
Capital Income (Loss) Capital

January 1, 2004 $ 2,120 $ (1 $ 2,11¢
Net Income 362 - 362
Other Comprehensive Income, net of tax — 1 1

Total Comprehensive Income 363
Distributions to Parent (248) - (248
Capital Contributions from Parent 4 = 4
December 31, 2004 2,238 - 2,238
Net Income 354 = 354
Other Comprehensive Income, net of tax — 2 2

Total Comprehensive Income 356
Distributions to Parent (271) - (271
Capital Contributions from Parent 3 =
December 31, 2005 2,324 2 2,326
Net Income 317 — 317
Other Comprehensive Income, net of tax - 2 2

Total Comprehensive Income 319
Adjustment to initially apply SFAS No. 158, net of tax — 14) (14)
Distributions to Parent (546) = (546,
Capital Contributions from Parent 4 — 4
December 31, 2006 $ 2,099 $ (10 $ 2,089

See accompanying Notes to Consolidated FinancakBtents
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PLUM CREEK TIMBERLANDS, L.P.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)
DECEMBER 31, DECEMBER 31, DECEMBER 31,
Year Ended 2006 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES
Net Income $ 317 $ 354 $ 362
Adjustments to Reconcile Net Income to Net Cash Provided By Operating
Activities:
Depreciation, Depletion and Amortization (Includes $2 Loss Related to
Hurricane in 2005, and $9 Lumber Mill Impairment Charge in 2004) 128 113 114
Basis of Real Estate Sold (Includes Impairment Losses of $2 in 2006, $1 in
2005, and $21 in 2004) 85 124 134
Deferred Income Taxes 1 (13) 9
Gain on Sales of Properties and Other Assets (1) (24) (28)
Working Capital Changes Impacting Cash Flow:
Like-Kind Exchange Funds 30 (21) (11)
Other Working Capital Changes Q) (15) (1)
Other §32 §2) 3
Net Cash Provided By Operating Activities 556 516 582
CASH FLOWS FROM INVESTING ACTIVITIES
Capital Expenditures (Excluding Timberland Acquisitions) (86) (89) (70)
Timberlands Acquired (111 (501 (66)
Proceeds from Sale of Properties and Other Assets 2 29 46
Other (42 (2) (1)
Net Cash Used In Investing Activities 199 563 §91!
CASH FLOWS FROM FINANCING ACTIVITIES
Cash Distributions (546, (271) (248
Borrowings on Lines of Credit 3,483 2,468 2,147
Repayments on Lines of Credit (3,397' (2,421' (2,295'
Proceeds from Issuance of Short-Term Debt _ 50 —
Repayment of Short-Term Debt (50) = =
Proceeds from Issuance of Long-Term Debt 216 297 —
Principal Payments and Retirement of Long-Term Debt (159} (53) (33)
Other — (12 -
Net Cash Provided By (Used In) Financing Activities 453" 69 429
Increase (Decrease) In Cash and Cash Equivalents (96) 22 62
Cash and Cash Equivalents:
Beginning of Year 369 347 285
End of Year $ 273 $  36¢ $ 347
SUPPLEMENTARY CASH FLOW INFORMATION
Cash Paid During the Year for:
Interest $ 140 $ 114 $ 11t
Income Taxes—Net $ (o] $ 25 $ 11

See accompanying Notes to Consolidated FinancikBtents
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Plum Creek Timberlands, L.P.
Notes to Consolidated Financial Statements

NOTE 1. ACCOUNTING POLICIES

General. Plum Creek Timberlands, L.P. is a Delaware Limigedtnership and a wholly-owned subsidiary of P@ireek Timber Company,
Inc. Plum Creek Timber Company, Inc. (“Parent"aiBelaware Corporation and real estate investmest, tor “REIT”. References herein to
“the Operating Partnership,” “we,” “us” or “our”lege to Plum Creek Timberlands, L.P. and all ofatelly-owned consolidated subsidiaries;
references to “Plum Creek” relate to Plum Creeki@mCompany, Inc. and all of its wholly-owned sulizsiies.

At December 31, 2006, the Operating Partnershipeoand managed approximately 8.2 million acregnabérlands in the Northwest,
Southern and Northeast United States, and ownedpehted ten wood product conversion facilitietha Northwest United States. Incluc

in the 8.2 million acres are about 1.7 million &coé higher and better use timberlands, which apeeted to be sold and/or developed over
the next 15 years for residential, recreationalamrservation purposes. In addition, the Operategriership has approximately 400,000 acres
of non-strategic timberlands, which are expectedetsold over the next five years. In the meantimese timberlands continue to be used
productively in our business of growing and sellimgber.

Basis of Presentation. The consolidated financial statements of the Gpaydartnership include the accounts of Plum CiEelberlands,
L.P. and its subsidiaries. The Operating Partnprish100% owned by Plum Creek Timber Company, lem Creek Timber Company, Inc.
has no independent assets or liabilities. Plum ICTémber Company, Inc. has no operations other ttsaimvestment in Plum Creek
Timberlands, L.P. and transactions in its own gquitich as the issuance and/or repurchase of coratnck and the receipt of proceeds from
stock option exercises. Intercompany transactioksagcounts between Plum Creek Timberlands, L.&itarsubsidiaries have been
eliminated in consolidation. All transactions asndminated in United States dollars.

Use of Estimates. The preparation of financial statements in confriwith accounting principles generally acceptedhie United States
America requires management to make estimatessmuaigtions that affect the reported amounts ottsssal liabilities, disclosure of
contingent assets and liabilities at the date effittencial statements and the reported amountsvehues and expenses during the reporting
period. Actual results could differ from those psites.

Business Concentrations. Sales of the Operating Partnership’s productslependent upon the economic conditions of the hgusepair
and remodeling, industrial, and pulp and paperstrilts. Changes in these industries may signifigaftect management’s estimates and the
Operating Partnership’s performance.

Revenue Recognition. Timber sales revenues are recognized when lega¢iship and the risk of loss transfers to the pasehand the
guantity sold is determinable. The Operating Pastnip sells timber under delivered log agreemesitwell as through sales of standing
timber (or “stumpage”). For delivered sales, rexentnich includes amounts billed for shipping anddimg (logging and hauling of timber),
is recognized when the log is delivered to theaustr. Stumpage is sold using primarily pay-as-cutimp-sum sale agreements. Under a
pay-as-cut contract, the purchaser acquires the tigharvest specified timber on a tract, at a®ed upon price per unit. The sale and any
related advances are recognized as revenue agrtteaper harvests the timber on the tract. Undiema-sum sale, the parties agree to a
purchase price for all the timber available forest on a tract of land. Generally, the purchagmps paid when the contract is signed. Title
to the timber and risk of loss transfers to thedngs the timber is harvested. Therefore, revendera lump-sum sale is recognized each
month based on the timber harvested compared tothieestimated timber available to be harvesteskd on the timber cruise over the term
of the contract (usually 12 to 18 months). An atiffient may be required to the extent the actualémhiarvested is different than the estimate
of timber available.

Revenues generated from the sale of lumber, plywoediium density fiberboard (“MDF”) and related pyeducts, primarily wood chips,
and amounts billed for shipping and handling, amgnized at the time of delivery. Revenues
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

generated from real estate sales include the $higtoer and better use timberlands and non-sti@tegberlands. In some of these
transactions, the Operating Partnership sold titahds that qualified for like-kind (tax-deferreddchange treatment under the Internal
Revenue Code. Substantially all of these saledvmdaa third party intermediary, whereby the thpatty intermediary received proceeds
related to the property sold and then reinvestegtbceeds in like-kind property. The proceedsecerded as revenue when the third party
intermediary receives them.

Revenue from real estate sales is recognized wrdance with Statement of Financial Accounting 8&ads (“SFAS”) No. 66Accounting fo
Sales of Real EstatBor substantially all of the Operating Partnershiigal estate sales, we receive the entire comagiderin cash at closing
(“Cash Sales”). Also at closing, the risks and nelsabf ownership transfer to the buyer and we ddage a continuing involvement in our
properties after they are sold. The Operating Rastrip recognizes revenue under the full accrusthatefor Cash Sales of real estate when
the sale is consummated (i.e., at closing). Ongionahe Operating Partnership receives a portidheoreal estate sale consideration in the
form of a note receivable. Such sales represeataithan 2% of our revenue from real estate satesath of the years in the three-year
period ended December 31, 2006. Under these citameess, we use the full accrual method of recoggizévenue if the buyer’s initial and
continuing investment is adequate; otherwise, regas generally recognized under the cost reconethod or deposit method, depending
the circumstances. Furthermore, the Operating Eastiip may occasionally sell timberlands to a sirfmlyer under a multi-period contract
covering a series of prescheduled closings angors. Under these multi-period contracts, ontbe éind risk of loss have transferred to the
buyer for individual properties, the propertiesdschnnot be returned for a refund. However, depdaitfuture closings under multi-period
contracts may be refunded under certain circumstarithe Operating Partnership treats each closidgrua multi-period arrangement as a
separate sale and recognizes revenue in accordéthcEmerging Issues Task Force (“EITF”) No. 00-Revenue Arrangements with
Multiple DeliverablesBroker commissions and closing costs of our RetdtEsSegment are included in Cost of Goods Sold.

Revenue from development projects is generallygeized under the full accrual method of accounbiagause sales generally do not
commence until the project is completed. On oceasievenue from development projects will be reéogph under the percentage of
completion method when properties are sold prigh&r completion. Less than 5% of our developnmpenjects sales during 2006 were sold
prior to completion of the project.

Cash and Cash Equivalents. All highly liquid investments purchased with angimal maturity of three months or less are consddo be
cash equivalents. Substantially all of the cashcasth equivalents are invested in money marketsfuhlde Operating Partnership periodically
reviews the credit rating of the financial institut where the money market funds are maintaineditixhally, the Operating Partnership
considers certain proceeds held in escrow assdadth like-kind exchanges as cash equivalents.“Bi&e-Kind Exchanges.”

Restricted Cash. The Operating Partnership has restricted casherktatcertain advances from a customer associatbdumnp-sum timber
sales. The Operating Partnership reports this @a$Restricted Advance from Customer” until theldenassociated with the lump-sum
contract is harvested.

Accounts Receivable. Accounts receivable at December 31, 2006 and 28@Besented net of an allowance for doubtful aot® of

$0.6 million and $0.5 million, respectively. Accdarare deemed past due based on payment termall@ivance for doubtful accounts
represents managemengstimate and is based on historical losses, reo#iaction history, credit ratings of individuelistomers and existir
economic conditions. Delinquent accounts are clthagminst the allowance for doubtful accounts &ekitent and at the time they are
deemed uncollectible.

Like-Kind Exchanges. The Operating Partnership enters into like-kirack<{@eferred) exchange transactions to acquire elhdssets,
principally timberlands. These transactions inclbdéh forward (timberlands sold, followed by reistraent of proceeds to acquire
timberlands) and reverse (timberlands purchasdidwied by receipt of proceeds from timberland spli&e-kind exchanges. The Operating
Partnership uses a qualified escrow account tditiei like-kind exchange transactions. Funds fforward like-kind exchange transactions
are included as a current asset under the destriptke-Kind Exchange Funds Held in Escrow becaheegunds are restricted from being
used until the funds are either successfully

10 K -89-



Table of Contents

PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

reinvested in timber and timberlands or the exchdags and the proceeds are distributed to the®iog) Partnership. Escrow funds held in
connection with reverse like-kind exchange trarisastare included in Cash and Cash Equivalentsusecese funds are available upon
demand and are not subject to risk of loss. At Ddx 31, 2006 and 2005, there was $29 million ahchiflion of cash from reverse like-
kind exchange transactions included in Cash anti Egsivalents, respectively.

Inventories. Logs, work-in-process and finished goods are statele lower of cost or market using the averaggt method. Supplies
inventories are stated at cost. Costs for manufadtinventories included raw materials, labor, diegpenergy, depreciation and production
overhead. Cost of log inventories included timbepldtion, stumpage, associated logging and hangestists, road costs and production
overhead.

Inventories, accounted for using the lower of agereost or market, consisted of the following (iflions):

DECEMBER 31, DECEMBER 31,

2006 2005

Raw materials (logs) $ 2t $ 21
Work-in-process 4 4
Finished goods 41 37
70 62

Supplies 13 13
otal $ 8t $ 7t

Timber and Timberlands. Timber and timberlands, including logging roads, stated at cost less accumulated depletion fdretim

previously harvested and accumulated road amddizathe Operating Partnership capitalizes timimet #mberland purchases and
reforestation costs and other costs associatedthtplanting and growing of timber, such as sigppration, growing or purchases of
seedlings, planting, fertilization, herbicide applion and the thinning of tree stands to impron@vgh. Timber carrying costs, such as real
estate taxes, insect control, wildlife control des of timberlands (other than lease payment$iéoptirchase of standing timber, in which case
the payments are capitalized) and forest managepeesonnel salaries and fringe benefits, are exgueas incurred. Costs of major roads are
capitalized and amortized over 30 years. Costsoaas that are built to access multiple loggingssi@iver numerous years are capitalized and
amortized over six years. Costs for roads buiddoess a single logging site are expensed as @tturr

Costs attributable to timber harvested, or depletiwe charged against income as trees are haltv&spletion rates are determined annually
based on the relationship between net carryingevafuihe timber plus certain capitalizable silviaoé costs expected to be incurred over the
harvest cycle and total timber volume estimateldet@vailable over the harvest cycle. The depletita does not include an estimate for el
future reforestation costs associated with a stafidél harvest or future volume in connection wvitik replanting of a stand subsequent to its
final harvest. Net carrying value of the timber aimsberlands is used to compute the gain or logpimection with timberland sales. No b
basis is allocated to the sale of conservationreasts.

Higher and Better Use Timberlands / Real Estate Development. At December 31, 2006, the Operating Partnershipeo12 million
acres of timberlands, of which approximately 1.Tiori acres are higher and better use timberlawtigch are expected to be sold and/or
developed over approximately the next 15 yearsrRoithe sale and/or development of these adresettimberlands will be used
productively in our business of growing and sellimgber.

Properties developed internally (“Internal Develanti) will generally be low-intensity developmeirhlted to activities associated with
obtaining entitlements and investing in infrastawet such as roads and utilities. Larger and monepticated projects, such as destination
resorts and master planned communities, will beldged through joint venture arrangements in whiehare the minority partner and our
involvement is limited to selling and/or contrilngiland and exercising certain protective righ&xternal Development”).
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Costs associated with a specific real estate prajeccapitalized once we determine that the pragadable. Both external and internal costs
directly associated with the specific real estaitgget are capitalized. We capitalize improvememtd other development costs, including
interest costs and property taxes, during the deweént period (capitalized interest and propertgsavere less than $1 million in 2006 and
2005). General real estate development costs latedeto a specific project and costs incurred feefoanagement has concluded that a
project will be successful (e.g. investigatory sdsire expensed as incurred. For real estate fsojéth multiple parcels, we determine the
cost of the individual lots sold by allocating thistorical cost of the land, timber, developmerd aammon construction costs on a relative
sales value.

Capitalized costs (including our book basis inrdated timber and timberlands) associated witarivél Developments were $14 million at
December 31, 2006. The portion of the capitalizesisrelated to Internal Development propertiesdhaexpected to be sold within the next
year ($3 million) is presented in the ConsolidaBadance Sheet at December 31, 2006, as Real Batdopment Properties. The porti

that is expected to be sold beyond one year ($1bnjiis included in Other Assets. Total capitelizreal estate development costs (including
our book basis in the related timber and timberdad December 31, 2005 were $31 million, includidgmillion included within Other
Assets.

The book basis of higher and better use timberlématsare considered held for sale in accordantie 8tatement of Financial Accounting
Standard No. 144ccounting for the Impairment or Disposal of Longdd Asset§'SFAS No. 144"), are presented in the Consolidated
Balance Sheet as Assets Held for Sale. Total assktdor sale were $82 million at December 31,6280d $43 million at December 31,
2005. Generally, timberlands that are under conteasell or are listed for sale through an indej@et broker or through a wholly-owned
taxable REIT subsidiary and are expected to bewithdn the next year are considered assets helgdi@. The book basis of higher and b
use timberlands that do not meet the criteria &ASNo. 144 are included in Timber and Timberlar@apitalized costs (including our book
basis in the related timber and timberlands) assediwith External Development properties are preegkin the Consolidated Balance Sheet
as Assets Held for Sale if they are expected tedkgb to a joint venture within the next year. EredrDevelopment properties that are not
expected to be sold to a joint venture within th&tryear are included in Timber and Timberlands.

Property, Plant and Equipment. Property, plant and equipment are recorded at Begilacements of major units of property are edipéd
and the replaced units are retired. Replacememirodr components of property and repair and maariea costs are charged to expense as
incurred.

All property, plant and equipment other than maotufang machinery (lumber, plywood and MDF) are mefated using the straight-line
method over the estimated useful lives of the eel@ssets. Manufacturing machinery and equipmendepreciated on a units-of-production
basis, which approximates a straight-line basigflldives are 25 years for land improvements,®835 years for buildings, and 3 to 20 years
for machinery and equipment. Leasehold improvemamsiepreciated over the lease term or estima&flidife, whichever is shorter. The
cost and related accumulated depreciation of ptpetd or retired are removed from the accountsany gain or loss is recorded.

Grantor Trusts. The Operating Partnership has a grantor truswthatestablished for deferred compensation andréef@lum Creek
shares. See Note 5 of the Notes to Financial SeattsnDeferred compensation assets, which incluateesnmarket and mutual fund
investments, are classified as “trading securitéas] are carried at market value. Realized gaindamsgs and changes in unrealized gain:
losses and a corresponding amount of compensatfmnee are recorded in the Consolidated Stateroéitsome.

The Operating Partnership maintains another granist, which the Operating Partnership uses td ftsxnon-qualified pension plan
obligation. See Note 7 of the Notes to Financiat&nhents. Money market and mutual fund investmgits by this trust are classified as
“available for sale securities.” The investments eairried at market values on the Operating Pattigs Consolidated Balance Sheet;
realized gains and losses are recognized in thedlidated Statements of Income; changes in unezhtiains and losses are recorded as
comprehensive income or loss.

Shipping and Handling Costs. Costs incurred for shipping timber and manufaactymeducts are included in cost of goods sold.
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Accounting for Share-Based Compensation. In December of 2004, the Financial Accounting 8tads Board issued Statement of
Financial Accounting Standards No. 123 (revised43Bhare-Based PaymefiEFAS No. 123(R)"), which is a revision of SFAS NI 3,
Accounting for Sto-Based CompensatiarSFAS No. 123(R) supersedes Accounting PrinciBeard (“APB”) Opinion No. 25Accounting
for Stock Issued to Employe, and amends SFAS No. %tatement of Cash Flowsenerally, the approach in SFAS No. 123(R) islainto
the approach described in SFAS No. 123. HoweveASSNo. 123(R) requires all share-based paymergsiployees, including grants of
employee stock options, to be recognized in therme statement based on their fair values. We ad@FAS No. 123(R) on January 1, 2C
using the modified-prospective transition methodsiRts for prior periods have not been restategrasded for under the modified-
prospective method.

Previously, the Operating Partnership adoptedahe/filue-based method of accounting for shareébpagments effective January 1, 2002,
using the prospective method described in SFASIM8, Accounting for Stock-Based Compensation—Trans#iahDisclosure Beginning
January 1, 2002, the Operating Partnership useBl#uk-Scholes-Merton formula to estimate the valfistock options granted to employees
and will continue to use this option valuation mioaieder SFAS No. 123(R). The Operating Partnerdbigs not expect the expense for stock
options computed in accordance with SFAS No. 123Re materially different than the expense presip computed under SFAS No. 123.

In addition to stock options, Plum Creek also gsamstricted stock and restricted stock units afriPCreek Timber Company, Inc., value
management awards and dividend equivalents, sopasfiwhich may be payable in common stock of PEiaek Timber Company, Inc.
Grants of both value management awards and dividgot/alents represent awards that are classifiddaacounted for as liabilities under
SFAS No. 123(R). As a result, the expense recodroxer the performance period for both value mameage awards and dividend
equivalents will equal the fair value of an awasdéthe last day of the performance period mu#gpby the number of awards that are
earned. Furthermore, SFAS No. 123(R) requires tiaetgrly expense recognized during the performaecied to be based on the fair value
of value management awards and dividend equivasents the end of the most recent quarter. The &@iper Partnership does not expect the
total expense recognized over the performance ghéoiovalue management awards and dividend equitealsmputed in accordance with
SFAS No. 123(R) to be materially different than tb&l expense computed under SFAS No. 123. Howesges result of the requirement
under SFAS No. 123(R) to base the quarterly expenghe current fair value of value management dsvand dividend equivalents, the
quarterly and annual expense recognized under A3 23(R) could be materially different than theagerly and annual expense we
previously recognized under SFAS No. 123.

The adoption of SFAS No. 123(R) resulted in a cuativg benefit from an accounting change in the Gbdated Statements of Income of $2
million, net of tax, for the year ended DecemberZ¥06. The cumulative effect adjustment is pritgaairesult of changes in expense related
to the fair value of the value management awardsdaridend equivalents.

SFAS No. 123(R) also requires the benefits of ®dudtions in excess of recognized compensationtads reported as a financing cash
flow, rather than as an operating cash flow asireqwnder previous literature. This requiremernit sieiduce net operating cash flows and
increase net financing cash flows in periods afthyption. The impact of this change on net opagatash flows and net financing cash flows
for the year ended December 31, 2006, was less&hanillion.

Excluding the cumulative effect of the accountihgge of $2 million, net of tax, the impact of atiiog SFAS No. 123(R) on January 1,
2006 was an increase of less than $1 million toimeome before income taxes, income from contingipgrations, and net income for the
year ended December 31, 2006 than if we had caedita account for she-based compensation in accordance with SFAS Na. 123

Other Operating Income. Since 2000, the Operating Partnership has beem@ereof an industry coalition alleging that lumlesports to
the U.S. were unfairly subsidized. This dispute vea®lved during 2006, and Plum Creek receivedtieseent of $14 million ($13 million
net of tax). The settlement is presented in oursBbdated Statements of Income as Gain from Canddimber Settlement.
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Periodically the Operating Partnership will recagngains and losses from miscellaneous assetazaddgigation settlements. Gains
recognized for 2006, 2005 and 2004 were $4 mill&hmillion and $5 million, respectively, and weeported in our Consolidated
Statements of Income as Other Operating Incomediisg), net.

Reclassifications. Certain prior year amounts have been reclassifiebform to the 2006 presentation. The reclasgifios had no impact
on operating income or net income.

For segment information, certain direct segments;@seviously included in corporate and other latalted expense were reclassified in 2
and 2004 to conform to the 2006 presentation (s#e M2 of the Notes to Financial Statements).

Capitalized costs associated with Internal Developis are separately stated at December 31, 20860Bsly, these costs were included in
Timber and Timberlands. Accordingly, $31 million svaeclassified at December 31, 2005 from TimberEntberlands.

The book basis of higher and better use timberldmatsare held for sale are separately stated e¢idber 31, 2006. Previously, the book k
of assets held for sale were included in Timber&ntberlands. Accordingly, $43 million was recldisl at December 31, 2005 from Timi
and Timberlands.

New Accounting Pronouncements

SFAS No. 158. In September 2006, the Financial Accounting StaaelBoard issued Statement of Financial Accountiag@ards No. 158,
Employer’ Accounting for Defined Benefit Pension and OtRest Retirement Plans—an amendment of FASB Stateiden87, 88, 106,

and 132(R)Y“SFAS No. 158"). SFAS No. 158 requires entities@¢oognize the funded status of their defined kepehsion plans in the
balance sheet, measured as the difference betlvedait value of the plan assets less the projdmeefit obligation. Any resulting asset or
liability will be fully recognized in the balancéaet. SFAS No. 158 also requires the actuarial ureagent date to be at the end of the erdity
fiscal year and expanded disclosure in the foomtiighe financial statements. SFAS No. 158 iscéffe for fiscal years ending after
December 15, 2006 for entities with publicly trageplity securities, and requires prospective appba, with the initial recognition of the
funded status being recognized as a componentahadated other comprehensive income (loss). Ther&img Partnership adopted SFAS
No. 158 on December 31, 2006. As a result of adg@FAS No. 158, the Operating Partnership recoadgt¥4 million decrease
accumulated other comprehensive income (losshfrtai of $5 million. See Note 7 of the Notes todicial Statements.

SAB 108. In September 2006, the Securities and Exchange Gssion issued Staff Accounting Bulletin No. 1@)nsidering the effects of
Prior Year Misstatements when Quantifying Misstatets in Current Year Financial Stateme(“SAB 108”), which provides interpretive
guidance on the consideration of the effects afrprear misstatements in quantifying current yeesstatements for the purpose of a
materiality assessment. SAB 108 is effective fetdl years ending after November 15, 2006. Thetamopf this standard at December 31,
2006 did not have an impact on the Operating Pestii@s financial condition, results of operatiarscash flows.

SFAS No. 157. In September 2006, the FASB issued SFAS No. 157 Méue Measurement (“SFAS No. 157”). SFAS No. Hefines fair
value, establishes a framework for measuring faine in generally accepted accounting principlad, expands disclosures about fair value
measurements, but does not require any new faievakeasurements. SFAS No. 157 is effective foafigears beginning after November 15,
2007 and interim periods within those fiscal yeditse Operating Partnership will adopt SFAS No. ikbthe first quarter of 2008. The
Operating Partnership is in the process of deteéngithe effect, if any, the adoption of SFAS No714ll have on the consolidated financial
statements.

FIN 48. In July 2006, the Financial Accounting Standardaiflassued FASB Interpretation No. 48;counting for Uncertainty in Income
Taxes(“FIN 487). In summary, FIN 48 requires that alktpositions subject to Statement of Financial Acttng Standards No. 109,
Accounting for Income Taxebe analyzed using a two-step approach. The fiegt itquires an entity to determine if a tax positeomore-
likely-than-not to be sustained upon examinatiarthe second step, the tax
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benefit is measured as the largest amount of dedetermined on a cumulative probability basig thanore-likely-than-not to be realized
upon ultimate settlement. FIN 48 is effective fiscél years beginning after December 15, 2006, arith adjustment in a company’s tax
provision being accounted for as a cumulative ¢fdé@ccounting change in beginning equity. The 1@fieg Partnership adopted FIN 48 on
January 1, 2007. The adoption of this standardhdichave an impact on the Operating Partnershipan€ial condition, results of operations
or cash flows.

NOTE 2. TIMBER AND TIMBERLANDS AND PROPERTY, PLANT AND EQUIPMENT

Timber and timberlands consisted of the followimgrillions):

DECEMBER 31, DECEMBER 31,

2006 2005

Timber and logging roads—net $ 2,63: $ 2,65!
Timberlands 1,24¢ 1,232
Timber and Timberlands—net $ 3,87¢ $ 3,88

During 2006, the Operating Partnership acquired@pmately 98,000 acres of timberlands primarilgdted in Oregon for $111 million.
These purchases were financed primarily by usieduhds from taxdeferred exchanges and our line of credit, and baea accounted for
asset acquisitions. Timberland dispositions dugi@g6 were approximately 112,000 acres, of whicl@T acres were located in the Northern
Resources Segment and 55,000 acres were locatieel Bouthern Resources Segment.

During 2005, the Operating Partnership acquired@pmately 754,000 acres of timberlands locateNdanthern Michigan, Arkansas and
Florida for $501 million. These purchases wererfoeal primarily by using proceeds from the issuafadebt and funds from tax-deferred
exchanges and have been accounted for as assatitaast Timberland dispositions during 2005 weapproximately 232,000 acres, of wh
63,000 acres were located in the Northern ResoBegment and 169,000 acres were located in thén&wouResources Segment.

During 2005, the Operating Partnership sold cegablsurface property rights (it's remaining coakr@es, excluding coalbed methane, oil
and gas reserves) in Buchanan County, Virginia. Sele of these properties is reflected in our Chested Statements of Income as Gain on
Sale of Properties, net of tax. For the year eriglecEmber 31, 2005, we received sales proceedslaihion and, after deducting our book
basis of $1 million, recorded a gain of $20 milli@ee Note 12 of the Notes to Financial Statements.

The Operating Partnership’s Real Estate Segmersistsrof sales of higher and better use timberlandssales of non-strategic timberland.
Occasionally, norstrategic timberlands are sold at a loss. Eachastate sale is evaluated for a potential impaitrimeaccordance with SFA
No. 144 ,Accounting for the Impairment or Disposal of Loniged Assets During 2006, the Operating Partnership recordguhirment losse
of $2 million in connection with the potential saienon-strategic timberlands, which had a bookshak$5 million. During 2005, the
Operating Partnership recorded impairment loss&d ahillion in connection with the potential salenon-strategic timberlands, which had a
book basis of $4 million. During 2004, the OpergtiPartnership recorded impairment losses of $2llomiin connection with the potential
sale of non-strategic timberlands, which had a Hzadds of $45 million; substantially all of theseperties were sold during 2004. The
impairment losses are included in Cost of Goods &wlReal Estate in our Consolidated Statementsaafme.

During 2005, the Operating Partnership’s Southezsderces Segment recognized a $2 million lossesepting the book basis of the timber
volume destroyed as a result of severe winds framriebne Katrina on approximately 350,000 acrelississippi.
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Property, plant and equipment consisted of the¥dghg (in millions):

DECEMBER 31, DECEMBER 31,

2006 2005

Land, buildings and improvements $ 87 $ 84
Machinery and equipment 296 285
383 369

Accumulated depreciation (167 (135
Property, Plant and Equipment—net $ 216 $ 234

During the fourth quarter of 2004, the Operatingfaship concluded it had excess production cépatione of its mills; and therefore,
concluded that the mill's long-lived assets werpaimed. The Operating Partnership recorded an imgaut loss of $9 million during the
fourth quarter of 2004 by writing the carrying valaf the mill’s long-lived assets of $14 millionwlo to their estimated fair value of $5
million. The impairment loss of $9 million is redied in the operating income of our ManufacturesdBcts Segment and included in Cost of
Goods Sold for Manufacturing in our Consolidatedt&nents of Income. The estimated fair value waspted based on expected future
cash flows discounted at the risk-free rate ofrgge

The Operating Partnership had been a party tonagpierating agreement with Geomet, Inc., a coatbethane developer, with whom the
Operating Partnership jointly explored for and deped coalbed methane gas found on certain of fferdding Partnership’s timberlands in
West Virginia and Virginia. During 2004, the OpéngtPartnership sold its working interest in thimj@perating agreement to Geomet, Inc.
See Note 12 of the Notes to Financial Statements.

NOTE 3. INCOME TAXES

Plum Creek Timberlands, L.P. is a limited partngrstnd therefore, not subject to income tax. Plumek Timberlands, L.Fs’'taxable inconr
is allocated 100% to its parent, Plum Creek TimBempany, Inc., which has elected to be taxed ala Bnder sections 856-860 of the
United States Internal Revenue Code. A REIT is galyenot subject to corporate-level income tai distributes 100% of its taxable income
to shareholders and satisfies other organizatiandloperational requirements as set forth in therhial Revenue Code. However, the
Operating Partnership conducts certain non-REIlivities through various wholly-owned taxable REbsidiaries, which are subject to
corporate-level income tax. These activities inelodr manufacturing operations, the harvestingsatel of logs, and the development and/or
sale of some higher and better use timberlands Offerating Partnership’s tax provision includesttheexpense and/or benefit associated
with Plum Creek’s wholly-owned taxable REIT subati#s, as well as any tax expense and/or benefitiad by the REIT. The effective tax
rate for the Operating Partnership is lower thatfdderal corporate statutory rate primarily dulliom Creek’s status as a REIT. If a
company fails to qualify as a REIT in any taxabda it will be subject to federal income taxesegfular corporate rates (including any
applicable alternative minimum tax) and may notabke to qualify as a REIT for four subsequent téxakears.

The book basis of the Operating Partnership’s ass# liabilities exceeds its tax basis by apprataty $2.3 billion at December 31, 2006.
Plum Creek’s wholly-owned taxable REIT subsidiafiesa consolidated federal income tax return.

As a consequence of the October 6, 2001 mergerMighTimber Company, which involved merging a tagantity into a nontaxable entity,
Plum Creek will generally be subject to corporateel tax (built-in gains tax) if Plum Creek maketseable disposition of certain property
acquired in the merger with The Timber Company inithe ten-year period following the merger datiee Built-in gains tax applies to gains
from such asset sales to the extent that the &irevof the property exceeds its tax basis at theger date. Built-in gains tax is generally not
payable on dispositions of property to the exteatgroceeds from such dispositions are reinvestegdalifying like-kind replacement
property. The built-in gains tax does not applynimome generated from the harvesting and salertdifeti.
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In connection with our merger with The Timber ComypaPlum Creek wrote-off all of The Timber Compasgeferred income tax liability
related to timber and timberlands except for $1llioni The $11 million deferred income tax liabjlitelated to the book-tax basis difference
of timber and timberlands that were expected teddd, and subject to, the built-in gains tax dutting ten-year period ending October 6,
2011. During the period October 6, 2001 to Decen3fie2006, the $11 million deferred income taxilisbwas reduced by $1 million due to
the payment of tax in connection with sales of gmiénds subject to the built-in gains tax.

In accordance with Statement of Financial Accoun@tandards No. 108ccounting for Income TaxeBlum Creek remeasures the amouil
deferred income taxes needed in connection witleeeg sales of timberlands subject to the buijaims tax each quarterly reporting period.
In 2005, Plum Creek reduced our deferred tax lighilssociated with timber and timberlands by $8iom and correspondingly recorded a
deferred tax benefit of $5 million. Based on prégectimberland sales subject to the built-in ga#nsfor the period December 31, 2006 to
October 6, 2011, and Plum Creek’s ability to susfiély reinvest proceeds in like-kind propertiggsiestimated Plum Creek needs a deferred
tax liability of approximately $5 million. As a rel$, no adjustment to the deferred tax liabilitg@siated with built-in gains tax was made in
2006.

Plum Creek conducts certain non-REIT activitiestigh various wholly-owned taxable REIT subsidigrigich are subject to corporate-
level income tax. These activities include the @fing Partnership’s manufacturing operations, tdnwdsting and sale of logs, and the
development and/or sale of some of the Operatimgn&ahip’s higher and better use timberlands.

The provision for income taxes consists of theofwihg for theyears ended December 31 (in millions):

2006 2005 2004
Current income taxes:
Federal $ 11 $ 17 $ 15
State 2 3 3
Deferred income taxes:
Federal — (6) @)
State — (1) (1)
Benefit from remeasurement of built-in gain deferred tax liability — (5) —
Utilization of operating loss carryforwards — - 17
Provision for income taxes on income from continuing operations $ 1< $ 8 $ 27

The federal statutory income tax rate was 35%.ifb@me generated by the activities of the Operafiagnership is generally not subject to
federal and state income tax. The provision fooine taxes is reconciled as follows to the feddedlgory rate for thgears ended
December 31(in millions):

2006 2005 2004
Provision for income taxes on income from continuing operations computed at the federal statutory tax rate $ 115 $ 119 $ 128
Partnership income not subject to federal tax (100 (ao1 (101
State income taxes, net of federal benefit 1 1 4
Benefit from remeasurement of built-in gains deferred tax liability — (5) —
Permanent book-tax differences (3) (6) 4
Provision for income taxes on income from continuing operations $ 13 $ 8 $ 27

For the year ended December 31, 2006, $13 millfanamme tax expense was allocated to Income framti@uing Operations and $1 milli
was charged to Cumulative Effect of Accounting Gie(See Note 1 of Notes to Financial Statementg)the years ended December 31,
2005 and 2004, $8 million and $27 million of incota@ expense was allocated to Income from Contgn@perations, respectively.
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Deferred income taxes are provided for the temyadidferences between the financial reporting basid tax basis for the assets and
liabilities of our various wholly-owned taxable RE$ubsidiaries and for the assets of the Oper&artnership that are subject to built-in
gains. The components of net deferred income &diliies are as followat December 31 (in millions):

2006 2005
Deferred income tax assets:

Accrued compensation $ 10 $ 9
Accrued pension benefits 10 3
Timber and timberlands 2 1
Deferred revenue - 9
Accrued worker’s compensation benefits 4 3
Other accruals and reserves 3 5
29 30

Deferred income tax liabilities:
Machinery and equipment (45) (52)
Other £22 —
(47) (52)
Deferred income tax liability, net $ (18‘ $ (22‘

Deferred income tax liabilities at December 31,2@6d 2005, are net of deferred tax assets includedrrent assets of $7 million and
$17 million, respectively. In connection with theiogtion of SFAS No. 15&mployers’ Accounting for Defined Benefit Pensiad &ther
Post Retirement Plaron December 31, 2006, we recorded a deferred et a6$5 million (see Note 7 of the Notes to FiriahStatements).

Plum Creek filed its federal income tax return ag pf Georgia-Pacific’s consolidated income taxime for all tax years through the date of
the merger with The Timber Company on October §12Wnder the agreement governing the terms ofrtbieyer with The Timber
Company, Plum Creek remains liable to Georgia-Raftf any additional tax that would result fromdétuadjustments by the Internal
Revenue Service (the “Service”) and by state andl laxing authorities. The Service has completkeixaminations of Georgia-Pacific’s
consolidated income tax returns through 2000. Gadpgcific’s consolidated income tax return for 208 currently under examination.
Additionally, the Service has completed examinatiohthe federal income tax return of Plum Creakf@@ér Company, Inc. and the
consolidated federal income tax return of the te&x&EIT subsidiaries for the year 2003. Plum Crea& no open tax years prior to 2003.
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NOTE 4. BORROWINGS
Long-term debt consists of the following (in mitis):

DECEMBER 31, DECEMBER 31,

2006 2005
Senior Notes due 2007, 11.125% plus unamortized premium of $0.3 at 12/31/06, effective rate of 6.74% $ 15 $ 30
First Mortgage Notes due 2007, 11.125% plus unamortized premium of $0.3 at 12/31/06, effective rate of
6.74% 13 27
Senior Notes due 2007, 5.31% 25 25
Senior Notes due 2009, 8.73% plus unamortized premium of $4.1 at 12/31/06, effective rate of 7.55% 154 155
Senior Notes due 2011, mature serially 2007 to 2011, 7.62% to 7.83%, plus unamortized premium of $0.6 at
12/31/06, effective rates of 7.04% to 7.84% 172 173
Senior Notes due 2013, mature serially 2008 to 2013, 4.96% to 6.18% 280 280
Senior Notes due 2013, mature serially 2008 to 2013, 7.25% to 7.76%, less unamortized discount of $4.3 at
12/31/06, effective rates of 7.25% to 8.04% 441 495
Senior Notes due 2015, 5.875% less unamortized discount of $7.8 at 12/31/06, effective rate of 6.09% 517 299
Senior Notes due 2016, mature serially 2008 to 2016, 7.87% to 8.05%, plus unamortized premium of $0.2 at
12/31/06, effective rates of 7.42% to 8.05% 125 201
Total Long-term Debt $ 1,742 $ 1,685
Less: Current Portion £125‘ £161‘
Long-term Portion $ 1,617 $ 1,524

On June 29, 2006, the Operating Partnership tetedrits previous $650 million revolving line of diematuring in January 2009 and ente
into a new $750 million revolving line of creditr@gment that matures in June 2011. The revolvirgydif credit may be increased to $1
billion subject to certain terms and conditions.ckecember 31, 2006, the weighted-average irteas for the borrowings on the line of
credit was 5.79%. The interest rate on the linereflit is based on LIBOR plus 0.425%. This ratereamge from LIBOR plus 0.27% to
LIBOR plus 1% depending on our debt ratings. Suhifecustomary covenants, the line of credit alldarsborrowings from time to time up
to $750 million, including up to $100 million ofastdby letters of credit. Borrowings on the lineccddit fluctuate daily based on cash needs.
As of December 31, 2006, we had $581 million ofrbaings and $5 million of standby letters of credlitstanding; $164 million remained
available for borrowing under our line of credits Af January 5, 2007, $243 million of the borrovéinoder our line of credit was repaid.

In April 2006, Plum Creek filed with the Securitiasd Exchange Commission a shelf registration rstamé under which Plum Creek Timber
Company, Inc., from time to time, may offer and aely combination of preferred stock, common stalggositary shares, warrants and
guarantees, and under which Plum Creek Timberldnfs, may from time to time, offer and sell debturities. The shelf registration
statement expires on April 25, 2009.

On May 2, 2006, the Operating Partnership., ismffthe shelf registration statement $225 milligqgeegate principal amount of its senior
notes with a coupon rate of 5.875%, at a markeepf 96.686% of the principal amount. The net peats of $216 million were used
primarily to repay outstanding debt maturing durd@6. The notes mature in 2015 and are fully anwbnditionally guaranteed by Plum
Creek Timber Company, Inc.

In May of 2005, the Operating Partnership entenédl & $50 million one-year term loan agreemenirtarfce the acquisition of approximately
35,000 acres of Florida timberlands. This loan vegsid in May of 2006.
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In November of 2005, the Operating PartnershipedstB00 million aggregate principal amount of @misr notes with a coupon rate of
5.875% at a market price of 99.731% of the princgwaount, maturing in 2015. The net proceeds of7$28lion were used primarily to
purchase timberlands. The Senior Notes due 201fullyeand unconditionally guaranteed by Plum Cr&@kber Company, Inc.

During 2006, the Operating Partnership made debtipal payments totaling $207 million. During 20@Be Operating Partnership made «
principal payments totaling $47 million.

The senior notes are structurally subordinated| tansecured debt and liabilities of the Operatitagtnerships subsidiaries, and junior in rig
of payment to secured debt of the Operating Pastigs subsidiaries to the extent of the valuehefdssets secured by such debt. At
December 31, 2006, the total amount of unsecurbtiadl liabilities of the Operating Partnershipibsidiaries was approximately $859
million, and the total amount of secured debt ef @perating Partnershipsubsidiaries was approximately $13 million, repreing mortgag
notes secured by certain manufacturing assetihelavent of insolvency, bankruptcy, liquidatiorgrganization, dissolution, winding up of
the Operating Partnership’s business or other aimpilocess, the assets of the Operating Partné&rshipsidiaries will be available to pay the
amounts due on the senior notes only after thered@and unsecured indebtedness of the OperatinigePsinip’s subsidiaries has been repaid
in full.

The Senior Notes (excluding the Senior Notes dud P&nd the First Mortgage Notes are redeemabde fmrimaturity subject to a premium
on redemption, which is based upon interest rdtémied States Treasury securities having sindlsrage maturities as these notes. The
premium that would have been due upon early reéregrapproximated $114 million at December 31, 2@d@l, $148 million at December 31,
2005. The Senior Notes are unsecured. The Firstgdge Notes are collateralized by substantiallpfthe property, plant and equipment of
the lumber, plywood and MDF manufacturing facibti@he Senior Notes due 2011 are not redeemalaetprimaturity.

The aggregate maturities on all debt agreementshemiihe of credit are as follows as@&cember 31, 2006 (in millions):

Debt Line of

Maturity Agreement Credit Total

2007 $ 12 $ - $ 12t
2008 147 - 147
2009 19¢ - 19¢
2010 57 = 57
2011 422 581 1,00z
Thereafter 792 = 792
Total $ 1,74. $ 58! $ 2,32

The Operating Partnershipborrowing agreements contain various restriattaenants, including limitations on harvest levees of asse
the incurrence of indebtedness and making restriggments (such as payments of cash dividendsck seepurchases). The borrowing
agreements limit our ability to make restricted payts (see Note 6 of the Notes to Financial Statéshéased on available cash, which is
generally our net income (excluding gains on tHe shcapital assets) after adjusting for non-casdrges (such as depreciation and
depletion), changes in various reserves, lessalapipenditures and principal payments on indelassithat are not financed. Additionally,
the amount of available cash may be increaseddwitiount of proceeds from the sale of higher atighbgse properties and, under certain
circumstances, by 50% of the amount of net proc&eds the sale of other assets. Furthermore, aerdif credit requires that we maintain
certain interest coverage and maximum leverages.aiihe Operating Partnership was in complianchk alltof our borrowing agreement
covenants as of December 31, 2006.
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NOTE 5. FINANCIAL INSTRUMENTS

The carrying amounts of cash and cash equivalentsates receivable approximate fair value dudecsshort-term maturities of these
instruments. The estimated fair value of the Opegaartnership’s debt was approximately $2.38dsiland $2.32 billion at December 31,
2006 and 2005, respectively, and the carrying aineas $2.32 billion and $2.23 billion at Decembgér 2006 and 2005, respectively. The
fair value of the Operating Partnership’s publitigded debt (i.e. Senior Notes due 2015) is esichasing market quotes; the fair value of
the remainder of the Operating Partnership’s debstimated using current interest rates for siroitdigations with like maturities.

Certain investments in the grantor trusts relatia¢oOperating Partnership’s non-qualified pengilams and are classified as available-for-
sale securities. The Operating Partnership hasiaden various money market, debt and equity niditerls and plans to use these
investments to fund its nogqualified pension obligations. The fair value ofsk investments was $19 million and $18 milliobatember 31
2006 and 2005, respectively. Unrealized holdingigaind losses are included as a component of atatatwther comprehensive income,
unless a permanent impairment has occurred, whittten charged to expense. Unrealized holding galasng to mutual fund investments
were approximately $4 million and $2 million at Reaber 31, 2006 and 2005, respectively. The Oper&artnership records changes in
unrealized holding gains in Other Comprehensivernme. Realized gains and losses were less thanldmm 2006, 2005, and 2004. See
Note 7 of the Notes to Financial Statements forudision of the Operating Partnerss Pension Plans.

Certain investments in the grantor trusts relatia¢éoOperating Partnership’s deferred compensaiiimms and are classified as trading
securities. Deferred compensation amounts are tedés various money market, debt and equity mutwads. The Operating Partnership
plans to use these investments to fund deferreghbensation obligations. The fair value of these stvents was $9 million at both
December 31, 2006 and 2005. Unrealized holdingsgaitated to mutual fund investments were $1 nmlab both December 31, 2006 and
2005. The change in unrealized holding gains has becognized in the Operating Partnership’s Caatestld Statements of Income resulting
in a gain of less than $1 million in 2006, a lo§fess than $1 million in 2005, and a gain of $1lion in 2004. Realized gains and losses v
less than $1 million in 2006, 2005, and 2004. Deféicompensation obligations are included in Othebilities and were $9 million at both
December 31, 2006 and 2005.

NOTE 6. PARTNERS ' CAPITAL

Under the terms of our note agreements and lireedfit (see Note 4 of the Notes to Financial States), the Operating Partnership is
restricted from transferring assets and fundseénféihm of loans, advances or cash dividends to RIueek Timber Company, Inc. Subject to
certain restrictions, the Operating Partnershiproake loans or advances to Plum Creek Timber Compac. Based on these provisions,
Operating Partnership could distribute or advaheectsh on its balance sheet as of December 36, 808273 million, all of which is
considered unrestricted assets. At December 38,206 Operating Partnership and its consolidatdidiaries had net assets of

$2,089 million of which $1,816 million was rested from being transferred by the Operating Partripit® Plum Creek Timber Company,
Inc.
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NOTE 7. EMPLOYEE PENSION AND RETIREMENT PLANS

Pension Plan. Plum Creek Timber Company, Inc. sponsors defirerteht pension plans that cover substantially mip®yees of the
Operating Partnership. Therefore, all employee iparesnd retirement plan assets, obligations antsa@re allocated to the Operating
Partnership. The Operating Partnership uses a Dmedl measurement date for its pension plansfdilesving table provides a
reconciliation of benefit obligations, plan assetsd funded status of the plans for ylears ended December 3(in millions):

2006 2005
CHANGE IN BENEFIT OBLIGATION
Benefit obligation at beginning of period $ 116 $ 107
Service cost 6 6
Interest cost 7 6
Actuarial loss 1 4
Benefits paid (10) (7
Benefit obligation at end of period $ 120 $ 116
CHANGE IN PLAN ASSETS
Fair value of plan assets at beginning of period $ 82 $ 75
Actual return on plan assets 8 5
Employer contributions 6 9
Benefits paid (10) (7)
Fair value of plan assets at end of period 86 82
Funded Status—December 31 $ (34 $ (34

The underfunded status of our plans of $34 milaibDecember 31, 2006, is recognized in our ConatitiBalance Sheet as a current pel
liability of $3 million and long-term pension lidly of $31 million. The accumulated benefit obligen was $100 million and $96 million at
December 31, 2006 and December 31, 2005, resplctive

We adopted the recognition and disclosure provssmrSFAS No. 158 mployers’ Accounting for Defined Benefit Pensiad &ther
Postretirement Plan(“*SFAS No. 158") on December 31, 2006. Under SFAS D68, we are required to recognize the fundedsftar our
defined benefit plans in our December 31, 2006 ,0bdated Balance Sheet. The funded status isittezehce between the fair value of plan
assets and the projected benefit obligation. Rezognthe funded status resulted in a correspondijgstment to accumulated other
comprehensive income, net of tax. The adjustmeattomulated other comprehensive income repretiemtset unrecognized actuarial los
and unrecognized prior service costs. Previoustieuthe provisions of SFAS No. &mployers’ Accounting for PensiofSFAS No. 87”),
these amounts were netted against the plamded status in our Consolidated Balance Sh€kése amounts will be subsequently recogr
as pension cost pursuant to our historical accogmiolicy for amortizing such amounts. The actuayg@ns and losses that arise in subsec
periods and that are not recognized as pensiorirctis same periods will be recognized as a compioof other comprehensive income, and
will be subsequently recognized as a componenensipn cost consistent with our historical polioy &mortizing such amounts.
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The adoption of SFAS No. 158 had no effect on comsolidated Statements of Income for the year eds@mber 31, 2006, or for any pi
period presented, and it will not affect our opieigtesults in future periods. The incremental &ffef applying SFAS No. 158 on individual
line items on our December 31, 2006 Consolidatddrig® Sheet is as follows:

Before After

Application of Application of

SFAS No. 158 Adjustments SFAS No. 158
Other Current Liabilities $ 1: $ 3 $ 16
Deferred Tax Liability 30 (5) 25
Other Liabilities 53 16 69
Total Liabilities 2,55¢ 14 2,573
Accumulated Other Comprehensive Income (Loss) 4 (14) (10)
Total Partners’ Capital $ 2,10: $ (14 $ 2,089

As of December 31, 2006, amounts that have nabgen recognized in pension cost and are includaddomulated other comprehensive
income (loss) are as follows:

DECEMBER 31,

2006
Net actuarial loss $ (18
Prior service cost )
Deferred tax benefit 5

During 2007, we expect $1 million of net actualiss and prior service cost to be recognized asrgonent of pension cost.

Under SFAS No. 158, we recognized a liability im @onsolidated Balance Sheet at December 31, 2006ur defined benefit pension pla
that are underfunded. Under the provisions of SNaS87, the unfunded accrued pension cost at Deee81h 2005 is set forth in the
following table (in millions):

DECEMBER 31,

2005

Funded status $ (34
Unrecognized net actuarial loss 19
Unrecognized prior service cost 1
Unfunded accrued pension cost $ (14‘

The unfunded accrued pension cost at December0®5, 2onsisted of accrued pension liability of $diflion for the non-qualified pension
plans and $3 million of prepaid pension cost fer gjualified pension plan.

The components of pension cost were as followshieyears ended December 3(in millions):

2006 2005 2004

Service cost $6 $6 $6
Interest cost 7 6 6
Expected return on plan assets (6) (5) (5)
Recognized actuarial loss 1 =
Total pension cost $ 8 $9 $7
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Weighted-average assumptions used to determindibebkégation:

DECEMBER 31, DECEMBER 31,

2006 2005

Discount rate 5.90% 5.75%
Rate of compensation increase 3.70% 3.70%

Weighted-average assumptions used to determingenieidic benefit cost for thgears ended December 31

2006 2005 2004
Discount rate 5.75% 5.75% 6.25%
Expected long-term return on plan assets 7.75% 7.75% 7.75%
Rate of compensation increase 3.70% 3.70% 3.70%

To develop the expected long-term rate of returplan assets assumption, the Operating Partnecshigdered the current level of expected
returns on risk free investments (primarily goveemtnbonds), the historical level of the risk premiassociated with the other asset class
which the portfolio is invested and the expectatitor future returns on each asset class. The &gbeeturn for each asset class was then
weighted based on the target asset allocationveldie the expected long-term rate of return on plssets assumption for the portfolio. This
resulted in the selection of the 7.75% assumptioofaanuary 1, 2006 and 2005.

Most of the Operating Partnership’s salaried ahti@irly employees who complete one year of seriiaghich they work at least 1,000
hours are eligible to participate in the plan. grants vest after five years of service. The daslance benefits for salaried employees is
determined based primarily on certain percentaiesrpensation, age, years of service and inta@stied based on the 30-year Treasury
bond rate. Participants who were employees of {her@ing Partnership on September 1, 2000, earefitebased on the greater of the cash
balance formula or a monthly pension benefit thatrincipally based on the highest monthly aveesa@ings during any consecutive sixty-
month out of 120-month period and the number ofyeéservice credit. The benefits to hourly empley are generally based on a fixed
amount per year of service.

The Operating Partnership maintains a qualifiedheef benefit pension plan and two supplemental-guadified) defined benefit pension
plans. The Operating Partnership’s contributionthé&se plans vary from year to year. It is the @fyeg Partnership’s policy to fund the
qualified plan annually by either the value of Henefits earned during the year or, if more, the@amsuch that the fair value of plan assets
equals or exceeds the actuarially computed accuetltznefit obligation (the approximate actuarialtynputed current pension obligation if
the plan was discontinued).

The Operating Partnership has the same fundingypfilr the non-qualified plans. However, assetates to the non-qualified plans are held
in a grantor trust and are subject to the claimsredlitors in the event of bankruptcy. As a requéision assets for the non-qualified plans are
not considered plan assets, and therefore, havieeeot netted against our pension liability. Penagsets for the non-qualified plans are
included in “Investment in Grantor Trusts” and te&ated pension liability is included in “Other bilities” and “Other Current Liabilities” in
our Consolidated Balance Sheet. At December 316 20@ 2005, the accumulated benefit obligatiorttiernon-qualified plans was

$19 million and $17 million, respectively. The famlue of assets held in a grantor trust associattdthe non-qualified plans was

$19 million at December 31, 2006, and $18 millio®dacember 31, 2005.

As a result of the Operating Partnership’s fundginticy, annual qualified pension contributions @mndntor trust funding are significantly
impacted by investment returns and changes indsteates. Based on current interest rates andExpmvestment returns, the Operating
Partnership expects 2007 contributions to the fi@dlpension plan to range between $2 million abadrfilion. Additionally, during 2007 the
Operating Partnership expects to contribute betvd@emillion and $3 million to its grantor trust asgted with the non-qualified plans.
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The following table presents expected future beémefyments projected based on the same assumpsedsdy the Operating Partnership to
measure the benefit obligation and estimate fudumployee service (in millions):

Projecte(
Benefit
Year Payment
2007 $ 11
2008 11
2009 12
2010 12
2011 12
2012 through 2016 64
As of year-end, plan assets were allocated aswello
DECEMBER 31, DECEMBER 31,
2006 2005
Large Capitalization Domestic Equities 31% 30%
Small and Mid-Size Capitalization Domestic Equities 12% 11%
International Equities 14% 14%
Fixed Income 33% 32%
Hedge Funds 10% 10%
Cash —% 3%
Total 100% 100%

It is the Operating Partnership’s investment pot@achieve maximum returns at a reasonable rishdasion assets over a full market cycle.
The Operating Partnership uses eight fund manageapture favorable returns in various asset etaasd to diversify risk. At December 31,
2006, target allocations for the various asseselasre as follows:

Large Capitalization Domestic Equities 25% T0O

37%
Small and Mid-Size Capitalization Domestic Equities 8% TO 14%
International Equities 12% 710 16%
Fixed Income 31%T1037%
Hedge Funds 8% T1012%

Pension assets are analyzed at least quarterlsehathnced as needed to maintain the above tdlgedtions. To further reduce risk, fund
managers are required to invest in a diversifiedf@la. No more than 5% of an equity portfolio che invested in a single company and f
managers are expected to be well diversified vé#pect to industry and economic sectors. No mane 10% of a fixed income portfolio can
be invested in a single issuer (other than U.&strdes). Equity investments are limited to commsimtks, common stock equivalents and
preferred stock. Fixed income investments are dichtb U.S. treasuries, agencies of the U.S. Goventndomestic corporations,
municipalities, domestic banks, and other U.S.raial institutions. Furthermore, hedge funds aedus reduce market risk and generate
absolute returns regardless of market directiopraploying limited use of derivative instrumentd|isg securities short, and buying and
selling futures and options contracts.

Over a full market cycle, the investment goal fingke capitalization domestic equities and fixeame investments is to exceed the applic
benchmark (e.g., S&P 500 Index) by one-half of paent per annum, and the investment goal forlsamdlmidsize capitalization domes
equities and international equities is to exceedagpplicable benchmark (e.g., Russell 2000 Valdexhby one percent. The investment gt
are net of related fees.
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Thrift and Profit Sharing Plan. The Operating Partnership sponsors an employédeahd profit sharing plan under Section 401 (K}hod
Internal Revenue Code. This plan covers substingifilfull-time employees. The Operating Partngughatches employee contributions of
up to six percent of compensation at rates ranfyorg 35 to 100 percent, depending upon financigigseance.

Amounts charged to expense relating to the Oper&tartnership’s thrift and profit sharing plan w&emillion in 2006 and $5 million each
for 2005 and 2004. The employer match for eachethree years was 100%.

Other Benefit Plans. Certain executives and key employees of the Oipgr&artnership participate in incentive benefir, which provid
for the granting of shares and/or cash bonuses m@ating performance objectives. See Note 8 oNifites to Financial Statements.

NOTE 8. SHARE-BASED COMPENSATION PLANS

Plum Creek Timber Company, Inc. has a stockholgpraved Stock Incentive Plan that provides fordherd of non-qualified stock options,
restricted stock and restricted stock units, vahamagement awards and dividend equivalents. Caxaicutives and key employees of the
Operating Partnership are covered by this planofRlum Creek’s activities are conducted through ®perating Partnership, therefore all
share-based compensation expense is allocated @brating Partnership. Proceeds from the exeotiB&um Creek stock options are
retained by Plum Creek Timber Company, Inc.

Under Plum Creek’s Stock Incentive Plan (“the P)Jaas amended in May 2004, there are 12.4 milllares of common stock reserved and
eligible for issuance. At December 31, 2006, 3.Bioni shares of the 12.4 million reserved shareshzeen used and, therefore, 9.1 million
shares remain available for grants of non-qualifigtk options, grants of restricted stock andrictst stock units, or payments of vested
value management awards and dividend equivalehtsniimber of shares to be issued in connectionwaitlle management awards and
dividend equivalents is not determined until thd eftheir respective performance periods. Newehaf Plum Creek Timber Company, Inc.
are issued for payment under the Plan for awaiatsaidy out in shares or where the participant tect payment in shares.

Stock Options. Under the Plan, non-qualified stock options magitamnted to any officer, director, employee, cormtlor advisor of the
Operating Partnership. Each stock option grantiedvalthe recipient the right to purchase Plum Creebmmon stock at the fair market ve
of Plum Creek’s common stock on the date of thatg@enerally, the stock options have a ten-yean tand vest over a four-year period at a
rate of 25% per year. Under the Plan, the exemise of an option may not be reduced.

Presented below is a summary of Plum Creek’s stption Plan activity for thgear ended December 31, 2006 :

Weighted-
Average
Weighted- Remaining Aggregat:
Contractue
Shares Average Intrinsic
Subject To Exercise Life Value
Options Price (years) (millions)
Balance at January 1, 2006 2,302,13C $ 27.3¢
Granted 463,080 35.72
Exercised/surrendered (328,853 20.7C
Cancelled/forfeited (163,336 30.3¢
Outstanding, December 31, 2006 2,273,021 $ 29.7¢ 6.4 $ 2C
Vested or expected to vest, December 31, 2006 1,982,142 $ 29.7° 6.4 $ 2C
Exercisable, December 31, 2006 1,337,361 $ 26.2! 5.C $ 1t
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The table below presents stock activity relatestéak options exercised during tyears ended December 31 (in millions):

2006 2005 2004
Proceeds from stock options exercised $ 7 $ 9 $ 12
Intrinsic value of stock options exercised $ 5 $ 7 $ 6
Tax benefit related to stock options exercised $ 0.2 $ 0. $ 0.€

The weighted-average measurement date fair vafugisck option awards granted were computed usiadiack-Scholes-Merton option
valuation model with the following assumptions foe years ended December 31 :

2006 2005 2004
Expected term (years) 6 6 7
Risk-free interest rate 4.5% 4.1% 3.7%
Volatility 23.1% 24.0% 24.0%
Dividend yield 4.5% 4.1% 4.5%
Weighted-average measurement date fair value $ 6.1C $ 6.8C $ 5.1°

The expected term of the options represents tlmatstd period of time until exercise and is basedhe vesting period of the award and the
historical exercise experience of similar awards$ pArticipants were assumed to have similar eserbehavior. Expected volatility is based
on historical volatility over the approximate exfeetterm of the option.

Restricted Stock. Under the Plan, restricted stock of Plum Creek EmbBompany, Inc. may be awarded to certain directfficers and
employees of the Operating Partnership. Restrigtieck may not be sold, assigned, transferred, plkdg otherwise disposed of for a period
of time from the date on which the restricted stags granted. The recipients of restricted stoalegaly have the rights of stockholders of
Plum Creek with respect to voting and receipt ofdinds during the restricted period. Restricteglsgenerally vests between six months
and three years from the grant date. Terminaticengfloyment prior to the end of the restricted gevill generally require the return of the
restricted stock to Plum Creek. The weighted-avegrgnt date fair values of restricted stock awgrdsted for the years ended

December 31, 2006, 2005 and 2004 were $35.98, $26018 $33.48 respectively. The fair value of reted stock is based on the closing
price of Plum Creek’s common stock on the daterahy

Restricted stock awards activity was as followstf@myear ended December 31, 2006 :

Weighted-
Average

Grant
Date Fair

Shares Value
Balance at January 1, 2006 72,300 $ 34.4!
Granted 17,200 35.9¢
Vested (24,800 33.0¢
Forfeited — -
Balance at December 31, 2006 64,700 $ 35.3¢

The total fair value of restricted stock awards trested during the years ended December 31, 200% and 2004 was less than $1 million
each.
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Restricted Stock Units. Under the Plan, restricted stock units of Plum €rBienber Company, Inc may be awarded to certaieatars,
officers and employees of the Operating Partnerdidprestricted stock units were awarded priorG0& The recipients of restricted stock
units generally have the right to receive a cashuarequal to any dividends paid on Plum Cree&dmmon stock during the restriction pe
and upon vesting, the right to receive an equalberof shares of Plum Creek’s common stock. Resttistock units generally vest over a
four-year period at a rate of 25% per year. If edgpient is terminated prior to vesting, all unvestestricted stock units are forfeited. The
weighted-average grant date fair value of restisteck units granted for the year ended Decembe2@6 was $35.63. The fair value of
restricted stock units is based on the closingepoicPlum Creek’s common stock on the date of grant

Restricted stock unit activity was as follows foeyear ended December 31, 2006:

Weighted-
Average

Grant
Date Fair

Units Value
Balance at January 1, 2006 _ $ _
Granted 99,395 35.6¢
Vested (500; 35.8i
Forfeited 6,180 35.7¢
Balance at December 31, 2006 92,715 $ 35.6.

Value Management Awards. Value management awards provide incentive compiemstt participants that is contingent upon Plum
Creek’s performance over a three-year period medsagainst the performance of peer groups congisfiforest products companies, the
S&P 500 Index and the Morgan Stanley REIT Index dlre same period (“Peer Group”).

Value management awards are earned in whole arirbpsed on a sliding scale. No value managemearidas earned if Plum Creek’s total
shareholder return is below the Bpercentile of the Peer Group. The full value managy@ award is earned if Plum Cregkotal shareholde
return is above the 5percentile. A unit has a face value of $100. THeevaf an award between the B&nd 75" percentiles is based on a
sliding scale between 0% and 200% of the face v@lo®unts earned, if any, are paid in the quartanédiately following the end of the
three-year performance period. Unless otherwiseifspa by the participant, each payment will becbai cash, except that any officer not in
compliance with Plum Creek’s stock ownership guiged is required to receive up to half of the paytnalue in Plum Creek’s common
stoc_:deeneraIIy, to be entitled to the paymemadicipant must be employed by the Operating Rastrip on the last day of the performance
period.

Value management awards activity was as followsHeyear ended December 31, 2006 :

Units
Balance at January 1, 2006 79,535
Grants 62,980
Payments -
Forfeitures (13,130
Balance at December 31, 2006 129,385
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Presented below is a summary of outstanding vakmagement awards and related fair values, unrevegjicompensation expense and
maximum values of December 31, 2006 (dollars in millions):

. Unrecognize: Maximum

Outstandin Fair Compensatio Award

Performance Period Units value® Expense Value®
2004 to 2006 34,24( $ 2E $ - $ 6.8
2005 to 2007 37,05¢ $ 21 $ 0.7 $ 74
2006 to 2008 58,09( $ 4.r $ 2.6 $ 11.¢

AThe estimated fair value includes unrecognized @msgation expense.
B Maximum award value is based on a unit value 000$20

The three-year performance period for the 2004tgranded on December 31, 2006; amounts earned®h$Rion, based on a unit value of
$74, were paid (primarily in cash) during the figstarter of 2007. There were no value managemeatdapayments during the first quarte!

2006 because no awards had a performance periangeDdcember 31, 2005. The thrgear performance period for the 2002 grants end

December 31, 2004; amounts earned of $9 milliorevpaid (primarily in cash) during the first quartér2005. The three-year performance
period for the 2000 grants ended on December 312;28mounts earned of $8.9 million, based on auatite of $200, were paid half during
the first quarter of 2003 and half during the fostrter 2004.

Dividend Equivalents. Under the Plan, dividend equivalents may be graimt@ednnection with stock options. Dividend equerdk represent
the right to receive a payment equal in value toper-share dividend paid over a five-year perip@®lum Creek multiplied by the number of
unexercised stock options. No dividend equivalergee awarded during 2006.

For awards granted in 2005 and 2004, each yeangltite five-year performance period, a participaay be eligible to earn a percentage of
Plum Creek’s current year dividend plus a percente#gprior year unearned dividends to the exteatt Bium Creek has achieved a minimum
level of total shareholder return. The total shalédér return computation consists of Plum Creetdsls price appreciation plus dividends
paid. The specific percentage to be applied tosaoh earned dividends for a given year of the perdmce period is contingent upon Plum
Creek’s performance for that year measured agtnagperformance of the Peer Group. Dividends ameeelain whole or in part based on a
sliding scale. If Plum Creek’s total shareholdé¢ume is below the 5@ percentile of the Peer Group, the percentage anisaeto. If Plum
Creek’s total shareholder return is at or aboveréiepercentile, the full amount of the dividend is eatnif Plum Creek’s relative
performance is between the B58nd the 73 percentiles, dividend equivalents are valued baseal sliding scale between 50% and 100% of
the dividends paid during the year. The minimunelef total shareholder return must be at least50h an annualized basis.

For awards granted prior to 2004, each year duhiagespective five-year performance period, ag@pant may earn an amount equal to
Plum Creek’s current year dividend plus prior yeaearned dividends to the extent Plum Creek’s &htateholder return on an annualized
basis equals or exceeds 13% for 15 trading dayefary 30 trading day period in any given year.

Payments related to any earned dividend equivaeetsnade at the end of the five-year performaec®g. Amounts earned, if any, are paid
in the quarter immediately following the end of thes-year performance period. Unless otherwiseifigel by the participant, each payment
is paid in cash, except that any officer not in piance with Plum Creek’s stock ownership guiddiigerequired to receive up to half of the
payment value in Plum Creek’s common stock. If digipant terminates employment prior to the endhef five-year performance period, a
cash payment is made for any performance goalgasthiin connection with vested stock options thiotlnge last day of employment.
Payment related to unvested stock options and peafiace goals achieved after termination of emplaytraee forfeited. At December 31,
2006, 1.5 million dividend equivalents, net of fatfires, granted to employees, officers and direaibthe Operating Partnership were
outstanding.
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Presented below is a summary of outstanding divideyuivalent awards and related fair values, ureiezed compensation expense and
maximum values of December 31, 2006 (dollars in millions):

Eair Unrecognize: M:\);J;nrlérr
Outstandin Compensatia
Performance Period Units value? Expense Value®
2002 to 2006 321,29¢ $ 1.7 $ - $ 1.7
2003 to 2007 354,62! $ 2.8 $ 0.€ $ 2.¢
2004 to 2008 416,31. $ 14 $ 0.t $ 23
2005 to 2009 383,75( $ 0.¢ $ Z $ 23

AThe estimated fair value includes unrecognized @msgation expense.

B Maximum award value is calculated based on earhedethds to date plus potential future unearnedtdivds assuming a quarterly divide
rate of $0.42 per shar

The five-year performance period for the 2002 ggamded on December 31, 2006; amounts earned dfdillion were paid (primarily in
cash) during the first quarter of 2007. The fivedayperformance period for the 2001 grants endeBemember 31, 2005; amounts earned of
$3 million were paid (primarily in cash) during tfiest quarter of 2006. The five-year performaneei@d for the 2000 grants ended on
December 31, 2004; amounts earned of $3 milliorevpaid (primarily in cash) during the first quartér2005. No dividends equivalents w
awarded prior to 2000.

Measurement of Compensation Costs for Value Management Awards and Dividend Equivalents. Grants of both value management
awards and dividend equivalents represent awaedstk classified and accounted for as liabilitieder SFAS No. 123(R). As a result, the
expense recognized over the performance periobdibr value management awards and dividend equitsateiti equal the fair value (i.e.,
cash value) of an award as of the last day of ém@®pmance period multiplied by the number of avsatitht are earned. Furthermore, SFAS
No. 123(R) requires the quarterly expense recodmizging the performance period to be based offeih@alue of value management awa
and dividend equivalents as of the end of the mexsint quarter. Prior to the end of the performageed, compensation costs for value
management awards and dividend equivalents arel loaisthe awards’ most recent quarterly fair vaked the number of months of service
rendered during the performance period.

Fair values for value management awards and didiégivalents are computed based on Plum Creedtasrital relative total shareholder
return compared to the Peer Group from the beginafrthe performance period to the end of the mestnt quarter, and Plum Creek’s
simulated relative total shareholder return throtighend of the performance period. The simulattal shareholder return of Plum Creek
the Peer Group is computed using a Monte Carlolsiion. The key assumptions used in the simulatioRlum Creek’s and the Peer
Group’s total shareholder return are volatilityteb&he measure of how Plum Creek’s stock movesivel to the market as a whole), risk-free
interest rate, and expected dividend yield. Add#idy, the fair value of dividend equivalents asgsrthat the current quarterly dividend of
Plum Creek common stock of $0.42 per share willaianconstant through the end of the performanceger

Accounting for Share-Based Compensation. The Operating Partnership expenses share-basedyaptompensation in accordance with
the fair value recognition provisions of SFAS N&3{R),Share-Based Paymentinder the modified-prospective method adoptethby
Operating Partnership on January 1, 2006, sharedEmployee compensation cost is recognized usaépir value method for all employee
awards granted, modified, or settled on or aftauday 1, 2006 (see “Accounting for Share-Based Goreation” in Note 1 of the Notes to
Financial Statements). Stock options and mosticéstl stock units vest 25% per year over a four-yeating period. Compensation cost
related to these graded vesting awards is recogjnigimg the straight-line method over the four-yessting period. Total compensation
expense for the above share-based compensation (olafuding both awards paid in stock and casly agproximately $9 million, $9

million and $13 million for the years ended Decembi, 2006, 2005, and 2004, respectively. For ey ended
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December 31, 2006, 2005, and 2004, the Operatirtgé?ahip recognized $2 million, $2 million, and $8lion, respectively, in tax benefits
associated with shatgased compensation plans. At December 31, 200 ttees $12 million of total unrecognized compemsatost relate
to nonvested share-based compensation arrangegrantsd under the Plan. That cost is expected tedmgnized over a weighted-average
period of approximately 3 years.

NOTE 9. RELATED-PARTY TRANSACTIONS
Transactions with Parent. The Operating Partnership’s parent, Plum Creek €n@ompany, Inc., provides pension plans and shased
and deferred compensation plans that cover empoyetne Operating Partnership (see Notes 7 arfidi8&d\Notes to Financial Statements).

All of Plum Creek’s activities are conducted thrbuge Operating Partnership. Therefore, all penammhshare-based compensation expense
is allocated to the Operating Partnership.

NOTE 10. DETAIL OF CERTAIN BALANCE SHEET ACCOUNTS

Certain balance sheet accounts consisted of tlwviolg (in millions):

DECEMBER 31, DECEMBER 31,
2006 2005
OTHER CURRENT ASSETS
Prepaid expenses $ € $ 11
Taxes receivable 4 2
Notes receivable 3 -]
Other 6 3
$ 2] $ 1€
OTHER NON- CURRENT ASSETS
Real Estate Development Properties $ 11 $ E
Unamortized debt issue costs 7 7
Deposits 6 6
Notes receivable 1 3
Other 3 2
$ 2¢ $ 2t
OTHER CURRENT LIABILITIES
Long-term incentive compensation $ 4 $ c
Accrued pension liability 3 |
Other 9 8
$ 1€ s
OTHER NON- CURRENT LIABILITIES
Timber obligations $ 1C $ 11
Deferred compensation 9 9
Long-term incentive compensation 6 9
Accrued pension liability 31 17
Other 13 9
$ 6¢ $ 5¢
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NOTE 11. COMMITMENTS AND CONTINGENCIES

Contingencies. The Operating Partnership is subject to regulatiegarding forest and harvest practices and is fime to time, involved

in various legal proceedings, including environnaéand regulatory matters, incidental to its businé/oreover, the Operating Partnership is
currently in the early stages of several lawsugtated to property damage caused by various so(feegperty Damage Litigations”). The
Operating Partnership believes it is more likelgrtimot that the Property Damage Litigations willresolved favorably. However, the final
outcome of any legal proceeding is subject to mamables and cannot be predicted with any degreertainty. The Operating Partnership
believes that there are meritorious defenses &setltlaims and is vigorously defending these nwatter

Environmental Contingencies. In connection with the October 6, 2001 merger Witle Timber Company, Plum Creek agreed to indemnify
Georgia-Pacific for substantially all of the ligbés attributed to The Timber Company. During 20G8orgia-Pacific provided the Operating
Partnership with information about the existencenofe tailings and approximately 4.5 billion gakoof acidic surface water on
approximately 90 acres in Hot Spring County, Arkem®n former Georgia-Pacific properties (“ArkanBasironmental Issue”). Barite

mining and related activities were conducted onsiteebetween 1939 and 1981 in part by lessees effty that was acquired by Georgia-
Pacific. The site is currently being investigated ao remediation plan has yet been approved. Nmata have been accrued for this
potential liability. Furthermore, to the extent fBperating Partnership is required to indemnify @&sPacific for its share of the remediation
costs, the Operating Partnership may be able toveg@ portion of its cost from Georgia-Pacifigisurance policy, or indemnity obligations
of the various lessees that conducted mining ojp@sbn the property, or both.

Unrecorded Contingencies. The Operating Partnership believes it will be sss@d in defending the Property Damage Litigatiand the
Arkansas Environmental Issue. However, if the OfiegaPartnership is not successful in defendingehglaims, we believe the aggregate
combined losses for the Property Damage Litigatams Arkansas Environmental Issue would range eivi® and $4 million. Other than
the Property Damage Litigations and the ArkansasrBnmental Issue, management currently believasrdsolving pending legal
proceedings against the Operating Partnershipyithgilly or in aggregate, will not have a mateddlerse impact on our financial positior
results of operations. However, these matterswgst to inherent uncertainties and managemer#is wn these matters may change in the
future. Were an unfavorable final outcome in onenaitiple legal proceedings to occur, there exiséspossibility of a material adverse
impact on our financial position and the result®pérations for the period in which any unfavoratiécome becomes reasonably estimable.

Contractual Obligations. The Operating Partnership has contracted to sdogseand supply fiber with customers under longater
agreements at prevailing market rates. The agretsnegpire beginning in 2007 through 2023, with eas renewal options by either party for
periods ranging from three years to 15 additioreairyg.

Lease Commitments. The Operating Partnership leases buildings ancpemgnt under non—cancelable operating lease agrégmen
Operating lease expense was $7 million in 2006n#on in 2005 and $3 million in 2004. The OperatiPartnership leases certain
timberlands in which the Operating Partnership @eglitle to the standing timber at the inceptadrihe lease. The following summarizes
future minimum operating lease payments and oliigatin connection with leasing timberland@tcember 31, 2006 (in millions):

Operating Timber

Leases Obligation:
2007 $ £ $
2008 4 1
2009 4 1
2010 3 1
2011 2 1
Thereafter 9 5
Total $ 27 $ 1C
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 12. SEGMENT INFORMATION

The Operating Partnership is organized into nirgr®ss units on the basis of both product linegaaraphic region. Each business unit has
a separate management team due to geographimlocatarketing strategies and/or production prosesaeapplying SFAS No. 131,
Disclosures about Segments of an Enterprise andt&elnformatior, these business units have been aggregatedwetoefportable segmel
based on similar long-term economic characterislibge Operating Partnership’s reportable segmeaetg3) Northern Resources,

(2) Southern Resources, (3) Real Estate, (4) Matwfad Products and (5) Other.

Northern Resources Segment. The Northwest Resource region and the NortheagilRes region are aggregated into the Northern
Resources Segment. The Northern Resources Segomaists of timberlands located in Maine, Michigitopntana, New Hampshire, Oreg:
Washington, West Virginia and Wisconsin. The NomthResources Segment grows timber for sale prignarilomestic regional markets.
Additionally, some logs are sold in export marketgainly Canada. The Northern Resources Segmests#tivood and hardwood sawlogs
and softwood and hardwood pulpwood. Softwood sasvirg sold to regional lumber and plywood manufectu Logs harvested in Montana
are sold mostly to our lumber and plywood mills {gthare part of the Manufactured Products Segmeltidwood sawlogs are sold
primarily to furniture manufacturers. Softwood dratdwood pulpwood is sold to regional paper andk@gicg manufacturers.

Southern Resources Segment. The Gulf South Resource region and the AtlantictS®&esource region are aggregated into the Southern
Resources Segment. The Southern Resources Segonsigts of timberlands located in Alabama, ArkanBéwida, Georgia, Louisiana,
Mississippi, North Carolina, Oklahoma, South Caraland Texas. The Southern Resources Segment tinoves for sale in domestic
regional markets. The Southern Resources Segmiénpsaearily softwood sawlogs and pulpwood. Sofawlcsawlogs are sold to regional
lumber and plywood manufacturers. Softwood pulpwisogbld to regional paper and packaging manufacsuAdditionally, the Southern
Resources Segment leases our timberlands to thite:e on an annual basis for recreational purposes

Real Estate Segment. The Real Estate Segment consists of sales of hagitebetter use timberlands and sales of non-gicaienberlands.
We estimate that included in our approximatelyr@ition acres of timberlands are about 1.7 millecres of higher and better use
timberlands, which are expected to be sold andfeeldped over the next 15 years for residentiale@ional or conservation purposes. In
addition, the Operating Partnership has approxind@0,000 acres of non-strategic timberlands, Wiz expected to be sold over the next
five years. In the meantime, these timberlandsicoatto be used productively in our business ofwing and selling timber. Included within
the 1.7 million acres of higher and better use &rtands are approximately 225,000 acres that willéveloped by the Operating
Partnership’s wholly-owned taxable REIT subsidiswrieroperties developed internally by the Operafiagnership will generally be low-
intensity development limited to obtaining entitlems and investing in infrastructures such as readsutilities. Larger and more
complicated projects, such as destination resodswaster planned communities, will be developeoluih joint venture arrangements in
which we are the minority partner and our involveiris limited to selling and/or contributing timieands and exercising certain protective
rights.
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Manufactured Products Segment. The lumber, plywood and medium density fiberboddDF) businesses are aggregated into the
Manufactured Products Segment. The Manufactureduets Segment consists of four lumber mills, twonglod mills, two MDF facilities,
one lumber remanufacturing facility in Montana, amet lumber remanufacturing facility in Idaho. Tamber facilities produce boards, stt
and dimension lumber and the panel facilities poedoigh-quality plywood and MDF panels. All of tegsroducts are targeted to domestic
lumber retailers, home construction, industrialtooeers, and to a lesser extent, for export primaoilCanada. Residual chips that are not
used internally are sold to regional pulp and papanufacturers. Revenues from manufactured prodhygtsoduct line were as follows for
theyears ended December 3(@n millions):

2006 2005 2004
Lumber $ 20: $ 22 $ 23t
Plywood 137 144 157
MDF 158 137 12¢€
Total $ 49: $ 50/ $ 51¢

Other Segment. The Other Segment consists primarily of income @ased with mineral extraction, natural gas prothcand
communication and transportation rights of way. &tal income consists of royalty revenue from thieagstion of oil and gas, natural
aggregates and coal (until the first quarter ofJ00

In the fourth quarter of 2004, the Operating Paghip sold certain subsurface property rights (grity coal reserves, excluding coalbed
methane, oil and gas reserves) in Buchanan Cowirtyinia, to Consol Energy, Inc. The Operating Rarship received proceeds of

$23 million in connection with the sale and theseale of certain legal claims, which the Operatiagriership believes comprised a portion of
the proceeds. However, the sale agreement didpeotfg an allocation. The net gain from this sald aettlement of certain legal claims, a
reducing the proceeds for applicable income taxas,$23 million. During the first quarter of 20@& sold our remaining coal reserves for
proceeds of $21 million. The net gain from thisesater reducing the proceeds for our book basisaaplicable income tax, was $20 million.
Prior to these sales, substantially all of the ceaérves were subject to long-term mineral led3asthe year ended December 31, 2004, the
Other Segment revenues and operating income indlagproximately $1 million from royalties assocdhteth the mineral leases, and less
than $1 million in 2005. These gains have beenrteddn our Consolidated Statements of Income separate line item below Income from
Continuing Operations.

The Operating Partnership evaluates performancekwochtes capital to the segments based on opgrattome before interest, unallocated
corporate expenses and taxes. Asset informatioatiseported by segment, as the Operating Partipetlsies not produce such information
internally.
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

The table below presents information about repogegiments for thgears ended December 3@n millions):

Southern Real Manufacture
Northern
Resource Resourceé EstateB Product<® OtherP Total E

2006

External revenues $ 32¢ $ 47¢ $ 30¢ $ 49 $ 1¢ $ 1,627
Intersegment revenues 85 - - - - 85
Export revenues 20 — — 27 — 47
Depreciation, depletion and amortization 36 57 — 30 — 125
Basis of real estate sold — — 85 — — 85
Operating income 10¢ 17¢ 17¢ 22 16 49¢
2005

External revenues $ 26¢ $ 501 $ 29: $ 50¢ $ 1€ $ 1,57¢
Intersegment revenues 84 — — — — 84
Export revenues 22 - - 22 - 44
Depreciation, depletion and amortization 28 52 = 29 = 10¢
Basis of real estate sold — — 124 — — 124
Operating income 99 217 13€ 29 13 494
2004

External revenues $ 23t $ 45¢ $ 30: $ 51¢ $ 1t $ 1,52¢
Intersegment revenues 90 - - - - 90
Export revenues 22 — — 22 — 44
Depreciation, depletion and amortization 27 48 — 37 1 115
Basis of real estate sold — — 134 — — 134
Operating income 97 20¢ 14¢ 56 9 514

AFor the year ended December 31, 2005, the SouResaurces segment recorded a loss of $2 milli@ie@lto hurricane damage, which is
included in depreciation, depletion and amortizatfiothe financial statemen

B The Operating Partnership recognized impairmersg®®n sales of timberlands expected to closemitlivelvemonth period of $2 millio
in 2006, $1 million during 2005, and $21 millionrthg 2004. Impairments are recognized as part sf abgoods sold and reflected as part
of operating income

cFor the year ended December 31, 2004, the Manut®roducts segment recorded a $9 million lumbsets impairment loss, which is
included in depreciation, depletion and amortizatiothe financial statement

pThe Operating Partnership had been a party tnagpierating agreement with Geomet, Inc., a coathethane developer, with whom the
Operating Partnership had jointly explored for degteloped coalbed methane gas found on certats tfriberlands in West Virginia and
Virginia. During the second quarter of 2004, thee€@ping Partnership sold its working interest ia jhint operating agreement to Geomet,
Inc. for $27 million. The resulting gain of $5 nidlh before income taxes is included in Other Opegdincome (Expense), net in our
operating income for 2004. The agreement providesdntingent additional sales proceeds of up tofiffon payable at the end of 2007.
The impact on operating income from our workingemast in the joint operating agreement during & yended December 31, 2004 was
less than $1 million

e Consolidated depreciation, depletion and amortzaiticludes unallocated corporate depreciatiorbai@lion, $4 million, and $1 million
for 2006, 2005 and 2004, respectively. Certainadisegment costs, such as share-based compengafiiomation technology and segment
executive management, previously included in carf@and other unallocated expenses, were rectbsificonform to the current year
presentation. In 2005, we reclassified a totalk#
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

million to segment operating income. As a res@grsent operating income decreased from the preyieaiss presentation by $3 million f
the Northern Resources Segment, $4 million forSbathern Resources Segment, $4 million for the Eetlte Segment and $1 million for
the Manufactured Products Segment. In 2004, weassifled a total of $12 million to segment opemgiimcome. As a result, segment
operating income decreased from the previous ygagsentation by $3 million for the Northern Resasr Segment, $4 million for the
Southern Resources Segment, $3 million for the Bstdte Segment and $2 million for the Manufacti®eatucts Segmer

A reconciliation of total operating income to incetnefore income taxes is presented below foytzes ended December 3(in millions):

2006 2005 2004
Total segment operating income $ 499 $ 494 $ 514
Interest expense, net (133 (109 (111)
Corporate and other unallocated expenses (53) (48) (42)
Gain from Canadian Lumber Settlement 14 - —
Other Income (Expense), net 1 2 5
Income before income taxes $ 328 $ 339 $ 366

Intersegment sales prices are determined at leastayly, based upon estimated market prices anustan effect at the time. Export revenues
in 2006 consisted of log sales primarily to Canadawell as manufactured product sales, primasilganada and Mexico. Export revenues in
2005 consisted of log and manufacturing produdesgarimarily to Canada. Export revenues in 2004sigied of log sales, primarily to Japan
and Canada, as well as manufactured product galesrily to Canada. The Operating Partnership dmgdold any long-lived foreign
assets.

Segment revenues from sales to a single custonaxciess of 10% of total revenues were as followshieyears ended December 3(in
millions):

2006 2005 2004
Northern Resources $ ¢ $ I $ ¢
Southern Resources 16C 193 144
Manufactured Products — - 12
Total $ 16¢ $ 20( $ 16¢
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PLUM CREEK TIMBERLANDS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 13. UNAUDITED SELECTED QUARTERLY FINANCIAL DAT A

(in millions) 15t Quarter® 2" Quarte 3™ Quarte 4t Quarter®
2006
Revenues $ 41« $ 38( $ 45¢ $ 37¢
Gross Profit 152 12E 15€ 12C
Operating Income 127 99 134 101
Income Before Cumulative Effect of Accounting Change 92 62 92 69
Net Income 94 62 92 69
2005
Revenues $ 40( $ 35¢ $ 427 $ 391
Gross Profit 15& 12¢ 14C 11¢
Operating Income 134 102 117 95
Net Income 122 69 96 67

A 2005 first quarter net income includes a $20 nill@ain on Sale of Properties, net of tax, which m@isincluded in Income from
Continuing Operation:

82006 fourth quarter net income includes a $14 arilljain from the Canadian Lumber Settlement ($1Bamj net of tax). Also, 2005 fourth
guarter net income includes a $3 million Gain ole®& Properties, net of tax, which was not incldidie Income from Continuing
Operations
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PLUM CREEK TIMBERLANDS, L.P.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Partners of
Plum Creek Timberlands, L.P.

We have audited the accompanying consolidated balsineets of Plum Creek Timberlands, L.P. as oéDéer 31, 2006 and 2005, and the
related consolidated statements of income, partoapital, and cash flows for each of the threergéathe period ended December 31, 2006.
These financial statements are the responsibilitied Company’s management. Our responsibilitpisxpress an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with stasdafrthe Public Company Accounting Oversight Bo@tdited States). Those standards
require that we plan and perform the audit to ebtaasonable assurance about whether the finataieiments are free of material
misstatement. An audit includes consideration terimal control over financial reporting as a bdsisdesigning audit procedures that are
appropriate in the circumstances, but not for tingpse of expressing an opinion on the effectiveiéshe Company’s internal control over
financial reporting. Accordingly, we express nolsopinion. An audit also includes examining, oest basis, evidence supporting the
amounts and disclosures in the financial statemé@mtsudit also includes assessing the accountimgiples used and significant estimates
made by management, as well as evaluating the Ibfiaemcial statement presentation. We believe tha audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢onsolidated financial position of Plum
Creek Timberlands, L.P. at December 31, 2006 af&,2dnd the consolidated results of its operatanbits cash flows for each of the three
years in the period ended December 31, 2006, ifocmity with U.S. generally accepted accountingipiples.

As discussed in Note 1 to the consolidated findrst&ements, in 2006 the Company changed its rdethaccounting for share-based
payments and also changed its method of accoufttirits defined benefit pension plan.

/sl Ernst & Young LLP

Seattle, Washington
February 16, 2007
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PLUM CREEK TIMBER COMPANY, INC.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Plum Creek Timber Company, Inc.

We have audited management’s assessment, inclndbed accompanying Management Report, that PlurekCfanber Company, Inc.
maintained effective internal control over finaheiporting as of December 31, 2006, based onr&igstablished in Internal Control—
Integrated Framework issued by the Committee ohSpiong Organizations of the Treadway Commissiba @OSO criteria). Plum Creek
Timber Company, Inc.’s management is responsibilenfaintaining effective internal control over fir@al reporting and for its assessment of
the effectiveness of internal control over finahcggporting. Our responsibility is to express amgmn on management’'s assessment and an
opinion on the effectiveness of the company’s imaécontrol over financial reporting based on cudit

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8dé@/nited States). Those stande
require that we plan and perform the audit to ebtaasonable assurance about whether effectivenalteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordwer financial reporting, evaluating
management’s assessment, testing and evaluatirtpiign and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the dtanoes. We believe that our audit provides a redse basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablessesuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over fircéal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companysats that could have a material effect on thenfiizd statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadégbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, managemestassessment that Plum Creek Timber Company, laintaned effective internal control over finanaiaporting
as of December 31, 2006, is fairly stated, in atenial respects, based on the COSO criteria. Adsour opinion, Plum Creek Timber
Company, Inc. maintained, in all material respeeffgctive internal control over financial repodias of December 31, 2006, based on the
COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheets of Plum Creek Timber Company, kof ®ecember 31, 2006 and 2005, and the relatesbtidated statements of income,
stockholders’ equity and cash flows for each ofttlree years in the period ended December 31, @0B&um Creek Timber Company, Inc.
and our report dated February 16, 2007 expressedagumlified opinion thereon.

/sl Ernst & Young LLP

Seattle, Washington
February 16, 2007
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Controls and Procedures

(a) DISCLOSURE CONTROLS AND PROCEDURES

The company’s management, with the participatiothefcompany’s Chief Executive Officer and Chiafdicial Officer, has evaluated the
effectiveness of the company'’s disclosure contals procedures (as such term is defined in Rulaslbg) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended) Hweaénd of the period covered by this report. Basethat evaluation, the company’s
management, including the Chief Executive Officed &hief Financial Officer, has concluded that¢benpany’s disclosure controls and
procedures were effective as of the end of suciogher

(b) CONTROL OVER FINANCIAL REPORTING

There have been no changes in the company’s ilteoné&rol over financial reporting (as such terndéined in Rules 13a-15(f) and 15d-15
(f) under the Securities Exchange Act of 1934,raeraded) during the quarter to which this repowdtes that have materially affected, or are
reasonably likely to materially affect, the compannternal control over financial reporting.

Management’s Report on Internal Control over Financial Reporting

The management of Plum Creek Timber Company, fn@sponsible for establishing and maintaining adesgjinternal control over financial
reporting (as defined in Rules 13a-15(f) and 15¢()1der the Securities Exchange Act of 1934,rasraded). Our system of internal control
over financial reporting is designed to providesm@able assurance to the company’s managementaard Bf Directors regarding the
preparation and fair presentation of the consadiddinancial statements for external purposes to@ance with generally accepted
accounting principles.

Plum Creek Timber Company, Inc.’s management, uttdesupervision of the Chief Executive Officer &tdef Financial Officer, assessed
the effectiveness of our internal control over fio@l reporting as of December 31, 2006. In making assessment, we used the framework
included ininternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidrise Treadway Commission.
Based on our evaluation under the criteria sehfiortnternal Control—Integrated Frameworknanagement concluded that our internal
control over financial reporting was effective december 31, 2006.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or d¢taisstatements. Projections of any
evaluation of effectiveness to future periods atgexct to the risks that controls may become inad&gibecause of changes in conditions or
that the degree of compliance with the policieprocedures may deteriorate.

Management’s assessment of the effectiveness ohtauinal control over financial reporting as ofd@enber 31, 2006, has been audited by
Ernst & Young LLP, an independent registered pusaticounting firm, as stated in their report, whigincluded herein.

ITEM 9B. OTHER INFORMATION
None.
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Part Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information about the company’s executive officexsge of ethics and certain other corporate govermanatters is presented in Part | of this
Form 10-K. Information under the following captianghe company’s 2007 Annual Meeting Proxy Statenincorporated herein by
reference: “Proposal 1—Election of Directors”; “8en 16(a) Beneficial Ownership Reporting Complieh¢Board of Directors and
Corporate Governance—Selection of Nominees to therdBof Directors”; and “Board of Directors and forate Governance—Board
Committees—Audit Committee”.

ITEM 11. EXECUTIVE COMPENSATION

Information under the following captions in the quamny’s 2007 Annual Meeting Proxy Statement is ipooated herein by reference:
“Executive Compensation”; “Compensation Committeeilocks and Insider Participation”; “Compensatidommittee Report; and “Board
of Directors and Corporate Governance—Director Cemsgtion”.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Information about securities authorized for issgancder equity compensation plans is presentedrinlPof this Form 10-K. Information
under the following captions in the company’s 2@0ihual Meeting Proxy Statement is incorporated ineog reference: “Executive
Compensation—Equity Compensation Plan Informatiantl “ Security Ownership of Certain Beneficial Gammand Management”.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Information under the following captions in the quamy’s 2007 Annual Meeting Proxy Statement is ipooated herein by reference:
“Related Party Transactions”; “Board of DirectorslaCorporate Governance—Director Independence”;"Bodrd of Directors and
Corporate Governance—Board Committees—Audit Conermitt

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Information under the following caption in the coamy’s 2007 Annual Meeting Proxy Statement is inooajped herein by reference:
“Independent Auditors—Fees to the Independent Auslifor 2005 and 2006”.
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Part IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(@) Documents filed as a part of this report
(1) Financial Statements and Supplementary Financial | nformation
The following consolidated financial statementshaf company are included in Part Il, Item 8 of fhigsm 1(-K:

P Lum C REEK T IMBER C OMPANY , | NC .

Consolidated Statements of Inco 47
Consolidated Balance She: 48
Consolidated Statements of Stockhol’ Equity 49
Consolidated Statements of Cash Flc 50
Notes to Consolidated Financial Stateme 51
Report of Independent Registered Public AccourfEing 83
P Lum C REEK T IMBERLANDS , L.P.
Consolidated Statements of Inco 84
Consolidated Balance She: 85
Consolidated Statements of Part’ Capital 86
Consolidated Statements of Cash Fl 87
Notes to Consolidated Financial Stateme 88
Report of Independent Registered Public AccourfEing 117
Report of Independent Registered Public Accounfiingn on Management's Assessment and Report omiait€ontrol over
Financial Reporting 11¢€
Managemer's Assessment and Report on Internal Control ovearféial Reporting 11¢

(2) Financial Statement Schedules

All financial statement schedules have beeittechbecause they are not applicable, not materitiie required information is
shown in the consolidated financial statementhiemiotes theret

(3) List of Exhibits

Each exhibit set forth below in the Index tdhibits is filed as a part of this report. All ekits not filed herewith are incorporated
herein by reference to a prior filing as indicatEghibits designated by a positive sign (“+”) inalie management contracts or
compensatory plan
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Exhibit
Designation

INDEX TO EXHIBITS

Nature of Exhibit

2.1

2.2

2.3

2.4

2.5

2.6

2.7

3.1

3.2

3.3

4.1

4.2

4.3

4.4

4.5

Amended and Restated Agreement and Plan of Coowerdated as of July 17, 1998, by and among PluselCr
Timber Company, Inc., Plum Creek Timber Compan#, land Plum Creek Management Company, L.P. (ExRiBit
to Form -4, Regis. No. 33-71371, filed January 28, 199!

Agreement and Plan of Merger, dated as of July1298, by and among Plum Creek Timber Company, PlBm
Creek Acquisitions Partners, L.P. and Plum CreekbEr Company, Inc. (Exhibit 2.3 to Form S-4, Rebjis. 333-
71371, filed January 28, 199!

Agreement and Plan of Merger, dated as of Julyi298, by and among Plum Creek Timber Company,dnd.Plum
Creek Management Company, L.P. (Exhibit 2.3 to F8-4, Regis. No. 32-71371, filed January 28, 199!

Agreement and Plan of Merger by and among Georgd@#iP Corporation, North American Timber Corp., NP
Timber, Inc., GNN Timber, Inc., GPW Timber, IncREP Timber, Inc., NPC Timber, Inc. and Plum Creé&kler
Company, Inc. (Form 8-K/A, File No. 1-10239, filédly 24, 2000). Amendment No. 1 to the AgreemedtRlan of
Merger, dated as of June 12, 2001 (Exhibit 2.1diorF¢-K, File No. 1-10239, dated filed June 14, 200

Purchase and Sale Agreement by and among NorthiéaneFimber Corp., Georgia-Pacific Corporation and
Hawthorne Timber Company, LLC dated as of Octol$er1®99. (Exhibit 2.6 to Form 10-K, File No. 1-1@23or the
year ended December 31, 20C

Real Estate Purchase and Sale Agreement between@kek Timberlands, L.P. and Soterra, LLC datedcia8,
2005 (Exhibit 2.1 and Exhibit 2.2 to Forr-K, File No. 1-10232, filed on April 1, 2005

Real Estate Purchase and Sale Agreement between@kek Timberlands, L.P. and Escanaba Timber Idafed
September 30, 2005 (Exhibit 2.1 to For-K, File No. 1-10232, filed on October 5, 200!

Restated Certificate of Incorporation of Plum Cré&akber Company, Inc. (Exhibit 3.1 to Form 10-QeRWo. 1-
10239, for the quarter ended March 31, 20

Amended and Restated By-laws of Plum Creek Timtmen@any, Inc. (Exhibit 3.2 to Form 10-Q, File No1Q239,
for the quarter ended March 31, 20(

Amendment to Amended and Restated By-laws of PlueelCTimber Company, Inc. (Exhibit 3.1 to Form 8Hle
No. 1-10239, filed February 8, 200

Indenture (including Form of Note and Guarantea)ed as of November 14, 2005, by and among PlurakCre
Timberlands, L.P., as issuer, Plum Creek Timber @amy, Inc., as guarantor, and U.S. Bank Nationab&gtion, as
trustee, governing the terms of 5.875% Senior Ndtes2015 (Exhibit 4.1 to Form 8-K, File No. 1-1928led
November 14, 2005

Officer’s Certificate, dated November 14, 2005ab#shing the terms and form of 5.875% Senior Ndigs 2015
(Exhibit 4.2 to Form -K, File No. 1-10239, filed November 14, 200!

Officer’s Certificate, dated May 2, 2006, reopening75% Senior Notes due 2015 (Exhibit 4.3 to F8¢#, File No.
1-10239, dated May 2, 200¢

Senior Note Agreement, dated as of October 9, 29@derning terms of $75,000,000 Series | due Octtp2008,
$295,000,000 Series J due October 1, 2011, $7900&eries K due October 1, 2013. (Exhibit 4.1dm#8-K File
No. 1-10239, filed October 9, 2001). First AmendmenS&mior Note Agreement dated as of December 19,,2002
governing terms of $75,000,000 Series | due Oct&b2008, $295,000,000 Series J due October 1,, Z¥EL000,00
Series K due October 1, 2013 (Exhibit 4.1 to Fof-K, File No. 1-10239, for the year ended December 31, 2C

The registrant agrees that it will furnish the Coission a copy of any of its debt instruments nstelil herein upon
request
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Exhibit

Designation Nature of Exhibit

10.1 Credit Agreement, dated as of June 29, 2006, arkturg Creek Timberlands, L.P., Bank of America, N#s
Administrative Agent, SunTrust Bank, as Syndicattaent, The Bank of Tokyo-Mitsubishi UFJ, Ltd., 8&aBranch,
Northwest Farm Credit Services, PCA and Cooperatieentrale Raiffeise-Boerenleenbank B.A., “Rabobank
International”, New York Branch, and Wells FargonRaNational Association, as Documentation AgeBtmc of
America Securities LLC and SunTrust Robinson Hurapha division of SunTrust Capital Markets, Ins Jaint Lead
Arrangers and Joint Book Managers, and the othenfiial institutions party thereto (Exhibit 10.1Rorm 8-K, File No.
1-10239, dated June 29, 200

10.2 Purchase Agreement, dated November 8, 2005, bypimotg Plum Creek Timberlands, L.P., Plum Creek ®mb
Company, Inc., and Banc of America Securities LIn@ &oldman, Sachs & Co., as representatives dfdtieral
underwriters named therein (Exhibit 1.1 to For-K, File No. -10239, filed November 14, 200!

10.3 Form of Primary Insurance Policy (Exhibit 10.3 ted®stration Statement on Form S-4, Registration388:-47708, filec
July 13, 2001)

10.4+ Plum Creek Supplemental Benefits Plan (Exhibit 1048 Form 10-K/A, Amendment No. 1, File No. 1-1023%or the
year ended December 31, 1994). First Amendmetet@tum Creek Supplemental Benefits Plan. (ExHiBiB.1 to
Form 10-Q, File No. 1-10239, for the quarter enS8egtember 30, 1995). Second Amendment to the PhemkC
Supplemental Benefits Plan (Exhibit 10.3 to Forr-Q, File No. -10239, for the quarter ended June 30, 2C

10.5+ Plum Creek Timber Company, Inc. Deferral Plan (BiHi0.1 to Form -K, File No. 1-10239, filed on June 24, 200!

10.6+ Director Deferral Election Form (Exhibit 10.3 tofR0&-K, File No. 1-10239, filed on June 24, 200!

10.7+ Executive Deferral Election Form (Exhibit 10.4 torf &K, File No. 1-10239, filed on June 24, 200!

10.8+ Plum Creek Director Stock Ownership Plan (Exhifdit2lto Form -K, File No. 1-10239, filed on June 24, 200!

10.9 Tax Matters Agreement by and among Plum Creek Tirlmenpany, Inc., Georgia-Pacific Corporation ondigbf
itself and North American Timber, Corp, NPI Timbkrg., GNN Timber, Inc., GPW Timber, Inc., LRFP Tar, Inc.,
and NPC Timber, Inc., dated as of June 12, 200hiti>8.3 to Registration Statement on Form S-4jiReation No.
332-47708, filed July 13, 2001

10.10+ Plum Creek Timber Company, Inc. 2000 Stock IncenBNan (Filed as an appendix to Plum Creek’s defaProxy
Statement on Schedule 14A, filed on March 31, 2C

10.11+ Plum Creek Timber Company, Inc. Amended and Restateck Incentive Plan (Filed as an appendix torPGreek’s
definitive Proxy Statement on Schedule 14A, filed\darch 29, 2004

10.12+ Plum Creek Timber Company, Inc. Annual IncentivarP[Exhibit 10.13 to Form 10-K, File No. 1-10238, the year
ended December 31, 200

10.13+ Form of Executive Stock Option, Dividend Equival&ight and Value Management Award Agreement Fon Rlears
2000, 2001, 2002 and 2003 (Exhibit 10.5 to Forr-K, File No. 1-10239, for the year ended December 31, 2(

10.14+ Form of Executive Stock Option, Dividend Equival&igiht and Value Management Award Agreement Fon Rlaar
2004 and 2005 (Exhibit 10.2 to Form-Q, File No. 10239, for the quarter ended June 30, 2C

10.15+ Form of Executive Stock Option, Restricted Stocktland Value Management Award Agreement For Plaar2€06
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10.16+ Form of Executive Stock Option, Restricted Stocktldnd Value Management Award Agreement For Plaar2®07
(Exhibit 10.2 to Form -K, File No. 1-10239, filed on February 8, 200

10.17+ Form of Restricted Stock Unit Award Agreement ftnomas M. Lindquist For Plan Year 20(

10.18+ Form of Director Stock Option and Dividend Equival®ight Award Agreement For Plan Years 2002 araBA&xhibit
10.16 to Form 1-K, File No. 1-10239, for the year ended December 31, 2C

10.19+ Form of Amendment to Director Stock Option and Band Equivalent Right Award Agreement Effective Péan
Years 2002 and 2003 (Exhibit 10.17 to For-K/A, File No. 1-10239, filed on September 2, 200

10.20+ Form of Amended and Restated Director Stock Opdiaeh Dividend Equivalent Right Award Agreement FtarPYear
2004 (Exhibit 10.16 to Form-K/A, File No. 1-10239, filed on September 2, 200

10.21+ Form of Director Stock Award Agreement For Plan iY2@07.

10.22+ Summary of Current Director Compensati

10.23+ Form of Director and Officer Indemnity Agreemenk(iibit 10.21 to Form 10-K, File No. 1-10239, foethear ended
December 31, 2004

12.1 Computation of ratio of earnings to fixed charged eomputation of ratio of earnings to combine@dixcharges and
preferred stock dividend

21 Subsidiaries of the Registra

23.1 Consent of Ernst & Young LLF

24.1 Power of Attorney (Included on the signature pagthis Annual Report on Form -K).

31.1 Certification of Rick R. Holley, President and Ciriixecutive Officer, pursuant to Rules 13a-14(a) aBd-14(a) of the
Securities Exchange Act of 1934, as amen

31.2 Certification of David W. Lambert, Senior Vice Pident and Chief Financial Officer, pursuant to Rul8a-14(a) and
15c-14(a) of the Securities Exchange Act of 1934, asratad.

32.1 Certification of Rick R. Holley, President and Cihiexecutive Officer, pursuant to Rules 13a-14(bj 46d-14(b) of the
Securities Exchange Act of 1934, as amended, andlS&. Section 1350, as adopted pursuant to $e@€6 of the
Sarbane-Oxley Act of 2002

32.2 Certification of David W. Lambert, Senior Vice Pident and Chief Financial Officer, pursuant to Rul&a-14(b) and

15d-14(b) of the Securities Exchange Act of 1934amended, and 18 U.S.C. Section 1350, as adoptsdagnt to
Section 906 of the Sarbal-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

PLUM CREEK TIMBER COMPANY, INC.
(Registrant

By: /s/ RICKR.HOLLEY
Rick R. Holley
President and Chief Executive Offic

POWER OF ATTORNEY

Each person whose signature to this Annual RepoRarm 10-K appears below hereby constitutes apdiats Rick R. Holley, David W.
Lambert and James A. Kraft, and each of them, asthier true and lawful attorney-in-fact and aguesith full power of substitution, to sign
on his behalf individually and in the capacity sthbelow and to perform any acts necessary to be ishoorder to file any and all amendme
to this Annual Report on Form 10-K, and any andralffruments or documents filed as part of or inr@rtion with this Annual Report on
Form 10-K or any amendments thereto, and eachedditidersigned does hereby ratify and confirm afl #aid attorney-in-fact and agent, or
his substitutes, shall do or cause to be done iyyevhereof.

Pursuant to the requirements of the Securities &xgl Act of 1934, this Annual Report on Form 10ds been signed below by the
following persons on behalf of the registrant amthie capacities and on the dates indicated.

/sl IAN B. DAVIDSON Director, Chairman of the Board February 27, 2007
lan B. Davidsor Date

/s/ RICK R.HOLLEY President and Chief Executive Officer, Director  February 27, 2007
Rick R. Holley Date

/s ROBIN JOSEPHS Director February 27, 2007
Robin Joseph Date

/s/  JOHN G. MCDONALD Director February 27, 2007
John G. McDonal Date

/s/ ROBERT B. MCLEOD Director February 27, 2007
Robert B. McLeoc Date

/s/  JOHN H. SCULLY Director February 27, 2007
John H. Scully Date

/sl STEPHEN C. TOBIAS Director February 27, 2007
Stephen C. Tobie Date

/sl CARL B. WEBB Director February 27, 2007
Carl B. Webt Date

/s/  MARTIN A. WHITE Director February 27, 2007
Martin A. White Date

10 K -125-



Table of Contents

/s/ _DAVID W. LAMBERT

David W. Lamber

/s _DAVID A. BROWN

David A. Brown

Senior Vice President and Chief Financial
Officer

Vice President, Chief Accounting Officer

February 27, 2007

Date

February 27, 2007

Date
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Exhibit 10.17
STOCK INCENTIVE PLAN - RESTRICTED STOCK UNIT AWARD AGREEMENT

AGREEMENT made between Plum Creek Timber Compamy, b Delaware corporation (the “ Compdjyand the individual
identified on the Award Agreement Acceptance atadhereto and made a part hereof (the “ Acceptjnem employee of Plum Creek
Timberlands, L.P., a subsidiary of the Companyrffdfoyee”), as of the date specified in the Acceptanceebognition of the important
contributions that Employee makes to the succefiseo€ompany, and in consideration of the mutued@ments and other matters set forth
herein and in the Plum Creek Timber Company, ImoeAded and Restated Stock Incentive Plan, as the s@y be amended from time to
time (as amended, the “ PI&nwhich Plan is incorporated herein by referease part of this Agreement, the Company herehytgita
Employee under the Plan the following long-termeimtive award on the terms and conditions set foetbw.

A. Definitions . Capitalized terms used herein, unless otherwisaeidherein, shall have the meanings ascribeddb s&rms in the Plan. Tl
following definitions will apply for purposes ofithAgreement:

1. “ Acceleration Event means any one of the events described in Se6twfrthe Plan Acceleration of Awardsresulting in
Employee’s termination of Service to the Company.

2. “ Award” means the Restricted Stock Units granted heralyuender the Plan.
3. “ Code” means the Internal Revenue Code of 1986, as aeadend
4. * Committe€’ means the Compensation Committee of the Boafliwfctors of the Company.

5. “ Grant Date’ means the date specified in the Acceptance oclwtiie Award granted under this Agreement is deegnawated to
Employee.

6. “ Restricted Perioi means the period beginning on the Grant Date adihgmon the date on which all Restricted Stock &bi#com:
Vested.

7. " Securities Act means the Securities Act of 1933, as amended.
8. “ Stock” means common stock, par value $.01 per shatieo€ompany.

9. “ Vested’ means that portion of the Restricted Stock Uaggo which Employee has acquired a non-forfeitagl, either in
accordance with the vesting schedule set fortheénXcceptance or pursuant to the occurrence ofcaelAration Event.

10. “ Vesting Date means the date set forth in the Acceptance.
B. Restricted Stock Unit Award.

1. Grant of Restricted Stock UnifBhe Company hereby grants to Employee that numibRestricted Stock Units set forth in the
Acceptance, on the terms and conditions set fatkih and in the Plan, and subject to such otlstricgons, if any, as may be imposed by
law.

2. Vesting and Payment of Restricted Stock Unitee Restricted Stock Units shall be entirely ¥dsbn the Vesting Date as specified
in the Acceptance, conditioned upon Employee’siooletd employment with the Company through and iicig the Vesting Date during the
Restricted Period.

-1-



Within a reasonable period of time following thecorence of the Vesting Date, the Company shallgrad/transfer to Employee a
number of shares of Stock equal to the aggregatdauof Restricted Stock Units that Vested on séesting Date. In the event that
Employee’s employment with the Company terminatés o the end of the Restricted Period for argsan other than the occurrence of an
Acceleration Event, any portion of Restricted Stbtlits that has not then become Vested shall Heifed automatically. Notwithstanding
the foregoing, and consistent with Section 9 ofRlan, upon the occurrence of an Acceleration Examt Restricted Stock Units that were
not Vested prior to the occurrence of such AccélemeEvent shall immediately become Vested, anddbmpany, within a reasonable period
of time after such Acceleration Event, shall pag &ransfer to Employee a number of shares of Stgelal to the number of such Restricted
Stock Units with respect to which vesting is acratked hereunder.

3. Cash Upon Payment of Dividend$ on any date during the Restricted Period tbenany shall pay any dividend on the Stock, then
the Company shall pay to Employee a cash amouratl ¢égjthe product of (a) the number of Restricteats Units set forth in the Acceptance
that have not on the date of such payment becorstefemultiplied by the per share amount of anygilicidend (or, in the case of any
dividend payable in property other than cash, #ivespare value of such dividend, as determine@audaith by the Board of Directors of the
Company).

4. Withholding of Tax Upon Payment of Stock or Cashy obligation of the Company to pay and transteEmployee Stock pursuant
to Section B.2 or cash pursuant to Section B.3 &leasubject to the satisfaction of all applicaleléeral, state and local income and
employment tax withholding requirements as deteeahiny the Company, and in connection therewithtbmpany is hereby authorized to
withhold from any cash or Stock remuneration thethereafter payable to Employee any tax requiodoketwithheld by reason of such
resulting compensation income.

C. Miscellaneous.

1. Employment Relationshior purposes of this Agreement, Employee shalldmsidered to be in the employment of the Company as
long as Employee remains an employee of eitheCtirapany, a parent or subsidiary corporation (amddfin section 428 of the Code) of-
Company, or a corporation or a parent or subsiddéguch corporation. Any question as to whetherwahen there has been a termination of
such employment, and the cause of any such terimmatall be determined by the Committee in itg sliscretion, and such determination
shall be final.

2. Voting and Other RightsUnless and until a certificate or certificategresenting shares of Stock shall have been isspéteb
Company to Employee in connection with the paynoéitested Restricted Stock Units, Employee shallb& or have any of the rights or
privileges of a shareholder of the Company witlpees to, shares of Stock.

3. Status of StocKNotwithstanding any other provision of this Agreemén the absence of an effective registratiotest@nt under the
Securities Act, or an available exemption from s&gition under the Securities Act, for the issuasfcghares of Stock in connection with the
Award granted hereby, such issuance of sharesock$till be delayed until registration of such sfmof Stock is effective or an exemption
from registration under the Securities Act is aafalie. The Company intends to use its best effor&sure that no such delay will occur. In
the event exemption from registration under theuites Act is available, Employee (or, in the ca$¢he Stock Option, the person permitted
to exercise the Stock Option in accordance witht¢hms of this Agreement)), if requested by the @any to do so, will execute and deliver
to the Company in writing an agreement containinchsprovisions as the Company may require to assumgliance with applicable
securities laws. Employee agrees that the shar8sck that Employee may acquire in connection withAward will not be sold or
otherwise disposed of in any manner that would tifoie a violation of any applicable securities falmployee also agrees that (a) the
certificates representing such shares of Stocklmay such legend or legends as the Company degrapaipgte in order to assure
compliance with applicable securities laws, (b) @ampany may refuse to register the transfer olfi shares of Stock on the stock transfer
records of the Company if such proposed transfeddydn the opinion of counsel satisfactory to @@mpany, constitute a violation of any
applicable securities law and (c) the Company meg elated instructions to its transfer agenény, to stop registration of the transfer of
such shares of Stock.

4. Binding Effect.This Agreement shall be binding upon and inurdélienefit of any successors to the Company anmedbns
lawfully claiming under Employee.

5. Governing LawThis Agreement shall be governed by, and constimadcordance with, the laws of the State of Wagtain.
2.



AWARD AGREEMENT ACCEPTANCE

You have been granted the following long-term inivenaward under the Amended and Restated PlunkQiiegber Company, Inc. Stock
Incentive Plan:

Award Summary

Employee: Thomas M. Lindqui
Social Security Numbe
Date of Birth: Date of Hire:

Home Address

Restricted Stock Units (RSUs
Restricted Stock Units granted: 20,(
Grant Date: 5th day of February 2C
Vesting Date: 3rd day of February 2C
Restricted Period:-years beginning on the Grant Date (2/3/2007) thincartd including the Vesting Date (2/3/201

Vesting schedule per Section B

Number of Full Years (Date Percentage of Uni
Less than 4 yea 0%
4-years (February 3, 201 100%

IN WITNESS WHEREOF, the Company has caused thisrdvgreement to be duly executed by its officer¢uato duly authorized, and
Employee has executed this Agreement, all as ofiélyeand year first above written.

Plum Creek Timber Company, Ir
By: February, 200

Barbara L. Crowt
Vice President, Human Resour«

Employee Signatu

Thomas M. Lindquis



Exhibit 10.21
PLUM CREEK STOCK INCENTIVE PLAN AWARD AGREEMENT

AGREEMENT made as of the 6th day of February 2@@fyveen Plum Creek Timber Company, Inc., a Delawargoration (the
“Company”), andName of Director] , a member of the board of directors of the Compé@Director”). Terms used herein, unless otherwise
defined herein, shall have the meanings ascribéetm in the Amended and Restated Plum Creek TifBberpany, Inc. Stock Incentive
Plan, as the same may be amended from time to(imamended, the “Plan”). To carry out the purpa$dise Plan by affording Director the
opportunity to acquire shares of common stock vpéue $.01 per share, of the Company (the “Stoak to receive certain other benefits
under the Plan, and in consideration of the mugaéements and other matters set forth hereinratigiPlan, the Company and Director
hereby agree as follows:

A. Stock Award .

1. Grant of Stock The Company hereby grants to Director a totahoFthousand thousand (2,000) shares of stock'8toxk”), on the
terms and conditions set forth herein and in Seddiof the Plan, which Plan is incorporated hebgimeference as a part of this Agreement.

2. Transfer of StockDirector may not sell, hypothecate, assign, fiemsr otherwise dispose of the Stock to any offegson during the
period of time beginning on the date hereof andrgndn August 6, 2007 (the * Restricted Periycexcept for transfers effected by will or
the laws of descent and distribution, or pursuara tqualified domestic relations order” as defitgthe Code. Any attempted transfer,
assignment, pledge, hypothecation or other dispaositf any shares of the Stock during the Restti€teriod, or any levy of any attachmen
similar process upon any shares of the Stock duhiedrestricted Period, shall be null and void. kpad following the completion of the
Restricted Period, the Stock shall be fully trareiiée except as provided below in Section B.2.

3. Termination of Service

Except as provided in Section 9 of the Plan wipeet to terminations by reason of death or Tois&Bility or within one year of a
Change in Control, if Director’s service to the Gmany is terminated at any time before the end @Rhbstricted Period (voluntarily or
involuntarily), the prohibition on transfer deseibin Section 2 hereof shall remain in effect il end of the Restricted Period
notwithstanding such termination of service.

4. Dividends and Voting of Stock-rom and after the date hereof, Director shalh @ad be paid dividends on the shares of the Sibck
the same time, and in the same amount, as any lovteer of the Company’s common stock, and Direstil also enjoy the right to vote
shares of the Stock along with other holders obre¢of the Company’s voting stock.

B. Miscellaneous.

1. TaxesDirector hereby acknowledges and agrees that Dirésresponsible for any applicable federal, ssaig local income taxes
due in connection with the Stock and any and a&iddinds paid with respect to the Stock, and the @om shall not be obligated to make any
payment for any such taxes to Director, the IntelRevenue Service or any other taxing authority.

2. Securities Law Matter®irector agrees that the shares of Stock will reosbld or otherwise disposed of in any mannertioaid
constitute a violation of any applicable securitess, whether federal, or state. Director alse@agi(a) that any certificates representing the
shares of Stock acquired hereunder may bear sgehdeor legends as the Company deems appropriatdén to assure compliance with
applicable securities laws, (b) that the Company meéuse to register the transfer of the sharestotk acquired hereunder on the stock
transfer records of the Company if such proposausfter would, in the opinion of counsel satisfagtorthe Company, constitute a violation
of any applicable securities law and (c) that tieenPany may give related instructions to its tranafgent, if any, to stop registration of the
transfer of the shares of Stock acquired hereunder.

3. Binding Effect.This Agreement shall be binding upon and inurdnéokienefit of any successors to the Company aqéedbns
lawfully claiming under Director.

4. Governing LawThis Agreement shall be governed by, and constiuadcordance with, the laws of the State of Weioim.

IN WITNESS WHEREOF, the Company has caused thisrdvgreement to be duly executed by its officer¢ato duly authorized,
and Director has executed this Award Agreemengsabf the day and year first above written.

Plum Creek Timber Company, Inc.

By:
Barbara L. Crowe
Vice President, Human Resourt

Director Signature
[Name of Director]




Exhibit 10.22
Non-Employee Director Compensation

The compensation package for non-employee direansrrently comprised of annual cash retaineesting fees and grants of restricted
common stock. Each director receives a $40,000alnatainer for service to the Board. The Chairrobtine Board of Directors receives an
additional annual retainer of $30,000, the Chairmfatihe Audit Committee of the Board of Directoexeives an additional annual cash
retainer of $10,000, and the Chairman of the Corsgigzn Committee of the Board of Directors, thei@han of the Corporate Governance
and Nominating Committee of the Board of Directansl members of the Audit Committee (other thanGhairman) each receives an
additional annual retainer of $5,000. Each direatso receives a $2,000 fee for attending reguksetings of the Board. Unless otherwise
designated by the Chairman of the Board, eachtdireeceives one-half of the regular Board-meeté®gfor attending Board meetings held
telephonically. Members of the Audit Committee ieeea $2,000 fee for attending committee meetindsle members of the Corporate
Governance and Nominating Committee and membettsec€ompensation Committee receive a $1,500 featfending committee meeting
Unless otherwise designated by the committee cbagh committee member receives one-half of thelaegommittee-meeting fee for
attending committee meetings held telephonicatiyaddition to the foregoing cash fees, non-emplajezetors also receive 2,000 shares of
restricted common stock which carry a six-montftrietson of transfer. Directors have the choicestect to take all or a portion of their Board
fees in common stock of the Company, and may defer part of their fee compensation. Directors ggimbursed for expenses incurred in
connection with attending Board and committee mesti



RATIO OF EARNINGS TO FIXED CHARGES

PLUM CREEK TIMBER COMPANY, INC.

EXHIBIT 12.1

YEARS ENDED DECEMBER 31,

(In Millions) 2006 2005 2004 2003 2002
Consolidated pretax income from continuing operations $32¢€ $33¢ $36¢€ $18¢€ $23E
Interest and other financial charges included in expense 13€ 11€ 11¢€ 12€ 11
Interest portion of rental expense 2 1 1 1 1

Earnings $46€ $45€ $48E $313 $34¢
Interest and other financial charges $13¢€ $11¢€ $11€ $12¢ $113
Interest portion of rental expense 2 1 1 1 1

Fixed Charges $14C $11¢ $11¢ $127 $114
Ratio of Earnings to Fixed Charges 3.2 8 4.1 2.5 3.1




Exhibit 21
Subsidiaries of Plum Creek Timber Company, Inc.

State of Formation is Delaware unless otherwisediot

Plum Creek Timberlands, L.P.

Plum Creek Timber I, L.L.C.

Plum Creek Timber II, L.L.C.

Plum Creek Manufacturing, L.P.

Plum Creek Maine Timberlands, L.L.C.
Plum Creek Southern Timber, L.L.C.

Plum Creek South Central Timberlands, L.L.C.
Plum Creek Manufacturing Holding Company, Inc.
Plum Creek Marketing, Inc.

Plum Creek Northwest Lumber, Inc.

Plum Creek Northwest Plywood, Inc.

Plum Creek MDF, Inc.

Plum Creek Southern Lumber, Inc.

PC Timberland Investment Company

Plum Creek Investment Company (Oregon)
Plum Creek Land Company

Plum Creek Maine Marketing, Inc.
Highland Resources Inc.

Cypress Creek Ranch, L.L.C.

B & C Water Resources, Inc.

B & C Water Resources, L.L.C.

Plum Creek Timber Operations I, L.L.C.
Plum Creek Timber Operations Il, Inc.
Escanaba Timberlands Holding IV, L.L.C.



Exhibit 23.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRbgistration Statement (Form S-3 Nos. 333-118338;118516-01, 333-133515 and 333-
133515-01) and related Prospectus of (i) Plum Ciieetoer Company, Inc. for the registration of preéel stock, common stock, depository
shares, warrants and guarantees and (ii) Plum Crieskerlands, L.P. for the registration of debtwséaes of our reports (a) dated

February 16, 2007, with respect to the consolidéitethcial statements of Plum Creek Timber Compamy., Plum Creek Timber Company,
Inc. management’s assessment of the effectiveriessemal control over financial reporting, aneteffectiveness of internal control over
financial reporting of Plum Creek Timber Compamg.] and (b) dated February 16, 2007, with resjeettte consolidated financial
statements of Plum Creek Timberlands, L.P., and/a@ consent to the incorporation by referencééRegistration Statement (Form S-3
No. 33:-67382) and related Prospectus of Plum Creek TirGloenpany, Inc. for registration of common stockiase upon exercise of
Georgia Pacific Corporation-Timber Group optiomsthie Registration Statement (Form S-8 No. 333-Z1 p@rtaining to the Georgia-Pacific
Corporation 1995 Long-term Incentive Plan and GeeRgcific Corporation/Timber Group 1997 Long-tdmaentive Plan, in the
Registration Statement (Form S-8 No. 333-59812gapeng to the 2000 Stock Incentive Plan of Pluneekr Timber Company, Inc., and in
the Registration Statement (Form S-8 No. 333-12Bpé@aining to the Plum Creek Timber Company, lxmended and Restated Stock
Incentive Plan of our reports dated February 16,72With respect to the consolidated financialestagnts of Plum Creek Timber Company,
Inc., Plum Creek Timber Company, Inc. managemexrg&essment of the effectiveness of internal cootret financial reporting, and the
effectiveness of internal control over financighoeting of Plum Creek Timber Company, Inc., incldde this Annual Report (Form 1K) for
the year ended December 31, 2006.

/sl Ernst & Young LLP

Seattle, Washington
February 23, 2007



EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Rick R. Holley, President and Chief Executive Of ficer, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Plum Creek Timber Company, In

Based on my knowledge, this report does notatoriny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

(a) designed such disclosure controls and procsdareaused such disclosure controls and procedortee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) designed such internal control over finanaogglarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) evaluated the effectiveness of the registratisslosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

(d) disclosed in this report any change in thestegit’s internal control over financial reportitiat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
function):

(a) all significant deficiencies and material weesses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpahcial information; an

(b) any fraud, whether or not material, that ines\management or other employees who have a sgmifiole in the registrant’s
internal control over financial reportin

Date: February 27, 20(

By: /sl Rick R. Holley

RICK R. HOLLEY
President and Chief Executive Offic




EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, David W. Lambert, Senior Vice President and Chie f Financial Officer, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Plum Creek Timber Company, In

Based on my knowledge, this report does notatoriny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and ha

(a) designed such disclosure controls and procsdareaused such disclosure controls and procedortee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) designed such internal control over finanaogglarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) evaluated the effectiveness of the registratisslosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; ant

(d) disclosed in this report any change in thestegit’s internal control over financial reportitiat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
function):

(a) all significant deficiencies and material weesses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpahcial information; an

(b) any fraud, whether or not material, that ines\management or other employees who have a sgmifiole in the registrant’s
internal control over financial reportin

Date: February 27, 20(

By: /s/ David W. Lambert
DAVID W. LAMBERT
Senior Vice President and Chief Financial Offi




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fPtum Creek Timber Company, Inc. (the “Companyh) the period ended

December 31, 2006, as filed with the SecuritiesExchange Commission on the date hereof (the “R8p&ick R. Holley, as Chief
Executive Officer of the Company, hereby certifiggtsuant to 18 U.S.C. Section 1350, as adoptesbipat to Section 906 of the Sarbanes-
Oxley Act of 2002, that, to the best of his knovged

(1) The Report fully complies with the requirementsSeiction 13(a) or Section 15(d) of the Securitiesiaxge Act of 1934; ar
(2) The information contained in the Report faplgsents, in all material respects, the finan@aldition and result of operations of the
Company

Date: February 27, 20(

By: /sl Rick R. Holley
RICK R. HOLLEY
President and Chief Executive Offic

A signed original of this written statement reqdit®y Section 906 has been provided to the Compady| be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon request.



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fPtum Creek Timber Company, Inc. (the “Companyh) the period ended

December 31, 2006, as filed with the SecuritiesExchange Commission on the date hereof (the “R8p&ravid W. Lambert, as Chief
Financial Officer of the Company, hereby certifiparsuant to 18 U.S.C. Section 1350, as adopteslipat to Section 906 of the Sarbanes-
Oxley Act of 2002, that, to the best of his knovged

(1) The Report fully complies with the requirementsSeiction 13(a) or Section 15(d) of the Securitiesiaxge Act of 1934; ar

(2) The information contained in the Report faplgsents, in all material respects, the finan@aldition and result of operations of the
Company

Date: February 27, 20(

By: /s/ David W. Lambert
DAVID W. LAMBERT
Senior Vice President and Chief Financial Offi

A signed original of this written statement reqdit®y Section 906 has been provided to the Compady| be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon reque:
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