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FINANCIAL HIGHLIGHTS 

(in millions, except per share data) 

Revenues . ....... .. ... . .. . . . 

Income (before special items) .......... .. 

Net income ..... . 

Income per diluted share (before special items) .. 

Net income per diluted share 

Dividends per share . ..... .. . .. . 

Book value per share . . 

Weighted average diluted shares outstanding . . 

Common shares outstanding at year-end ..... 

TE M P LE - IN LA N D IN C. 

(a) Excludes efter-tax specia l gain ef $9 million, or $0.18 per diluted share. 

(b) Excludes after-tax special charge ef $9 million, or $0.18 per diluted share. 

(c) Includes a $2 million charge, or $0.04 per diluted share,jrom cumulative effect of accounting change . 

SELECTED BUSINESS SEGMEN T DATA 

(in millions) 

Revenues 

Paper ... . 

Building Products. 

Financial Services. 

Operating Income 

Paper .. ............. . 

Building Products 

Financial Services . . ...... . .. . 

2 001 ANNUAL REPORT FINA NC IAL HIGHLIGHTS 

2001 

$ 4 , 172 

$ 102 (a) 

109 (c) 

2.08 (a) 

2.22 (c) 

1.28 

$ 38.38 

49.3 

49.4 

2001 

$ 2,082 

$ 726 

$ 1,364 

107 

13 

184 

2000 

$ 4,297 

$ 204 (b) 

195 

4.01 (b) 

3.83 

1.28 

$ 37.25 

50.9 

49.2 

2000 

$ 2,092 

$ 836 

$ 1,369 

207 

77 

189 

Percent 
Change 

(3)% 

(50)% 

(44)% 

(48)% 

(42)% 

% 

% 

(3)% 

- % 

Percent 
Change 

- % 

(13) % 

- % 

(48) % 

(83) % 

(3) % 

This annual report contains forward-looking statements that involve risks and uncertainties. The actual results achieved by Temple-Inland may 

differ significantly from the results discussed in the forward-looking statements. Factors that might cause such differences include general 

economic, market or business conditions; the opportunities (or lack thereof) that may be presented to and pursued by Temple-Inland and 

its subsidiaries; the availability and price of raw materials used by Temple-Inland and its subsidiaries; competitive actions by other companies; 

changes in laws or regulations; and other circumstances, many of which are beyond the control of Temple-Inland and its subsidiaries. 
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TEMPLE-INLAND INC . [),. 200 1 ANNUAL REPORT SHAREHOLDERS' LETTER 

Temple-Inland is moving in the right direction with a unique mix ef 
assets to achieve a superior return on investment over economic cycles. 

The Company has made significant progress on its traniformation 

initiatives to improve its return to shareholders. 

To OUR 
Over the past two years, we have been 

transforming Temple -Inland into a market­

driven, customer-focused company in order 

to improve financial performance. Earnings 

and return on investment (ROI) improved in 

2000 as a result of our new direction. In 2001, 

however, economic conditions deteriorated 

as the U.S. entered a recession and world 

economies experienced slow or negative 

growth. The downturn in the U.S. economy 

had a negative effect on our earnings, which 

were $2.08 per share before special items in 

2001, compared with $4.01 per share before 

special items in 2000 . Even though earnings 

declined in 2001, we made significant progress 

on our transformation initiatives and continue 

to move Temple -Inland in the right direction 

to improve earnings and ROI. 

PAPER 

Temple-Inland's Paper Group is focused on 

the containerboard and corrugated packaging 

business. Industry demand for corrugated 

packaging was down approximately six percent 

in 2001. Our shipments, however, were down 

three percent. In accordance with our strict 

discipline of matching production to our 

customer demand, we took 327,000 tons of 

downtime during the year. As a result, inventories 

at year-end were 3. 7 weeks of supply, the lowest 

year-end level in recent company history. 

One of the key strategies to improve our 

Paper Group's performance is forward 

integration. During the year, we acquired 

Elgin Corrugated Box Company, ComPro 

Packaging LLC and the converting operations 

of Chesapeake Corporation. These operations 

have combined capacity to convert over 

200,000 tons of containerboard, which will, 

in time, increase our integration level to 

over 95 percent. Further integration efforts 

are under way with the goal to exceed 100 

percent and, thereby, extend our integration 

level to among the highest of the integrated 

containerboard producers. 

Other initiatives that are focused on margin 

enhancement and cost reduction to improve 

financial performance include implementation 

of our new information technology system; 

digital high-speed printing, with separate 

message capability for each box; develop­

ment of Tru -TechT;• a patented revolutionary 

packaging product that is tear-resistant and 

water-proof; continued cost-reductions through 

staff reductions; improvement in purchasing; 

and waste reduction. 

To improve ROI, the Paper Group in 2001 also 

sold a box plant in Chile; restructured and 

downsized the specialty packaging group, 

which included selling the Rural Hall, North 

Carolina plant, and closing the Leominster, 

Massachusetts plant; and shutting down for 

an indefinite period the number two machine 

at our Orange, Texas, linerboard mill. 

We are confident our Paper Group is headed 

in the right direction to further improve 

financial performance. 

BUILDING PRODUCTS 

Housing and repair and remodeling markets 

held up well during 2001, despite economic 

recession. The decline in interest rates helped 

encourage homeownership and remodeling. 

However, our Building Products Group suffered 

low profitability. Industry supply in each of 

our major products (lumber, particleboard, 

MDF and gypsum) exceeds market demand 

due to capacity additions over the past several 
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years. In all product lines, older, inefficient 

capacity is beginning to be eliminated, and no 

new significant capacity has been announced. 

In MDF and gypsum markets, operating rates 

are beginning to improve, and operating 

rates for lumber and particleboard appear to 

have bottomed. 

In response to weak markets, our building 

products operations were on reduced schedules 

during 2001 to match production with customer 

demand. As a result, we ended 2001 with low 

inventories. Additionally, we have reduced our 

workforce to lower operating costs. 

For 2002, economic forecasts are for continued 

weakness in building products during the first 

lialf of the year, with the prospects for recovery 

emerging mid-year, as low interest rates, 

lower energy prices, improved consumer 

purchasing power from heavy mortgage­

refinance activity, and job growth begin to 

stimulate the economy. The long-term outlook 

for building products markets is favorable 

because of trends in demographics, immigration 

and homeownership rates. 

Temple-Inland's forests experienced accelerated 

softwood fiber growth in 2001, a trend we 

expect to continue as new silviculture tech­

nology and genetic tree science improve. 

During 2001, we completed a major study of 

our forests, which led to the following classifi­

cations: strategic timberland, non-strategic 

timberland, and high-value land (with real 

estate development potential). Based on the 

study, 1,800,000 acres has been identified as 

strategic, 110,000 acres as non-strategic, and 

160,000 acres as high-value with the potential 

for real estate development. 

During the year, we sold 78,000 acres of 

non-strategic land. The remaining non­

strategic land will be sold over time. A group 

of real estate professionals has been assembled 

in Atlanta, Georgia, to manage the 160,000 acres 

of high-value land. The remaining 1,800,000 

acres of strategic timberland are important to 

our converting operations and play a key role 

in our competitiveness and ability to meet 

environmental certification requirements 

relating to sound forest management techniques 

and chain of custody. 

TE M P LE - IN LA N D IN C. 2001 ANNUAL REPORT SHAREHOLDERS' LETTER 

FINANCIAL SERVICES 

The economic downturn experienced in 

2001 also had a negative effect on financial 

markets. In this environment, however, our 

financial services group's operating profit 

was $184 million for 2001. This level of 

earnings is the result of a diversified loan 

portfolio (both as to geography and product), 

a very experienced lending group, a credit 

culture built on the premise of low-risk and 

sound . underwriting guidelines, and strong 

refinance activity in single-family loans. 

During 2001, our Financial Services Group 

began implementing Customer First, a state-of­

the -art, real-time relationship management 

system designed to better serve customers 

and provide a wider range of financial 

products. Our strategy of providing high-touch, 

individualized service to our customers is 

targeted to the largest segment of the deposit 

market, which is expected to experience 

significant growth. 

While we expect non-single-family loan 

demand to be restrained in the first half of 

2002 due to the economy, single-family loan 

demand is expected to be strong for the 

entire year, and we are well positioned with 

a nationwide production capacity to take 

advantage of this opportunity. During 2002, 

we will complete the implementation of 

Customer First throughout our branch network 

and look for opportunities to further grow 

transaction accounts and other financial 

products with an expanding customer base. 

Low cost will continue to be a focus. We 

anticipate financial services will have another 

year of solid financial performance in 2002. 

OUTLOOK 

Even though we start 2002 with weak economic 

conditions, our long-term outlook is positive 

for the reasons outlined in this annual report. 

Our businesses are well positioned in large 

markets with great potential; we are delivering 

high-quality, innovative products and services 

to these markets; we have placed our opera­

tions in geographically competitive locations 

in the U.S. and Mexico; and we have a large 

renewable resource in our forestland and 

a highly-qualified, experienced resource in the 

team of people that comprise Temple-Inland. 

We believe Temple-Inland is moving in the 

right direction with a unique mix of assets to 

achieve a superior return on investment over 

economic cycles. 

To all our employees, "Thank you" for your 

individual dedication, hard work and com­

munity participation. We would also like to 

thank our Board of Directors for its leadership 

and guidance. The collective efforts of everyone 

atTemple-Inland are the key to ensuring that 

we reach our goals. 

Although we have made significant progress, 

the process of transforming our company and 

improving ROI is not complete. We now rank 

in the top quartile in the industry based on 

ROI, but our objective is to be consistently at 

the top. We pledge to keep moving in the 

right direction to reach that goal. Thank you 

for your confidence in us. 

Sincerely, 

Kenneth M. Jastrow, II 

Chairman anJ Chief Executive Officer 
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TE M P L E - IN LA N D IN C. LJ 2001 ANNUAL REPORT THE RIGHT MARKETS 

Temple-Inland has positioned each ef its businesses in large and growing 

domestic markets that serve every segment ef the population. These 

markets are fueled by strong geographic, demographic and industry 

trends that will drive demand for Temple-Inland's products and services. 

·THE RIGHT MARKETS 
Temple-Inland operates three core businesses 

- paper, building products and financial 

services. While each of the businesses serves 

a different market, all markets are significant 

and growing. 

Temple-Inland's Paper Group is focused on 

a single grade of paper, containerboard. 

Containerboard is the largest segment of the 

paper market and is used to make corrugated 

packaging. Corrugated packaging shipments 

have experienced steady trendline growth of 

approximately 2.5 percent per year over the 

past 20 years. This growth trend, coupled with 

a decline in industry containerboard capacity 

and essentially no announced new capacity 

for the next few years, positions this grade 

well for the future. 

Corrugated packaging is a domestic business, 

and the Company has a nationwide network 

of operations capable of effectively servicing 

customers throughout the United States and 

Mexico. During 2001, Temple-Inland extended 

its market reach even further with key acqui­

sitions of converting plants that also increased 

its integration level. 

Containerboard is made using softwood fiber 

from pine trees, andTemple-Inland's 2.1 million 

acres of timberland, a significant portion of 

which is pine plantations, provide a major 

portion of the Paper Group's fiber requirements. 

The combination of promising long-term 

fundamentals, a domestic geographical focus 

and a large natural resource base, makes 

corrugated packaging the right market for 

Temple-Inland's Paper Group. 

New housing and the repair and remodeling 

industries drive market demand for products 

manufactured by Templc-Inland's Building 

Products Group. These large markets are 

projected to experience significant growth in 

the future due to an increase in homeownership 

rates resulting from demographic trends, 

including aging baby boomers, a fast growing 

minority population, an increase in immi­

grants and rising birth rates. The Building 

Products Group's converting operations and 

forest resources are located near many of the 

fastest growing U.S . metropolitan areas. This 

geographic positioning, coupled with a commit­

ment to deliver quality products and service, 

provides a strategic advantage for servicing 

the Company's building products customers. 

Temple-Inland's third business segment, 

Financial Services, offers a full range of products 

and services for its marketplace. Customers 

who value high-touch, high-service comprise 

the largest segment of the financial services 

market in terms of dollars and are this group's 

target market. This portion of the market is 

poised for growth with the aging of the baby 

boomers. With 152 branches in 50 communities 

in Texas and California, Financial Services is 

strategically located to take advantage of the 

anticipated growth and strong population 

trends in these geographic markets. 

Consumers from all segments of the growing 

domestic population use Temple-Inland's 

products. By providing quality products, 

services and new innovations, Temple-Inland 

is moving in the right direction to fully 

capitalize on the growth in these markets. 

Temple-Inland 

acquired 13 box and sheet 

plants during 2001 to 

expand its market reac 

and enhance its integration 

level. The Company's goal is 

to become more than 

100 percent integrated, 

and this will be achieved 

o/ growing the converting side ef its 

business. Growth through 

integration will increase 

efficiencies and 

improve financial 

performance. 

I 
' I ' 
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THE 

Temple-Inland produces 

environmentally 

responsible products 

that meet the growing 

demands ef its customers. It has 

achieved prestigious 

certifications including those 

from Scientific Certification 

Systems (SCS) and the Forest Stewardship 

Council (FSC). Currently, 

Temple-Inland certified products include 

specific lines ef gypsum 

wallboard, particleboard, engineered 

wood siding and 

medium density fiberboard. 

TE M P L E - IN LA N D [ N C. [@] 2 0 0 I AN N U A L RE P 0 RT THE RIG H T PR 0 D U C TS 

Temple-Inland has long been respected for consistently delivering 

high-quality, innovative products. The Company continues its 

commitment to innovation and developing the right products to 

meet the evolving needs of its customers. 

RIGHT PRODUCTS 
Temple-Inland's Building Products Group has 

been an innovator of products to meet the 

changing needs of the building industry. 

Continuing this leadership today, Temple-Inland 

has made substantial investments in technology 

to develop and produce innovative products to 

meet current market demands. 

For example, one of Temple-Inland's newest 

products, Ultra Lite Fiberboard: offers the 

same outstanding machinability and top quality 

finishing surface as standard medium density 

fiberboard, but is 25 percent lighter. The lighter 

weight makes it desirable in certain non -load 

bearing applications like mouldings and ready­

to-assemble furniture. Not only is it easier for 

end users to handle, it also reduces machine 

wear and improves operator effectiveness. 

Developed for a specific need, appearance 

grade lumber (shown on the cover of this 

annual report) continues to be the right 

product for discerning end-use customers. 

Temple's Prime #2 lumber provides an 

attractive appearance with minimal visible 

flaws. Typically, consumers who purchase 

lumber at large retail centers make their choice 

based on appearance. If there is any visible 

flaw in the lumber, the consumer simply will 

not choose it. Temple-Inland developed its 

Prime #2 for customers, such as The Home 

Depot, to address consumer buying behavior. 

Customers increasingly require certification 

of the environmental integrity of building 

products they purchase. Temple -Inland strives 

to meet these demands, having achieved 

numerous environmental certifications, and is 

an important supplier of products certified by 

Scientific Certification Systems (SCS) and the 

Forest Stewardship Council (FSC). 

New products and services developed by 

Temple-lnland's Paper Group capitalize on 

state-of-the-art technology to provide the 

right solutions for customers. Innovative 

Internet applications like PackageGenie®and 

myinland.com systems use the Internet to 

connect customers with the Paper Group's full 

range of services, information and products on 

a real-time basis. Package Genie~ uses a digital 

printing process that dramatically reduces 

time to market and enables individual pack­

ages to be customized for specialized shipping 

and marketing needs. mylnland.com uses 

the Internet to link the Paper Group with its 

customers to collaborate on product offerings, 

review status of transactions, place orders, 

design boxes and share information. 

In order to meet_ the changing demands of 

today's marketplace, the Paper Group has 

developed a new product offering, Tru -Techr;• 

an innovative paper product that utilizes high­

performance, tear-resistant materials ideal for 

envelopes, e-commerce packaging and building 

materials. Tru -Tech"' is a proprietary product 

that enables customers to reduce costs associated 

with transportation, handling and inventories. 

The Financial Services Group offers a wide 

range of products that are responsive to its 

customers' need. These include a full menu of 

loans designed to enable customers to purchase 

and improve their homes, an extensive offering 

of deposit products (including a recently intro­

duced rising rate CD), as well as corporate cash 

management services. 

Innovative solutions underscoreTemple-Inland's 

commitment to producing the right products 

and services to meet the growing needs of 

its customers. 
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TEMPLE-INLAND IN C. @ 200 1 ANNUAL REPORT THE RIGHT PLACES 

Temple-Inland is focused on domestic markets in_ the United States and 

Mexico. The Company has strategically located its operations in geographic 

areas with large populations and projected growth in order to efficiently 

and wectively deliver products to its current and future customers. 

THE RIGHT PLACES 
Temple-Inland's Financial Services Group has 

positioned itself in the right places to take 

advantage of growing financial services markets. 

In 2001, the Company fully implemented its 

high-touch, high-service Customer First 

program throughout its 152 Guaranty Bank 

centers located in 50 communities in Texas 

and California, the two most populous states 

in the country. Customer First leverages the 

bank's new proprietary customer interface 

technology, broad mix of financial products . 

and a focus on personalized service to increase 

market share and customer loyalty. 

The Financial Services lending group is one 

of the largest real estate construction lenders 

in the nation. In 2001 it provided more than 

$3.2 billion in financing for residential and 

commercial real estate projects in the country's 

top 50 markets. During the year, the group 

started an oil and gas lending department, 

focusing on highly profitable independent 

producers, and expanded middle-market and 

asset-based corporate lending. 

Guaranty Bank initiated programs to provide 

both consumer and business customers with 

home mortgage and insurance services through 

its affiliated companies, Guaranty Residential 

Lending, Inc. and Guaranty Insurance Services, 

Inc. Guaranty is one of the few financial 

services companies with the ability to offer 

banking, insurance and mortgage services from 

a single source, providing a distinct advantage 

in the marketplace. 

The Paper Group has a nationwide network of 

mills and box plants capable of effectively 

servicing customers anywhere in the United 

States and Mexico. P9sitioning of box plants 

across the United States and Mexico is important 

because it allows the Paper Group to operate 

within a 150-mile radius of most customers 

and thereby provide efficient service and 

just-in-time delivery. During 2001, this group 

further extended its market reach and added to 

its customer base by acquiring 13 corrugated 

converting facilities in the United States. 

The Paper Group completed construction of 

a new corrugated container plant in Monterrey, 

Mexico during the year. This plant, combined 

with the group's plants in San Jose Iturbide, 

Guanajuato and Guadalajara, Jalisco, cover an 

area that accounts for approximately 70 percent 

of Mexico's total industrial production. These 

plants are ideally located to capitalize on these 

growing manufacturing areas. 

Temple-Inland's forest and building products 

operations are located close to some of the 

largest population centers in the southern 

and eastern parts of the country. These major 

metropolitan areas experienced rapid growth 

during the 1990s and thereby created significant 

increases in demand for Temple-Inland's 

building products. Higher than average rates 

of growth are anticipated to continue in these 

areas. Temple-Inland is uniquely located to 

efficiently provide quality products and service 

to its customers at low transportation costs, 

and thereby fully capitalize on future increases 

in market demand. 

. Temple-Inland is in the right places to serve 

its customers. 

Temple-Inland 

uses geographic presence as 

a competitive 

advantage for each ef its 

businesses. By aligning 

its operations 

and resources with 

major markets 

and population centers, 

Temple-Inland is able to provide 

higher levels of 

customer service, 

increase efficiency, lo\¥er 

costs and leverage the 

future growth ef its markets. 
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POPULATION CENTERS 

The Iinanual Sertice'> Group has 

11 >hanking £enters senin9 Tern.-. 

anJ ( alifornia, the two most 

popufom '>tate'> in the country. 
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NATIONWIDE NETWORK 

The Paper Group has a net'l<wrk of miils and plant5 with 

operatiom within a 150-niile radius ef most oj its customers, 

p1oviding ejfident ~ervice and just-in-time delivery. 
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EFFECTIVE DELIVERY 

Some of the Building Products Group's operations 

are strate9ically located in or near major metro­

politan area'> on the East Coast to pro,,-ide effective 

delivery jor its current and juture customers. 
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CLOSE TO CUSTOMERS 

Temple-In land's buildin9 products operations and forests 

in fexm, Louisiana, Alabama and Geor9ia are located 

near mme of the nation'.-. jastest 9rowin9 metropolitan 

areas, placing them close to the customers they serve. 

-Paper Mills l 
• Packagin9 Plants 

e Building Products 

Financial Senices 

TEMPLE INLANO"S OPERATl,ONS ARE ALIGNED WITH MAJOR MARKETS IN THE U.S. AND MEXICO, SHOWN HERE IN A NIGHTTIME SATELLITE PHOTOGRAPH. 
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T HE 

Temple-Inland's 

forest operations utilize 

state-ef-the-art technology, 

including spatial and 

economic models and a unique land 

classification system, to improve 

growth while maintaining 

environmental quality 

and a balanced ecosystem. 

ldd1tionally, Temple -lnland's 

Value Web system 

matches customer requirements 

with specific trees, resulting in 

higher fiber recol'ery rates during 

the converting process. 

TEMPLE-INLAND INC . .$. 200 1 ANNUAL REPORT THE RIGHT RESOURCES 

Temple-Inland has the right resources in place to continue to provide 

quality products and service to customers. These resources include 

2.1 million acres ef timberland, state-ef-the-art technology and people 

committed to driving the peiformance ef the Company. 

RIGHT RESOURCES 
Temple-Inland's largest natural resource is 

its 2.1 million acres of timberland located 

in Texas, Louisiana, Georgia and Alabama. 

These lands arc an important strategic asset 

and provide approximately 70 percent of the 

virgin fiber requirements of the Company's 

containerboard mills and 60 percent of the 

raw material requirements of the building 

products operations. 

During 2001, Temple-Inland continued its 

progress to grow more fiber per acre of 

timberland. The Company's nursery is providing 

larger diameter and more uniform seedlings, 

which are matched to sites best suited to 

each seedling type. The sites are prepared 

with specific tillage and fertilization to 

quickly establish improved root systems 

while competing vegetation is controlled 

throughout the first growing season. As a result 

of these improved silvicultural practices and 

improved tree genetics, fiber production is 

anticipated to increase by as much as 50 percent 

over the next seven years. This increase in 

fiber growth will allow a higher portion of 

Temple-lnland's fiber requirements to be 

satisfied from Company timberland. 

In addition to growing more fiber, improving 

the financial performance of its forest is a high 

priority for the Company. As part of this effort, 

Temple-Inland performed a review of its 600,000 

acres of timberland in Georgia and Alabama 

and identified approximately 110,000 acres of 

non-strategic timberland. In September 2001, 

approximately 78, 000 acres of the non -strategic 

lands were sold for $56 million. The balance of 

this acreage will be sold over the next few years. 

The Company has also identified approxi­

mately 160,000 acres of additional timberland 

in Georgia that potentially has more value as 

developed real estate than timberland. This 

land will be converted to higher value use 

over time thereby creating increased value 

for shareholders. 

Technology is another important resource at 

Temple-Inland. New technology platforms have 

been, or are in the process of being, installed 

at each of the three operating groups - Paper, 

Building Products and Financial Services. These 

systems enhance the Company's abilities to 

manage relationships and interact with 

customers, lower costs by more effectively 

scheduling production and provide greater ability 

to fully capitalize on e-commerce initiatives. 

An important key to the Company's history 

of success has been the talent and vision of its 

employees. Temple-Inland's greatest resource 

is its people whose efforts have resulted in the 

Company's growth and its expanding potential. 

The commitment to excellence shared by all 

employees, coupled with state-of-the-art 

technology and a significant, growing natural 

resource base, will drive the future performance 

of Temple-Inland. 
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TEMPLE-INLAND INC. ((/)) 2001 ANNUAL REPORT THE RIGHT V A LUES 

Renewin9 and sustainin9 Temple-lnland's 2.1. million acres ef forest 

holdin9s, exercisin9 strin9ent environmental practices throu9hout 

the Company's operations and meetin9 its commitments as a corporate 

citizen are important, lon9-standin9 values ef Temple-Inland. 

T .H E RIGHT VALUES 
During 2001, Temple-Inland's forest operation 

achieved two of the forest industry's highest 

standards for forest stewardship. The Company 

received certification of its ISO 14001 Envi­

ronmental Management System and was also 

certified as compliant with the American Forest 

& Paper Association's Sustainable Forestry 

Initiative (SFI"'). Achieving these certifications 

is a strong endorsement that Temple-Inland 

is an important industry leader in ensuring 

balanced and responsible forest management 

operations. It also means that customers, share­

holders and the public can be assured that the 

products made from the Company's forestlands 

come from well managed and sustainable 

forests. These certifications are a natural result 

of the Company's long history of stewardship 

and underscore the commitment to sound 

environmental practices in the future. 

Temple -Inland' s environmental stewardship 

program requires a careful balance of ecology 

by considering the biological diversity of the 

forest, sustainability by assuring a perpetual 

and productive forest, and value by providing 

the cost-effective delivery of wood fiber to 

Temple-Inland's manufacturing facilities. There 

are many ways the Company accomplishes 

this, including planting over 40 million 

seedlings in its forest each year. Each acre 

of Company forestland is meticulously 

managed to ensure a balance between forest 

diversity and individual site quality. Each site 

is carefully considered for its intrinsic nature 

and scientifically evaluated to determine its 

best use. Based on such parameters as water 

quality, soil composition and nutrient levels 

and the adjoining landscape, individual sites 

may be designated as a wildlife management 

area, a mixed forest, a pine plantation or 

a streamside management zone. 

Recycling also plays a significant role in the 

environment. Temple-Inland has been a leader 

in the containerboard industry recycling effort 

and is one of the country's largest consumers 

of old boxes for direct conversion into new 

containers. In 2001, the Company utilized 

almost one million tons of used corrugated 

boxes as raw material for new corrugated boxes . . 

This is material that did not have to go to 

solid waste landfills. 

In 2001, Temple-Inland was again included in 

the Dow Jones Sustainability Group Index, 

which tracks the financial performance of 

the top 10% of sustainable companies. The 

Company was selected as the leader in the 

Containers and Packaging group, one of the 

sectors utilized for industry grouping. Leading 

companies in the index generate value by 

embracing long-term economic, environmental 

and social growth potential. 

Temple-Inland's social responsibility extends 

outside its forests and manufacturing opera­

tions and into the communities in which it 

operates and in which its employees live. 

From computers for schools, to food for the 

hungry, to cleaner air and water for everyone, 

the people ofTemple-Inland believe in helping 

make the world a better place. Temple-Inland 

employees help make housing a reality for 

lower-income families, donate to worthy 

causes and lend a helping hand to those in need. 

Temple-Inland supports and protects the 

environment and helps enrich the cultural life 

of its communities. These values are part of 

the Company's long-term heritage and 

commitment to the future. 

Temple-Inland 

is expanding its 

designated site protecting 

the best-known colony 

of the rare Whorled 

Sunflower. The 

Company is now developing the 

600-acre Coosa Valley 

Prairie Management Area to 

further protect and 

maintain this species' 

habitat. Recently 

rediscovered, 90 percent of the 

known Whorled Suriflowers 

exist on Temple -Inland property. 
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SELECTED FINA N CIAL DATA 

For the year 

(in millions except per share) 

Revenues 

Paper. . . .................. . 

Building Products. . ... . ................ . .. 

Financial Services . . . . ....... . ................. . 

Total revenues ....... . ... . ... . ... .. ..... . .. . .. .. . . . ....... . .... .. .. . 

Segment Operating Income 

Paper......... ........... . .... . . . ................ ................. . .. . 

Building Products . . . . . . . . . . . . . . . . . .. . . . . .. . .............. .. . ... . . 

Financial Services . . . . . . . . . . ........ . ......... . 

Segment operating income <•l........ . ...... . ... . ... . . . ... . ...... . 

Corporate expenses ... ....... . ... . ... . ....... .. ... . .. .. ......... ..... . . .. . . . 

Other income (expense) (b) ..... .. ......•.......•...•...•...• .. 

Parent company interest..... .. ................ .. 

Income before taxes ... . ... .. . 

Income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... . ....... . 

Income from continuing operations .. . 

Discontinued operations <cl ................ .. ............ . 

Effect of accounting change ...... . ................ . 

Net income ...................... ... . ........... . ... . 

Diluted earnings per share 

Income from continuing operations . 

Discontinued operations . . ........ . 

Effect of accounting change. 

Net income ................................. .. . .. 

Dividends per common share .. 

Average diluted shares outstanding: ........... . 

Common shares outstanding at year-end ..... . 

Depreciation and depletion: 

Manufacturing <•l ........ . .. . 

Financial Services .... . ... ..... ... . .. .. .. ... .. .. .......... . 

Capital expenditures: 

Manufacturing. 

Financial Services 

At year-end 

Total assets 

Parent company ..... 

Financial Services 

Long-term debt: 

Parent company. ... . .... .. . . ... . ....... .. ........ . 

Financial Services . . . . . . . . . . .. ... . .. .. . . . . . ... .. ...... . . . . .. .. . . . .. . ... . . 

Stock issued by subsidiaries ........ . ... . ... . ... . . . ........... . . . . ....... .. . 

Shareholders' equity ......................................... . .... ......... . 

Ratio of total debt to total capitalization - parent company . . ... . . . 

2001 

2,082 

726 

1,364 

4,172 

107 

13 

184 

304 

(30) 

1 

(98) 

177 

(66) 

111 

(2) 

109 

2.26 

(.04) 

2.22 

1.28 

49 .3 

49.3 

182 

23 

182 

26 

$ 4, 121 

15,738 

1,339 

214 

306 

1,896 

41% 

2000 

2,092 

836 

1,369 

4,297 

207 

77 

189 

473 

(33) 

(15) 

(105) 

320 

(125) 

195 

195 

3.83 

3.83 

1.28 

50.9 

49.2 

198 

18 

223 

34 

$ 4,011 

15,324 

1,381 

210 

306 

1,833 

43% 

1999 

1,869 

837 

1,116 

3,822 

104 

189 

138 

431 

(30) 

(95) 

306 

(115) 

191 

(92) 

99 

3.43 

(1.65) 

1.78 

1.28 

55.8 

54.2 

200 

17 

178 

26 

$ 4,005 

13,321 

1,253 

212 

226 

1,927 

39% 

1998 

1,707 

660 

1,036 

3,403 

39 

118 

154 

311 

(28) 

(47) 

(78) 

158. 

(70) 

88 

(21) 

(3) 

64 

1.59 

(0.38) 

(0.06) 

1.15 

1.28 

55.9 

55.6 

192 

14 

157 

39 

$ 4,308 

12,376 

1,501 

210 

225 

1,998 

43% 

1997 

1,768 

662 

923 

3,353 

(53) 

136 

132 

215 

(25) 

(82) 

108 

(49) 

59 

(8) 

51 

1.04 

(0.14) 

0.90 

1.28 

56.2 

56.3 

187 

13 

213 

18 

$ 4,170 

10,772 

1,356 

167 

150 

2,045 

40% 

(a) Se9ment operatin9 income for 2001 includes a $27 million reduction in depreciation expense resultin9jrom a chan9e in the estimated useful lives ef certain production equipment. Of this amount, $20 

million applies to the Paper Group and $7 million applies to the Buildin9 Products Group. 

(b) Other income (expense) includes (i) in 2001, a $20 million 9ain from the sale ef non-strate9ic timberlands and$ J 5 million in losses from the disposition ef under peiforming assets; (ii) in 2000, p $15 million loss 

from the decision to exit the fiber cement business; and (iii) in 1998, a $24 million loss from the disposition ef the Ar9entine operations and $23 million in losses and char9es related to other under peiformin9 assets. 

(c) Represents the bleached paperboard operations sold in 1999 and includes a loss on disposal ef $71 million. 
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MANAGEMENT'S DISCUSSION AND 

ANALYSIS OF FINANCIAL CONDITION 

AND RESULTS OF OP E RATIONS 

Management's Discussion and Analysis of 

Financial Condition and Results of Operations 

contains forward-looking statements that 

involve risks and uncertainties. The actual 

results achieved byTemple-Inland may differ 

significantly from the results discussed in 

the forward-looking statements. Factors that 

might cause such differences include general 

economic, market, or business conditions; the 

opportunities (or lack thereof) that may be 

presented to and pursued by Temple-Inland 

and its subsidiaries; the availability and price 

of raw materials used by Temple-Inland and 

its subsidiaries; competitive actions by other 

companies; changes in laws or regulations; and 

other factors, many of which are beyond the 

control ofTemple-Inland and its subsidiaries. 

RESULTS OF OPERATIONS FOR THE YEARS 

ENDED DECEMBER 200 I, 2000 AND I 999 

SUMMARY 

Consolidated revenues were $4.2 billion in 

2001, $4.3 billion in 2000 and $3.8 billion in 

1999. Income from continuing operations was 

$111 million in 2001, $195 million in 2000, and 

$ 191 million in 1999. Income from continuing 

operations per diluted share was $2.26 in 2001, 

$3.83 in 2000, and $3.43 in 1999. 

BUSINESS SEGMENTS 

Temple-Inland manages its operations through 

three business segments: Paper, Building 

Products and Financial Services. Each of these 

business segments is affected by the factors of 

supply and demand and changes in domestic 

and global economic conditions. These condi­

tions include changes in interest rates, new 

housing starts, home repair and remodeling 

activities, and the strength of the U.S. dollar, 

some or all of which may have varying 

degrees of impact on the business segments. 

As used herein the term "parent company" 

refers to Temple-Inland and its manufacturing 

business segments, Paper and Building Products 

with the Financial Services Group reported 

on the equity method. 

Critical Accounting Policies 

In preparing .the financial statements, 

Temple-Inland follows generally accepted 

accounting policies, which in many cases 

require Temple-Inland to make assumptions, 

estimates and judgments that affect the 

amounts reported. Many of these policies are 

relatively straightforward. There are, however, 

a few policies that are critical because they are 

important in determining the financial condition 

and results and they are difficult to apply. Within 

the parent company, they include asset impair­

ments and pension accounting and within the 

Financial Services Group, they include the 

allowance for loan losses and mortgage servicing 

rights. The difficulty in applying these policies 

arises from the assumptions, estimates and 

judgments that have to be made currently about 

matters that are inherently uncertain, such as 

future economic conditions, operating results 

and valuations as well as management inten­

tions. As the difficulty increases, the level of 

precision decreases, meaning that actual 

results can and probably will be different 

from those currently estimated. Temple-Inland 

bases its assumptions, estimates and judgments 

on a combination of historical experiences and 

other reasonable factors. 

Measuring assets for impairments requires 

estimating intentions as to holding periods, 

future operating cash flows and residual values 

of the assets under review. Changes in man -

agement intentions, market conditions or 

operating performance could indicate that 

impairment charges might be necessary. The 

expected long-term rate of return on pension 

plan assets is an important assumption in 

determining pension expense. In selecting that 

rate, consideration is given to both historical 

returns and future returns over the next 

quarter century. Differences between actual 

and expected returns will adjust future pension 

expense. Allowances for loan losses are based on 

loan classifications, historical experiences and 

evaluations of future cash flows and collateral 

values and are subject to regulatory scrutiny. 

Changes in general economic conditions or loan 

specific circumstances will inevitably change 

those evaluations. Measuring for impairment 

and amortizing mortgage servicing rights is 

largely dependent upon the speed at which 

loans are repaid and market rates of return. 

Changes in interest rates will affect both of these 

variables and could indicate that impairments 

or adjustments of the rate of amortization 

might be necessary. 

The Paper Group 

The Paper Group manufactures linerboard 

and corrugating medium that it converts into 

a complete line of corrugated and specialty 

packaging. The Paper Group operations consist 

of 4 linerboard mills, 1 corrugating medium 

mill, 53 converting plants, 8 specialty-converting 

plants and an interest in a gypsum facing paper 

joint venture. The Paper Group's facilities are 

located throughout the United States and in 

Mexico and Puerto Rico. 

During 2001, the Paper Group completed 

the acquisition of the corrugated packaging 

operations of Chesapeake Corporation, Elgin 

Corrugated Box Company and ComPro 

Packaging LLC. These operations consist of 

13 corrugated converting plants in eight states. 

These acquired operations did not contribute 

significantly to the Paper Group's 2001 oper­

ating income. During January 2002, the parent 

company initiated a tender offer to acquire 

Gaylord Container Corporation. The transaction 

is contingent on several matters including the 

tender of at least two-thirds of the outstanding 

shares and at least 90 percent in aggregate 

principal amount of senior notes and 82.6 

percent of the senior subordinated notes. The 

tender is scheduled to expire on February 

28, 2002, and will be funded from a bank 

financing commitment. 

The Paper Group's revenues come principally 

from the sales of corrugated packaging products 

and to a lesser degree from the sales of liner­

board in the domestic and export markets. 

The Paper Group's revenues were $2.1 billion 

in 2001, $2.1 billion in 2000 and $1.9 billion in 

1999. While revenues were flat in 2001 and up 

12 percent in 2000, the mix of revenues is 

changing. Corrugated packaging revenues rep­

resent 93 percent of total revenues in 2001 

and 91 percent in 2000 and 1999. In 2001, the 

corrugated packaging revenues derived from 

the acquired corrugated packaging operations, 

approximately $100 million, were offset by 

declines in domestic shipments due to the 

weakening economy. Average box prices 
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were up 2 percent and box shipments were 

unchanged. Excluding the acquired corrugated 

packaging operations, average box prices 

would have been up 1 percent, and shipments 

would have been down 3 percent. Revenues 

and volumes were also affected by the poor 

performance of the specialty packaging oper­

ations. Until the economy improves, box 

shipments will likely remain weak, and box 

prices will likely trend downward. The changes 

in revenues in 2000 and 1999 were due to 

increases in average box prices, up 17 percent 

in 2000 and 3 percent in 1999 with essentially 

no change in volumes. 

The decrease in linerboard revenues in 2001 

was due to lower prices, down 7 percent, and 

lower shipments, down 14 percent. The weak­

ening economy softened the market for 

domestic linerboard while increased off shore 

capacity and a strong U.S. dollar continued to 

affect export markets. Until the economy 

improves, the downward trend in the domestic 

linerboard market will probably continue. It 

is likely that the downward trend in export 

demand will continue during 2002 due to 

significant new offshore capacity. The changes 

in revenues in 2000 and 1999 were due to 

increases in average prices, up 20 percent in 

2000 and 6 percent in 1999, with volumes down 

10 percent in 2000 and up 61 percent in 1999. 

Costs, which include production, distribution 

and administrative costs, were $2.0 billion 

in 2001, $1.9 billion in 2000 and $1.8 billion in 

1999. The change in costs in 2001 was due to 

the acquired corrugated packaging operations 

and higher costs for energy, principally natural 

gas, up $30 million, labor and benefit costs, 

up $19 million, and new technology systems, 

up $14 million. Costs were also affected by 

the poor performance of the specialty pack­

aging operations. Partially off setting these 

increases were lower OCC costs, down $35 

million, and lower depreciation expense, 

down $20 million. The changes in costs in 

2000 were due to higher energy costs, up $10 

million, and higher OCC costs coupled with 

increased outside purchases of corrugating 

medium. Energy costs began to rise during 

the second quarter 2000 and continued to rise 

through the second quarter 2001. Energy costs 

peaked during the second quarter 2001 and 
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began to decline the remainder of 2001 reaching 

more normalized levels by year-end 2001. OCC 

represented 38 percent, 41 percent and 46 

percent of the fiber requirements during the 

last three years. OCC prices began to decline 

near the end of the second quarter 2000 and 

continued to decline through the second 

quarter 2001. OCC prices have remained rela­

tively constant since then. OCC costs averaged 

$69 per ton in 2001, $107 per ton in 2000 and 

$89 per ton in 1999. Year-end OCC prices were 

$53 per ton in 2001, $67 per ton in 2000 and $99 

per ton in 1999. The reduction in depreciation 

expense was due to the lengthening of estimated 

useful lives of certain production equipment 

beginning January 2001. 

Mill production was 2. 1 million tons in 2001, 

2. 3 million tons in 2000 and 2. 7 million tons 

in 1999. Of the mill linerboard production, 

83 percent in 2001 and 80 percent in 2000 and 

1999 was used by the corrugated packaging 

operations; the remainder was sold in the 

domestic and export markets. Production was 

affected by curtailments due to market, main­

tenance and operational factors in 2001 and 

2000 and by the conversion of the Newport 

medium mill (285,000-ton annual capacity) 

in 2000. Production curtailments totaled 

327,000 tons in 2001 and 315,000 tons in 2000. 

Production curtailments were minimal in 1999. 

The No. 2 paper machine (220,000-ton annual 

capacity) at the Orange, Texas linerboard mill 

was shut down for an indefinite period in 

December 2001 due to weak market conditions. 

Absent an improvement in market conditions, 

it is likely that the Paper Group will continue to 

curtail production in 2002. 

The joint venture conversion of the Newport 

mill to enable it to produce lightweight gypsum 

facing paper was completed during third 

quarter 2000. Start-up and production issues 

coupled with weak market conditions have 

hampered this venture. Consequently, the mill 

continues to produce some corrugating 

medium, a large portion of which was pur­

chased by the Paper Group, 159,400 tons in 

2001 and 72,000 tons in 2000. The joint venture 

expects to have the production issues resolved 

during the first quarter 2002; however, it is 

uncertain when market conditions for gypsum­

facing paper will improve. 

The Paper Group is continuing its efforts 

to enhance return on investment, including 

reviewing operations that are unable to meet 

return objectives and determining appropriate 

courses of actions. During 2001, the Paper 

Group sold its corrugated packaging operation 

in Chile at a loss of $5 million. The Paper Group 

also restructured and downsized its specialty 

packaging operations at a loss of $4 million 

and recognized an impairment charge of $4 

million related to its interest in a glass bottling 

venture operation in Puerto Rico. These losses 

are included in other expenses. Other initiatives 

included the December 1999 sale of the bleached 

paperboard operation, which resulted in a loss 

on disposal of $71 million. 

The Paper Group's operating income was $107 

million in 2001, $207 million in 2000 and 

$ 104 million in 1999. 

The Building Products Group 

The Building Products Group manufactures 

a variety of building products including lumber, 

particleboard, medium density fiberboard 

(MDF) and gypsum wallboard. The Building 

Products Group operations consist of 19 facil­

ities including a particleboard plant and an 

MDF plant operated under long-term operating 

lease agreements and interests in a gypsum 

joint venture and an MDF joint venture. The 

Building Products Group operates in the United 

States and Canada and manages the company's 

2.1 million acres of owned and leased tim­

berlands located in Texas, Louisiana, Georgia 

and Alabama. 

The Building Products Group's revenues 

were $726 million in 2001, $836 million in 

2000 and $837 million in 1999. Average prices 

for lumber, particleboard, and gypsum fell 

during 2001. During 2001, prices for lumber 

were down 5 percent, particleboard down 

14 percent and gypsum down 39 percent 

while prices for MDF were up 4 percent due 

to improved product mix. For 2001, shipments 

of lumber were up 15 percent, particleboard 

down 14 percent, gypsum down 13 percent 

and MDF up 5 percent. Lumber shipments 

were up primarily due to the new Pineland 

sawmill, which began operations in second 

quarter 2001. Particleboard shipments were 

down due to the explosion at the Mount Jewett 
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facility, which closed the facility for about 

five months during 2001 and weaker market 

conditions . Other revenue includes sales of 

small tracts of high-value use timberlands 

($18 million in 2001, $11 million in 2000 

and $14 million in 1999) and deliveries under 

a long-term fiber supply agreement entered 

into in connection with the 1999 sale of the 

bleached paperboard operations. The lumber, 

particleboard and gypsum markets continue 

to be affected by over capacity and weak 

demand. It is likely that these conditions will 

continue for much of 2002. The MDF markets 

could also be affected by new industry capacity 

coming on line in 2002. 

Costs, which include production, distribution 

and administrative costs, were $713 million in 

2001, $759 million in 2000 and $648 million in 

1999. The change in costs in 2001 was due to 

lower production volumes, lower depreciation 

expense and the disposition of the fiber cement 

venture during the third quarter 2000 offset by 

higher energy costs, principally natural gas. 

Fiber costs were relatively unchanged. Depre­

ciation expense was reduced by $7 million due 

to the lengthening of estimated useful lives 

of certain production equipment beginning 

January 2001. Energy costs were up $8 million. 

Energy costs peaked during the second quarter 

2001 and began to decline during the remainder 

of 2001 reaching more normalized levels by 

year-end 2001. The change in costs in 2000 was 

due to additional manufacturing facilities, an 

increase in energy costs, up $7 million, and 

$ 13 million of operating losses from the fiber 

cement venture. 

Operations 

Production was curtailed due to market con­

ditions to varying degrees in most product lines 

beginning the third .quarter 2000 and continuing 

through year-end 2001 . For 2001, production 

averaged from a low of 66 percent to a high of 

77 percent of capacity in the various product 

lines. Production curtailments were minimal 

in 1999 . The Building Products Group's joint 

venture operations also experi~nced production 

curtailments during 2001 due to market con­

ditions. During the first quarter 2001, the MDF 

joint venture in El Dorado, Arkansas was shut 

down due to market conditions, higher energy 

prices and reconstruction of the heat energy 

system of the plant. Production at this facility 

resumed in the second quarter 2001. Absent an 

improvement in market conditions, it is likely 

that the Building Products Group and its 

joint venture operations will continue to curtail 

production to varying degrees in the various 

product lines in 2002. 

The Building Products Group is continuing its 

efforts to enhance return on investment, 

including reviewing operations that are unable 

to meet return objectives and determining 

appropriate courses of action. During 2001, the 

Building Products Group performed a review 

of its 600,000 acres of timberlands in Georgia 

and Alabama and identified approximately 

110,000 acres of non-strategic fee and leased 

timberlands. During September 2001, approx­

imately 78,000 acres of these non-strategic 

timberlands were sold for $54 million resulting 

in a gain of $20 million, which is included in 

other income. The remaining non-strategic 

timberlands will be sold over time. This review 

also identified approximately 160,000 acres of 

timberlands in Georgia that will be converted 

over time to higher value use. In addition, the 

Building Products Group is addressing pro­

duction cost issues at its MDF facilities. 

The Building Products Group's operating 

income was $13 million in 2001, $77 million in 

2000 and $189 million in 1999. 

The Financial Services Group 

The Financial Services Group operates a savings 

bank and engages in mortgage banking, real 

estate and insurance brokerage activities. The 

savings bank, Guaranty Bank (Guaranty), prima­

rily conducts business through banking centers 

in Texas and California. The mortgage banking 

operation originates single-family mortgages 

and services them for Guaranty and unrelated 

third parties. Real estate operations include the 

development of residential subdivisions and 

multi-family housing and the management and 

sale of income producing properties, which are 

principally located in Texas, Colorado, Florida, 

Tennessee and California. The insurance broker­

age operation sells a range of insurance products. 

During 2001, the Financial Services Group 

acquired an asset-based loan portfolio and two 

mortgage production operations. During 2000, 

the Financial Services Group acquired American 

Finance Group, Inc. (AFG), a commercial finance 

company engaged in leasing and secured 

lending. During 1999, the Financial Services 

Group acquired Hemet Federal Savings and Loan 

Association (Hemet) and the assets of Fidelity 

Funding Inc. (Fidelity), an asset-based lender. 

The Financial Services Group revenues, consisting of interest and noninterest income, were $1 .4 billion in 2001, $1.4 billion in 2000 and $1.1 billion 

in 1999. Selected financial information for the Financial Services Group follows: 

For the y ear 

(in millions) 

Net interest income .. . 

Provision for loan losses . . 

N oninterest income . .. . . . 

Noninterest expense . . . . 

Minority interest. ... . 

Operating income . . .. . 

2001 

426 

(46) 

363 

(540) 

(19) 

$ 184 

2000 

389 

(39) 

280 

(423) 

(18) 

$ 189 

1999 

299 

(38) 

280 

(388) 

(15) 

$ 138 
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Net interest income was $426 million in 2001, $389 million in 2000 and $299 million in 1999. The increases in net interest income are primarily due 

to growth and changes in the mix of average earning assets and.interest-bearing liabilities. The changes in the net yield are primarily due to changes in 

the mix of the assets and liabilities and the timing of their repricing to market rates. The following table presents average balances, interest income 

and expense, and rates by major balance sheet categories: 

2001 2000 1999 

Average Yield/ Average Yield/ Average Yield/ 
For the year Balance Interest Rate Balance Interest Rate Balance Interest Rate 

(dollars in millions) 

Assets 

Cash equivalents and securities $ 3,164 195 6.16% $ 3, 137 205 6.53% 2,450 $ 131 5.35% 

Loans and mortgage 

loans held for sale(!) ........ . . . . 11,166 806 7.22% 10,377 884 8.52% 9,482 705 7.43% 

Total interest-earning assets .... . .... 14,330 $ 1,001 6.99% 13,514 $ 1,089 8.06% 11,932 $ 836 7.01% 

Other assets ... .. . . . . .. ... . . ...... . ... . ....... 1,048 1,077 1,066 

Total assets .. ......... . .. . $ 15,378 $ 14,591 $ 12,998 

Liabilities and Equity 

Deposits: 

Interest-bearing demand .. 2,838 77 2.72% 2,294 93 4.04% 1,851 $ 56 3.04% 

Savings deposits ...... . ... . . 172 1.89% 189 4 1.94% 215 5 2.17% 

Time deposits .. . .. . . ... .. ... ... .. .. .. .... .. 5,990 319 5.32% 6,993 396 5.67% 6,052 318 5.25% 
---

Total interest-bearing deposits ...... 9,000 399 4.44% 9,476 493 5.20% 8,118 379 4.66% 

Advances from FHLBs . ... ....... ... 3,412 139 4.08% 2,511 159 6.35% 2,683 139 5.19% 

Securities sold under 

repurchase agreements ... . . .. . . . ....... . . 594 23 3.84% 484 32 6.51% 112 4.98% 

Other borrowings ............................ 235 14 5.91% 217 16 7.34% 217 14 6.35% 
--- --

Total interest-bearing liabilities ..... 13,241 575 4.34% 12,688 700 5.52% 11, 130 $ 537 4 .83% 

Other liabilities ...... . ..... 687 597 731 

Stock issued by subsidiaries ... . . . . . . 308 230 227 

Shareholder's equity . . . . . .. . ... . .. 1,142 1,076 910 

Total liabilities and equity ...... . . .. . . . .. . . .. $ 15,378 $ 14,591 $ 12,998 

Net interest income. 426 389 $ 299 

Net yield on interest-earning assets .. 2.97% 2.88% 2.51% 

(I) Nonaccruing loans are included in loans and mortgage loans held for sale. 

A portion of the increase in average interest-earning assets in 2001 was the result of the first quarter 2001 acquisition of an asset-based lending 

portfolio and the first quarter 2000 acquisition of AFG. The remainder of the increase in 2001 was due to internally generated growth, primarily in 

construction and development loans, mortgage warehouse loans, commercial and business loans and mortgage loans held for sale. A portion of the 

increase in average interest-earning assets in 2000 was the result of the first quarter 2000 acquisition of AFG and the mid-1999 acquisitions of Hemet 

and Fidelity. The remainder of the increase in 2000 was due to internally generated growth, primarily in construction and development loans and 

commercial and business loans and purchases of mortgage-backed securities. As a percentage of average earning assets, loans, which include loans and 

mortgage loans held for sale, were 78 percent in 2001, 77 percent in 2000 and 79 percent in 1999. 

The decline in average interest-bearing deposits in 2001 was the result of very competitive markets. Despite paying rates for new deposits at a historically 

high spread, non-renewed maturing deposits exceeded new deposits during 2001. A portion of the increase in average interest-bearing deposits in 2000 

was the result of the mid-1999 acquisition of Hemet. The remainder of the increase was the result of internally generated growth through new product 

offerings and marketing campaigns. See Note G to the Financial Services Group Summarized Financial Statements for further information regarding 

deposits. The increase in average borrowings in 2001 resulted from the competitive deposit market and the growth in average earning assets. The increase 

in average borrowings in 2000 resulted from the growth in average earning assets outpacing the growth in average interest-bearing deposits. 
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The following table presents the changes in net interest income attributable to changes in volume and rates of interest-earning assets and 

interest-bearing liabilities. 

2001 Compared with 2000 2000 Compared with 1999 

Increase (Decrease) Due to <1> Increase (Decrease) Due to (I) 

Volume Rate Total Volum e Rate Total 

(in millions) 

Interest income: 

Cash equivalents and securities . ... .. . . ... .. . . 2 $ (12) $ (10) $ 41 $ 33 $ 74 

Loans and mortgage loans held for sale .. ... 64 (142) (78) 70 109 179 
-- --

Total interest income . ... .. .. . .. .... ... . . . . . . . .. . ... . $ 66 $ (154) $ (88) $ 111 $ 142 $ 253 

Interest expense: 

Deposits: 

Demand and savings deposits . ..... . . . . . ... . ... . ... $ 18 $ (35) $ (17) $ 15 $ 21 $ 36 

Time deposits .. . ... .... . . ... ... . . ... . . . ... .. .. . ... .. .. (54) (23) (77) 52 26 78 --- --
Total interest on deposits .... . .. ... .. . .. .. . .. .. . (36) (58) (94) 67 47 114 

Advances from FHLBs . .. . .. · · ·· · · ·· ··· ·· · ······ 47 (67) (20) (9) 29 20 

Securities sold under 

repurchase agreements. . .... . . .. .. . ... . . . . . ... . . . .. 6 (15) (9) 24 27 

Other borrowings .. . ...... .. . . .. . . ... .. . . . . ... ..... . ... . _Q2_ (2) 2 2 
--

Total interest expense .. ... ... . .. . . ... . . . . .. . . ... . $ 17 $ (142) $ (125) $ 82 $ 81 $ 163 

Net interest income . .. . . . . . . .. ... . . . . . . $ 49 ~ 37 $ 29 $ 61 $ 90 

( I ) The chan9e in interest income and expense due to both volume and rate has been allocated to volume and rate chan9es in proportion to the relationship ef the absolute dollar amounts ef the chan9e in each. 

The provision for loan losses was $46 million in 2001, $39 million in 2000 and $38 million in 1999. The increase in 2001 was primarily the result of 

a decline in asset quality related to loans in the construction and development (senior housing) and commercial and business (asset-based) portfolios. 

Loan growth and a change in the mix of the loan portfolio affected both 2000 and 1999. 

Noninterest income includes service charges, fees, and the revenues from mortgage banking, real estate and insurance activities. Noninterest 

income was $363 million in 2001 and $280 million in 2000 and in 1999. The growth in noninterest income in 2001 was due to increased mortgage 

banking and insurance revenues and fee-based products. Mortgage banking revenues were up almost 200 percent due to acquisitions and the high 

level of refinance activity resulting from low interest rates. This was partially offset by a reduction in servicing revenues due to the sale of $8.6 billion 

in loans during the second quarter 2001 and an increase in amortization expense and impairment reserves due to the high level of prepayments. 

In 2000, the growth in fee-based products was offset by declines in mortgage banking revenues due to the impact of the higher interest rate environment 

on mortgage financing and refinancing activities. 

Noninterest expense includes compensation and benefits, real estate operations, occupancy and data processing expenses. Noninterest expense was 

$540 million in 2001, $423 million in 2000 and $388 million in 1999. The growth in noninterest expense in 2001 was primarily due to the acquired 

mortgage banking production operations and asset-based portfolios and expenses associated with new product offerings. The growth in noninterest 

expense in 2000 was primarily due to the acquired savings bank operation. 
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Earnin9 Assets 

Securities, which include mortgage-backed and other securities, were $3.4 billion at year-end 2001, $3.3 billion at year-end 2000 and $2.5 billion 

at year-end 1999 . Purchases and securitizations totaling $948 million offset payments received on securities in 2001. The increase in 2000 was the 

result of purchases of $1.0 billion partially offset by maturities and prepayments. See Note D to the Financial Services Group Summarized 

Financial Statements for further information regarding securities. Mortgage loans held for sale were $958 million at year-end 2001, $232 million at 

year-end 2000 and $252 million at year-end 1999. The increase at year-end 2001 resulted from the growth in the mortgage production operations due 

to acquisitions and high refinancing activities due to the lower interest rate environment. 

Loans were $10.0 billion at year-end 2001, $10 .5 billion at year-end 2000 and $9.4 billion at year-end 1999. The following table summarizes the 

composition of the loan portfolio. 

At year -end 2001 2000 1999 1998 1997 

(in millions) 

Real estate mortgage .... $ 2,872 3,600 $ 3,763 $ 4, 133 $ 4,036 

Construction and development ( I) . .•.. .... . . . ... . .. . 4,234 4,007 3,253 2,210 1,379 

Commercial and business .. .. .. . . ... .. . ... 2,116 1,681 1,265 1,031 582 

Consumer and other, net .... .... . ... . 764 1,224 1, 128 844 585 ---- ---
9,986 10,512 9,409 8,218 6,582 

Less allowance for loan losses . .. ... . ..... ... .. .. . . .... (139) (118) ~ ~ ___® 
$ 9,847 $ 10,394 $ 9,296 $ 8, 131 $ 6,491 

Cl) Includes residential construction 

The Financial Services Group continued to alter the mix of the loan portfolio through increased lending in the construction and development, 

mortgage warehouse, and commercial and business areas and the introduction of new products. These changes to the loan portfolio provide further 

product and geographic diversification. 

Lending activities are subject to underwriting standards and liquidity considerations. Specific underwriting criteria for each type of loan are outlined 

in a credit policy approved by the Board of Directors of the savings bank. In general, commercial loans are evaluated based on cash flow, collateral, 

market conditions, prevailing economic trends, character and leverage capacity of the borrower and capital and investment in a particular property, 

if applicable. Most small business and consumer loans are underwritten using credit-scoring models that consider factors including payment capacity, 

credit history and collateral. In addition, market conditions, economic trends and the character of the borrower are considered. The credit policy, 

including the underwriting criteria for lo~ categories, is reviewed on a regular basis and adjusted when warranted. 

Construction and development and commercial and business loans by maturity date at year-end 2001 follow: 

Construction and Development Commercial and Business 

Variable Rate Fixed Rate Variable Rate Fixed Rate Total 

(m millions) 

Due within one year ... . ... . $ 2,598 90 613 $ 42 $ 3,343 

After one but within five years . .... .. . 1,525 21 839 368 2,753 

99 155 254 
-- ---

After five years . . . . . . . . . . ....... . ...... ...... . . 

$ 4, 123 $ 111 ~ $ 565 $ 6,350 

Copied from an original at The History Center, Diboll, Texas.     www.TheHistoryCenterOnline.com     2011:045



T E M P L E -INLAND IN C. D. 20 01 ANNUAL REP O RT M ANAGEMENT'S DI SCUSS I ON AND ANALYS I S 

Asset Qyality 

Several important measures are used to evaluate and monitor asset quality. They include the level of loan delinquencies, nonperforming loans and 

assets and net loan charge-offs compared to average loans. 

At year-end 200 1 

(dollars in millions) 

Accruing loans past due 30-89 days ............... . ........ .. 107 

Accruing loans past due 90 days or more .. .. .. . . ............ . 

Accruing loans past due 30 days or more . . 107 

N onaccrual loans . ......... . ... . ... .. .. .. . . . . . .. . . . .. . ... . .. . . .. ...... . .... . 166 

Restructured loans.. . . .. .. . . . . . .. . . . .. . . . ... ... ..... ... . .. . ..... . ... . . ....... . . 

Nonperforming loans ... .... . ...... ....... . .. . . .. . 166 

Foreclosed property... . ... . ......... .......... . ... . 2 

Nonperforming assets . . . . . . . . . . . . . ..................... . . 168 

Allowance for loan losses .. . . ... . 139 

Net charge-offs ...... .. .. . .. . .. . 27 

Nonperforming loan ratio . . . . . . .... . ...... . . . .............. ... ..... ..... . ... . . . 1.67% 

Non performing asset ratio ... . ... ..... . . . . ... . .. .... ........ ... .. . .. . . . ....... . . 1.68 % 

Allowance for loan losses I total loans ...... . ... . . 1.39% 

Allowance for loan losses I nonperforming loans .. . 83 .73% 

Net loans charged off I average loans .......................... . ....... ............. . 0 .25 % 

Accruing delinquent loans past due 30 days or 

more were 1. 10 percent of total loans at year­

end 2001, 1.67 percent at year-end 2000 and 

1. 07 percent at year-end 1999. There were no 

accruing delinquent loans past due 90 days or 

more at year-end 2001. Accruing delinquent 

loans past due 90 days or more were 0.06 

percent at year-end 2000 and 0.07 percent at 

year-end 1999. 

Nonperforming loans consist of nonaccrual 

loans (loans on which interest income is not 

currently recognized) and restructured loans 

(loans with below market interest rates or 

other concessions due to the deteriorated 

financial condition of the borrower). Interest 

payments received on nonperforming loans 

are applied to reduce principal if there is 

doubt as to the collectibility of contractually 

due principal and interest. Nonperforming 

loans increased in 2001 due to loans in the 

construction and development (senior housing) 

and commercial and business (asset-based) 

portfolios. One of the asset-based loans was 

affected by the events of September 11, 2001, 

and is currently being restructured. This increase 

in nonperforming loans resulted in a decline 

in the allowance as a percent of nonperforming 

loans; 83.73 percent at year-end 2001 com­

pared with 179.73 percent at year-end 2000. 

The allowance as a percent of total loans 

increased to 1.39 percent at year-end 2001 

compared with 1.12 percent at year-end 

2000. Nonperforming loans declined in both 

dollars and as a percent of total loans in 2000; 

the allowance as a percent of nonperforming 

2000 1999 

170 95 

6 6 

176 101 

65 85 

65 85 

3 8 

68 93 

118 113 

36 24 

0.62% 0.90% 

0.65% 0.99% 

1.12% 1.20% 

179.73% 133.52% 

0.35% 0.26% 

loans increased in 2000. Loans accounted for 

on a nonaccrual basis, accruing loans that are 

contractually past due 90 days or more, and 

restructured or other potential problem 

loans were less than 2 percent of total loans as 

of the most recent five year ends. The aggregate 

amounts and the interest income foregone on 

such loans are immaterial. 

The investment in impaired loans was $66 million 

at year-end 2001 and $6 million at year-end 

2000, with a related allowance for loan losses 

of $28 million and $3 million, respectively. The 

average investment in impaired loans during 

2001 and 2000 was $37 million and $45 million, 

respectively. The related amount of interest 

income recognized on impaired loans for 2001 

and 2000 was immaterial. 
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Allowance for Loan Losses 

The allowance for loan losses is comprised of specific allowances, general allowances and an unallocated allowance. Management continuously 

evaluates the allowance for loan losses to ensure the level is adequate to absorb losses inherent in the loan portfolio. The allowance is increased 

by charges to income and by the portion of the purchase price related to credit risk on loans acquired through bulk purchases and acquisitions, 

and decreased by charge-offs, net of recoveries. 

Specific allowances are based on a thorough review of the financial condition of the borrower, general economic conditions affecting the 

borrower, collateral values and other factors. General allowances are based on historical loss trends and management's judgment concerning those 

trends and other relevant factors, including delinquency rates, current economic conditions, loan size, industry competition and consolidation, 

and the effect of government regulation. The unallocated allowance provides for inherent loss exposures not yet identified. The evaluation of the 

appropriate level of unallocated allowance considers current risk factors that may not be apparent in historical factors used to determine the 

specific and general allowances. These factors include inherent delays in obtaining information and the volatility of economic conditions. 

Changes in the allowance for loan losses were: 

For the year 

(dollars in millions) 

Balance at beginning of year . . 

Charge-offs : 

Real estate mortgage ..... . . 

Commercial and business . .. ....... . .... ....... ..... . . 

Consumer and other . .. 

Recoveries: 

Real estate mortgage. . . . ... . ... ... ............ . ... .. . 

Consumer and other . . . . . . . ....... .. .... . ......... .. . . 

Net charge-offs.. . .... .. ... .... .. . 

Additions charged to operations .. ... .. .. . . . . . 

Acquisitions and bulk purchases of loans, 

net of adjustments .. .. ........ ... .. ......... . . . . . 

Balance at end of year. . . . . . .. .... . ...... . .. .. . .. .. . .. ... . 

Ratio of net charge-offs during the year to 

average loans outstanding during the year .. ..... . 

2001 

$ 118 

(28) 

(3) 

(31) 

1 

4 

(27) 

46 

2 

$ 139 

.25% 

2000 

$ 113 

(22) 

(11) 

(4) 

(37) 

(36) 

39 

2 

$ 118 

.35% 

1999 

$ 87 

(16) 

(7) 

(2) 

(25) 

1 

1 

(24) 

38 

12 

$ 113 

.26% 

1998 

$ 91 

(6) 

(2 ) 

(8) 

3 

(5) 

$ 87 

.07% 

1997 

$ 68 

(5) 

(1) 

(2) 

(8) 

2 

(6) 

(2) 

31 

$ 91 

.10% 

An analysis of the allocation of the allowance for loan losses follows. Allocation of a portion of the allowance does not preclude its availability to 
absorb losses in other categories of loans. 

2001 2000 1999 1998 1997 

Cate9ory Cate9ory Cate9ory Cate9ory Cate9ory 
as a % as a % as a % as a % as a % 
ojTota1 cf Total of Total cf Total cjTota1 

Allowance Loans Allowance Loans Allowance Loans Allowance Loans Allowance Loans 

Real estate mortgage $ 14 29% $ 26 34% $ 60 40% $ 36 50% $ 46 61% 
Construction and 

development .. . 62 42% 30 38% 24 35% 17 27% 15 21% 
Commercial 

36 21% 31 16% 12 13% 14 13% 4 9% 
3 8% 5 12% 5 12% 10% 3 9% 

ocated 24 26 12 17 23 -- --
$ 139 100% $ 118 100% $ 113 100% $ 87 100% $ 91 100% 
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The allowance allocated to real estate mortgage 

was down in 2001 due to a reduction in loans 

outstanding and improved credit quality and 

down in 2000 due to charge-offs ofloans pre­

viously provided for. The amount allocated to 

construction and development was up in 2001 

and 2000 due to loans in the senior housing 

industry. The amount allocated to commercial 

and business loans was up in 2001 due to the 

growth in asset-based lending partially offset 

by charge-offs of syndicated loans previously 

provided for. The decrease in the unallocated 

allowance in 2001 was the result of a more 

mature construction and development portfolio 

reducing construction period and lease-up 

risk. The unallocated amount was up in 2000 as 

a reflection of slowing economic activity and 

an increase in the size of the loan portfolio. 

The allowance for loan losses is considered 

adequate based on information currently 

available. However, adjustments to the allowance 

may be necessary due to changes in economic 

conditions, assumptions as to future delinquen­

cies or loss rates and intent as to asset disposition 

options. In addition, regulatory authorities 

periodically review the allowance for loan 

losses as a part of their examination process. 

Based on their review, the regulatory author­

ities may require adjustments to the allowance 

for loan losses based on their judgment about 

the information available to them at the time 

of their review. 

Mortgage Banking Activities 

Mortgage loan originations were $7.6 billion 

in 2001, $ 2. 1 billion in 2000 and $ 3. 7 billion in 

1999. The record production in 2001 was due 

to the acquisition of production operations in 

the upper mid-west and mid-Atlantic regions 

and the high level of refinance activity resulting 

from the low interest rate environment. 

Higher interest rates during 2000 resulted in 

a significant reduction in mortgage refinancing 

activity, contributing to a reduction in mortgage 

loan originations. Mortgage servicing portfolio 

runoff was 26.1 percent in 2001, 13 .9 percent 

in 2000 and 21 . 0 percent in 1999. The changes in 

the runoff rates are due to the lower interest 

rate environments in 2001 and 1999, leading 

to high levels of refinancing, and a relatively 

higher interest rate environment in 2000 

resulting in low levels of refinancing. The 

mortgage-servicing portfolio was $11.4 billion 

at year-end 20D1 and $19.5 billion at year-end 

2000. The decrease was due to the sale of $8.6 

billion in servicing during the second quarter 

2001 and the accelerated runoff rate. The accel­

erated runoff rate was due to prepayments in 

the lower rate environment, partially offset by 

the retention of servicing on a portion of the 

mortgage loans originated. 

Other Matters 

The Financial Services Group is continuing 

its efforts to enhance return on investment, 

including reviewing operations that are unable 

to meet return objectives and determining 

appropriate courses of action. During January 

and February 2002, a plan was enacted to 

exit certain businesses and product delivery 

methods that were not expected to meet return 

objectives in the near term. This action resulted 

in a reduction in force and the write-off of 

certain technology investments; however, the 

ongoing cost savings from these actions is 

anticipated to exceed significantly the related 

severance and write-off expenses. During 2001, 

the Financial Services Group completed acqui­

sitions that significantly increased its mortgage 

production capacity. In addition, the mortgage 

loan-servicing portfolio was reduced by 

approximately 40 percent during the year 

through a bulk sale of servicing and an increase 

in the sale of servicing with loan production. 

The acquisitions and change in the size of the 

servicing portfolio were designed to reposition 

the mortgage banking operations to be more 

of a production operation and to minimize 

impairment risk associated with mortgage 

servicing rights. 

Corporate, Interest 

and Other Income/Expense 

Corporate expenses were $30 million in 2001, 

$33 million in 2000 and $30 million in 1999. 

The decrease in 2001 was primarily due to 

reduced pension costs. 

Parent company interest expense was $98 

million in 2001, $105 million in 2000 and $95 

million in 1999. The average interest rate on bor­

rowings was 6.3 percent in 2001and7.2 percent 

in 2000. In addition, during 2001, debt was 

reduced $43 million. Parent company interest 

expense for 1999 was reduced $28 million to 

reflect an allocation of parent company debt to 

the discontinued bleached paperboard opera­

tion, which was sold at year-end 1999. 

Other income/ expense primarily consists of 

gains and losses on the sale or disposition of 

under-performing and non-strategic assets. For 

2001, it includes a $20 million gain on the sale 

of non-strategic timberlands and $13 million of 

losses related to under-performing assets. It 

also includes a $4 million fair value adjustment 

of an interest rate swap agreement before its 

designation as a cash flow hedge. For 2000, 

other income/ expense consists of a $15 million 

charge related to the decision to exit the fiber 

cement business. 

Pension Credits 

Non-cash pension credits were $18 million 

in 2001, $9 million in 2000, $1 million in 1999. 

The increase in the pension credit in 2001 

and 2000 reflects the cumulative better than 

expected performance of the pension plan assets 

through year-end 2000 and 1999. Based upon 

the actuarial valuation as of year-end 2001, 

the pension credit will revert to a pension 

expense of approximately $5 million for 2002. 

This is due mainly to less than expected per­

formance of the pension plan assets through 

year-end 2001. 

Income Taxes 

The effective tax rate was 37 percent in 2001, 

39 percent in 2000 and 38 percent in 1999. The 

difference between the effective tax rate and 

the statutory rate is due to state income 

taxes, nondeductible goodwill amortization 

and losses in certain foreign operations for 

which no financial benefit was recognized. 

The 2001 rate reflects a one time, 3 percent, 

financial benefit realized from the sale of the 

corrugated packaging operation in Chile. 

Average Shares Outstanding 

Average diluted shares outstanding were 49.3 

million in 2001) 50.9 million in 2000 and 55.8 

million in 1999. The decreases of 3 percent in 

2001 and 9 percent in 2000 were due mainly to 

the effects of share repurchases under the stock 

repurchase programs authorized during the 

fourth quarter 1999 and the third quarter 2000. 
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CAPITAL RESOURCES AND 

LIQUIDITY FOR THE YEAR 2001 

The consolidated net assets invested in the 

Financial Services Group are subject, in varying 

degrees, to regulatory rules and regulations 

including restrictions on the payment of 

dividends to the parent company. Accordingly, 

the parent company and the Financial Services 

Group capital resources and liquidity are 

discussed separately. 

Parent Company 

Operatin9 Activities 

Cash from operations was $346 million, down 

10 percent. The decrease was due to lower 

earnings offset in part by better use of 

working capital and an increase in dividends 

received from the Financial Services Group. 

Dividends received from the Financial Services 

Group totaled $124 million in 2001 and $110 

million in 2000. 

Depreciation and amortization was $186 million, 

down $16 million. The decrease was due to the 

revisions in the estimated useful lives of certain 

production equipment, which reduced depre­

ciation by $27 million, partially offset by an 

increase in amortization of new technology 

systems and new capital additions. 

TEMPLE-INLAND !NC. £>. 2001 ANNUAL REPORT MANAGEMENT'S DI SCUSS IO N AND ANALYSIS 

lnvestin9 Activities 

Capital expenditures ·were $184 million, down 

17 percent. Capital expenditures are expected 

to approximate $140 million for 2002. 

Cash proceeds from the sale of 78,000 acres of 

non-strategic timberland were $54 million. Cash 

used to acquire three corrugated packaging 

operations totaled $ 144 million and $15 million 

was invested in existing building products 

joint ventures. 

There were no capital contributions to the 

Financial Services Group during 2001 . 

Financin9 Activities 

Long-term debt was reduced by $43 million, 

including a $25 million non-cash reduction 

arising from the sale of the corrugated pack­

aging operation in Chile. 

During 2001, $200 million of 9.0 percent term 

notes were repaid using $100 million of short­

term borrowings and $ 100 million from an 

existing three -year revolving credit agreement. 

In the fourth quarter 2001, a wholly-owned 

and consolidated subsidiary established a new 

$200 million trade receivable backed revolving 

credit due in November 2002. Under this 

agreement, the subsidiary purchases, on an 

ongoing basis, substantially all of the parent 

company's trade receivables. As the parent 

company requires funds, the subsidiary draws 

under its revolving credit agreement, pledges 

the trade receivables as collateral and remits 

the proceeds to the parent company. In case 

of liquidation of the subsidiary, its creditors 

would be entitled to satisfy their claims from 

the subsidiary's assets before distributions 

back to the parent company. At year-end 2001, 

the subsidiary owned $248 million of trade 

receivables against which it had borrowed $70 

million of the $168 million currently available 

to borrow under the agreement. 

Cash dividends paid to shareholders were $63 

million or $1.28 per share. 

There were no treasury stock purchases during 

2001 under the August 2000 Board of Directors 

authorization to repurchase 2.5 million shares. 

To date a total of 750,000 shares had been 

repurchased under this authorization at a cost 

of $ 31 million. 

Liquidi ty and Off Balance Sheet Financin9 Arran9ements 

The following table summarizes the parent company's contractual cash obligations at year-end 2001: 

Pa ment Due or Ex iration B Year 

Total 2002 2003 -4 2005-6 2007+ 

(i n millions) 

Long-term debt $ 1,339 $ 107 $ 323 $ 294 $ 615 

Ldpi al leases .. 188 188 

Operating leases ...... ... ... .... 317 42 49 35 191 

Purchase obligations ... 77 3 6 68 
---

Total. · ··· ········· · · $ 1,921 $ 152 $ 378 $ 397 $ 994 
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The parent company's sources of short-term 

funding are its operating cash flows, which 

include dividends received from the Financial 

Services Group and its existing credit arrange­

ments. The parent company operates in cyclical 

industries, and its operating cash flows vary 

accordingly. The dividends received from the 

Financial Services Group are subject to regu­

latory approval and restrictions. At year-end 

2001, the parent company had $505 million in 

unused borrowing capacity under its existing 

credit agreements. Most of the credit agreements 

contain terms. and conditions customary for 

such agreements including minimum levels of 

interest coverage and limitations on leverage. 

At year-end 2001, the parent company complied 

with all the terms and conditions of its credit 

agreements. Of the current credit agreements, 

$75 million in lines of credit and the $200 million 

receivable securitization program could not be 

accessed if the long-term debt of the parent 

company was rated below "investment grade" by 

rating agencies. Several supply and lease agree­

ments include similar rating requirements, which 

if activated would result in a variety of remedies 

including restructuring of the agreements. 

The long-term debt of the parent company is 

currently rated BBB and Baa2 by the rating 

agencies. Because of the announced tender offer 

for Gaylord Container Corporation and its 

related financing commitment of $900 million, 

the current debt rating is being reviewed by 

the rating agencies. 

The following table summarizes the parent company's commercial commitments at year-end 2001: 

Ex irin B Year 

Total 2002 2003-4 2005-6 2007+ 

(in millions) 

Joint venture guarantees .. ... .. .. . . . . . .. ... ... .. .. .. $ 105 $ 28 $ - $ 10 $ 67 

Performance bonds 

and recourse obligations . .... . . . . . . . . . . . . . .. . ... 105 35 58 12 
-- -- --

Total ... . .. .. . . . . ... .. . .. ..... . .. ....... ....... ... $ 210 $ 63 $ 58 $ 10 $ 79 

Approximately $17 million in joint venture guarantees, letters of credit and recourse obligations include rating requirements, which if activated would 

result in acceleration. Of the recourse obligations, $6 million relate to receivables arising from the 1998 sale of the operations in Argentina, which were 

subsequently sold with recourse. It is possible that the currency crisis inArgentina will have some affect on the borrower's ability to repay these notes, 

which could lead to these notes being repurchased by the parent company. 

The parent company is a participant in three joint ventures engaged in manufacturing and selling of paper and building materials. The joint venture 

partner in each of these ventures is a publicly held company. At year-end 2001, these ventures had $215 million in long-term debt of which the parent 

company had guaranteed obligations and letters of credit aggregating $105 million. The parent company has no unconsolidated special purpose entities. 

The parent company has an interest rate and several commodity derivative instruments outstanding at year-end 2001. The interest rate instrument 

expires in 2008 and the majority of the commodity instruments expire in the third quarter 2002. These instruments are non-exchange traded and are 

valued using either third-party resources or models. At year-end 2001, the fair value of these instruments is a negative $5 million. Adjustments in their 

fair value are recorded in other comprehensive income, a component of shareholders' equity. 

The preferred stock issued by subsidiaries of Guaranty Bank is automatically exchanged into preferred stock of Guaranty Barik upon the occurrence 

of certain regulatory events or administrative actions. If such exchange occurs, each preferred share is automatically surrendered to the parent company 

in exchange for senior notes of the parent company. At year-end 2001, the outstanding preferred stock issued by these subsidiaries totaled $305 million. 
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The Financial Services Group 

Operating Activities 

Cash used by operations in 2001 was $397 million 

compared with cash provided by operations of 

$217 million in 2000. Higher earnings and an 

increase in the change in cash for mortgage loans 

serviced for others were more than offset by 

a $673 million increase in mortgage loans held 

for sale. Mortgage loans held for sale were 

$958 million at year-end 2001. 

Investing Activities 

Loans and securities decreased $ 7 50 million 

due primarily to a decrease in mortgage assets 

resulting from the high level of prepayments in_ 

the lower interest rate environment. 

TEMPLE-INLAND INC. [) 2001 ANNUAL REPORT MA N A G EME N T'S D I S C USSION AND A N ALY S IS 

Cash proceeds from the sale of mortgage 

servicing rights totaled $143 million. During 

2001 , servicing rights on $ 8. 6 billion in mortgage 

loans were sold to mitigate exposure to changes 

in the valuation of mortgage servicing rights in 

the lower interest rate environment. 

Cash paid for acquisitions of mortgage produc­

tion operations and an asset-based lending 

portfolio was $364 million. Capital expenditures 

were $26 million. 

Financing Acti vities 

Borrowings increased $1. 1 billion during 2001 . 

Borrowings consist primarily of long- and short­

term advances from Federal Home Loan Banks 

and securities sold under repurchase agree­

ments and resulted from funding needs as 

deposits declined $766 million and earning 

assets grew slightly. The decline in deposits was 

due to competitive market conditions. 

Dividends paid to the parent company totaled 

$124 million. 

Cash Equivalents 

Cash equivalents were $587 million, an increase 

of $267 million. This increase was primarily the 

result of proceeds received on the sale of mort­

gage loans on the last day of 2001, which were 

used in January 2002 to reduce borrowings. 

Liquidity, Off Balance Sheet Financing Arrangements and Capital Adequacy 

The following table summarizes the Financial Services Group's contractual cash obligations at year-end 2001: 

Payments Due or Expiring By Year 

Total 2002 2003-4 2005-6 2007+ 

(in millions) 

Deposits .. . ... ... .. . . .. .... . . .. .. . . . ..... .. . . 9,030 6 ,726 $ 1,945 $ 357 2 

FHLB advances . .. ..... ··· · ·· · · · ··· · · ··· · · · · · 3,435 2,816 249 232 138 

Repurchase agreements ... . .. .. ..... . . . ... . .. .... 1,107 1, 107 

Other borrowings . ·· ·· · · · ··· · ·· · · · · · ·· · ········· · · 214 174 6 4 30 

Preferred stock issued by subsidiaries . .. 305 305 

Operating leases ...... .. ... . . . . ..... . .... . .. 60 17 25 12 6 

Total .. ... .. .. . . .. . ... . ....... .... ..... ..... .. 14,151 $ 10,840 $ 2,225 $ 605 $ 481 

The Financial Services Group's short-term funding needs are met through operating cash flows, attracting new retail and wholesale deposits, 

increased borrowings and converting assets to cash through sales or reverse repurchase agreements. Assets that can be converted to cash include 

short-term investments, mortgage loans held for sale and securities available-for-sale . At year-end 2001, the Financial Services Group had available 

liquidity of $2 .0 billion. The maturities of deposits in the above table are based on contractual maturities and repricing periods. Most of the 

deposits that are shown to mature in 2002 are comprised of transaction deposit accounts and short-term (less than one year) certificates of deposit, 

most of which have historically renewed at maturity. 

In the normal course of business, the Financial Services Group enters into commitments to extend credit including loans, leases, and letters of credit. 

These commitments generally require collateral upon funding and as such carry substantially the same risk as loans. In addition, the commitments 

normally include provisions that under certain circumstances allow the Financial Services Group to exit the commitment. At year-end 2001, loan, 

lease and letter of credit commitments totaled $5.0 billion with expiration dates primarily within the next three years. In addition, at year-end 

2001, commitments to originate single -family residential mortgage loans totaled $985 million and commitments to sell single-family residential 

mortgage loans totaled $1.1 billion. 

At year-end 2001, the savings bank met or exceeded all applicable regulatory capital requirements. The parent company expects to maintain the 

savings bank's capital at a level that exceeds the minimum required for designation as "well capitalized" under the capital adequacy regulations of the 

Office ofThrift Supervision. From time to time, the parent company may make capital contributions to the savings bank or receive dividends 

from the savings bank. During 2001, the parent company received $124 million in dividends from the savings bank. 
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At year-end 2001, preferred stock of subsidiaries was outstanding with a liquidation preference of $305 million. These preferred stocks are 

automatically exchanged into $ 305 million in savings bank preferred stock if federal banking regulators determine that the savings bank is or will become 

undercapitalized in the near term or upon the occurrence of certain administrative actions. If such an exchange occurs, the parent company must issue 

senior notes in exchange for the savings bank preferred stock in an amount equal to the liquidation preference of the preferred stock exchanged. 

Selected financial and regulatory capital data for the savings bank follows: 

At year -end 

(dollars in millions) 

Balance sheet data 

Total assets 

Total deposits . . . . 

Shareholder's equity . .. 

Regulatory capital ratios 

Tangible capital. . . 

Leverage capital. . . .. . .... .. . 

Risk- based capital ... . .. . ........ . .. ....... . . . . . . .... ... . 

Savin9s Bank Actual 

7.8% 

7.8% 

10.7% 

2001 

$ 15,251 

9,369 

954 

Re9ulatory Minimum 

2.0% 

4.0% 

8.0% 

2000 

$ 14,885 

10,088 

931 

For Cate9orization As 
"Well Capitalized" 

NIA 

5.0% 

10.0% 

Of the subsidiary preferred stock, $298 million qualifies as core (leverage) capital and the remainder qualifies asTier 2 (supplemental risk-based) capital. 

Environmental Matters 

Temple-Wand is committed to protecting the health and welfare of its employees, the public and the environment, and strives to maintain compliance 

with all state and federal environmental regulations. When constructing new facilities or modernizing existing facilities, Temple-Inland uses state 

of the art technology for controlling air and water emissions. These forward -looking programs should minimize the effect that changing regulations 

have on capital expenditures for environmental compliance. 

Temple-Inland has been designated as a potentially responsible party at nine Superfund sites, excluding sites as to which Temple-Inland's records 

disclose no involvement or as to which Temple-Wand's potential liability has been finally determined. At year-end 2001, Temple-Inland estimated 

the undiscounted total costs it could incur for the remediation and toxic tort actions at Superfund sites to be about $2 million, which has been 

accrued. Temple-Wand also utilizes landfill operations to dispose of non-hazardous waste at three paperboard and two building product mill operations. 

At year-end 2001, Temple-Inland estimated that the undiscounted total costs it could incur to ensure proper closure of these landfills over the next 

twenty-five years to be about $14 million, which is being accrued over the estimated lives of the landfills. 

On April 15, 1998, the U.S. Environmental Protection Agency (EPA)--issued the Cluster Rule regulations governing air and water emissions for the 

pulp and paper industry. Temple-Inland has spent approximately $15 million toward Cluster Rule compliance through the end of 2001. Future 

expenditures for environmental control facilities will depend on additional Maximum Available Control Technology (MACT) Il regulations for hazardous 

air pollutants relating to pulp mill combustion sources (estimated at $2 million) and the upcoming plywood and composite wood products MACT 

proposal (estimated at $12 million), as well as changing laws and regulations and technological advances. Given these uncertainties, Temple-Inland 

estimates that capital expenditures for environmental purposes excluding the MACT rules during the period 2002 through 2004 will average 

approximately $ 12 million each year. 
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Energy and the Effects of Inflation 

Inflation has had minimal effects on operating 

results the last three years except for the 

increase in energy costs during 2001 and 2000. 

Energy costs were up $38 million in 2001 and 

$17 million in 2000. Energy costs began to rise 

during the second quarter 2000 and continued 

to rise through the second quarter 2001. Energy 

costs peaked during the second quarter 2001 

and began to decline during the remainder 

of 2001 reaching more normalized levels by 

year-end 2001. In some instances, Temple-Inland 

elected to take downtime at certain of its man­

ufacturing facilities rather than pay signilicantly 

higher energy prices. 

The Paper Group is a party to a long-term 

power purchase contract agreement with 

Southern California Edison (Edison). Under 

this agreement, the Paper Group sold to Edison 

a portion of its electrical generating capacity 

from a co-generation facility operated in con­

nection with its Ontario mill. Edison was to pay 

the Paper Group for its committed generating 

capacity and for electricity generated and sold 

by Edison. During the fourth quarter 2000 

and the first quarter 2001, the Ontario mill 

generated and delivered electricity to Edison 

but was not paid. During the second quarter 

2001, the Paper Group notified Edison that the 

long-term power purchase agreement was 

cancelled because of Edison's material breach 

of the agreement. Edison contested the right of 

the Paper Group to terminate the agreement. 

It has also asserted that it is entitled to recover 

a portion of the payments it made during the 

term of the agreement from the Paper Group. 

The parties are currently in litigation to deter­

mine, among other matters, whether the 

agreement has been terminated and whether 

the Paper Group may sell its excess generating 

capacity to third parties. The Paper Group 

continues to provide power to Edison and 

has received some payments from Edison. 

Temple-Inland does not believe that the res­

olution of these matters will have a material 

adverse effect on its consolidated operations 

or financial position. 
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The parent company's fixed assets, including 

timber and timberlands, are reflected at their 

historical costs. At current replacement costs, 

depreciation expense and the cost of timber 

harvested or timberlands sold would be signili­

cantly higher than amounts reported. 

New Accounting Pronouncements 

and Change in Estimate 

Beginning January 2001, Temple-Inland adopted 

Statement of Financial Accounting Standards 

No. 133, Accounting for Derivative Instruments 

and Hedging Activities, as amended. This 

statement requires that derivative instruments 

be included on the balance sheet at fair value 

with the changes in their fair value reflected in 

net income or other comprehensive income, 

depending upon the classification of the 

derivative instrument. Temple-Inland uses to 

a limited degree, derivative instruments to 

hedge risks, including those associated with 

changes in product pricing, manufacturing 

cost and interest rates. Temple-Inland does 

not use derivatives for trading purposes. The 

cumulative effect of adoption was to reduce 

2001 net income by $2 million. Additionally, 

as permitted by this Statement, the Financial 

Services Group changed the designation of 

its portfolio of held-to-maturity securities, 

which are carried at unamortized cost, to 

available-for-sale, which are carried at fair 

value. As a result, the carrying value of these 

securities was adjusted to their fair value with 

a corresponding after tax reduction in other 

comprehensive income, a component of share­

holders' equity, of $16 million. 

Beginning January 2001, the parent company 

began computing depreciation of certain pro­

duction equipment using revised useful lives. 

These revisions ranged from a reduction of 

several years to a lengthening of up to five years 

and were based on an assessment performed 

by the manufacturing groups, which indicated 

that revisions of the estimated useful lives of 

certain production equipment were warranted. 

The maximum estimated useful lives for pro­

duction equipment is 25 years. As a result of 

these revisions, 2001 depreciation expense was 

reduced by $27 million. 

Temple-Inland adopted Statement of Financial 

Accounting Standards No. 141, Business 

Combinations, on June 30, 2001. This Statement 

requires business combinations to be accounted 

for using the purchase method. 

Beginning January 2002, Temple-Inland adopted 

Statement of Financial Accounting Standards 

No. 142, Goodwill and Other Intangible Assets. 

Under this Statement, amortization of good­

will is precluded and goodwill is periodically 

measured for impairment. The effect of not 

amortizing goodwill during 2001 would have 

been to increase operating income by $ 11 

million and net income by $9 million or $0.18 

per diluted share. While Temple-Inland has not 

yet determined the amount of goodwill impair­

ment to be recognized during the first quarter 

2002 upon adoption of this new statement, it 

is likely that up to $ 20 million of goodwill 

associated with pre-2001 specialty packaging 

acquisitions may be impaired. Under the new 

rules, impairment is measured based upon the 

present value of future operating cash flows 

while under the old rules impairment was 

measured based upon undiscounted future 

operating cash flows. 

Temple-Inland will be required to adopt 

Statement of Financial Accounting Standards 

No. 143, Accounting for Asset Retirement 

Obligations, beginning 2003. The company has 

not yet determined the effect on earnings or 

financial position of adopting this statement. In 

addition, Temple-Inland will be required to adopt 

Statement of Financial Accounting Standards 

No. 144, Accounting for the Impairment or 

Disposal ef Long-Lived Assets beginning 2002. 

While Temple-Inland has not yet determined 

the effect on earnings or financial position of 

adopting this statement, it is likely that the 

effect of adoption will not be material. 
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STATISTICAL AND OTHER DATA(•) 

For the year 

(dollars in millions) 

Revenues 
Paper Group 

Corrugated packaging .. . .. . 
Linerboard ... . 

Total Paper ... . .. . . . 

Building Products Group 
Pine lumber .. .. .. ... ... .. . . . ...... . ..... . . .. .. . ..... . .. . .. . . .. . ... . .. . .. . 
Particleboard. . . . . . . . . . . . . .. . . ... ... . . .. . . . ... .. ... ... . .. . 
Medium density fiberboard . . . ... . . ... .. . ... .. ..... ... .. . .. .. . .. . ... .... . .... .. ... . 
Gypsum wallboard. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... .... .. . . .. . . .. .. . . 
Fiberboard . . . . ... .. .. . .... .. .. . ... . .. .. . .. . . .. . ... . . ..... . .. .. .. .. .. . . .. ... .. .. .. . . . . . . 
Other .. .. . ..... .. . . . .... . .. .. . .. . .. .. .... .. . .. ..... .... ... . .. . . ... . . . 

Total Building Products . . . 

Financial Services Group 
Savings bank .. . . .. . . . ..... . . 
Mortgage banking ... .. . ... . ... .. . 
Real estate . .. ....... . . 
Insurance brokerage . . ........ . . . 

Total Financial Services. 

Unit sales 
Paper Group 

Corrugated packaging, thousands of tons . ... . .. .. .. .. . 
Linerboard, thousands of tons . . .. . ....... . . 

Total, thousands of tons ... 

Building Products Group 
Pine lumber, mbf. .. . . . . .. . . . 
Particleboard, msf. . . .. . . . . . . .... . . . . . . .. . 
Medium density fiberboard, msf. . .. .. .. ......... . .... ... ....... . ... . . . . 
Gypsum wallboard, msf . . ... . . .... .. . . . ... . . ....... . . .. . .. ... .. .. . .. .. .. . 
Fiberboard, msf. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .. . ... . 

Financial Services Group 
Segment operating income 

Savings bank . ... .... . .. . . .. . 
Mortgage banking . . .. .. . . . 
Real estate . ... . ........ . .. . .. . . . . ...... .. . .. . . ....... . ... . 
Insurance brokerage .. .. ... . .. . .. ... . . ..... . . . .... . 

Total Financial Services operating income 

Operating Ratios 
Return on average assets .. . .... . . .. . ... .. ... .. .. . . ... . ... . . ... .. . . . .. 
Return on average equity . . .......... ... . .. . . ... . ... . . . 
Dividend pay-out ratio . . . . . . . . . . . . . . . .. . . . ... . ... .. . ..... . .. .. ... . . 
Equity to asset ratio at year-end. . . .... . .... . . . ... ... ...... .. . . 

Equity at year-end 
Savings bank. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .. .. . .. . 
Mortgage banking... .. .. . . . ... . ... .. .. .. . . ... . . . . . . . . . . . . . . . . . . . . . . .. ... .. . . . . 
Real estate .. .. .. . . . . .. .. . .. . .. .. . ... ... . .... . .. . .. . ... . . .. . .. .. . .. . .... . .. ... . . . ... . . . 
Insurance brokerage. . .. . . ... . ... . . ... . ... . .. . .... .. . .. .. ... . . .. . .. . . 

Total Financial Services equity ... . . . . . ... . ...... .. .. .. . . ..... .. . 

(a) Revenues and un it sa les do not include j oint vent ure opera tions. 

2001 

$ 1,935 
147 

$ 2,082 

228 
175 
98 
56 
63 

106 
726 

$ 1,042 
153 
117 
52 

$ 1,364 

2,214 
404 

2,618 

728 
582 
256 

586 

385 

166 
4 
4 

10 
184 

1.08% 
14.55% 
74.62% 

7.43% 

954 
91 
66 
31 

1,142 

2000 1999 

$ 1,902 $ 1,692 
190 177 

$ 2,092 $ 1,869 

218 239 
230 189 

90 66 
98 162 
67 75 

133 106 
836 837 

1, 121 841 
92 131 

117 111 
39 33 

$ 1,369 $ 1, 116 

2,217 2,284 
468 518 

2, 685 2,802 

666 618 
676 574 
244 187 

678 890 

368 439 

168 109 
11 19 

3 4 
7 6 

189 138 

1.01 % 0.93% 
13.64% 13 .29% 
74.92 % 57.85 % 

7.38 % 7 .00 % 

931 857 
78 90 
56 54 
28 22 

$ 1,093 $ 1,023 
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

Interest Rate Risk 

Temple -Inland is subject to interest rate risk from the utilization of financial instruments such as adjustable-rate debt and other borrowings, as well 

as the lending and deposit-gathering activities of the Financial Services Group. The following table illustrates the estimated impact on pre-tax income 

of immediate, parallel and sustained shifts in interest rates for the subsequent 12-month period at year-end 2001, with comparative information at 

year-end 2000: 

Chan9e in Interest Rates 

+2% 

+!% .. 

0% . 

-1% .. 

Increase (Decrease) in Income Before Taxes 

$ 

2001 

2 

8 

$ (6) 

(in millions) 

2000 

$ (7) 

$ (1) 

$ -

$ (1) 

The change in exposure to interest rate risk from year-end 2000 is primarily due to changes in the composition of assets and liabilities in the 

Financial Services Group. 

The operations of the Financial Services Group's savings bank are subject to interest rate risk to the extent that interest-earning assets and interest­

bearing liabilities mature or reprice at different times or in differing amounts. Since year-end 2000, the duration of the liabilities has lengthened 

while the duration of the assets has shortened. The lengthened duration of liabilities is the result of significant originations in longer-term fixed 

rate certificates of deposit. The shortened duration of assets is the result of composition changes caused by increased prepayments on the mortgage 

and mortgage-backed securities portfolios, stemming from the lower interest rate environment, and the growth in the loan portfolio. 

Additionally, the fair value of the Financial Services Group's mortgage servicing rights (estimated at $178 million at year-end 2001) is also affected 

by changes in interest rates. Temple-Inland estimates that a 1 percent decline in interest rates from current levels would decrease the fair value of 

the mortgage servicing rights by approximately $37 million . 

Foreign Currency Risk 

The company's exposure to foreign currency fluctuations on its financial instruments is not material because most of these instruments are 

denominated in U.S . dollars. 

Commodity Price Risk 

From time to time the company uses commodity derivative instruments to mitigate its exposure to changes in product pricing and manufacturing 

costs. These instruments cover a small portion of the company's volume and range in duration from three months to three years. Based on the 

fair value of these instruments at year-end 2001, the potential loss in fair value resulting from a hypothetical 10 percent change in the underlying 

commodity prices would not be significant. 

COMMON STOCK PRICES AND DIVIDEND INFORMATION 

First Quarter ... .... . 

Second Quarter .. 

Third Quarter ... . ............ . 

Fourth Quarter .. . 

For the Year ... . .. . .... . ... .. ...... . 

$ 57.38 

56.80 

62.15 

59.55 

$ 62.15 

2001 

Price Range 

Low 

$ 40.35 

41.95 

43.90 

45.68 

$ 40.35 

Dividends 

$ 0.32 

0.32 

0.32 

0.32 

$ 1.28 

2000 

Price Range 

Hi9h Low Dividends 

$ 67 11/16 $ 43 3/4 $ 0.32 

57 112 40 5/16 0.32 

47 5/s 37 1/16 0.32 

55 1h 34 5/s 0.32 

67 11/16 34 5/s $ 1.28 
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SUMMARIZ E D STATEM E NTS OF INCOME 

Parent Company (Temple-Inland In c.) 

For the year 

(in millions) 

Net Revenues . . . .... ..... . ....... ... ..... . .. ... . 

Costs and Expenses 

Cost of sales ..... . . 

Selling and administrative . . 

Other (income) expense .. . .. . . . . . .............................. . . 

Financial Services Earnings ... .. .. .... . . . . . .. .. .. . . .. .. . .. .. . . ... ... .. .. .. . ... .. ... . 

Operating Income .. . ... . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .... . ....... . 

Interest .. .. 

Income From Continuing Operations Before Taxes . . 

Income taxes ... 

Income From Continuing Operations. ....... . .... . . . . ... . ... . .. . 

Discontinued operations .. . ...... . . . . . . . . . . . . . . . . . . . . . . . ....... ....... . 

Income Before Accounting Change . ...... ..... . . . . . . . . ... .. .. .. . . . .... . .... . 

Effect of accounting change. . . . ...... . . . . . . . . . . . .. .. ... . . ... .. .. . . . 

Net Income . . .. ... . .. .. ...... .. ... . . .... . .. ... .. .... . 

32 See the notes to the parent company summari zed finan cial statements. 

2001 

$ 2,808 

2,457 

261 

( 1) 

2,717 

91 

184 

275 

(98) 

177 

(66) 

111 

111 

(2) 

109 

2000 1999 

$ 2,928 $ 2,706 

2,441 2,216 

236 227 

15 
----

2,692 2,443 

236 263 

189 138 

425 401 

(105) (95) 

320 306 

~ (115) 

195 191 

(92) 

195 99 

195 99 
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SUMMARIZED BALA N CE SHEETS 

Parent Company (Temple- Inland In c.) 

At year -end 

(in millions) 

Assets 

Current Assets 

Cash . 

Receivables, less allowances of $11 in 2001 and $10 in 2000. 

Inventories: 

Work in process and finished goods . ... .. . . . . . . .. . . . 

Raw materials and supplies.. . .. . ... . . ... .. . .. . . .. . ....... . .... ... . ... . ......... . .... . .. ... . .. ... ... .. .. .. . . . 

Prepaid expenses and other . . 

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. ........ ......... ... . 

Investment in Temple-Inland Financial Services ........ . ... . 

Property and Equipment 

Land and buildings . 

Machinery and equipment .. . 

Construction in progress . .. .. .. . . .... . 

Less allowances for depreciation .. . . . 

Timber and timberlands - less depletion . 

Total property and equipment . 

Goodwill . 

Other assets .. 

Total Assets ..... .. .. .. ... . . . .. .. . . 

Liabilities and Shareholders' Equity 

Current Liabilities 

Accounts payable ... . . .. . ..... . .......... . 

Employee compensation and benefits . . .. 

Accrued interest .. .. .. . . 

Accrued property taxes . 

Other accrued expenses ...... . 

Current portion of long-term debt .. . ..... . 

Total current liabilities .. .. .. . . . . ... . .. . ...... ... . .. . . . .. ... . 

Lon9-Term Debt ....... . .......... .. .. . .... . 

Deferred Income Taxes . 

Postretirement Benefits . . . ... '. .. 

Other Long-Term Liabilities .. 

Shareholders' Equity . ....... . . . . . . ..... . . 

Total Liabilities and Shareholders' Equity .... ... ... . .. .. .... . .. .. .. . .. .. .. . 

2001 2000 

288 294 

53 61 

205 192 

258 253 

73 51 

622 600 

1,142 1,093 

490 452 

2,926 2,734 

89 160 

(1,935) (1,822) 

1,570 1,524 

515 567 

2,085 2,091 

62 22 

210 205 

$ 4,121 $ 4,011 

149 11 2 

60 62 

20 24 

23 24 

94 70 

1 2 

347 294 

1,339 1,381 

310 276 

142 142 

87 85 

1,896 1,833 

$ 4, 121 $ 4,011 

See th e notes to the parent company summari zed finan cial statements. 33 
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T E MPL E - INLAND INC . £'>, 200 1 ANNUAL REPORT FI NANC I A L ST ATE A! ENTS 

SUMMARIZED STATEM E NTS OF CASH FLOWS 

Parent Company (Temple-Inland In c.) 

For the ear 

(in millions) 

Cash Provided By (Used For) Operations 

Net income .. . .. . .... . .... ... . .. . . ..... .... .. . . . 

Adjustments: 

Depreciation and depletion . . . ........... . 

Amortization of goodwill .. 

Deferred taxes. . . . . . . . . . . . . . . . .. .. .. .. .. . 

Unremitted earnings from financial services . .. . 

Dividends from financial services . . .......... . ..... . . ... . ........ ... . . 

Receivables. . . . . ... . . . . . . . . . . . . . . . . ... . . ... ... . 

Inventories . . . .. .. . . 

Prepaid expenses and other . . 

Accounts payable and accrued expenses .. . .. . . . . 

Change in net assets of discontinued operation . 

Loss on disposal of discontinued operation 

Other.. .......... . .. .. .... ... . . ..... . .. . . .... .. . ... . .. . 

Cash Provided By (Used For) Investments 

Capital expenditures . . ........ .... .. . 

Proceeds from sale of discontinued operations . ... . 

Sale of timberland, property and equipment and other assets .. 

Acquisitions, net of cash acquired, and joint ventures .. 

Capital contributions to financial services .. 

Cash Provided By (Used For) Financing 

Additions to debt . .. .. 

Payments of debt . . 

Purchase of stock for treasury . .. . 

Cash dividends paid to shareholders. 

Other . . .. .. . .... . .. .... . 

Net increase (decrease) in cash and cash equivalents. 

Cash and cash equivalents at beginning of year .. 

Cash and cash equivalents at end of year .. ... . . 

34 See the notes to the parent company summari zed financial statements. 

2001 

109 

182 

4 

35 

(166) 

124 

24 

33 

(22) 

35 

(12) 

346 

(184) 

74 

(160) 

(270) 

272 

(290) 

(63) 

6 
---

(75) 

2 
---

3 

2000 1999 

195 99 

198 200 

3 3 

52 10 

(147) (121) 

110 70 

5 (71) 

16 (4) 

(5) (12) 

(82) 40 

23 

77 

39 19 

384 333 

(223) (1 ?8) 

576 

5 40 

(18) (49) 

~ (279) 

(246) 110 

260 312 

(134) (560) 

(250) (100) 

(65) (71) 

2 12 
---

~ (407) 

(49) 36 

51 15 
---

2 51 
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NOTES TO THE PARENT COMPANY 

(TEMPLE - INLAND INC . ) 

SUMMARIZED FINANCIAL STATEMENTS 

NOTE A- SUMMARY OF 

SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation 

The summarized financial statements include the 

accounts ofTemple-Inland Inc. and its manu­

facturing subsidiaries (the parent company). The 

net assets invested in Temple-Inland Financial 

Services are subject, in varying degrees, to 

regulatory rules and restrictions including 

restrictions on the payment of dividends to the 

parent company. Accordingly, the investment 

in Temple-Inland Financial Services is reflected 

in the summarized financial statements on the 

equity basis. Related earnings, however, are 

presented before tax to be consistent with the 

consolidated financial statements. All material 

intercompany amounts and transactions have 

been eliminated. These financial statements 

should be read in conjunction with the 

Temple-Inland Inc. consolidated financial state­

ments and the Temple-Inland Financial Services 

Group summarized financial statements. 

Certain amounts have been reclassified to 

conform to the current year's classifications. 

Inventories 

Inventories are stated at the lower of cost 

or market. 

The cost of inventories amounting to $99 million 

at year-end 2001 and $93 million at year-end 

2000 was determined by the last-in, first -out 

method (LIFO). The cost of the remaining 

inventories was determined principally by the 

average cost method, which approximates the 

first-in, first-out method (FIFO). 

If the FIFO method of accounting had been 

applied to those inventories that were deter­

mined by the LIFO method, inventories 

would have been $22 million and $28 million 

more than reported at year-end 2001 and 

2000, respectively. 

TE M P LE - IN LAND IN C. [) 2001 ANNUAL REPORT FI NANC IAL STATEME N T S 

Property and Equipment 

Property and equipment are stated at cost 

less accumulated depreciation and depletion. 

Included in property and equipment are $14 7 

million of assets that are subject to capital leases. 

Depreciation, which includes amortization of 

assets subject to capital leases, is generally 

provided on the straight-line method based on 

estimated useful lives as follows: 

Classification Estimated Useful lives 

Buildings 15 to 40 years 

Machinery and equipment: 

Manufacturing 

and production 

equipment. . . . . . 3 to 25 years 

Transportation 

equipment . . . . . . . . . . 3 to 15 years 

Office and other 

equipment . . 2 to 10 years 

Certain machinery and production equipment 

is depreciated based on operating hours or units 

of production because depreciation occurs 

primarily through use rather than through 

elapsed time. 

The parent company completed an assessment 

of the estimated useful lives of certain pro­

duction equipment, which resulted in a revision 

of estimated useful lives. These revisions 

ranged from a reduction of several years to 

a lengthening of up to five years. Accordingly, 

beginning January 2001, the parent company 

began computing depreciation of certain 

production equipment using revised estimated 

useful lives. As a result of these revisions in 

estimated useful lives, year 2001 depreciation 

expense was reduced by $27 million and year 

2001 net income was increased by $16 million 

or $0.33 per diluted share. 

Timber and timberlands are stated at cost, less 

accumulated cost of timber harvested. Cost 

attributed to standing timber is charged against 

income as timber is harvested at rates deter­

mined annually, based on the relationship of 

unamortized timber costs to the estimated 

volume of recoverable timber. The costs of 

seedlings and reforestation of timberlands are 

capitalized. The basis of timberland sold is deter­

mined by the area method. The basis of timber 

sold is determined by the average cost method. 

The cost of significant additions and betterments 

is capitalized, and the cost of maintenance and 

repairs is expensed. 

Environmental Liabilities 

When environmental assessments or cleanups 

are probable and the costs can be reasonably 

estimated, remediation liabilities are recorded 

on an undiscounted basis and are adjusted as 

further information develops or circumstances 

change. The estimated undiscounted cost to 

close and remediate company-operated land­

fills are accrued over the estimated useful life 

of the landfill. 

Revenue Recognition 

Revenue is recognized upon passage of title 

to the customer. 
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T E M P L E - IN LA N D I N C. 0 200 1 AN N UA L R E PORT FI NANC I AL STATE M ENTS 

NOTE B - LONG-TERM DEBT 

Long-term debt consists of the following: 

At year-end 

(in millions) 

Commercial paper, other short-term borrowings and 

borrowing under bank credit agreements 

- average interest rate was 4 .57% in 2001 and 6.55% in 2000 

Trade Receivable Facility, due 2002 

- average interest rate was 2.06% in 2001 ............ . 

9.0% Notes payable due 2001 ...... ... . . . .. .. ... ... . .. . . . . . .... . 

8 .125% to 8.38% Notes payable due 2006. . .. .. ...... . . . . . .. . . ... .. .. .. . .... . . 

7.25% Notes payable due 2004 .... ... .... .. .... .. . . .. 

8.25% Debentures due 2022 ....... . .. . .... . ........ . 

2001 2000 

27 90 

70 

6.75% Notes payable due 2009 . . .. .. . . . ...... . . .. . ..... . . . .......... . ..... .. ...... .. . .. .. . ................. . ......... . 

100 

100 

150 

300 

200 

100 

100 

150 

300 

Private placement debt 

- 6.72% to 7.02% notes due 2002 through 2007 ... . ............................................... .... .. . 118 118 

Revenue bonds due 2007 through 2024 

- average interest rate was 3. 70% in 2001 and 4 . 77% in 2000 .... . .... ... ... . . . ..... ... . .. .. ... ...... . ... .. . . 115 114 

Term note due 2005 

-average interest rate was 5.38% in 2001 and 7.89% in 2000 ...... . 

Term note due 2006 

- average interest rate was 4.50% in 2001 . 

Other indebtedness due through 2006 

- average interest rate was 5.10% in 2001 and 7.11 % in 2000 

Less: 

Current portion of long-term debt . . ...... . .... ....... . 

The parent company has various debt arrange­

ments, which are subject to conditions and 

covenants customary for such agreements, 

including levels of interest coverage and limita­
tions on leverage of the parent company. At 

year-end 2001, the parent company was in com­

pliance with all such conditions and covenants. 

At year-end 2001, the parent company had 

credit agreements with banks totaling $591 

million with final maturities at various dates 

through 2004 that support commercial paper 

and other short-term borrowings. Commercial 

paper and other short-term borrowings totaling 

$27 million, trade receivable facility debt of 

$ 70 million and current maturities of medium­

term notes totaling $30 million are classified 

as long-term debt in accordance with the parent 

company's intent and ability to refinance such 

obligations on a long-term basis. 

Stated maturities of the parent company's 

long-term debt during the next five years are 

as follows (in millions): 2002 - $107; 2003 - $202; 

2004 - $121; 2005 - $159; 2006 - $135; 2007 and 

thereafter - $ 615 . 

During 2001 , a wholly owned subsidiary of the 

parent company established a $200 million trade 

receivable backed revolving credit arrangement 

due in November 2002. Under this arrange­

ment, the subsidiary purchases, on an on-going 

basis, substantially all of the parent company's 

trade receivables. As the parent company requires 

funds, the subsidiary draws under its revolving 

credit arrangement, pledges the trade receiv­

ables as collateral and remits the proceeds to 

the parent company. In the event of liquidation 

of the subsidiary, its creditors would be entitled 

to satisfy their claims from the subsidiary's 

assets prior to distributions back to the parent 

100 

102 

158 

1,340 

(1) 

$ 1,339 

100 

111 

1,383 

(2) 

$ 1,381 

company. At year-end 2001, the subsidiary 

owned $248 million in trade receivables 

against which it had borrowed $70 million of 

the $168 million currently available under the 

revolving credit agreement. This subsidiary is 

included in the parent company's summarized 

financial statements. In addition to above, at 

year-end 2001, property and equipment having 

a net book value of approximately $14 million 

were subject to liens in connection with $46 

million of debt. 

Capitalized construction period interest in 2001, 

2000 and 1999 was $4 million, $4 million and 

$2 million, respectively, and is deducted from 

interest expense. Parent company interest paid 

during 2001, 2000 and 1999 was $103 million, 

$108 million and $117 million, respectively. 
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NOTE C - JOINT VENTURES 

The parent company's significant joint venture investments at year-end 2001 are: Del-Tin Fiber LLC - a SO percent owned venture that produces 

medium density fiberboard in El Dorado, Arkansas; Standard Gypsum LP - a SO percent owned venture that produces gypsum wallboard at facilities 

in McQueeney, Texas, and Cumberland City, Tennessee; and, Premier Boxboard Ltd.- a SO percent owned venture that produces gypsum facing paper 

and corrugating medium in Newport, Indiana. 

The joint venture partner in each of these ventures is an unrelated publicly held company. 

Combined summarized financial information for these joint ventures follows: 

At year-end 

(in millions) 

Current assets ... .. ..... ...... ... . 

Total assets ................ . 

Current liabilities...... .. . . . . . . . . . . . . . . . . . . ............... . . 

Long-term debt. ............... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ................. . 

Equity.. ..... . ......... . . . . . . . . . . . . . . .... . .. .... .. ... . ..... .. .. .. .. ........... . .. ........ . · ···· ·· ·· · · · · · ··· 

Parent company's investment in joint ventures ...... ..... ... .... . . ... ... .. . . 

For the year 

(in millions) 

Net revenues .......... .. .. .. ..... . 

Operating income (loss) ...... . 

Net income (loss) ..................... . 

Parent company's equity in net income (loss) .. ...... ......................... .. 

2001 

$ lSO 

(11) 

(24) 

(7) 

2001 2000 

$ 31 $ 3S 

372 379 

14 16 

21S 22S 

142 138 

27 21 

2000 1999 

$ 1S2 86 

4 9 

(9) 1 

(2) (1) 

The parent company provides marketing and management services to these ventures. Fees for such services aggregated $S million, $S million, 

and $ 3 million during 2001, 2000 and 1999, respectively, and are reported as a reduction of cost of sales and selling expense. The parent company 

purchases, at market rates, finished products from one of these joint ventures. These purchases aggregated $S8 million and $29 million during 

2001 and 2000, respectively. The investment in these joint ventures is included in other assets and the equity in the net loss of these ventures in 

included in cost of sales. 

During 2001, the parent company contributed $ lS million to these ventures and received a $1 million dividend . 

Near the end of the second quarter 2000, the parent company transferred ownership of its corrugating medium mill in Newport, Indiana, and 

associated debt of $SO million to Premier Boxboard Ltd. This was done as part of its agreement to maintain a SO percent interest in the venture. The 

fair value of the assets contributed exceeded their carrying value by $SS million. This difference is being recognized in earnings at the rate of $S.S million 

per year. At year-end 2001, the unamortized difference was $47 million. In the third quarter 2000, the venture completed its conversion of the mill 

so that it could produce lightweight gypsum facing paper as well as corrugated medium. 
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TEMPLE - INLAND INC. ~ 2 001 ANNUAL REPORT FI NANC I A L STATEME NTS 

NOTE 0 - ACQUISITIONS 

AND DISPOSITIONS 

During January 2002, the parent company 

initiated a tender offer to acquire Gaylord 

Container Corporation. The transaction is con­

tingent on several matters including the tender 

of at least two-thirds of outstanding shares and 

at least 90 percent in aggregate principal amount 

of senior notes and 82 .6 percent of the senior 

subordinated notes. The tender is scheduled to 

expire on February 28, 2002 and will be funded 

from a bank financing commitment. At its latest 

year-end, September 2001, Gaylord had total 

assets of $1 billion and a deficit in stockholders' 

equity of $114 million. For the year-ended 

September 2001, Gaylord had total revenues 

of $1.1 billion, operating income of $45 million 

and a net loss of $27 million. 

During May 2001, the parent company 

completed the acquisitions of the corrugated 

packaging operations of Chesapeake Corp­

oration and Elgin Corrugated Box Company. 

NOTE E - OTHER (INCOME) EXPENSE 

For the year 

(in millions) 

Gain on sale of non-strategic timberland, 

cash proceeds were $ 54 million .... ... ... . 

Loss on disposition of box plant in 

Chile and other under performing assets 

Loss on unsecured receivables in Argentina .. 

Fair ·value adjustment on an interest 

rate swap agreement ............ .. ...... . 

Impairment loss on an interest in a bottling 

venture in Puerto Rico. 

These operations consist of 11 corrugated 

converting plants in eight states. The aggregate 

purchase price of $135 million was allocated 

to the acquired assets and liabilities based on 

their fair values with $36 million allocated to 

goodwill. During October 2001, the parent 

company completed the acquisition of ComPro 

Packaging. These operations consist of two 

corrugated converting plants. The aggregate 

purchase price of $ 9 million was allocated to 

the acquired assets and liabilities based on fair 

values with $9 million allocated to goodwill. 

The operating results of these packaging 

operations are included in the accompanying 

summarized financial statements from their 

acquisition dates . The unaudited pro forma 

results of operations, assuming these acquisi­

tions had been effected as of the beginning of 

the applicable fiscal year, would not have been 

materially different from those reported. 

During the third quarter of 1999, the parent 

company decided to discontinue its bleached 

paperboard operation. Accordingly, the results 

2001 

$ (20) 

9 

4 

4 

Loss on exit of fiber cement business ... . .. . .. . .. . . . . ... ... . . . 

of the bleached paperboard operation have 

been classified as discontinued operations, and 

prior periods have been restated. The bleached 

paperboard mill was sold in December 1999 

for approximately $576 million in cash and 

the assumption of $82 million of dept. The 

eucalyptus fiber project in Mexico, which 

was to be a source of hardwood fiber for the 

bleached paperboard mill, was sold during 

2001 at a price that approximated its carrying 

value. For the year 1999, the discontinued 

operation reported revenues of $381 million, 

loss from operations of $ 21 million and a loss 

on disposal of $71 million. Interest expense of 

$28 million was allocated to the discontinued 

operations, based on debt allocated to the oper­

ations. The loss from operations is net of 

income tax benefits of $13 million in 1999. The 

loss on disposal is net of income tax benefits 

of $44 million. Included in the loss on disposal 

were estimated operating losses of the 

Eucalyptus fiber project through the anticipated 

date of disposal of $2 million. 

2000 

$ -

15 

$ 15 

1999 

$ -

$ -

In connection with the 2001 sale of a box plant in Chile, the parent company also recognized a one-time benefit of $8 million, which is reflected 

as a reduction of income tax expense. 

In connection with its decision to exit the fiber cement business, the parent company retained $53 million of assets that are leased to a third party. 

The lease agreement provides for payments of $3.4 million per year and expires in 2020. At year-end 2001, these assets have a carrying amount of 

$4 7 million and are included in other assets. 
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NOTE F - COMMITMENTS 

AND CONTINGENCIES 

The parent company leases timberlands, 

equipment and facilities under operating lease 

agreements. Future minimum rental commit­

ments under non -cancelable operating leases 

having a remaining term in excess of one 

year, exclusive of related expenses, are as 

follows (in millions): 2002- $42; 2003 - $27; 

2004 - $22; 2005-$19; 2006-$16; 2007 and 

thereafter - $191. Total rent expense was $49 

million, $46 million and $34 million during 

2001, 2000, and 1999, respectively. 

The parent company also leases two manufac­

turing facilities under capital lease agreements 

with municipalities, which expire in 2022 and 

2025. These capital lease obligations total $188 

million and have been offset by the purchase by 

the parent company of an equal amount of bonds 

issued by these municipalities which are funded 

with identical terms and secured by the pay­

ments due under the capital lease obligations. 

At year-end 2001, the parent company has 

unconditional purchase obligations, principally 

for gypsum and timber, aggregating $16 million 

TEMPLE-INLAND INC . [) 2 001 ANNUAL REPORT FI NANC IAL STATEME N T S 

that will be paid over the next 5 years. The 

parent company also has acquired rights to 

timber and timberlands under agreements, 

which require the parent company to pay the 

owners $61 million in 2006; this obligation is 

included in other long-term liabilities. 

In connection with its joint venture operations, 

the parent company has guaranteed obligations 

and letters of credit aggregating $105 million at 

year-end 2001. 

The preferred stock issued by subsidiaries of 

Guaranty Bank is automatically exchanged into 

preferred stock of Guaranty Bank upon the 

occurrence of certain regulatory events or 

administrative actions. If such exchange occurs, 

each preferred share is automatically surren­

dered to the parent company in exchange for 

senior notes of the parent company. At year-end 

2001, the outstanding preferred stock issued by 

these subsidiaries totals $305 million. See Note K 

of the Financial Services Group summarized 

financial statements for further information. 

The parent company has $75 million in lines of 

credit and a $200 million receivable securiti­

zation program, which could not be accessed 

and $17 million in joint venture guarantees, 

letters of credit and recourse obligations which 

would be accelerated if the parent company 

was rated below "investment grade" by rating 

agencies. Several supply and lease agreements 

include similar rating requirements, which if 

activated would result in a variety of remedies 

including restructuring of the agreements. 

In connection with the 1999 sale of the bleached 

paperboard mill, the parent company agreed, 

subject to certain limitations, to indemnify the 

purchaser from certain liabilities including 

environmental liabilities and contingencies 

associated with the parent company's operation 

and ownership of the mill. 

In connection with the 1998 sale of its Argentina 

box plant, the parent company received $ 11 

million in secured promissory notes, which 

were subsequently sold with recourse to a finan­

cial institution. At year-end 2001, the amounts 

due under these notes totaled $6 million. 

During 2001, the parent company also sold, with 

recourse to financial institutions, $6 million of 

other notes receivable. 
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SUMMARIZED STATEM E NTS OF INCOME 

Financial Services Group 

For the y ear 2001 2000 1999 

(in millions) 

Interest Income 

Loans receivable and mortgage loans held for sale . . .. .. ... .. .. . 806 884 $ 705 
Mortgage-backed and other securities available -for -sale . .. ... . ... . . . . 188 143 64 
Mortgage-backed and other securities held-to -maturity . ........ . ....... . 2 54 62 

Other earning assets. . . . . . . . .... . ..... . . . . ............... . .......... . 5 8 5 
---

Total interest income.. . . .... . . .. ... . . . . ..... .. .. .. . .. . ........ . 1,001 1,089 836 

Interest Expense 

Deposits . . . .. ... . . . .... ......... ... . ... . ...... .. ..... . 399 493 379 

Borrowed funds ... ... .. ... .. . ... . . ........ ....... . 176 207 158 

Total interest expense ..... . .. . . . ... . .. .. ... . ...... ...... . . 575 700 537 

Net Interest Income . .... .. ... ....... ....... . 426 389 299 
Provision for loan losses ...... .. ... .... . (46) (39) (38) 

Net Interest Income After Provision For Loan Losses .... . 380 350 261 

N oninterest Income 

Loan origination, marketing and servicing fees, net . 139 84 115 
Real estate and other ...... .. . . 224 196 165 

- -- ---
Total noninterest income .... . 363 280 280 

Noninterest Expense 

Compensation and benefits ..... .. . .... .. ..... . 247 165 166 

Real estate and other. . . . .. . ........... . .. .. . . ... ...... . . . . . ... . . . . . .... . 293 258 222 
---

Total noninterest expense ...... ... ... . .... . ... . . . .. . .... ..................... . 540 423 388 

Income Before Taxes And Minority Interest . . ........................ . 203 207 153 
Minority interest in income of consolidated subsidiaries .. . ~ (18) (15) 

Income Before Taxes ...... . . . .. .... .. .. .. .. . . . . . .... . 184 189 138 
Income taxes .. . ... . . .. ... ... .. .. .. . . . . . ...... .. ... . _Q22_ (42) (17) 

Income Before Accounting Change . . . . . . . . . .......... . .. . ... . . . ..... . ....... . ... . 167 147 121 

Effect of accounting change . . . . . . . . .......... . . . __ (_1) 

Net Income ... . ... .................... . ... . ............. . ..... . 166 147 $ 121 

40 See the notes to Financial Services Group summarized fi nancial statements. 

Copied from an original at The History Center, Diboll, Texas.     www.TheHistoryCenterOnline.com     2011:045
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SUMMARIZ E D BALAN CE SH EET S 

Financial Services Group 

At year-end 2001 2000 

(in millions) 

Assets 

Cash and cash equivalents .. .... . ...... . ......... .. .. ... ... . ....... . .. . . . ....... .. ............. .. . .......... .. .... . . 587 320 

Mortgage loans held for sale. . .... . .. ... . .... . ............. . .. .. ... . .. ... . ...... .............. . 958 232 

Loans receivable, net of allowance for loan losses 

of $139 in 2001 and $118 in 2000 .................... . 9,847 10,394 

Mortgage-backed and other securities available-for-sale .. . ................ . .. . . . ............... . 2,599 2,415 

Mortgage-backed and other securities held-to-maturity ... ... ....... .. ........ ........... ..... ........ . 775 864 

Mortgage servicing rights .... .... . . . .. . . . .... . ... . .. ........... .. .. .. ..... ................. ... ............... . 156 246 

Real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .... . . . . .... . . ................................................. . . . 240 233 

Goodwill...... .. . . . .. . . ........ . .. ...... ..... ... .. . .. . . ........ ... ............ . 124 120 

Other assets . .. ... ... . 452 500 
- ---

Total Assets ..... . $ 15,738 $ 15,324 

Liabilities 

Deposits. . . .... . .. . ... . .. . 9,030 9,828 

Federal Home Loan Bank advances .. 3,435 2,869 

Securities sold under repurchase agreements . . . 1,107 595 

Other borrowings .. . 214 210 

Other liabilities . ............. . 504 423 

Stock issued by subsidiaries ... ........... . 306 306 

Total Liabilities ............................ . 14,596 14,231 

Shareholder's Equity .... . .................... . 1,142 1,093 

Total Liabilities and Shareholder's Equity ...... ... ........... . .. . ..... ......... ... . .. ... ............. . ... . $ 15,738 $ 15,324 

See the notes to the Financial Services Group summarized financial statements. 41 
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SUMMARIZED STATEME N T S OF CASH FLOWS 

Fi nancial Services Group 

For the year 

(in millions) 

Cash Provided By (Used For) Operations 

Net income . . . . . . . . .. ... .. . .. . . . ..... ... . . ... . .. .... ..... . 

Adjustments: 

Amortization, depreciation and accretion . . . . . . . . . . . . . . 

Provision for loan losses . . . 

Originations of loans held for sale . 

Sales of loans held for sale . . .. ..... . . 

Collections on loans serviced for others, net . . .. . ... . ... . . .. ... . . .. .. .. . 

Originated mortgage servicing rights . . . . . . . . . .... ........ ..... . . . . . . . . 

Other . . . .. .. . . . ... .. .... .. . ... . . .. .. . . . . . .. . . . . .. ... . .. . .... . . . . . 

Cash Provided By (Used For) Investments 

Purchases of securities available-for-sale 

Maturities of securities available-for-sale .... . 

Sales of securities available-for-sale . .. 

Purchases of securities held-to-maturity . . 

Maturities and redemptions of securities 

held-to-maturity . .. . . .... . .. . . .. .. .. .. ... .. . .. 

Loans originated or acquired, 

net of principal collected .. . . . . . . . . .. . ...... . ... . . 

Sale of mortgage servicing rights . . . 

Sales of loans. . . . . . . . . . .... . . .. . . . . .. ..... . ....... . 

Acquisitions, net of cash acquired of $10 in 2000 . ........ . 

Capital expenditures . . .. ... .. .. ..... .. . . .. ... .. .. . ...... . .. .. . 

Other .. . . . .. . . . . . . ...... . .. . .. .. . .. . . . . . .. . . . ... . . .. . . .. .. . . . ... . . .. . . . .. . . .. . . . . . .. . 

Cash Provided By (Used For) Financing 

Net increase (decrease) in deposits ... .. ................ ... .. .. .. 

Securities sold under repurchase agreements and 

short-term borrowings, net . 

Additions to debt . . . . .. .... .. . ... . . . ... .. . . . .. . .. .. . .... ... .. ... . . .. . . ... ... .. . . . 

Payments of debt . ... . .. ... ... . . . . . . .... .. . .. . .... . .. ... . . . . . -. . . . .. . . 

Sale of stock by subsidiaries . . . . . . . . . .. .. . . .............. . . 

Capital contributions from parent company . . 

Dividends paid to parent company . 

Other. . . . .. . . . . ..... . . . .. .. . . . . .. . . . . . . . . . . . . .... ... . . . . . .. . .. .. . 

Net increase in cash and cash equivalents . . ... . . .. . 

Cash and cash equivalents at beginning of year . . 

Cash and cash equivalents at end of year .. .. . . . 

42 See th e notes to the Financial Ser vices Group summari zed financial statements. 

2001 

166 

79 

46 

(7 ,605) 

6,932 

104 

(102) 

(17) 

(397) 

(48) 

865 

(778) 

3 

262 

143 

446 

(364) 

(26) 

17 

520 

(766) 

316 

803 

(37) 

(124) 

(48) 

144 

267 

320 

587 

2000 

147 

59 

39 

(2,129) 

2,149 

(32) 

(12) 

(4) 

217 

(1,036) 

338 

192 

(l ,512) 

259 

(20) 

(34) 

(59) 

(l ,872) 

857 

1,071 

37 

(178) 

80 

10 

(110) 

(25) 

1,742 

87 

233 

320 

1999 

121 

62 

38 

(3,691) 

4,060 

(251) 

(54) 

98 

383 

(294) 

279 

145 

351 

(1,163) 

299 

(108) 

(26) 

(1 7) 

(534) 

808 

(121) 

35 

(775) 

1 

279 

(70) 

(2) 

155 

4 

229 

233 
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NOTES TO SUMMARIZED FINANCIAL 

STATEMENTS FINANCIAL SERVICES GROUP 

NOTE A - SUMMARY OF 

SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation 

Temple-Inland Financial Services Group 

(group) summarized financial statements 

include savings bank, mortgage banking, real 

estate and insurance brokerage operations. 

The assets and operations of this group are 

subject, in varying degrees, to regulatory rules 

and restrictions, including restriction on the 

payment of dividends to the parent company. 

All material intercompany amounts and 

transactions have been eliminated. Certain 

amounts have been reclassified to conform to 

the current year's classification. These financial 

statements should be read in conjunction 

with the Temple-Inland Inc. (the company) 

consolidated financial statements. 

Derivative Financial Instruments 

Beginning January 2001, the group adopted 

Statement of Financial Accounting Standards 

No. 133, Accountingfar Derivative Instruments and 

Hedging Activities, as amended. The cumulative 

effect of adopting this statement was to 

reduce 2001 net income by $1 million. This 

loss resulted from recording the fair value of 

derivative instruments that do not qualify for 

hedge accounting treatment. 

As permitted by this statement, the group 

reassessed the classification of its mortgage­

backed and other securities. As a result of that 

reassessment, on January 1, 2001, the group 

transferred $864 million in mortgage-backed 

securities from held-to-maturity to available­

for-sale. This transfer resulted in a $16 million 

after-tax reduction in other comprehensive 

income, a component of shareholders' equity. 

Mortgage Loans Held for Sale 

Mortgage loans held for sale consist primarily 

of single-family residential loans collateralized 

by the underlying property. Prior to January 1, 

2001, mortgage loans held for sale were carried 

at the lower of cost or market in the aggre­

gate. Net unrealized losses were recognized in 

a valuation allowance by charges to income. 

Effective January 1, 2001, in connection with 

the adoption of FAS No. 133, the carrying value 

TEMP L E - IN LA ND l N C. [) 2001 ANNUAL REPORT FINANCIAL STATEMENTS 

of mortgage loans held for sale that have been 

designated with an effective fair-value hedge, is 

adjusted for changes in fair value after the date 

of hedge designation, based on sale commit­

ments or current market quotes. Fair value 

adjustments and realized gains and losses are 

classified as noninterest income. 

Loans Receivable and 

Allowance for Loan Losses 

Loans receivable are stated at unpaid net 

principal balances less any allowance for loan 

losses. Interest on loans receivable is credited 

to income as earned. The accrual of interest 

ceases when collection of principal or interest 

becomes doubtful. When interest accrual 

ceases, uncollected interest previously credited 

to income is reversed. Certain loan fees and 

direct loan origination costs are deferred. These 

net fees or costs, as well as premiums and 

discounts on loans, are amortized to income 

using the interest method over the remaining 

period to contractual maturity and adjusted for 

anticipated prepayments. Any unamortized loan 

fees or costs, premiums, or discounts are taken 

to income in the event a loan is sold or repaid. 

The allowance for loan losses is increased by 

charges to income and by the portion of the 

purchase price related to credit risk on bulk 

purchases of loans and on acquisitions. The 

allowance is decreased by charge-offs, net of 

recoveries. Management's periodic evaluation 

of the adequacy of the allowance is based on the 

group's past loan loss experience, known and 

inherent risks in the portfolio, adverse situations 

that may have affected the borrower's ability 

to repay, estimated value of any underlying 

collateral, and current economic conditions. 

Loans receivable are assigned a risk rating to 

distinguish levels of credit risk and loan quality. 

These risk ratings are categorized as pass or 

criticized grade with the resultant allowance for 

loan losses based on this distinction. Certain 

loan portfolios are considered to be performance 

based and are graded by analyzing performance 

through assessment of delinquency status. 

The allowance for loan losses is comprised of 

specific allowances for impaired loans, general 

allowances for pass graded loans and pools of 

criticized loans with common risk characteristics 

and an unallocated allowance based on analysis 

of other economic factors. Specific allowances 

on impaired loans are measured by comparing 

the basis in the loan to: 1) estimated present value 

of total expected future cash flows, discounted 

at the loan's effective rate, or 2) the loan's 

observable market price, or 3) the fair value of 

the collateral if the loan is collateral dependent. 

The group uses general allowances for pools of 

loans with relatively similar risks based on 

management's assessment of homogenous 

attributes, such as product types, markets, aging 

and collateral. The group uses information on 

historic trends in delinquencies, charge-offs and 

recoveries to identify unfavorable trends. The 

analysis considers adverse trends in the migra­

tion of classifications to be an early warning of 

potential problems that would indicate a need 

to increase loss allowances over historic levels. 

The unallocated allowance for loan losses is 

determined based on management's assessment 

of general economic conditions as well as 

specific economic factors in individual markets. 

The evaluation of the appropriate level of 

unallocated allowance considers current risk 

factors that may not be reflected in the histor­

ical trends used to determine the allowance on 

criticized and pass graded loans. These factors 

may include inherent delays in obtaining 

information regarding a borrower's financial 

condition or changes in their unique business 

conditions; the judgmental nature of individual 

loan evaluations, collateral assessments and the 

interpretation of economic trends; volatility 

of economic or customer-specific conditions 

affecting the identification and estimation of 

losses for larger non-homogeneous loans; 

and the sensitivity of assumptions used to 

establish general allowances for homogenous 

groups of loans . In addition, the unallocated 

allowance recognizes that ultimate knowledge 

of the loan portfolios may be incomplete. 

Mortgage-backed and Other Securities 

The group determines the appropriate classifi­

cation of mortgage-backed and other securities 

at the time of purchase and confirms the 

designation of these debt securities as of each 

balance sheet date. Debt securities are classified 

as held-to-maturity and stated at amortized cost 

when the group has both the intent and ability 

to hold the securities to maturity. Otherwise, 

debt securities and marketable equity securities 
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are classified as available-for-sale and are stated 

at fair value with any unrealized gains and 

losses, net of tax, reported as a component of 

shareholder's equity. 

The cost of securities classified as held-to­

maturity or available-for-sale is adjusted for 

amortization of premiums and accretion of 

discounts by a method that approximates the 

interest method over the estimated lives of 

the securities. Should any such assets be sold, 

gains and losses are recognized based on the 

specific-identification method. 

Real Estate 

Real estate consists primarily of land and 

commercial properties held for development 

and sale, although certain properties are held 

for the production of income. Interest on 

indebtedness and property taxes during the 

development period, as well as improvements 

and other development costs, are generally 

capitalized. The cost ofland sales is determined 

using the relative sales value method. Real 

estate also includes properties acquired through 

loan foreclosure. 

Real estate held for future development and real 

estate projects being developed are evaluated 

for impairment in accordance with the recogni­

tion and measurement provisions governing 

long-lived assets to be held and used in oper­

ations. Real estate projects that are substantially 

completed and ready for their intended use 

are measured at the lower of carrying amount 

or estimated fair value minus the cost to sell 

in accordance with the provisions governing 

long-lived assets that are to be disposed of. 

Mortgage Servicing Rights 

The group allocates a portion of the cost of 

originating a mortgage loan to the mortgage 

servicing right based on its fair value relative to 

the loan as a whole. Capitalized mortgage loan 

servicing rights are amortized in proportion to, 

and over the period of, estimated net servicing 

revenues. The fair market value of originated 

mortgage servicing rights is estimated using 

buyers' quoted prices for servicing rights with 

similar attributes, such as loan type, size, 

escrow and geographic location. Purchased 

mortgage servicing rights are recorded at cost. 

To evaluate possible impairment of mortgage 

servicing rights., the portfolio is periodically 

stratified based on the predominant risk 

characteristics and the capitalized basis of each 

stratum is compared to fair value. Predominant 

risk characteristics considered include loan 

type and interest rate. Should the capitalized 

mortgage servicing rights, net, exc;:eed fair 

value, impairment is recognized through a val­

uation allowance. 

Amortization expense and changes to the 

valuation allowance are included in loan orig­

ination, marketing and servicing fees, net, in 

the summarized statements of income. 

Income Taxes 

The group is included in the consolidated 

income tax return filed by the parent company. 

Under an agreement with the parent company, 

the group provides a current income tax 

provision that takes into account the separate 

taxable income of the group. Def erred income 

taxes are recorded by the group. 

NOTE B - ACQUISITIONS 

During the third quarter 2001, the group 

acquired mortgage loan production and pro­

cessing offices for $63 million cash. The excess 

of the purchase price over the fair value of the 

identifiable net assets acquired was $8 million. 

This goodwill is not being amortized but will 

be periodically assessed for impairment. 

On February 1, 2001, the group acquired 

certain assets (primarily asset-based loans), 

totaling $300 million, from FINOVA Capital 

Corporation (FINOVA) for $301 million cash. 

The excess of the purchase price over the fair 

value of the net identifiable assets acquired of 

$1 million was being amortized on the straight­

line method over 10 years. 

On March 1 , 2000, the group acquired all of the 

outstanding stock of American Finance Group, 

Inc. (AFG) for $32 million cash. AFG, an indus­

trial and commercial equipment leasing and 

financing operation, had total assets (primarily 

financing leases, loans, and equipment under 

operating leases) of $161 million and total 

liabilities (primarily debt) of $132 million, of 

which $128 million was repaid after acquisition. 

The excess of the purchase price over the fair 

value of the identifiable net assets acquired of 

$1 million was being amortized on the straight­

line method over 10 years. 

On June 29, 1999, the group acquired all of 

the outstanding stock of HF Bancorp, Inc., the 

parent company of Hemet Federal Savings & 

Loan Association (Hemet) for $119 million 

cash. Hemet had total assets of $1.2 billion 

(primarily loans and securities) and total 

liabilities of $1.1 billion (primarily deposits). 

The excess of the purchase price over the 

fair value of the identifiable net assets acquired 

of $40 million was being amortized on the 

straight-line method over 25 years. 

On June 11, 1999, the group acquired the assets 

of Fidelity Funding, Inc. (Fidelity) for $18 

million in cash. Fidelity, an asset-based lending 

operation, had assets (primarily loans) of $111 

million. The excess of the purchase price over 

the fair value of the identifiable net assets 

acquired of $ 18 million was being amortized 

on the straight-line method over 10 years. 

The FIN OVA acquisition and all acquisitions in 

2000 and 1999 were accounted for as purchase 

business combinations in accordance with 

Accounting Principles Board Opinion No. 16, 

Business Combinations. The amortization of 

goodwill associated with these acquisitions 

will cease beginning January 1, 2002 and the 

remaining goodwill will be periodically assessed 

for impairment. 

The acquisitions were accounted for under the 

purchase method of accounting and, accord­

ingly, the acquired assets and liabilities were 

adjusted to their estimated fair values at the date 

of the acquisitions. The operating results of the 

acquisitions are included in the accompanying 

summarized financial statements from the 

acquisition dates. The unaudited pro forma 

results of operations, assuming the acquisitions 

had been effected as of the beginning of the 

applicable fiscal year would not have been 

materially different from those reported. 
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NOTE C - LOANS RECEIVABLE 

The outstanding principal balances of loans receivable consists of the following: 

At y ear-end 

(in millions) 

Real estate mortgage . 

Construction and development (» 

Commercial and business ......... . 

Consumer and other ........ . ........... . . 

Premiums, discounts and deferred fees, net ... 

2001 ANNUAL REPORT FI N A NC IAL STATEME NTS 

2001 

$ 2,872 

4,234 

2,116 

764 

2000 

3,600 

4,007 

1,681 

1,216 

8 

Less: Allowance for loan losses ............. . ...... . . . ... . . ...... . ........ . .................................. . 

9,986 

(139) 

$ 9,847 

10,512 

(118) 

$ 10,394 

(•) Includes residential construction. 

Real estate mortgages are primarily single-family adjustable-rate loans secured by properties located primarily in California and Texas. Construction 

and development loans consist primarily of office, multi-family, retail, industrial, residential and senior housing properties and are predominantly 

located in Texas, California, Florida, Georgia, Colorado, Illinois and Arizona. Commercial and business loans include working capital, equipment 

financing, asset-based loans and other business loans. Consumer and other loans include a variety of products and are primarily secured by real estate. 

The recorded investment in impaired loans was $66 million at year-end 2001 and $6 million at year-end 2000, with a related allowance for loans 

losses of $28 million and $3 million, respectively. The average recorded investment in impaired loans during the years ended 2001 and 2000 was 

approximately $ 37 million and $45 million, respectively. The related amount of interest income recognized on impaired loans for the years ended 

2001 and 2000 was immaterial. 

At year-end 2001, the group had unfunded commitments on outstanding loans totaling approximately $4.8 billion and commitments to originate 

loans of $304 million. In addition, at year-end 2001, the group had issued letters of credit totaling $197 million. The portion of these amounts to 

be ultimately funded is uncertain. 

Activity in the allowance for loan losses was as follows: 

For the year 

(in millions) 

Balance, beginning of year...... . ...... ...... . . .. .. . 

Provision for loan losses ......... .......... .... ... . 

Additions related to acquisitions 

and bulk purchases of loans ................... . 

Charge-offs, net of recoveries . . .. ......... ........ .. . . . .. ... . ........... . ... . 

Balance, end of year....... . .. . ..................... . . ..... . . . .. ........... . 

2001 

$ 118 

46 

2 

_i!!l 
$ 139 

2000 

$ 113 

39 

2 

(36) 

$ 118 

1999 

87 

38 

12 

(24) 

$ 113 
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NOTE 0 - MORTGAGE - BACKED AND OTHER SECURITIES 

The amortized cost and fair values of mortgage-backed and other securities consists of the following: 

(in millions) 

At year-end 2001 

Availablejor-sale 

Mortgage-backed securities: 

U. S. Government and agency ..... 

Private issuer pass-through securities . . 

Debt securities: 

Corporate securities . ..... . .. . . ........ .. . ... . 

Equity securities, primarily Federal 

Home Loan Bank stock ........ . .. . . .. . . 

Held-to-maturity 

Mortgage-backed securities: 

U.S. Government and agency . 

At year-end 2000 

Availablejor-sale 

Mortgage-backed securities: 

U. S. Government and agency .. . ...... ..... . .. .. . 

Private issuer pass-through securities . . 

Debt securities: 

Corporate securities .. . 

Equity securities, primarily Federal 

Home Loan Bank stock . .. . ... ..... .. 

Held-to-maturity 

Mortgage-backed securities: 

U. S. Government and agency .. . 

Private issuer pass-through securities .. 

Amortized 
Cost 

$ 2,292 

72 

2, 364 

3 

206 

$ 2,573 

775 

775 

$ 2,210 

10 

2,220 

3 

175 

$ 2,398 

764 

100 

864 

Gross 
Unrealized 

Gains 

$ 35 

35 

$ 35 

$ -

$ -

$ 21 

21 

$ 21 

$ -

$ -

Gross 
Unrealized 

Losses 

$ (8) 

(1) 

(9) 

$ (8) 

$ (8) 

$ (4) 

(4) 

$ (4) 

$ (23) 

____0_ 
$ (26) 

Fair 
Value 

$ 2,319 

71 

2,390 

3 

206 

$ 2,599 

767 

767 

$ 2,227 

10 

2,237 

3 

175 

$ 2,415 

741 

97 

838 
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The average yield on available-for-sale 

mortgage-backed, debt and equity securities 

for 2001 was 5.72 percent, 6.73 percent and 

4.49 percent, respectively. The average yield on 

held-to-maturity mortgage-backed securities 

for 2001 was 5.34 percent. 

At year-end 1999, the carrying values of 

available-for-sale mortgage-backed securities, 

debt securities and equity securities were $1.3 

billion, $9 million, and $166 million, respec­

tively. The carrying value of held-to-maturity 

mortgage-backed securities at year-end 1999 

was $1 . 1 billion. 

Securities are classified according to their 

contractual maturities without consideration 

of principal amortization, potential prepay­

ments or call options. Accordingly, actual 

NOTE E - REAL ESTAT E 

Real estate is summarized as follows: 

(in millions) 

Real estate held for development and 

maturities may differ from contractual matu­

rities. Virtually all mortgage-backed and other 

securities held at year-end 2001 were classified 

as variable/no maturity. 

The mortgage loans underlying mortgage­

backed securities have adjustable interest rates 

and generally have contractual maturities 

ranging from 15 to 40 years with principal and 

interest installments due monthly. The actual 

maturities of mortgage-backed securities may 

differ from the contractual maturities of the 

underlying loans because issuers or mort­

gagors may have the right to call or prepay 

their securities or loans. 

Certain mortgage-backed securities and other 

securities are guaranteed directly or indirectly 

by the U.S. government or its agencies. Other 

mortgage-backed securities not guaranteed by 

the U.S. government or its agencies are senior 

subordinated securities considered investment 

grade quality by third-party rating agencies. The 

collateral underlying these securities is primarily 

residential properties located in California . 

The group securitized and continued to hold 

$123 million and $297 million of mortgage 

loans previously held in the loan portfolio, 

during 2001 and 2000, respectively. The transfer 

to mortgage-backed securities was recorded 

at the carrying value of the mortgage loans at 

the time of securitization. The market value of 

the securities generated through these securi­

tization activities are obtained through active 

market quotes. The group held $614 million 

and $689 million in such securities at year-end 

2001 and 2000, respectively. 

2001 2000 

sale and income producing properties ..... . . .. ... . .... .. . ... .. . .... . ......... .. ...... .. .. . ... . . .. . .. . ... . . . . . .. . .. $ 260 $ 249 

Foreclosed real estate.. . ... ........ . . ... . .... . ... .. . ... .. .. . . . .. .... .. ............ . .. . . .. . 2 3 

262 252 

Accumulated depreciation (19) (16) 

Valuation allowance .... ...... . _Ql_ (3) 

Real estate, net .. . ... . . . . .. .... . $ 240 $ 233 

NOTE F - PROP ERTY AN D E QUIPM ENT 

Property and equipment, included in other assets, are summarized as follows: 

At year-end Estimated Useful Lives 2001 2000 

(in millions) 

Cost: 

Land .. .... .. . .. . .. .. ... .. . .. . .. .... . ......... .. .. . . . . .. . ... . ... . ... , 22 $ 22 

Buildings ............. . ........ . .... . .. . . .. . .. .. . ... . ......... 10 - 40 years 110 107 

Leasehold improvements ... . .. . .............. . 5 - 20 years 24 22 

Furniture, fixtures and equipment . . ........ . . 3 - 10 years 117 94 
---

273 245 

Less accumulated depreciation and amortization .. (107) (87) 

$ 166 $ 158 
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NOTE G - DEPOSITS 

Deposits consists of the following: 

(dollars in millions) 

N oninterest-bearing demand. . ....... . . .. . . . . ... . . . .. ... . . 

Interest-bearing demand . . . . . . . . . . . . . .. . . 

Savings deposits . . . . . .... . .. .. . . : .. . ... . ... ... . . . ... . 

Time deposits.. ... . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . .. ... . 

Avera9e 
Stated Rate 

1.36% 

1.63% 

4 .11 % 

Scheduled maturities of time deposits at year-end 2001 are as follows : 

(in millions) 

3 months or less. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . 

Over 3 through 6 months ... . ... . ... . ... . . . . . ... . . . . . .... .. .. .. .. . . . .... ..... . ........ . 

Over 6 through 12 months . . . . . . . . ......... . ... . ... . ... . ... . .... . . . .. . . . . . . . . 

Over 12 months ... .. .. . . . ... . . . .. . .. .. . . . .. . . . .. . . .. .. . .. . ... . . . ... .. . . . .. .. . . .. . ... . .. . 

2001 

$100,000 OT 

More 

$ 296 

275 

176 

191 
--
$ 938 

Amount 

443 

2,602 

186 

5,799 

$ 9,030 

Less Than 
$100,000 

$ 1,004 

968 

776 

2,113 

$ 4,861 

Avera9e 
Stated Rate 

4 .36% 

1.83% 

6.13% 

2000 

Amount 

302 

2,504 

167 

6,855 

$ 9,828 

Total 

$ 1,300 

1,243 

952 

2,304 

$ 5,799 

At year-end 2001, time deposits maturity dates were as follows (in millions): 2002- $3,495; 2003 - $ l,703; 2004- $242; 2005 - $139; 2006- $218; 

2007 and thereafter - $2. 

NOTE H - SECURITIES SOLD UNDER REPURCHASE AGREEMENTS 

Securities sold under repurchase agreements were delivered to brokers I dealers who retained such securities as collateral for the borrowings and 

have agreed to resell the same securities back to the group at the maturities of the agreements. The agreements generally mature within 30 days . 

Information concerning borrowings under repurchase agreements is summarized as follows: 

(dollars in millions) 

At year-end: 

Balance . . ... 

Weighted average interest rate. 

For the year: 

Average daily balance .... . .... .. ..... . 

Maximum month-end balance . . .. . . 

Weighted average interest rate . . .. . . 

2001 

$ 1,107 

1.9% 

594 

$ 1, 107 

3.9% 

2000 1999 

$ 595 

6.5% 

$ 484 $ 112 

$ 898 $ 223 

6.5% 5.0% 

At year-end 2001, the fair value of securities sold under repurchase agreements was $782 million for FNMA certificates and $344 million for 

FHLMC certificates. 
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NOTE I - FEDERAL HOME LOAN BANK ADVANCES 

Pursuant to collateral agreements with the Federal Home Loan Bank of Dallas (FHLB), advances are secured by a blanket floating lien on the savings 

bank's (Guaranty) assets and by securities on deposit at the FHLB. 

Information concerning short-term Federal Home Loan Bank Advances is summarized as follows: 

(dollars in millions) 

At year-end: 

Balance ......... . 

Weighted average interest rate . ..... .. . ... .. . ..... ........ . .. ...... .... . ... .... . 

For the year: 

Average daily balance .................... . 

Maximum month-end balance . 

Weighted average interest rate ...... .. ... .... ......... . .. .. ....... . 

2001 

$ 2,657 

2.0% 

$ 3,367 

$ 3,930 

4.1% 

2000 

$ 2,869 

6.4% 

$ 2,306 

$ 2,911 

6.4% 

1999 

$ 2,151 

5.7% 

$ 2,683 

$ 3,431 

5.2% 

In addition to short-term advances, at year-end 2001 $778 million in long-term amortizing fixed-rate advances were outstanding. These advances 

had a weighted average interest rate of 4.3 percent at year-end 2001. 

At year-end 2001, the short and long-term advances had maturity dates as follows (in millions): 2002 - $2,816; 2003 - $145; 2004 - $104; 

2005 - $81; 2006 - $151; 2007 and thereafter - $138. 

NOTE J- OTHER BORROWINGS 

Other borrowings, which represent borrowings of non-savings bank entities, consists of the following: 

At year-end 

(in millions) 

Long-term debt with an average rate of 5.57% and 7.91% 

during 2001 and 2000, respectively, due through 2002 . ... . . . .. . ....... .. .... .. .. .. . .... ...... . . .. ..... ... ...... . 

Long-term debt at various rates which 

approximate prime, secured primarily by real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... .. . .. . .. . 

2001 

$ 171 

43 

$ 214 

2000 

$ 168 

42 

$ 210 

At year-end 2001, a non-savings bank subsidiary had a $210 million credit facility, which expires in 2002, with $39 million remaining unused. 

At year-end 2001, maturities of other borrowings are as follows (in millions): 2002-$174; 2003 - $3; 2004-$3; 2005-$2; 2006-$2; 2007 and 

thereafter - $30. 
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NOTE K - PREFERRED 

STOCK ISSUED BY SUBSIDIARIES 

Guaranty has two subsidiaries that qualify as real 

estate investment trusts, Guaranty Preferred 

Capital Corporation (GPCC) and Guaranty 

Preferred Capital Corporation II (GPCC II). 

Both are authorized to issue floating rate and 

fixed rate preferred stock. These preferred 

stocks have a liquidation preference of $1,000 

per share, dividends that are non-cumulative 

and payable when declared, and are automat­

ically exchanged into Guaranty preferred 

stock, with similar terms and conditions, if 

federal banking regulators determine that 

Guaranty is, or will become, undercapitalized 

in the near term or an administrative body 

takes an action that will prevent GPCC or 

GPCC II from paying full quarterly dividends 

or redeeming any pref erred stock. If such an 

exchange occurs, the parent company must 

issue its senior notes in exchange for the 

Guaranty preferred stock in an amount equal 

to the liquidation preference of the pref erred 

stock exchanged. The terms and conditions of 

the senior notes are similar to those of the 

Guaranty preferred stock exchanged except 

that the rate on the senior notes received by the 

former GPCC preferred stockholders is fixed 

instead of floating. At year-end 2001, the liqui­

dation preference of the outstanding pref erred 

stock issued by the Guaranty subsidiaries 

totals $305 million. 

In 1997, GPCC issued an aggregate of 150,000 

shares of floating rate pref erred stock for an 

aggregate consideration of $150 million cash. 

GPCC issued an additional 75,000 shares in 

1998 for an aggregate consideration of $75 

million cash. The weighted average rate paid 

to preferred shareholders was 5.82 percent and 

7.94 percent during 2001 and 2000, respectively. 

Within ten years of issuance, at the option of 

GPCC, these shares may be redeemed in whole 

or in part for $1,000 per share cash. 

At inception in December 2000, GPCC II issued 

35,000 shares of floating rate preferred stock 

and 45,000 shares of 9 .15 percent fixed rate 

pref erred stock for an aggregate consideration 

of $80 million cash. The weighted average rate 

paid to floating rate preferred shareholders was 

6.83 percent during 2001 . Prior to May 2007, 

at the option of GPCC II, these shares may be 

redeemed in whole or in part for $ 1, 000 per 

share cash plus, under certain circumstances, 

a make-whole premium. 

NOTE L - MORTGAGE LOAN SERVICING 

The group services mortgage loans that are 

owned primarily by independent investors. 

The group serviced approximately 129, 700 and 

209,600 mortgage loans aggregating $11.6 

billion and $19.5 billion as of year-end 2001 

and 2000, respectively. 

The group is required to advance, from group 

funds, escrow and foreclosure costs on loans 

it services. The majority of these advances are 

recoverable, except for certain amounts for 

loans serviced for GNMA. A reserve has been 

established for unrecoverable advances. 

Market risk is assumed related to the disposal 

of certain foreclosed VA loans. No significant 

losses were incurred during 2001, 2000 or 1999 

in connection with this risk. 

Capitalized mortgage loan servicing rights, net of accumulated amortization, were as follows (in millions): 

For the year 200 I 

Balance, beginning of year . . .. . .. ..... . .. ... . .. .... .. . . ... ... . ... . ... . .. . . . .. . .. . 

Additions. 

Amortization expense ... .. .... . .. . . . .... .. . . 

Sales . ... . .. ............... . ... . .. . . 

Subtotal .... ... .. .. . . . ... . 

Valuation allowance ...... . . 

Balance, end of year . . 

For the year 2000 

Balance, beginning of year .. . 

Additions ....... . .... .. . .... .... . 

Amortization expense .. 

Sales .. . . . . ..... ..... . . 

Subtotal. 

Valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . .. . ...... ..... .. . ... . 

Balance, end of year ................... . . .. .... ... ......... . ....... . ... ....... .... . . . .. . 

Purchased 
Loan Servicin9 

Ri9hts 

$ 138 

(17) 

(73) 

$ 50 

$ 155 

4 

(20) 

(1) 

$ 138 

Ori9inated 
Loan Servicin9 

Ri9hts 

$ 108 

101 

(23) 

(74) 

$ 112 

$ 113 

12 

(14) 

(3) 

$ 108 

Total 

246 

103 

(40) 

(147) 

$ 162 

(6) 

$ 156 

268 

16 

(34) 

(4) 

$ 246 

$ 246 
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Amortization expense related to mortgage 

loan servicing rights totaled $40 million, $ 34 

million and $49 million for 2001, 2000 and 

1999, respectively. The valuation allowance 

was increased $6 million in 2001 by a charge to 

operations and reduced $1 million in 2000 and 

$16 million in 1999 by a credit to operations. 

The estimated fair value of the capitalized 

mortgage servicing rights at year-end 2001 

was approximately $173 million. Fair value was 

determined utilizing market-driven assump­

tions for prepayment speeds, discount rates 

and other variables. 

NOTE M- INTEREST 

RATE RISK MANAGEMENT 

Guaranty is a party to various interest rate 

corridor agreements, which reduce the 

impact of increases in interest rates on its 

investments in adjustable-rate mortgage-backed 

securities that have lifetime interest rate 

caps. Under these agreements with notional 

amounts totaling $167 million and $ 213 million 

at year-end 2001 and 2000, respectively, 

Guaranty simultaneously purchased and sold 

caps whereby it receives interest if the variable 

rate based on the FHLB Eleventh District 

Cost of Funds (EDCOF) Index (3.37 percent 

at year-end 2001) exceeds an average strike 

rate of 8. 81 percent and pays interest if the 

same variable rate exceeds a strike rate of 

11 . 75 percent. These agreements mature 

through 2003. Guaranty did not receive or 

pay any amounts under this agreement in 

2001, 2000 or 1999. 

Guaranty is also a party to an interest rate cap 

agreement to reduce the impact of interest rate 

increases on certain adjustable rate investments 

with lifetime caps. Under this agreement, with 

a notional amount of $29 million, Guaranty 

would receive payments if the EDCOF exceeds 

TEMPLE - INLAND INC . [). 2 001 ANNUAL REPORT FI NANC IAL STATEME N T S 

the strike rate of 10 percent. This agreement 

matures in ·2004. Guaranty did not receive or 

pay any amounts under this agreement in 2001, 

2000 or 1999. 

These corridor and cap agreements do not 

qualify for hedge accounting and are therefore 

recorded at fair value with changes in their fair 

value recorded in income. The amounts related 

to these agreements subject to credit risk are 

the streams of payments receivable by Guaranty 

under the terms of the contracts not the 

notional amounts used to express the volumes 

of these transactions. Guaranty minimizes 

its exposure to credit risk by entering into 

contracts with major U.S. securities firms. 

The mortgage banking operation enters into 

forward sales commitments to deliver mort­

gage loans to third parties. These forward sales 

commitments hedge volatility of interest rates 

between the time a mortgage loan commitment 

is made and the subsequent funding and sale 

of the loan to a third party. During the time 

these forward sale commitments are hedging 

a mortgage loan commitment, both commit­

ments are considered derivative financial 

instruments and are recorded at fair value 

with changes in their fair value recorded in 

income. Upon origination of a mortgage loan, 

the forward sale commitment is designated as 

a fair -value hedge of the mortgage loan held 

for sale and changes in the fair value of both the 

forward sale commitment and the mortgage 

loan held for sale are recorded in income. At 

year-end 2001, the mortgage banking operation 

had commitments to originate or purchase 

mortgage loans totaling approximately $681 

million and commitments to sell mortgage 

loans of approximately $1. 1 billion. To the 

extent mortgage loans at the appropriate 

rates are not available to fulfill the sales 

commitments, the group is subject to market 

risk resulting from interest rate fluctuations. 

NOTE N - COMMITMENTS 

The group leases equipment and facilities 

under various operating lease agreements. 

Future minimum rental payments, net of 

related sublease income and exclusive of related 

expenses, under non-cancelable operating 

leases with a remaining term in excess of one 

year are as follows (in millions) : 2002 - $17; 

2003-$14; 2004-$11; 2005-$9; 2006 - $3; 

2007 and thereafter - $6. 

Total rent expense under these lease agreements 

was $19 million, $15 million and $14 million 

for 2001, 2000 and 1999, respectively. 

NOTE 0 - REGULATORY CAPITAL MATTERS 

Guaranty is subject to various regulatory capital 

requirements administered by the federal 

banking agencies. Failure to meet minimum 

capital requirements can initiate certain 

mandatory and possibly additional discretionary 

actions by regulators that, if undertaken, 

could have a direct material effect on 

Guaranty's financial statements. The -payment 

of dividends from Guaranty is subject to 

proper regulatory notification. 

Under capital adequacy guidelines and the 

regulatory framework for prompt corrective 

action, Guaranty must meet specific capital 

guidelines that involve quantitative measures 

of Guaranty's assets, liabilities and certain 

off-balance-sheet items such as unfunded loan 

commitments, as calculated under regulatory 

accounting practices. Capital amounts and 

classification are also subject to qualitative 

judgments by the regulators about components, 

risk weightings and other factors. At year-end 

2001, Guaranty met or exceeded all of its 

capital adequacy requirements. 
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At year-end 2001, the most recent notification from regulators categorized Guaranty as "well capitalized."The following table sets forth Guaranty's 

actual capital amounts and ratios along with the minimum capital amounts and ratios Guaranty must maintain in order to meet capital adequacy 

requirements and to be categorized as "well capitalized." No amounts were deducted from capital for interest-rate risk at year-end 2001 or 2000. 

(dollars in millions) 

At year-end 2001: 

Total Risk-Based Ratio 

(Risk-based capital I 
Total risk-weight assets) . . .. . . . ... . 

Tier 1 (Core) Risk-Based 

Ratio (Core capital I 

Total risk-weight assets) . 

Tier 1 (Core) Leverage Ratio 

Core capital I Adjusted 

tangible assets) 

Tangible Ratio 

(Tangible equity I 

Tangible assets) . ........ . .. . ........ . 

At year-end 2000: 

Total Risk-Based Ratio 

(Risk-based capital I 
Total risk-weight assets) ... 

Tier 1 (Core) Risk-Based 

Ratio (Core capital I 
Total risk-weight assets) .... . 

Tier 1 (Core) Leverage Ratio 

Core capital I Adjusted 

tangible assets) ......... . 

Tangible Ratio 

(Tangible equity I 
Tangible assets) . . . . . .......... . .. . 

Actual 

Amount Ratio 

$ 1,327 10.71 % 

$ 1, 192 9 .62 % 

$ 1, 192 7.8 2% 

$ 1,192 7.82 % 

$ 1,283 10.29% 

$ 1, 153 9.24% 

$ 1, 153 7.77% 

$ 1,153 7.77% 

Amount 

~$ 992 

~$ 496 

~$ 610 

~$ 305 

~$ 998 

~$ 499 

~$ 593 

~$ 297 

For 
Capital Adequacy 

Requirements 

Ratio 

~ 8.00% 

~ 4.00% 

~ 4.00% 

~ 2.00% 

~ 8.00% 

~ 4.00% 

~ 4.00% 

~ 2.00% 

Amount 

~$ 1,240 

~$ 744 

~$ 762 

NIA 

~$ 1,247 

~$ 748 

~$ 742 

NIA 

For 
Cate9orization as 
"Well Capitalized" 

Ratio 

~ 10.00% 

~ 6.00% 

~ 5.00% 

NIA 

~ 10.00% 

~ 6.00% 

~ 5.00% 

NIA 
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CONSOLIDATED STATEMENTS OF INCOME 

Temple -Inland Inc. and Subsidiaries 

For the year 

Revenues 

Manufacturing ..... . 

Financial Services ..... . ... . .. .. ................... . 

Costs and Expenses 

Manufacturing . ... 

Financial Services ........ .. . ... . . . . . . .. .... . .. . ... . ... . . . . . 

Operating Income ..... 

Parent company interest... . . . .. . . . . . . . . . . . . . . . ..... . ...... . ........ . . 

Income From Continuing Operations Before Taxes ....... , ...... . ... . 

Income taxes .. .. . . . . .. ... . . . . . ... .. . ............................... . . 

Income From Continuing Operations . .... . ........ ... ...... . . .. . 

Discontinued operation .... .. .... . ...... . .. .. . .... . .. . .. .. .. . . . .. .. . ......... . .. . 

Income Before Accounting Change . . . . ... . .......... . .. . .... . .. .. ... . .......... . 

Effect of accounting change . . . . . . . . . . .... . ... . ... . ... ...... . ... .. . .... ........ . 

Net Income .. ... 

Earnings Per Share 

Basic: 

Income from continuing operations . . . . . . . . . . . . . . . . . ....... .. . ........ . 

Discontinued operation .... . . . .................... ... . . . ............. . ..... . . . 

Effect of accounting change ...... .... ..... '.. . . . . . ..... .. . . .. . . . . . .. . . . . ... . . 

Net income ................ . . 

Diluted: 

Income from continuing operations ....................... . .. . 

Discontinued operation .......... .. . . . .............. . . .. . . . .... . 

Effect of accounting change . . . ... . .. . .. . ..... . . .. ... .... ... .... . 

Net income ..... .. ... . ....... .. .... . ... . .............. .......... .. ... ......... . . . 

2001 

$ 2,808 

1,364 

4,172 

2,717 

1,180 

3,897 

275 

(98) 

177 

~ 
111 

111 

(2) 

109 

2.26 

~ 
$ 2.22 

2.26 

(.04) 

$ 2.22 

2000 1999 

$ 2,928 $ 2,706 

1,369 1,116 

4,297 3,822 

2,692 2,443 

1,180 978 

3,872 3,421 

425 401 

(105) (95) 

320 306 

(125) (115) 

195 191 

(92) 

195 99 

195 99 

3.83 3.45 

(1.66) 

$ 3.83 $ 1.79 

3.83 3.43 

(1.65) 

$ 3.83 $ 1.78 

See the notes to the consolidated financial statements. 53 
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C ONSOLIDATING BALAN C E SHEETS 

Temple-Inland inc. and Subsidiaries 

At year-end 2001 

(in millions) 

Assets 

Cash and cash equivalents . 

Mortgage loans held for sale . . . 

Loans and leases receivable, net ... . . 

Mortgage-backed and other 

securities available-for-sale . 

Mortgage-backed and other securities 

held-to-maturity ..... .. ............. . . 

Trade receivables . .. . . . . . . ........... . . .. .. .. ... . ......... ... . 

Inventories . . . . .... . .... . . . ........ . 

Property and equipment . . ... . 

Goodwill . .. ... . .. .. ... . .. . . 

Other assets . . .. .. .. . 

Investment in Financial Services . ... . . . .. . . .. . . .. ... .. . .... .. .. . . . . . . . . . .. . . ... . 

Total Assets . . . . .. . .. . . . . . ... . . .. . . . . ... . . . .. . . .. . . . . . ... . 

Liabilities 

Deposits . . ...... . ... . . . . . . . . . ...... . ... . .. . . 

Federal Home Loan Bank advances .. . 

Securities sold under repurchase agreements . . . . . . . 

Other liabilities . . . . . . . . . . . .. . . . . .. . .. . ... . . 

Long-term debt .. ..... . . 

Deferred income taxes .. . ... . ... . . .. . 

Postretirement benefits . . . 

Stock issued by subsidiaries ...... . .... . . . .. .. . . .. . . ... ... . . ... . ... . . .. . . 

Total Liabilities . . .. . . . . ..... . .. . ... . . . . . .. .. ... . . ..... . . . . .. . . ... .. . .. . . . .... . . . 

Shareholders' Equity 

Preferred stock-par value $1 per share: authorized 

25,000,000 shares; none issued .. . . ... . . . ... . . . . . . . 

Common stock - par value $1 per share: authorized 

200,000,000 shares; issued 61,389,552 shares, 

including shares held in the treasury ..... . ....... . . . . . . .. . . . . . ... .. 

Additional paid-in capital... . . . ... . . .. . .. . . ... . . . .. . 

Accumulated other comprehensive income (loss) . . . . . . . .. .. . . 

Retained earnings . . . .. . .. .. .... . . . .. 

Cost of shares held in the treasury: 12,030,402 shares .. .. . .. .. . . .. .. . .. . . 

Total Shareholders' Equity. .. . .. .... .. .. .. .. . . 

Total Liabilities and Shareholders' Equity . . .. . . . .. . . . . . . . . . .. . . . . 

54 See the notes to the consolidated financial statements. 

Parent 
Company 

288 

258 

2,085 

62 

283 

1,142 

$ 4, 121 

434 

1,339 

310 

142 

$ 2,225 

Finan cial 
Services 

587 

958 

9,847 

2,599 

775 

166 

124 

682 

$ 15,738 

9,030 

3,435 

1,107 

504 

214 

306 

$ 14,596 

Consolidated 

590 

958 

9,847 

2,599 

775 

288 

258 

2,251 

186 

935 

$ 18,687 

9,030 

3,435 

1,107 

914 

1,553 

304 

142 

306 

$ 16,791 

61 

367 

(1) 

2,014 

2,441 

(545) 

1,896 

$ 18,687 
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CONSOLIDATING BALA N CE SHEET S 

Temple-Inland Inc. and Subsidiaries 

At year-end 2000 

(in millions) 

Assets 

Cash and cash equivalents ....... . 

Mortgage loans held for sale ... . . . . . . .. . . . . . . .. .. . . .. . ... . . . .. . . .... . .. .. . .. .. . . 

Loans and leases receivable, net . ... . . .. . . .. . . . .. . . . . . .. .. . .. .... . . .. .. . . . . .. . . . 

Mortgage-backed and other 

securities available-for-sale .. 

Mortgage-backed and other securities 

held-to-maturity 

Trade receivables ... 

Inventories .... . ........ . . .. . . .. . . ... .... . . . . .. .. .. .. . .. . . . . 

Property and equipment .. 

Goodwill .. .. . .. . ..... . . .. . 

Other assets . . . .. .. . 

Investment in Financial Services .. 

Total Assets.... .. ..... .. . . . ... . ... .. 

Liabilities 

Deposits . . . . . . . . . . . . . . . . .. ... . . .. . . .. .. . .. ... . . . .. .... . . ...... .. . . .. .. .. . 

Federal Home Loan Bank advances .. ...... . ... .. .. ... .. . . . . . 

Securities sold under repurchase agreements . . . .. . . .. .. ....... . ... . . .. . 

Other liabilities ...... .. . .. .. ........ . . . 

Long-term debt............. . .. . .. .. . . .. . 

Deferred income taxes .. . . . .. . . . .. .. ... .. .. . . .... . . .. . . . 

Postretirement benefits . . ... .. ... . . ... . . 

Stock issued by subsidiaries . . 

Total Liabilities. 

Shareholders' Equity 

Preferred stock - par value $1 per share: authorized 

25,000,000 shares; none issued .... . . .. . . ... . .. ... . ... . 

Common stock- par value $1 per share: authorized 

200,000,000 shares; issued 61,389,552 shares, 

including shares held in the treasury .. 

Additional paid-in capital . ..... .. . .. ..... .. . . . . .. .. . ... . 

Accumulated other comprehensive income (loss) . . . 

Retained earnings ..... . .. . . . . . . .. . . .. . . ... ... ... . . .. . . . . . 

Cost of shares held in the treasury: 12,215,499 shares ... . . . . . . . 

Total Shareholders' Equity . ... . . . ... . ... .. .. . . . . .. . .. .. . .. . . .. . 

Total Liabilities and Shareholders' Equity .. 

Parent 
Company 

2 

294 

253 

2,091 

22 

256 

1,093 

$ 4,011 

379 

1,381 

276 

142 

$ 2, 178 

Financial 
Services 

320 

232 

10,394 

2,415 

864 

158 

120 

821 

$ 15,324 

9,828 

2,869 

595 

423 

210 

306 

$ 14,231 

Consolidated 

322 

232 

10,394 

2,415 

864 

294 

253 

2,249 

142 

1,041 

$ 18,206 

9,828 

2,869 

595 

770 

1,591 

272 

142 

306 

$ 16,373 

61 

365 

(8) 

1,968 

2,386 

(553) 

1,833 

$ 18,206 
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CO N SOLIDATED STATEM ENT S OF CASH FLOWS 

Temple- Inland In c. and Subsidiaries 

For the y ear 

(in millions) 

Cash Provided By (Used For) Operations 

Net income ... . . .. ... . . . .. .. .. .. .. . . . . . ..... . ...... . . 

Adjustments: 

Depreciation and depletion . . . . . . . . . . . . . .. .... . .. . .. . ... . .. . . . . . 

Amortization of goodwill .. .. . . . ... .. ... . . . .. .. . . . .. .. . . .. .. ... . . . ..... . .. . . 

Provision for loan losses . . . . . .. .. . . . . .. . .. .. . .. .. .. .. ... . . .. . .. . . .... . ... .. . . 

Def erred taxes . ... . .. . . . .. ... . . ....... . . . . ... .. .. ... . . ....... . ... .. ...... . .. . . . 

Amortization and accretion of financial instruments ......... .. . . ..... . 

Originations ofloans held for sale. . . . . . . . . ..... .. ... .. .. .. ...... . ..... . . 

Sales of loans held for sale . . . . . . . . . . . . . . ..... . .. . . .. .. ... .. .. . .. .. . . 

Receivables ..... .. . ... . ... .. . .. ...... .. . ..... ... ... .... .. .. .. .. . ... .. .... . . .. . . . 

Inventories . ........ . ..... .. . . . . . . . . . .. ... ... .. .. .. . .. . . ... . .. .. .. . .. .. .. . .. . . . . . 

Accounts payable and accrued expenses . . . . .. ... .. . . .... .. . ... . . . .. . ... . 

Collections and remittances on loans serviced for others, net ..... . 

Change in net assets of discontinued operations .. . . .. . .. .... ... . . . . . . . 

Loss on disposal of discontinued operation ...... . . .. .. ... . .. . .. . ... . . .. . 

Originated mortgage servicing rights . . . . . . ... .... .... . .... .. . .. .. . .... . . 

Other.... .. . .............. . ... . . . . .. ... ...... . .. .. . . . .. . .. ............ .. . . .. . 

Cash Provided By (Used For) Investments 

Capital expenditures .... ...... ... . .. . . . .. . . .... . ..... .. ... . . ... . ... . 

Proceeds from sale of discontinued operations ... . .. . . ... . . . . .. . . . . . .... . . 

Sale of timberland property and equipment and other assets . . . . ... . .. . 

Purchase of securities available-for-sale . .. . ... . ... ... ... . .. . ....... . . .. . .. . . 

Maturities of securities available-for-sale . . ....... . . .... . 

Proceeds from sale of securities available-for-sale 

Purchase of securities held-to-maturity . . . ... . . .... . . .. ... . . 

Sale of mortgage servicing rights .. . . . . . ... .. ..... ... .. . .. . . ... .. ... . . .. . . . . . . 

Maturities and redemptions of securities held-to-maturity .. ... .. . .. . . . 

Loans originated or acquired, net of principal collected . . . .. .. . . ...... . . 

Proceeds from sale of loans . . . . . . . . . . . . . . . . . . . . . . . .. . . ... . . . . ... . ..... . . . . 

Acquisitions, net of cash acquired, and joint ventures .. 

Other. . .. .. . . .. . . .. . . .. . .. . ... ..... . ... ... . .. . . .. ... ... . . . . . .. . 

Cash Provided By (Used For) Financing 

Additions to debt ... .. .... . .. . ... . ... . . . . . 

Payments of debt . . . . . . .. .... . . . ... .. . ......... . .. . . ..... . . . . . . . . .. .. . .. ....... . 

Securities sold under repurchase agreements 

and short-term borrowings, net.. . .. .. . . . .. . . . . . . ..... . .. . ... . ... . . 

Net increase (decrease) in deposits . . . . . .. . .... . .. . . . .... . . .. . . . . . . . 

Purchase of stock for treasury ... . . .. . ... .. .. .... . .. ... . ........... . .. . . .. . . . . 

Cash dividends paid to shareholders.. . . ......... . . .. ...... .. .. . 

Proceeds from sale of subsidiary preferred stock ... .. . . 

Other ..... .. .... . ... . .. .. .. .. . . . . . ... .. ... . ... . . . .. . .. . ... . .... . 

Net increase in cash and cash equivalents . . . . . . . .. . . . .. . .. . . . .. . . .. . ... . . 

Cash and cash equivalents at beginning of year .. .. . . . . . . . . .. .. .. ... . . . . .. . .. . . 

Cash and cash equivalents at end of year . .. .. .. . .. . ... . . .. ... . .. . . . . .. .. .. . . . . . . 

56 See the notes to th e consolidated finan cial statements. 

2001 

109 

205 

11 

46 

29 

39 

(7,605) 

6,932 

24 

33 

35 

104 

(102) 

(35) 

(175) 

(210) 

102 

(48) 

865 

(778) 

143 

3 

262 

446 

(524) 

(11) 

250 

1,075 

(327) 

316 

(766) 

(63) 

(42) 

193 

268 

322 

590 

2000 

195 

216 

9 

39 

57 

28 

(2, 129) 

2,149 

5 

16 

(82) 

(32) 

(12) 

32 

491 

(257) 

10 

(1,036) 

338 

192 

(1,512) 

259 

(38) 

(64) 

(2, 108) 

297 

(312) 

1,071 

857 

(250) 

(65) 

80 

(23) 

1,655 

38 

284 

322 

1999 

99 

217 

8 

38 

14 

40 

(3,691) 

4,060 

(71) 

(4) 

40 

(25 1) 

l"l:i 

77 

(54) 

101 

646 

(204) 

576 

40 

(294) 

279 

145 

351 

(1, 163) 

299 

(157) 

(17) 

(145) 

347 

(1,335) 

(121) 

808 

(100) 

(71) 

10 

(461) 

40 

244 

284 
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CO NSOLIDATED STATEMENTS OF SHAREHOLDERS ' EQUITY 

Temple-Inland In c. and Subsidiaries 

Accumulated 
Other 

Common Paid-in Comprehensive Retained Treasury 
Stock Capital Income (Loss) Earnings Stock Total 

(in millions) 

Balance at year-end 1998 . . . .. · · · · · · · · ···· ·· ·· · · $ 61 $ 357 $ (17) $ 1,810 $ (213) $ 1,998 

Comprehensive income 

Net income .. . .... ..... . . .. .... . ... . .. .. .. . . ... 99 99 

Other comprehensive income 

Unrealized losses on securities ..... . ... (15) (15) 

Foreign currency 

translation adjustment ...... 

Total comprehensive income ......... 85 

Di:vidends paid on common stock 

- $1. 28 per share .... . ...... . .. . .. . ... (71) (71) 

Stock issued for stock plans 

- 256,599 shares . . . . · · ········ · ·· · · · 7 8 15 

Stock acquired for treasury 

-1,649,052 shares . . ....... . . . ..... (100) (100) 

Balance at year-end 1999 . .... .. ... . . $ 61 $ 364 $ (31) $ 1,838 $ (305) $ 1,927 

Comprehensive income 

Net income .. . 195 195 

Other comprehensive income 

Unrealized gains on securities . .. . . . .... 23 23 

Minimum pension liability .... .. ... . . . . . (2) (2) 

Foreign currency 

translation adjustment. · · · · · ·· · · ·· · · 2 

Total comprehensive income .......... . . . . . . . 218 

Dividends paid on common stock 

- $ 1. 28 per share . .. . ............. . . .. . . (65) (65) 

Stock-based compensation ... .. . ....... .. ... 

Stock issued for stock plans 

- 57,999 shares . .. .. . ..... . . . . . . . . . . . 2 2 

Stock acquired for treasury 

- 5,095,906 shares . . .. . ..... . ........ ... .... (250) ~ 
Balance at year-end 2000 .... . . . . .. . . ... . ... . ... $ 61 $ 365 $ (8) $ 1,968 $ (553) $ 1,833 

Comprehensive income 

Net income . .. . . . . .. . . . . .. .. .. .... ... ... . 109 109 

Other comprehensive income 

Unrealized gains on securities ... 7 7 

Minimum pension liability ...... . .. . . . . . (1 ) (1) 

Foreign currency 

translation adjustment . . . . . .... . . .... 1 
- --

Total comprehensive income ... ... . . .. . .. . . . . 116 

Dividends paid on common stock 

- $1.28 per share . ........ .. . . . . . .. . .. .. . . . . . . (63) (63) 

Stock-based compensation . . . . ·········· ···· ·· 3 3 

Stock issued for stock plans 

- 185,097 shares . . .. .. . .. . . .... ..... . .. . . ( 1) 8 7 
---

Balance at year-end 2001.. ... . . .. . .. .... . . .. . . . $ 61 $ 367 $ (1) $ 2,014 $ (545) $ 1,896 

See the notes to the consolidated financial statements. 
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TEMPLE-INLAND INC. [) 2 001 ANNUAL REPORT FI NANC I A L ST AT E M E N T S 

NOTES TO THE 

CONSOLIDAT ED FINANCIAL STATEMENTS 

NOTE 1 - SUMMARY OF 

SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation 

The consolidated financial statements include 

the accounts ofTemple-lnland Inc. and its man­

ufacturing and financial services subsidiaries 

(the company). Investments in joint ventures 

and other subsidiaries in which the company 

has between a 20 percent and 50 percent 

equity ownership are reflected using the equity 

method. All material intercompany amounts 

and transactions have been eliminated. Certain 

amounts have been reclassified to conform to 

current year's classifications. 

The consolidated net assets invested in financial 

services activities are subject, in varying 

degrees, to regulatory rules and restrictions 

including restrictions on the payment of the 

dividends to the parent company. Accordingly, 

included as an integral part of the consolidated 

financial statements are separate summarized 

financial statements and notes for the company's 

manufacturing and financial services groups, 

as well as the significant accounting policies 

unique to each group. 

The preparation of the consolidated financial 

statements in accordance with generally 

accepted accounting principles requires man­

agement to make estimates and assumptions. 

These estimates and assumptions affect the 

amounts reported in the financial statements 

and accompanying notes, including disclosures 

related to contingencies. Actual results could 

differ from these estimates. 

Cash and Cash Equivalents 

Cash and cash equivalents include cash on hand 

and other short-term liquid instruments with 

original maturities of three months or less. 

Translation of International Currencies 

Balance sheets of the company's international 

operations where the functional currency is 

other than the U.S. dollar are translated into U.S. 

dollars at year-end exchange rates. Adjustments 

resulting from financial statement translation. 

are reported as a component of shareholders' 

equity. For other international operations where 

the functional currency is the U.S. dollar, inven­

tories, property, plant and equipment values 

are translated at the historical rate of exchange, 

while other assets and liabilities are translated 

at year-end exchange rates. Translation adjust­

ments for these operations are included in 

earnings and are not material. 

Income and expense items are translated into 

U.S . dollars at average rates of exchange 

prevailing during the year. Gains and losses 

resulting from foreign currency transactions 

are included in earnings and are not material. 

Income Taxes 

Deferred income taxes are provided for 

temporary differences between the carrying 

amounts of assets and liabilities for financial 

reporting purposes and the amounts used for 

tax purposes computed using current tax rates. 

Stock Based Compensation 

The company uses the intrinsic value method 

in accounting for its stock based employee 

compensation plans. 

Financial Instruments 

The company has, where appropriate, estimated 

the fair value of financial instruments. These 

fair value amounts may be significantly affected 

by the assumption used, including the discount 

rate and estimates of cash flow. Accordingly, 

the estimates presented are not necessarily 

indicative of the amounts that could be realized 

in a current market exchange. Where these 

estimates approximate carrying value, no 

separate disclosure of fair value is shown. 

Derivatives 

The company uses, to a limited degree, deriv­

ative instruments to mitigate its exposure to 

risk, including those associated with changes 

in product pricing, manufacturing costs and 

interest rates related to borrowings and invest­

ments in securities, as well as mortgage 

production activities. Changes in the fair value 

of derivative instruments designated as cash 

flow hedges are deferred and recorded in 

other comprehensive income. These deferred 

gains or losses are recognized in income when 

the transactions being hedged are completed. 

The ineffective portion of these hedges, which 

is not material, is recognized in income. Changes 

in the fair value of derivative instruments 

designated as fair value hedges are recognized 

in income, as are changes in the fair value 

of the hedged item. Changes in the fair value of 

derivative instruments that are not designated 

as hedges for accounting purposes are recog­

nized in income. The company does not use 

derivatives for trading purposes. 

Long-Lived Assets 

Impairment losses are recognized on assets 

held for use when indicators of impairment 

are present and the estimated undiscounted 

cash flows are not sufficient. to recover the 

assets' carrying amount. Assets held for disposal 

are recorded at the lower of carrying value or 

estimated fair value less costs to sell. 

Capitalized Software 

The company capitalizes purchased software 

costs as well as the direct costs, both internal 

and external, associated with software devel­

oped for internal use. Such costs are amortized 

using the straight-line method over estimated 

useful lives of three to seven years. Costs 

capitalized were $48 million in 2001, $58 million 

in 2000 and $ 31 million in 1999. Amortization 

of these costs were $13 million in 2001, $8 

million in 2000 and $6 million in 1999. 
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New Accounting Pronouncements 

Derivatives 

Beginning January 2001, the company adopted 

Statement of Financial Accounting Standards 

No. 133, Accounting for Derivative Instruments 

and Hedging Activities, as amended. The cumu­

lative effect of adopting this statement was to 

reduce 2001 income by $2 million, or $0.04 

per diluted share, and other comprehensive 

income, a component of shareholders' equity, 

by $4 million. As permitted by this statement, 

the company also changed the designation of 

its January 2001 portfolio of held-to-maturity 

securities, which were carried at unamortized 

cost, to available-for-sale, which are carried at 

fair value. As a result, the $864 million carrying 

value of these securities was adjusted to their fair 

value with a corresponding after-tax reduction 

of $16 million in other comprehensive income. 

TEMPLE-INLAND INC. D. 2001 ANNUAL REPORT FINANCIAL STATEMENTS 

Business Combinations 

The company adopted Statement of Financial 

Accounting Standards No. 141, Business 

Combinations, on June 30, 2001. This Statement 

requires business combinations to be accounted 

for using the purchase method. 

Goodwill 

The company will be required to adopt 

Statement of Financial Accounting Standards 

No. 142, Goodwill and Other Intangible Assets, 

beginning 2002. Under this statement, amor­

tization of goodwill would be precluded and 

goodwill would be periodically measured for 

impairment. The effect of not amortizing good­

will during the year 2001 would be to increase 

operating income by $ 11 million and net 

income by $ 9 million or $0 .18 per diluted share. 

While the company has not yet determined 

the effect of earnings or financial position of 

adopting this statement, it is possible that some 

portion of the existing goodwill at the parent 

company may be impaired. 

Other Recently Issued Standards 

The company will be required to adopt 

Statement of Financial Accounting Standards 

No. 143, Accountingjor Asset Retirement Obligations, 

beginning 2003 and Statement of Financial 

Accounting Standards No. 144, Accountingjor 

the Impairment or Disposal ef Long-Lived Assets, 

beginning 2002. The company has not yet 

determined the effect on earnings or financial 

position of adopting these statements. 
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N O TE 2 - T A XES ON IN C OM E 

Taxes on income from continuing operations consisted of the following: 

For the year 

(in millions) 

Current tax provision: 

U.S. Federal.. . . .. . .. . . .. . 

State and other .. . . ... . . . .. ....... . ...... .. . ... . . . . .. .. .... . . . .. . . .... . 

Deferred tax provision: 

U.S. Federal. .. . 

State and other . . .. .. . . . .. . . .... . . ... . ... . . . . . ... . .. .. ... . . .. . . 

Provision for income taxes ... .. . .. . . . .. .. .. . .. ... . . .. . . .. . ... .. . .. .. . 

Earnings or losses from operations consisted of the following: 

For the y ear 

(in millions) 

Earnings (Losses): 

U.S . . ...... . .. . .... . . 

Non-U.S .. . 

2001 

$ 27 

9 

36 

28 

2 

30 

$ 66 

2001 

$ 173 

4 

$ 177 

2000 

$ 44 

14 

58 

66 

67 

$ 125 

2000 

$ 319 

1 

$ 320 

The difference between the consolidated effective income tax rate and the federal statutory income tax rate include the following: 

For the y ear 2001 2000 

(in percenta9es) 

Taxes on income at statutory rate. . .. .. .. . . .. ... . . . ..... . 35% 35% 

State net of federal benefit . . . . . . . . . . . . . . .. . .. .. . . ... . ...... . 3 

Foreign operations......... . . . . . . . . . . . . . . . . . . . . .. .. ... . ..... ... . .... . .. . . . 

Sale of foreign subsidiary .. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ....... . . .. .. . . . . .. . ..... .. . (3) 

Goodwill ......... . . . .. . .... . .... .. .. . ... . . .. . ... . . . .. .. . . .. . ... ... .. .. .. . . .. .. . . . . . . .. . ... ... . 

Other . . ... . . .. .. . . . . .. . . . . .. . . .. . . .. . . .... ... . ...... . .. . . .. .. .. .... .. .. . . ... .. . .. . ... . 

37% 39% 

1999 

$ 89 

12 
- -

101 

14 

14 

$ 115 

1999 

$ 311 

____Q)_ 
$ 306 

1999 

35% 

3 

(2) 

38% 
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TEMPLE-INLAND INC . [) 2 001 ANN UAL REPORT F I N A N CIAL STATEME N TS 

Significant components of the company's consolidated deferred tax assets and liabilities are as follows: 

At year-end 2001 2000 

(in millions) 

Deferred Tax Liabilities: 

Depreciation .. . . ....... . ...... . ... . . 274 259 

Timber and timberlands .... . . .. . 36 37 

Pensions . ... . ..... .... . . ... . . . . . ... . . .. . . . . .... . . .. . 41 33 

Mortgage servicing rights . . . .. . .. . . . .... . . .. .. . . . .... .. . . .. .... . . . . .. .. . ..... . . . . .... .. . .. . . . .. ... . .... .. . .. . 25 36 

Asset leasing... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . ... ... .. . . . . . . . . . . . . . . . . . . . . . . .. . . .. . .. . . 29 9 

Other . . . ..... . ...... . ... . . . . .. . . ... .. .. . . .. .. .. .. . ...... .. . . . . . .. ... .. . ... . ..... .... . . . . . . .. . . ... .... ..... . . . . . . . 32 32 
---

Total deferred tax liabilities ... 437 406 

Deferred Tax Assets: 

Alternative minimum tax credits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .. . . . .. .. .. .... . . . . .. . .. . . . . . . . .. .... . . .. . 111 142 

Net operating loss carryforwards . . .. . ... .. . . . .... .. . .. . . .. . . . .... . .. .. . . . . . . .. ... . . . . . . . .. .. . . . . . .. . .. . . . . . .. .. . . .. . . . 18 20 

OPEB obligations......... ... .. . . . ..... . .... . . .. . . .. .. . . . . .. . . . .. .. . . . .. .. . . . .. . . .. .. ...... .. . . .. ..... . .. . . . 56 55 

Bad debt reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... . . . . . .. .. . . . . 49 33 

Other . ..... .. . .. .. .. .... . . . . . ....... . . . . . .... .... . . ... . ........ . . . ... ... . . ........ . .. . . . .. . . . .. . . . .. . . . 57 44 

Total deferred tax assets ...... . ... . . ... .. .. .. . . . .. .. .... . . . ... . .. .. .. .. ... . .. . ... . .. . .... . . .. .. . .... . ........ ... .. . ... . 291 294 

Valuation allowance ... ... . . . .... . . .. . .. ... ... ... .. .. . . ... . . . . . . .. .. . . . . .. . . . . . . . (158) ~ 
Net deferred tax liability . . . . . ... . . . . . .. .. . . . . . . ... . ... . ... . ... . .. . .. . ... . . .. .. .. ... . . .. . . . . ... . .... . .. ... . . . . . . ... . . .. . . .. . . $ 304 $ 272 

The valuation allowance represents accruals for deductions and credits that are uncertain and, accordingly, have not been recognized for financial 

reporting purposes. The change in the valuation allowance is primarily the result of the sale of a foreign subsidiary, partially offset by the increased 

foreign net operating losses, the future realization of which is not assured . 

The company has foreign net operating loss carryforwards of $53 million that will expire from the year 2005 through the year 2011. Alternative 

minimum tax credits may be carried forward indefinitely. In accordance with generally accepted accounting principles, the company has not provided 

deferred taxes on approximately $ 31 million of pre-1988 tax bad debt reserves. 

In 1999, the Internal Revenue Service (IRS) concluded its examination of the company's consolidated tax returns for the years 1987 through 1992. As 

a result of this examination, the company agreed to pay approximately $36 million in taxes and interest for those years, of which $19 million was paid 

in 1999 and the remainder in 2000. The IRS is currently examining the company's consolidated tax returns for the years 1993 through 1996 . The 

resolution of these exam inations is not expected to have a material adverse impact on the company's financial condition or results of operations. 

Cash income tax payments, net of refunds received, including the payments related to the IRS exam were $29 million, $88 million and $72 million 

during 2001, 2000 and 1999, respectively. 
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NOTE 3-FAIR VALUE OF FINANCIAL INSTRUMENTS 

The carrying amounts and the estimated fair values of financial instruments were as follows: 

At year-end 

(in millions) 

Financial assets 

Loans receivable . . .... . .. . . . . . 

Securities held-to-maturity . .. .. . 

Mortgage servicing rights .. . ............. . .. .. . 

Financial liabilities 

Deposits .. . .. .... .. ........ . ...... . ... . ....... .. . ... . . . .. . . .. . .... .. 

FHLB advances ....... ·· ·········· ·· ··· ·· 
Fixed-rate long-term debt.. ... .... .. . . . . . . . ............... 

Other <?fl-balance sheet instruments 

Commitments to extend credit . . . .. . . .. . 

Carryin9 

Amount 

$ 9,847 

775 

156 

$ 9,030 

3,435 

811 

2001 
Fair 

Value 

$ 9,883 

767 

173 

$ 9,091 

3,426 

815 

2 

Carryin9 

Amount 

$ 10,394 

864 

246 

9,828 

2,869 

1,009 

2000 
Fair 

Value 

$ 10,397 

838 

305 

9,835 

2,869 

993 

3 

Differences between fair value and carrying amounts are primarily due to instruments that provide fixed interest rates or contain fixed interest 

rate elements. Inherently, such instruments are subject to fluctuations in fair value due to subsequent movements in interest rates. All other financial 

instruments are excluded from the above table because they are either carried at fair value or have fair values that approximate their carrying 

amount due to their short-term nature. The fair value of mortgage-backed and other securities held-to-maturity and off-balance-sheet instruments 

are based on quoted market prices. Other financial instruments are valued using discounted cash flows. The discount rates used represent current 

rates for similar instruments. 

At year-end 2001, the company has guaranteed certain joint venture obligations principally related to fixed-rate debt instruments totaling $50 million 

and sold with recourse promissory notes totaling $12 million. It is not practicable to estimate the fair value of these guarantees or contingencies. 

NOTE 4 - SHAREHOLDER RIGHTS PLAN 

The company has a Shareholder Rights Plan in which one-half of a preferred stock purchase right (Right) was declared as a dividend for each common 

share outstanding. Each Right entitles shareholders to purchase, under certain conditions, one one-hundredth of a share of newly issued Series A 

Junior Participating Preferred Stock at an exercise price of $200. Rights will be exercisable only if a person or group acquires beneficial ownership 

of 20 percent or more of the company's common shares or commences a tender or exchange offer, upon consummation of which such person or group 

would beneficially own 25 percent or more of the company's common shares. The company will generally be entitled to redeem the Rights at $ .01 

per Right at any time until the 10th business day following public announcement that a 20 percent position has been acquired. The Rights will 

expire on February 20, 2009. 
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NOTE 5 - EMPLOYEE BENEFIT PLA.NS 

The company has pension plans covering substantially all employees. Plans covering salaried and nonunion hourly employees provide benefits 

based on compensation and years of service, while union hourly plans are based on negotiated benefits and years of service. The company's policy 

is to fund amounts on an actuarial basis in order to accumulate assets sufficient to meet the benefits to be paid in accordance with the requirements 

of ERISA. Contributions to the plans are made to trusts for the benefit of plan participants. The annual measurement date of the benefit obligations, 

fair value of plan assets and the funded status of employee benefit plans is September 30. At year-end 2001 and 2000, the pension plan assets included 

company stock with market values of $18 million (3 percent of plan assets) and $14 million (2 percent of plan assets), respectively. 

The company also provides defined contribution plans for substantially all employees. Expense for company matching contributions under these plans 

was approximately $22 million in 2001, $19 million in 2000 and $18 million in 1999. The company provides, as a postretirement benefit, medical and 

insurance coverage to eligible salaried and hourly employees who reach retirement age while employed by the company. 

The change in benefit obligation, plan assets and the funded status of employee benefit plans follows: 

Pension Benefits 

At ear-end 2001 2000 

(in millions) 

Benefit obligation at beginning of year ....... . 614 582 

Service cost ......... . ........... ... . ... . . . 16 15 

Interest cost..... .. ........ .. . .. .... . 45 42 

Plan amendments.. . .. .. ......... .. . 8 6 

Actuarial (gain) loss... . ..... .. ............. . 4 

Benefits paid .. .. . . (39) (35) 

Retiree contributions . . . . . . . . ... . .......... . 

Benefit obligation at end of the year... .. ........ . . . . $ 644 $ 614 

Fair value of plan assets at beginning of year . .. . . .. . ...... . ...... . .. . $ 838 711 

Actual return. . . . . . . . . . . . . . . . . . . ....................... .. ............... . ... . (125) 158 

Benefits paid.... . .. . .. . . .. . . . .. .. .. . . .......... . (39) (35) 

Plan amendments . 7 

Contributions . . 1 4 
--- ---

Fair value of plan assets at end of year . $ 682 $ 838 

Funded status .... . ............. . 38 $ 224 

Unrecognized net loss/ (gain) 45 (160) 

Prior service costs not yet recognized .. . 13 11 

Special termination benefits ............... . ( 1) 

Intangible asset . .............. . ... . ................. .. ... . . . (3) ( 1) 

Accumulated other comprehensive income . .. . .... .. . . . . ~ ~ 
Prepaid (accrued) benefit cost.. ................. . ........ . 84 68 

Postretirement Benefits 

2001 

141 

4 

10 

13 

(14) 

$ 155 

$ (155) 

20 

(7) 

2000 

111 

8 

30 

(12) 

1 
---
$ 141 

$ (141) 

6 

(7) 
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The net prepaid benefit cost of $84 million at year-end 2001 is co~prised of pension plans with prepaid benefit cost totaling $109 million and accrued 

benefit liabilities totaling $25 million. For plans with accumulated benefit obligations in excess of plan assets, accumulated benefit obligation and 

fair value of plan assets were $75 million and $51 million, respectively. For plans with projected benefit obligations in excess of plan assets, projected 

benefit obligation and fair value of plan assets were $4 77 million and $412 million, respectively. 

Significant assumptions used for the employee benefit plans follow: 

Pension Benefits Postretirement Benefits 

For the year 2001 2000 1999 2001 2000 1999 

Weighted average assumptions: 

Discount rate ....... . .. .. .. ....... .. .............. . . . .... . . 7 .50% 7.50% 7.50% 7.50% 7.50% 7.50% 

Expected long-term rate of return ............. . . .. . . 9.00% 9.00% 9.00% 

Rate of compensation increase ...... . ........ . ....... . 4.75% 4.75% 4.00% 

A 9 percent annual rate of increase in the per capita cost of covered health care benefits was assumed for 2002. The rate was assumed to decrease 

gradually to 4.5 percent for 2008 and remain at that level thereafter. 

Net periodic benefit cost (credit) for pension and postretirement plans include the following: 

Pension Benefits Postretirement Benefits 

For the year 2001 2000 1999 2001 2000 1999 

(in millions) 

Charges (Credits) 

Service cost-benefits earned during the period ... 16 15 17 $ 4 3 3 

Interest cost on projected benefit obligation ..... .. . 45 42 39 10 8 8 

Expected return on plan assets . ..... .. .. .. . (74) (62) (54) 

Net amortization and deferral ... (5) (4) (3) (1) ( 1) (I) 

Net periodic benefit cost (credit)(•). $ (18) (9) ( 1) $ 13 $ 10 $ 10 

(•)Jn addition to the above, in 2001 the company reco9nized an additional $.4 million expense relatin9 to pension benefits and $.3 million relatin9 to postretirement benefits from the restructurin9 '!}certain 

ef the Buildin9 Products operations. In 2000, the company reco9nized an additional $.3 million expense relatin9 to postretirement benefits for special termination benefits resultin9jrom the restructuring 

ef certain ef the Buildin9 Products operations. In 1999, the company reco9nized an additional $4 million credit relatin9 to pension benefits and a $2 million credit relatin9 to postretirement benejhsjor 

curtailments resultin9jrom the sale ef the bleached paperboard operation. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the postretirement benefits. A one percentage point 

change in assumed health care cost trend rates would have the following effects: 

(in millions) 

Effect on total of service and interest cost components in 2001 . . .. . . . . .. ... .. .. . 

Effect on Postretirement benefit obligation at year-end 2001 .. . .. .... . . .... . . ... ..... . . 

1 Percenta9e 
Point Increase 

1 

$ 12 

I Percenta9e 
Point Demast 
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NOTE 6 - STOCK OPTION PLANS 

The company has established stock option plans for key employees and directors. The plans provide for the granting of nonqualified stock options 

and/or incentive stock options, and prior to 1994, of stock appreciation rights with all or part of any options so granted. Options granted after 199S 

generally have a ten-year term and become exercisable in steps from one to five years. 

A summary of stock option activity follows: 

For the year 2001 2000 1999 

(Shares in thousands) Wei9hted Wei9ht ed Wei9ht ed 
Avera9e Avera9e Avera9e 
Exercise Exercise Exercise 

Options Pri ce Options Price Options Price 

Outstanding beginning of year . .... . . . .... ... ...... .. ... . . 2,7S6 $ S3 1,974 $ S3 1,892 $ Sl 

Granted.. .. .. . . .. ... . .. . .. . . ... . .. . .... . .. ........ . .. . . 1,088 Sl 971 SS 4SS 61 

Exercised ... . . ... . .... . .. ........ . ............... ... .. . (141) 48 (88) 48 (31 S) 47 

Forfeited . . .. . .. ... ... ... . . . .... . .... .. . . . . . ~ S3 ~ S4 ~ S3 

Outstanding end of year .... . . . 3,S84 $ S3 2,7S6 $ S4 1,974 $ S3 

Options exercisable . . ..... ... . 1,078 $ S 1 896 $ so 691 $ 49 

Weighted average fair value 

of options granted during the year ... $ 16.0S $ 16 .63 $ 23.06 

Exercise prices for options outstanding at year-end 2001 range from $27 to $7S. The weighted average remaining contractual life of these options is eight 

years. An additional 1,664,SS2, 7SS,9S6 and 1,727,1S6 shares of common stock were available for grants at year-end 2001, 2000 and 1999, respectively. 

Under the 1993 restricted stock plan, at year-end 2001, awards of 39, 116 shares of restricted common stock were outstanding. The 1997 restricted 

stock plan provided for a maximum of 300,000 shares of restricted common stock to be reserved for awards. Under this plan, at year-end 2001, awards 

of 118,S80 shares of restricted common stock were outstanding and an additional 171,2SO shares were available for grants. 

The fair value of the options granted in 2001, 2000 and 1999 was estimated on the date of grant using the Black-Scholes option pricing model 

with the following assumptions: 

For th e year 

Expected dividend yield. .. . . . . . . .... .. ...... .. .. ... . ..... . . . .. . .. .. .. .... .. . . . . 

Expected stock price volatility ..... .. . . . . . ..... .. . ....... .. ... .. .. . .. . . .... . 

Risk-free interest rate . . .. . ... . .. . . .. . .. . . . . .. . .... . ..... . .... .. . . ... . .. .. . .. ... . 

Expected life of options ... .. ..... . .. .. ... ... . ....... .. . .... .. . . .... . ........ .. . . 

2001 

2.4% 

29 .3% 

S.1% 

8.0 years 

2000 

2.7 % 

29.7% 

S.1 % 

8.0 years 

1999 

2.0% 

29.4% 

6.8% 

8.0 years 

Assuming that the company had accounted for its employee stock options using the fair value method and amortized such to expense over the 

options vesting period, pro forma net income and diluted earnings per share would have been $1 OS million and $ 2 .12 per diluted share in 2001; 

$ 189 million and $ 3. 71 per diluted share in 2000; and $ 96 million and $1. 7 3 per diluted share in 1999. The pro forma disclosures may not be 

indicative of future amounts due to changes in subjective input assumptions and because the options vest over several years with additional future 

option grants expected. 
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NOTE 7 - EARNINGS PER SHAR E 

Numerators and denominators used in com~uting earnings per share are as follows: 

For the year 

(in millions) 

Numerators for basic and diluted earnings per share: 

Income from continuing operations ... . . 

Discontinued operation .. ..... .................. . .. . . 

Effect of accounting change . ...... . 

Net income ................................ ... .... .. ..... . . .. . . ... .................... . $ 

Denominator for earnings per share: 

Weighted average shares outstanding - basic..... . ............... . 

Dilutive effect of stock options........... . . ...... . .. .. . .... . ........ . . 

Weighted average shares outstanding - diluted . ...... . . ... .. . .... ......... . ....... . 

NOTE 8 - ACCUMULAT E D OTHER COMPR E HENSI VE INCOM E 

The components of other comprehensive income are as follows: 

(in millions) 

Balance at year-end 1999. ······························· ····· · · .............. . . 

Changes during the year .. ..... .. .... . ...................... 

Deferred taxes on changes ......... . ............ . ··· ·········· 
Net change for the year .. 

Balance at year-end 2000 

Effect of adopting FAS No. 133: 

Unrealized losses on held-to-maturity securities 

re-designated as available-for-sale securities. 

Unrealized losses on derivative instruments 

classified as cash flow hedges . .............. 

Deferred taxes on above. .......... . ..... .. .... . .. . ... ..... . ...... .. ... . .. 

Changes during the year . ... .. . .. . · · ·· · ···· · ···· 
Deferred taxes on changes . 

Net change for the year .................... . ..... ... 

Balance at year-end 2001 ...... . ....... . ..... .. ............. 

NOTE 9 - CONTINGENCIES 

Currency 
Translation 

Adjustments 

$ (16) 

2 

2 

$ (14) 

1 
---
$ (13) 

2001 

111 

(2) 

109 

49 .3 

49 .3 

Derivative 
Instruments 

$ -

$ -

(7) 

7 

(3) 

$ -

2000 

195 

$ 195 

50.9 

50.9 

Unrealized 
Gains (losses) 
on Available­

jor-Sale 
Securities 

$ (13) 

36 

(13) 

23 
---
$ 10 

(24) 

8 

34 

(11 ) 

7 

$ 17 

Minimum 
Pension 

Liability 

$ (2) 

(3) 

(2) 

$ (4) 

(2)" 

(1 ) 

$ (5 ) 

1999 

191 

(92) 

99 

55.6 

.2 

55.8 

Total 

$ (31) 

33 

(10) 

23 

$ (8) 

(24) 

(7) 

11 

40 

(13) 

7 

$ (1) 

There are pending against the company and its subsidiaries lawsuits, claims and environmental matters arising in the regular course of business. 

The outcome of individual matters cannot be predicted with certainty. 

In the opinion of management, recoveries and claims, if any, by plaintiffs or claimants resulting from the foregoing litigation will not have a material 

adverse effect on its operations or the financial position of the company. 
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NOT E 10 - SEGMENT INFORMATION 

The company has three reportable segments: paper, building products and financial services. The Paper Group manufactures containerboard and 

corrugated packaging. The Building Products Group manufactures a variety of building materials and manages the company's timber resources. 

The Financial Services Group operates a savings bank and engages in mortgage banking, real estate and insurance brokerage activities. 

These segments are managed as separate business units. The company evaluates performance based on operating income before other income/ expense, 

corporate expenses and income taxes. Parent company interest expense is not allocated to the business segments. The accounting policies of the 

segments are the same as those described in the accounting policy notes to the financial statements. Corporate and other includes corporate 

expenses, other income (expense) and discontinued operations. 

Corporate 
Buildin9 Financial Other and 

Paper Products Services Eliminations Total 

(in millions) 

For the year or at year-end 200 I: 

Revenues from external customers . . ...... ......... $ 2,082 726 1,364 4,172 

Depreciation, depletion and amortization .. . ... 120 61 30 5 216 

Operating income<•l . .. ... .... . .. . . . ..... . .. . . . .. . 107 13 184 (29) (b) 275 

Financial Services net interest income .... 426 426 

Total assets ...... .. ....... ............... . . . . . . .. . . .. .. .... . 1,717 1,196 15,738 36 18,687 

Investment in equity method investees . . . . 3 34 22 59 

Capital expenditures . ....... . . .... . . ....... . ..... 107 71 26 4 208 

For the year or at year-end 2000: 

Revenues from external customers. .... . .. . .. . .. . . . . . ... . . . $ 2,092 836 1,369 4,297 

Depreciation, depletion and amortization .. . . .. .. . . . .... . . . 131 63 24 7 225 

Operating income . . . . . . . . . . . . . .. . ... . ....... . . . 207 77 189 (48)(c) 425 

Financial Services net interest income. 389 389 

Total assets .. . . ... . .. ... . ....... . ... .. . . . ..... . .. .... ... 1,589 1,263 15,324 30 18,206 

Investment in equity method investees ..... . . . .. ......... . . 4 33 27 64 

Capital expenditures .... ..... .. . . .. . . . . .. . . . ...... ... . .. . . . . ... . 115 87 34 21 257 

For the year or at year-end 1999: 

Revenues from external customers. $ 1,869 837 1, 116 3,822 

Depreciation, depletion and amortization .. ... . 138 59 22 6 225 

Operating income . . ... . ...... . . .. . . .. ... ... .. . .. . _. .. . ... 104 189 138 (30) 401 

Financial Services net interest income . . . .. . . . .. . . .. .. . .. . . . 299 299 

Total assets . . ... . .. .... . .. . . . ... . .. . .... . . . . . . .. ... .. . .... . . . .. .. .. 1,676 1,154 13,321 99 16,250 

Investment in equity method investees . . . ....... ..... . . . . . . 8 27 14 49 

Capital expenditures . ... .... . ....... . ... . .... . .. . . . . . . . . . . . . . . . . 80 92 26 6 204 

(a) Operatin9 income includes $27 million reduction in depreciation expense resultin9 from a chan9e in the estimated useful lives ef certain production equipment, ef which $20 million applies to the 

paper se9ment and $7 million applies to the buildin9 products se9ment. 

(b) Includes other expense ef $19 million, ef which $1 5 million applies to the paper se9ment and $4 million to corporate, and other income ef $20 million, which applies to the buildin9 products se9ment. 

(c) Includes other expense ef $15 million, which applies to the buildin9 products se9ment. 
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The following table includes revenues and property and equipment based on the location of the operation: 

G E OGRAPHI C INFORMATION 

2001 2000 1999 

(in millions) 

For the year 

Revenues from external customers 

United States .. .. .. .... .. . ...... .. ..... .... ......... . ..... .. . . ... . ... ...... ..... .......... . $ 4,009 $ 4 , 133 $ 3,686 

Mexico . . ... . ........... . .. . . ... . ...... . 114 106 82 

Canada ..... ....... .. ... . .. . . . .. .. .. .. .. . ... . ..... .. ..... .. . . . .. . .. .. . ... . .. ... ...... . ... . . . 34 33 27 

South America .... ... . . . .... . .. . ... .. ... .. . .......... . . 15 25 27 
- --

Total. . .............................. . .. . ...... ............. .. .. .. . ........ . . . ............. ... . $ 4 ,172 $ 4,297 $ 3,822 

At year-end 

Property and Equipment 

United States ............. . . ... . .. . ... . ........ . ...... . . . ...... . ... ....... .. . . .. . ......... . $ 2, 142 $ 2, 134 $ 2, 154 

Mexico . ........... . . .. . ... . ..... ........ .. ...... . .... ... . .. . . . . . . .. . . ..... .............. . . . 46 34 28 

Canada ... . ..... . .. . .... .. . ................... . .... ....... .. ........ .. ... ........ ... . 63 63 61 

South America . .... . .... . .. ..... . ........ . .................. . ... .. ... ............... . . ... . 18 18 
Total .. .. . . . ............. .. ................. . ............................................... . $ 2,251 $ 2,249 $ 2,261 
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NOT E 11 - SUMMARY OF QUARTERLY R E SULT S OF OP E RATIO NS (UNAUDITED) 

Selected quarterly financial results for the years 2001 and 2000 are summarized below. 

(in millions except per share amounts) 

2001 

Total revenues... . ... . ... . . . . . . . . . . . . . . . . . . . . . . . . . . .. . ... . . .. . . ... . ... . .. . 

• Manufacturing net revenues . . . . . . . . . . . . . . . .. . ...... ......... ............ ... . 

Manufacturing gross profit... . . . . . . . . . . . . . . . . ................. . ... . . ... ... . .. .. . .. .. .... . . 

Financial Services operating income before taxes .. . ...................... . ............. . 

Income before accounting change ......... . ... ... .. . .................. .. .. .. .. . ... .. . . ...... . 

Effect of accounting change .... . ... . ... ...... .. .. .. .. . ................ . .. . .... . ..... . . . . . .... . 

Net income ...... ..... . .. . ... ... .. ............ . ..... .. ... . ............. . ..... . . . . . . 

Earnings per Share: 

Basic: 

Income before accounting change .................... ................... ... . . 

Effect of accounting change. . . . . . . .... .. ..... . ......... ........ ... ... . 

Net income ...... . 

Diluted: 

Income before accounting change .............................. .................. . ... . 

Effect of accounting change ........ . 

Net income . .. ..... . . . . . ............... . 

First 
Q!iarter 

$ 1,053 

681 

69 

45 

12 

__ (_2) 

10 

.24 

~ 
.20 

.24 

~ 
.20 

Second 
Q!iarter 

$ 1,062 

719 

96 

46 

29 

29 

.58 

.58 

.58 

.58 

Third 
Q!iarter 

$ 1,057 

736 

108 

43 

44 <•) 

44 

.90 

.90 

.90 

.90 

Fo urth 
Q!iarter 

$ 1,000 

672 

78 

50 

26 

26 

.54 

.54 

.54 

.54 

(•) Includes a $20 million pre-tax 9ain from sale of non-strate9ic timberlands; a $3 million pre-tax loss related to the disposal of two specialty packa9in9 operations; a $4 million impairment pre-tax 

char9e related to an interest in a 9/ass bottlin9 venture in Puerto Rico; a $4 million pre-tax loss related to the sale of a box plant in Chile; and a $4 million pre-tax char9e related to the fair value 

adjustment of an interest rate swap a9reement. In connection with the sale of the box plant in Chile, a one-time tax benefit of $8 million was reco9nized. 

(in millions except per share amounts) 

2000 

Total revenues .. . .............. . 

Manufactur ing net revenues ..... .. ... . .. .. ....... . ....... .. .... . ............. .. ...... . ....... . 

Manufacturing gross profit . .... ...... . ...... . . . ......... . ...... . ....... . .......... .. .......... . 

Financial Services operating income before taxes . . . . . . .... . . . .. . ... .. .. .. .. .... . . . 

Net income ......... .. .. .. . ....... . ..... . .............. . . .................... . .. .. .. .. .. . . . . . .. . . 

Earnings per Sh are: 

Basic: 

Net income ... ...... . ................. . 

D iluted: 

Net income ....... . .. . .... ... .. . ..................... . ... . ... . ....... . .... . ....... . ........ . 

(•) Includes a $I 5 million pre-tax char9e related to the discontinued fiber-cement operation. 

NOTE 12- 0THER INFORMATION 

First 
Q!iarter 

$ 1,067 

758 

137 

35 

55 

$ 1.04 

$ 1.04 

Second 
Q!iarter 

$ 1,100 

757 

132 

48 

62 

$ 1.20 

$ 1.20 

Third 
Q!iarter 

$ 1,086 

739 

119 

50 
43(•) 

.87 

.87 

Fourth 
Q!iarter 

$ 1,044 

674 

99 

56 

35 

.72 

.72 

Allowance for doubtful accounts were $11 million at year-end 2001, $10 million at year-end 2000 and $9 million at year-end 1999. The provision 

for bad debts was $8 million in 2001, $6 million in 2000 and $5 million in 1999. Bad debt charge-offs, net of recoveries were $7 million in 2001, 

$5 million in 2000 and $6 million in 1999 . The unrealized gain (loss) on available-for-sale mortgage-backed securities was an unrealized gain of 

$26 million and $17 million at year-end 2001 and 2000, respectively, and an unrealized loss of $19 million at year-end 1999. The unrealized gain 

increased by $9 million and $36 million for the year 2001 and 2000, respectively, and decreased by $22 million for the year 1999. 
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MANAGEMENT REPORT ON FINANCIAL STATEMENTS 

Management has prepared and is responsible for the company's financial statements, including the notes thereto. They have been prepared in 

accordance with generally accepted accounting principles and necessarily include amounts based on judgments and estimates by management. All 

financial information in this annual report is consistent with that in the financial statements. 

The company maintains internal accounting control systems and related policies and procedures designed to provide reasonable assurance that 

assets are safeguarded, that transactions are executed in accordance with management's authorization and properly recorded, and that accounting 

records may be relied upon for the preparation of financial statements and other financial information. The design, monitoring and revision of 

internal accounting control systems involve, among other things, management's judgment with respect to the relative cost and expected benefits 

of specific control measures. The company also maintains an internal auditing function that evaluates and formally reports on the adequacy and 

effectiveness of internal accounting controls, policies and procedures. 

The company's financial statements have been examined by Ernst & Young LLP, independent auditors, who have expressed their opinion with 

respect to the fairness of the presentation of the statements. 

The Audit Committee of the Board of Directors, composed solely of outside directors, meets with the independent auditors and internal auditors 

to evaluate the effectiveness of the work performed by them in discharging their respective responsibilities and to assure their independent and 

free access to the committee. 

Kenneth M. Jastrow, II Louis R. Brill 

Chairman ef the Board and Chief Executive Officer Chief Accounting Officer 

REPORT OF INDEPENDENT AUDITORS 

To the Board of Directors and Shareholders ofTemple-Inland Inc.: 

We have audited the accompanying consolidated balance sheets ofTemple-Inland Inc. and subsidiaries as of December 29, 2001 and December 30, 

2000, and the related consolidated statements of income, shareholders' equity, and cash flows for each of the three years in the period ended 

December 29, 2001. These financial statements are the responsibility of the company's management. Our responsibility is to express an opinion 

on these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan and 

perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes 

examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 

accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We 

believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position ofTemple-Inland 

Inc. and subsidiaries at December 29, 2001 and December 30, 2000, and the consolidated results of their operations and their cash flows for each 

of the three years in the period ended December 29, 2001, in conformity with accounting principles generally accepted in the United States. 

As discussed in Note 1 to the consolidated financial statements, in 2001 the company changed its method of accounting for derivative instruments 

and hedging activities. 

A us tin, Texas 

January 25, 2002 
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