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The California Resources Agency, the California Department of Forestry

and Fire Protection, the California Department of Fish and Game, the California

Wildlife Conservation Board, the California Regional Water Quality Control

Board, North Coast Region, and the State Water Resources Control Board

(collectively, the “California State Agencies”) hereby files this appendix in support

of its Opposition to the Indenture Trustee’s emergency motion for a stay of the

confirmation order pending appeal:

Exhibit | Title

1 State of California’s Position by Governor Arnold Schwarzeneg%er for
Proposed Plans of Reorganization, Bankruptcy Court Docket No. 2201.

2 State of California’s Position by Governor Arnold Schwarzenegger in
Support of MRC/Marathon Plan of Reorganization, Bankruptcy Court
Docket No. 2601.

3 Trial Transcript May 1, 2008, pages 83-85.

4 Stay Hearing Transcript July 11, 2008, beginning page 309, lines 4-23.

5 MMX 130 (Notice of Violation of Forest Practice Act).

6 ;I_'riallél'ranscript May 1, 2008, beginning page 95, line 13 to page 96,
ine 10.

7 Stay Hearing Transcript July 10, 2008, beginning page 179, line 14 to
page 183, line 8.
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8 Stay Hearing Transcript July 11, 2008, beginning page 181, line 24 to
page 183, line 18.

Dated: July 22, 2008 Respectfully submitted,

/s/ Michael W. Neville /s/ Paul J. Pascuzzi
Michael W. Neville Steven H. Felderstein
Deputies Attorney General Paul J. Pascuzzi
Office of the Attorney General Felderstein Fitzgerald
455 Golden Gate Avenue, Suite 11000  Willoughby & Pascuzzi LLP
San Francisco, CA 94102-7004 400 Capitol Mall, Suite 1450
Telephone: 415.703.5523 Sacramento, CA 95814-4434
Facsimile: 415.703.5480 Telephone: 916.329.7400

Email: Michael.Neville@doj.ca.gov Facsimile: 916.329.7435
Email: sfelderstein@ffwplaw.com
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Attorneys for Appellees-Respondents the California Resources Agency,
California Department of Fish and Game, the California Department of Forestr
and Fire Protection, the California Regional Water Quality Control Boar
North Coast Region, the California State Water Resources Control Board, and
the California Wildlife Conservation Board
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Case 07-20027  Document 2201 Filed in TXSB on 01/29/2008 Page 1of 7

IN THE UNITED STATES BANKRUPTCY COURT

FOR THE SOUTHERN DISTRICT OF TEXAS

CORPUS CHRISTI DIVISION

IN RE:

AL,

Debtors.

JOINTLY ADMINISTERED

Chapter 11

§
§
SCOTIA DEVELOPMENT LLC, ET § Case No. 07-20027-C-11
§
§

STATE OF CALIFORNIA’S POSITION BY GOVERNGR ARNOLD
SCHWARZENEGGER FOR PROPOSED PLANS OF REORGANIZATION

The State of California, by Governor Arnold Schwarzenegger, hereby submits to

ali prospective plan proponents and the Bankruptcy Court its Statement of Position, a

copy of which 1s attached hereto. This Statement is for the information of the parties and

the Court. The Statement is not a statement of support for or epposition to any particular

plan whether filed or not at this time. This Statement is not a solicitation for votes on any

plan.

Dated: January 29, 2008

Respectfully submitted,

/s Paud J. Pascuzzi

Steven H. Felderstein

Paul J. Pascuzzi

Felderstein Fitzgerald Witloughby & Pascuzzi LLP

400 Capitol Mall, Suite 1450

Sacramento, CA 95814-4434

Telephone: 916/329-7400

Facsimile: 916/329-7435

E-mail: sfelderstemn@ ffwplaw.com
ppascuzzi@ffwplaw.com

Attorneys for the California Resources Agency
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GOVERNOR ARNOLD SCHWARZENEGGER
California’s Statement of Position
To All Plan Proponients and the Court:

I am submitting this Statement of Position for any plans of reorganization that will be filed in the
Pacific Lumber Company bankruplcy cases,

My adminstration, through the California Resources Agency, the Califomia Environmental
Protection Agency and their boards and departments, has been active in the Pacific Lumber
Company bankruptcy case to protect the investment that California made in the historic 1999
Headwaters Forest Agreement and to protect the environment and all of our stete’s natural
resourees. As California’s Governor, 1 have an interest in the future of the debtors’ lands and
related assets located in Humbeldt County, California. These lands and assets represent a unigue
public trust for the peopie of California. Pacific Lumber Company made assurances in 1999 for the
future management of its lands that, as part of the Headwaters Agreement, included the expenditure
of nearly $500 million of federal and state public funds. The United States and the people of
California have a strong interest in a successful reorganization of a Pacific Lumber Company that
will result in sound management practices for the future of these lands.

Given the previous investment of significant public funds and the commitments made by Pacific
Lumber Company and its corporate parent Maxxam, | respectfully submit our strong position that
any reorganization of Pacific Lumber Company preserves the state and federal govemments’
interest in Pacific Lumber’s timberlands and adheres to the following principles:

{. Manage the timberfands in accordance with state and federal laws, including but not limited
to the existing regulatory permits and authorizations such as the Headwaters Forest
Agreement ond the Habitat Conservation Plan and all other state permits, AB 1986, the
Agreement Relating to Enforcement of AB 1986 and the conditions, covenants and
resirictions recorded in accordance with AB 1986,

a3

Manage the timberlands in a manner that complies with all required regulatory permits and
other authorizations in coordination with state and federal regulatory agencies,

3. Preserve the timberlands by maintaining a level of commercial harvest that will ensure
sustainable, high-quality timber preduction over the long term while preserving and
enhancing watershed and wildlife protection,

4. Minimize adverse impacts to the local economy and preserve as many local employment
opportunitics as possible,

5. Maximize the greenhouse gas reduction beneflits that could be generated in timberland
management.

STATE CAPITOL » SACRAMENTG, CALIFORNIA 93814 « (9168) 445-284)
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All Plan Proponents and the Court
Page two

As the parties draft their proposals and the Court weighs the various competing plans to consider
how to ensure that the reorganized Pacific Lumber Company is positioned for long-term success,
we appreciate the consideration of our position. This 18 an issuc of paramount importance to all
Californians.  On their behaif, 1 remain committed to ensuring that our interests are protecied and
the public trust secured,

%«W%‘/

Armold Schwarzenegger
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CERTIFICATE OF SERVICE

[, Karen L. Widder, declare:

I am a resident of the State of California and over the age of eighteen years, and
not a party to the within action. I am an employee of Felderstein Fitzgerald Willoughby
& Pascuzzi LLP and my business address is 400 Capitol Mall, Suite 1450, Sacramento,
CA 95814-4434,

On January 29, 2008, I served the foregoing:

STATE OF CALIFORNIA’S POSITION BY GOVERNOR ARNOLD
SCHWARZENEGGER FOR PROPOSED PLANS OF REORGANIZATION

M (By Electronic Mail) | caused to be transmitted the above described
document(s) via electronic matl to the electronic addresses as indicated on the attached
list.

[ declare under penalty of perjury, under the laws of the State of California and
the United States of America that the foregoing is true and correct.

Executed on January 29, 2008, at Sacramento, California.

/s Karen L. Widder
Karen L. Widder, Legal Assistant
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SERVICE LIST

Debtor

Gary L. Clark
Scotia Pacific LLC
125 Main Street
Scotia, CA 95565
geiarkiepaleo.com

Attorneys for Debtor Scotig Pacific LLC
Kathyrn Coleman

Gibson Dunn & Crutcher LLP

200 Park Avenue, 47" Floor

New York, NY 10166-0193

Keoleman@eibsondunn.com

Attorneys for Debtor Scetia Pacific L1LC
Eric J. Fromme

CGitbson Dunn & Crutcher LLP

3161 Michaelson Drive

Irvine, CA 92612-4412

clrommesdrgibsondunn.com

Attorneys for Debtor Scotia Pacific 1.1.C
Kyung 5. Lee/Wendy Laubach/Chris Johnson
Diamond McCarthy Taylor

Finley & Lee L.L.P.

009 Fannin, Suite 1500

Houston, TX 77010
Kecwodiamondimecarthy.com
whanbachadiamondmecarthy.com
ciohnsoneadiamondmecarthv.com

Counset for Debtors; Scotia Development et al,
Shelby A. Jordan/Harlin C. Womble, Jr./
Nathaniel Peter Holzer/Kevin J. Franta

Jordan, Hyden, Womble, Culbreth & Holzer P.C.
500 N. Shoreline Drive, Suite 900

Corpus Christi, TX 78471

stordangeihnwelaw . com

hwombleszibwelaw com

Kirantacsibwelaw . com

pholzeriieihwelaw com
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Counsel for Debtors: Scotia Development et al,
Jack L. Kinzie/James Prince [/

C. Luckey McDowell

Baker Botts LLP

2001 Ross Avenue

Dallas, TX 75201-2980

Jack kinziekchakerbotis.com
fneprincegabakerbotts.com
luckev.medowellebakerborts.com

Counsel for Bank of New York Trust
Company, N.A.

Zack A. Clement/William R. Greendyke/
R. Andrew Black/Jason L. Boliand/
Mark A. Worden

Fulbright & Jaworski L.L.P.

1301 McKinney Street, Suite 5100
Houston, TX 77010-3095
seiementiaiulbrghtcom
woreendyvieipiuibright com
ablackieulbrieht.com
thalandiefulbrighi.com

mwordena fdbrisht com

Counsel for Marathon Structured Finance Fund. LP
David Neter/William Brewer

Winston & Strawn, LLP

200 Park Avenue

New York, NY 10166

INciergiwinston.com

whrewerd winsion.com

Counsel for Marathon Structured Finance Fund. LP
John D. Penn/Trey Monsour

Haynes & Boone, LLP

201 Main Street, Suite 2200

Fort Worth, TX 76102
Johnmpennithaynesboone.com
Trev.monsourichavnesboone.com

.S, Trustee

Charles R. Sterbach

United States Trustee

606 N. Carancahua, Suite 1107
Corpus Christi, TX 78476

harles raterbachiezusdolooy
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Counsel for Official Committee of Unsecured Creditors
John D. Fiero/Maxim B. Litvak/

Kenneth H. Brown

Pachulski Stang Ziehi & Jones, LLP

150 California Street, 15" Floor

San Francisco, CA 94111

iferocipszilaw.con

mlitvakedpszilaw.com

Lhrownddpsziiaw.com

Counsel for Bank of America
Evan M. Jones/Brian M. Metcalf
O’ Melveny & Myers LLP

400 South Hope Street

Los Angeles, CA 90071-2899
CIONCSHOOMMLCom
bieteallizomim.com

Counsel for Maxxam Group, Inc,
Alan Gover

White & Cage, LLP

1155 Avenue of the Americas
New York, NY 10036-2787

agovergowhitegase.com

Counsel for Bank of New York
Tony L. Gerber

Louis R, Strubeck, Jr.

Richard S. Krumhoiz
Fulbright & Jaworski L.L.P.
2200 Ross Avenue, Suite 2800
Dallas, TX 75201-2784
terberpfidhright.com
strubeckiarfulbright.com
rirumbolzisfulbright.com
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE SOUTHERN DISTRICT OF TEXAS
CORPUS CHRISTI DIVISION

IN RE: § JOINTLY ADMINISTERED
8
SCOTIA DEVELOPMENT LLC, ET § Case No. 07-20027-C-11
AL, 8
g Chapter 11
Debtors. §

STATE OF CALIFORNIA’S POSITION BY GOVERNOR ARNOLD
SCHWARZENEGGER IN SUPPORT OF MRC/MARATHON PLAN OF
REORGANIZATION

The State of California, by Governor Arnold Schwarzenegger, hereby submits its
Statement of Support for the First Amended Joint Plan of Reorganization Proposed by
Mendocino Redwood Company, LLC and Marathon Structured Finance Fund L.P., a

copy of which is attached hereto.

Dated: April 4, 2008 Respectfully submitted,

/s/ Paul J. Pascuzzi
Steven H. Felderstein
Paul J. Pascuzzi
Felderstein Fitzgerald Willoughby & Pascuzzi LLP
400 Capitol Mall, Suite 1450
Sacramento, CA 95814-4434
Telephone: 916/329-7400
Facsimile: 916/329-7435
E-mail: sfelderstein@ffwplaw.com
ppascuzzi@ffwplaw.com

Attorneys for the California Resources Agency
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GOVERNOR ARNOLD SCHWARZENEGGER

California’s Statement of Support for First Amended Joint Plan of Reorganization
Proposed by Mendocino Redwood Company, LLC and Marathon Structured Finance
Fund L.P.

To All Parties in Interest and the Court:

As Governor of the State of California, [ am submitting this Statement of Support for the First
Amended Joint Plan of Reorganization proposed by Mendocino Redwood Company, LLC and
Marathon Structured Finance Fund L.P. (*“MRC/Marathon Plan™) based on the five principles set
forth in my Statement of Position dated January 29, 2008.

California’s majestic redwood forests are among its most precious natural assets. Historian
Kevin Starr once said that the redwood tree could “almost stand alone as a symbol of California
found and lost, lost and found.”

My administration, through the California Resources Agency, the California Environmental
Protection Agency and their boards and departments, has been active in the Pacific Lumber
Company bankruptcy case. We have an unwavering obligation to protect the environment and
the state’s valuable natural resources. For the people of California and as a matter of public
trust, we have a significant commitment to safeguard the nearly $500 million investment that
California and the federal government made in connection with the historic 1996 Headwaters
Forest Agreement. The United States and the people of California have a vested interest in a
successful reorganization of a Pacific Lumber Company that will result in sound management
practices for the future of these lands.

[n my original Statement of Position, [ indicated our strong position that any reorganization of
Pacific Lumber Company preserves the state and federal governments’ interest in Pacific
Lumber’s timberlands and adheres to the following principles:

l. Manage the timberlands in accordance with state and federal laws, including but not
limited to the existing regulatory permits and authorizations such as the Headwaters Forest
Agreement and the Habitat Conservation Plan and all other state permits, AB 1986 (Chapter 615
of statutes of 1998), the Agreement Relating to Enforcement of AB 1986 and the conditions,
covenants and restrictions recorded in accordance with AB 1986.

2, Manage the timberlands in a manner that complies with all required regulatory permits
and other authorizations in coordination with state and federal regulatory agencies.

3. Preserve the timberlands by maintaining a level of commercial harvest that will ensure
sustainable, high-quality timber production over the long term while preserving and enhancing
watershed and wildlife protection.

STATE CAPITOL » SACRAMENTO, CALIFORNIA 935814 ¢ (916) 445-2841
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All Parties in Interest and the Court
Page two

4, Minimize adverse impacts to the local economy and preserve as many local employment
opportunities as possible.

5. Maximize the greenhouse gas reduction benefits that could be generated in timberland
management.

After meeting with each of the plan proponents, we appreciate that each plan proponent has
attempted to address the principles above. We believe that the MRC/Marathon Plan best
preserves the state and federal governments’ interests in Pacific Lumber’s timberlands, and that
it also best satisfies all five principles set forth in my January statement.

The MRC/Marathon Plan best satisfies the first and second principles — compliance with federal
and state laws, permits and agreements — because it makes concrete pledges to abide by all
environmental laws, existing permits and agreements. In addition, the MRC/Marathon Plan
would uphold and maintain the Pacific Lumber Company Habitat Conservation Plan (“HCP™)
and other environmental obligations. Moreover, it demonstrates unequivocal commitment to
environmental protection by promising to obtain Forest Stewardship Counsel certification.
Furthermore, the MRC/Marathon Plan would best satisfy the extensive regulations for forests in
California. Because of their history, the Pacific Lumber timberlands are highly regulated, and
the MRC track record of success in Mendocino County provides confidence that MRC will
comply with the extensive regulations and satisfy the many agencies and regulators involved in
those lands.

The MRC/Marathon Plan best satisfies the third principle — maintaining sustainable, high-quality
timber production while enhancing watershed and wildlife protection — because the plan would
keep the timberlands as working timberlands under one owner that has a proven, favorable track
record for sustainable timberland management. The MRC/Marathon Plan is based on
appropriate projected timber harvest levels that meet the critical goal of long term sustainable
forest management. The projected commercial harvest levels in the MRC/Marathon Plan have
the best chance of ensuring sustainable, high-quality timber production over the long term.
Watershed and wildlife protection is enhanced by MRC/Marathon’s commitment to uphold and
maintain the HCP and other environmental obligations and the commitment to obtain Forest
Stewardship Counsel certification.

The MRC/Marathon Plan best satisfies the fourth principle — minimizing adverse impacts on the
local economy and jobs — because the plan would proceed under the stewardship of a viable,
proven timber company that will keep the local mill operating on a long term basis, and maintain
most of the local timber-related jobs and pensions in the long term. Critically, the
MRC/Marathon Plan is the only plan that commits to make a significant financial investment to
upgrade and make the mill more efficient and competitive. As such, the MRC/Marathon Plan
has strong local support as evidenced by the Mendocino County Board of Supervisors resolution
supporting the plan and the overwhelming support of unsecured creditors.
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To All Parties in Interest and the Court
Page three

In addition, the MRC/Marathon Plan best satisfies the fifth principle — maximizing greenhouse
gas reduction benefits — because the plan would engage in long-term, sustainable timberland
management that would reduce projected harvest levels to ensure long-term sustainability, which
will retain the timberlands as working timberlands and assure their environmentally sound
management. The MRC/Marathon group has represented that it will implement the same
exemplary forestry management practices on the Debtors’ timberlands that MRC has
successfully implemented on its timberlands in Mendocino County. This is critical to successful
implementation of California’s landmark climate change law and commitment to capping and
reducing carbon emissions. One of the best ways for California to achieve its climate change
goals is to successfully maintain the forests as viable commercial enterprises. A business plan
that is built on a rate of harvest that is below the growth rate of the forest not only maintains a
large stock of stored carbon, it sequesters additional carbon to benefit all of us as we seek ways
to reduce the carbon footprint of California. The MRC/Marathon Plan is built around
maintaining the existing forest as commercial forestlands over the long term, adding to the
carbon stored in the forest each and every year by harvesting less than growth. The commitment
to sustainable forestry management embodied in the MRC/Marathon Plan enhances the value of
the asset over the long term.

Our recommendation addresses the five important public interest principles from my earlier
statement. I understand that the Bankruptcy Court must decide whether the MRC/Marathon Plan
meets the other confirmation requirements of the Bankruptcy Code. For example, in considering
the question of asset value, we urge the Court to consider the value of long-term, sustainable
management practices. The MRC/Marathon Plan offers the best opportunity by far to advance
and protect both the economic and environmental value of these assets over the long term.

While it may be possible for an operator to harvest at elevated rates from a given forest for a
short period of time, unsustainable forestry practices will devalue the large stock of remaining
trees, degrade water quality in streams and tributaries and impair vital habitat for salmon and
endangered species — all of which result in detrimental economic impact. Sustainable forestry,
harvesting trees at a rate that can be maintained or grown over many decades in a way that keeps
or improves the ecological values of the forest, is essential to maximize the long-term value of
the forest.

We believe that the MRC/Marathon Plan, subject to the resolution of any remaining bankruptcy-
specific issues raised by the California State Agencies, appears to offer the best chance for a
reorganized company that is positioned for long-term success, while at the same time enhancing
the environment and protecting the local economy. We urge the Court to confirm that plan. We
appreciate the Court’s consideration of our position, as this is an issue of paramount importance
to all Californians.
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CERTIFICATE OF SERVICE

|, Karen L. Widder, declare:

I am a resident of the State of California and over the age of eighteen years, and
not a party to the within action. 1 am an employee of Felderstein Fitzgerald Willoughby
& Pascuzzi LLP and my business address is 400 Capitol Mall, Suite 1450, Sacramento,
CA 95814-4434.

On April 4, 2008, | served the foregoing:
STATE OF CALIFORNIA’S POSITION BY GOVERNOR ARNOLD
SCHWARZENEGGER IN SUPPORT OF MRC/MARATHON PLAN OF
REORGANIZATION
|ZI (By Electronic Mail) I caused to be transmitted the above described
document(s) via electronic mail to the electronic addresses as indicated on the attached
list.

I declare under penalty of perjury, under the laws of the State of California and
the United States of America that the foregoing is true and correct.

Executed on April 4, 2008, at Sacramento, California.

/s/ Karen L. Widder
Karen L. Widder, Legal Assistant
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SERVICE LIST

Debtor

Gary L. Clark
Scotia Pacific LLC
125 Main Street
Scotia, CA 95565
gclark@palco.com

Attorneys for Debtor Scotia Pacific LLC
Kathyrn Coleman

Gibson Dunn & Crutcher LLP

200 Park Avenue, 47" Floor

New York, NY 10166-0193
kcoleman@gibsondunn.com

Attorneys for Debtor Scotia Pacific LLC
Eric J. Fromme

Gibson Dunn & Crutcher LLP

3161 Michaelson Drive

Irvine, CA 92612-4412
efromme@gibsondunn.com

Attorneys for Debtor Scotia Pacific LLC
Kyung S. Lee/Wendy Laubach/Chris Johnson
Diamond McCarthy Taylor

Finley & Lee L.L.P.

909 Fannin, Suite 1500

Houston, TX 77010
klee@diamondmccarthy.com
wlaubach@diamondmccarthy.com
cjohnson@diamondmccarthy.com

Counsel for Debtors: Scotia Development et al.
Shelby A. Jordan/Harlin C. Womble, Jr./
Nathaniel Peter Holzer/Kevin J. Franta

Jordan, Hyden, Womble, Culbreth & Holzer P.C.
500 N. Shoreline Drive, Suite 900

Corpus Christi, TX 78471
sjordan@jhwclaw.com

hwomble@jhwclaw.com

kfranta@jhwclaw.com

pholzer@jhwclaw.com
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Counsel for Debtors: Scotia Development et al.
Jack L. Kinzie/James Prince 11/

C. Luckey McDowell

Baker Botts LLP

2001 Ross Avenue

Dallas, TX 75201-2980
jack.Kinzie@bakerbotts.com
jim.prince@bakerbotts.com
luckey.mcdowell@bakerbotts.com

Counsel for Bank of New York Trust
Company, N.A.

Zack A. Clement/William R. Greendyke/
R. Andrew Black/Jason L. Bolland/
Mark A. Worden

Fulbright & Jaworski L.L.P.

1301 McKinney Street, Suite 5100
Houston, TX 77010-3095
zclement@fulbright.com
wgreendyke@fulbright.com
ablack@fulbright.com
jboland@fulbright.com
mworden@fulbright.com

Counsel for Marathon Structured Finance Fund. LP
David Neier/William Brewer

Winston & Strawn, LLP

200 Park Avenue

New York, NY 10166

DNeier@winston.com

wbrewer@winston.com

Counsel for Marathon Structured Finance Fund. LP
John D. Penn/Trey Monsour

Haynes & Boone, LLP

201 Main Street, Suite 2200

Fort Worth, TX 76102
John.penn@haynesboone.com
Trey.monsour@haynesboone.com

U.S. Trustee

Charles R. Sterbach

United States Trustee

606 N. Carancahua, Suite 1107
Corpus Christi, TX 78476
Charles.r.sterbach@usdoj.qov
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Counsel for Official Committee of Unsecured Creditors
John D. Fiero/Maxim B. Litvak/

Kenneth H. Brown

Pachulski Stang Ziehl & Jones, LLP

150 California Street, 15" Floor

San Francisco, CA 94111

jfiero@pszjlaw.com

mlitvak@pszjlaw.com

Kbrown@pszjlaw.com

Counsel for Bank of America
Evan M. Jones/Brian M. Metcalf
O’Melveny & Myers LLP

400 South Hope Street

Los Angeles, CA 90071-2899
gjones@omm.com
bmetcalf@omm.com

Counsel for Maxxam Group, Inc.
Alan Gover

White & Case, LLP

1155 Avenue of the Americas
New York, NY 10036-2787
agover@whitecase.com

Counsel for Bank of New York
Tony L. Gerber

Louis R. Strubeck, Jr.

Richard S. Krumholz

Fulbright & Jaworski L.L.P.
2200 Ross Avenue, Suite 2800
Dallas, TX 75201-2784
tgerber@fulbright.com
Istrubeck@fulbright.com
rkrumholz@fulbright.com
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UNITED STATES BANKRUPTCY COURT
SCUTHERN DISTRICT OF TEXAS
CORPUS CHRISTI DIVISION

IN RE: SCOTIA PACIFIC, *
* CASE NO. 07-20027
DEBTOR *

DAILY COPY

MAY 1, 2008

On the 1lst day of May, 2008, the akove entitled and
numbered cause came on to be heard before said Honorable
Court, RICHARD S. SCHMIDT, United States RBankruptoy
Judge, held in Corpus Christi, Nueces
County, Texas.

Proceedings were reported by machine shorthand.
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In Re: Scotia Pacific May 1, 2008
83
1 THE WITNESS: If we pay the
2 professionals, we would be in excess of §1 million short
2 for the month of May.
4 THE CCURT: And then in June?
10:36 5 THE WITNESS I June I think 1t would be
[ in excess of & couple $3 million short.
7 THE COURT: $2 to 53 million?
o THE WITNESS: 52 to 83 million short.
G THE COQURT: In July, is it ever going to
10:37 10 flatten out or ig it going Lo start getting bigger?
11 THE WITNESS: You know, I haven’'t looked
12 recently at July or August or September for Palco. And
13 we haven't calculated beyond the end of June for Scopac
14 and we haven't calculated bevoend the end of May for
10:37 118 Palco. But I would expect that that shortfall would
16 continue, ves.
17 THE COURT: Okay. Now loocking st Scopac,
18 what shortfall, 1f any, will there be, without dipping
19 into any SAR account, will rchere be in May? Zero?
10:37 20 THE WITNESS: Well, we would not have
21 enough cash at Scopac to get through May without dipping
272 into the SAR account. And our budget contemplates
23 dipping into the SAR mccount in the month of Mavy.
24 THE COURT: How much?
16:37 25 THE WITNESS: 1T believe we drew down

AK/RET REPORTING, RECORDS & VIDEC, INC.
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1 about $2 million this week at Scopac and I bhelieve it
P would reguire an additional draw of about $2 million to
3 get through the month of May. That's --
4 THE COURT: 2o there’'s a $4 million
10:38 g shortfall in Mavy?
1) THE WITNESS: Coming from the SAR
7 account, ves,
a THE COURT: BAnd how much will it be in
g June?
10:38 10 THE WITNESS: I think in June -- T
11 believe that we -~ it will be very close to bhreak sven
12 cash in the menth of June atv Scopac because we'll have
13 some cash coming out of May that we have drawn from the
14 SAR account and T believe our revenues and expenses in
10:38 1§ June will be approximately normal expenses, about the
16 game, so0 1 believe we will nol need any mors draws on
17 the SAR in the month of June., T don‘t have anything in
18 front of me, that’'s just my best estimate off the top of
19 my head.
10:38 2 THE COURT: Okay. Going forward from
21 June, what do you anticipate?
27 THE WITNESS: Well, in July and August
23 and September and October when the harvest season is at
24 its peak and under the current operating environment
10:39% 25 where Scopac is paying for the logging and the hauling,

AK/RET REPORTING, RECORDS & VIDED, INC.
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1 I believe that -- I have not run those numbers, but I
z believe that there will not be sufficient cash available
3 wirhout use of the SAR to pay the expenses at Scopac for
4 that periocd.
5 THEE COURT: So how much?
& THE WITNESS: It could be $2 and a half
7 to $3 million a month short, perhaps a bit more. And
8 that depends on profeszssional fees.
9 THE COURT: All right. You can step
10 dowrn .
11 THE WITNESS: Thank you.
12 MR. KRUMHOLZ: I have a follow-up
13 guestion for the witness in light of Your Honor's
14 guestbilions.
15 THE COURT: Well, we den’t normally do
1 that, but I'm trying to bhe nice. I'1l let you.
17 RECROSS-EXAMINATION
18 BY MR. KRUMHOLZ:
19 0. Mr. Clark, the inventory at Scopac continues
20 to increase during the summer months when you're
21 concerned about some of the cash flow?
22 A Yes.
23 o, and you make up that in the fall, the cash
24 flow, because you can actually sell some of this
25 inventory?

AK/RET REPORTING, RECCRDS & VIDEO, INC.
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UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT OF TEXAS
CORPUS CHRISTI DIVISION

IN RE: SCOTIA PACIFIC, *
* CASE NO. 07-20027
DEBTOR *
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DAILY COPY

JuLy 11, 2008

Op the 1lth day of July, 2008, the above
entitied and numbered cause came on CO be heard before
caid Honovable Court, RICHARD 3. SCHMIDT, United States
Bankruptcy Judge, held in Corpus Christi, Nueces
County, Texas.

proceedings were reported by machine

shorthand.
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does. It preserves the status guo. It keeps the
debtors operating. Surprisingly, it does. The math
works out.

THE COURT: Sco there’s really no guestion
that absent free logs and & free DIP, these debtors are
cratering; isn’t that true?

MR. FROMME: DNo, I don't think that's the
testimony., HNot these debtors. Absent the free logs,
Palce may crater if Marathon doesn't support that.

THE COURT: Well, and Scopac runs out of
cash?

MR, FROMME: Well, Scopac -- I'm sorry Lo
interrupt, Your Honor.

THE COURT: That's all right. Palco
craters and Scopac runs out of cash.

MR. FROMME: Scopac runs out of cash.
Scopac with debtor in possession financing ccould find
third-party buyers for its logs and continue to operate
it

THE COURT: If they got financing.

ME . FROMME If they got financing., ves,
Your Honor. The risk 1is -~ just to be clear, the risk
is that Marathon walks in that scenario for Palco,

Duite frankly, as I saild, we were

surprised, but it werks and the math works ocut. And

309

AK-RET REPORTING, RECORDS AND VIDEO, INC.
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STATE OF CALIFORNIA - THE RESOURCES AGENCY ARMNOLD SCHW ARZENEGGER, Governar

DEPARTMENT OF FORESTRY AND FIRE PROTECTION
Resource Managemen

!'Eu:nbn\Ldl Del Ngo.'(: l;nii

118 Fortupa Bivd

Fortuns CA B3840

(767) T26-1358

May 1, 2608

JEFFERY BARRET

THE PACIFIC LUMBER CO
POBOX 712

SCOTIA, CA 95565

NOTICE OF VIOLATION OF FOREST PRACTICE LAWS
Yor Harvest Docoment: 1-04-123-110M “SOUTH SCOTIA FLATS”

Section 4604 of the Public Resources Code (PRC) requires the Department to inspect
timber operations for compliance with the Forest Practice Act and rules of the Board of
Horestry and Fire Protection.

Timber operations were inactive at the time of inspection.  See attached CDF mnspection map.

Violations were observed on the above referenced timber operation. Viofations may be a
cause for action against a Timber Operator’s License (see PRC 4573 and 4576);
prosecution as a misdemeanor (see PRC 4601); injunctive action (see PRC 4605 and 460(06);
correction of violations by the director with the coests hilled to the responsible parties, and
if not paid become a Hen upon the property (see PRC 4606-4610); or a combination of the
foregoing actions. Civil penalties may also be imposed (see PRC 4601.1)

These violations only apply o thoge listed as the “Viclator”, The “Notice” to others is for
informational purposes only. The report section below identifies the vielation by code section
and the date by which mitigation measures must be completed,

Violator: Jeffery Barrett Vice President of The Pacific Lumber Company (LTO A~ 5326)
Inspection #: 3

Inspection Dates: January 23, 24, and 30, 2008,

Inspection Type: Completion

Persons Contacted on site:  Ben Hawlk, Dave Carter, and Ross Brazil

VIOLATION OF 14 CCR 1035 3¢

RULFE: Licensed Timber Operator Responsibilities 1035.3 {e}

Hach affected licensed Timber Operator shall:
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Inspection Date: January 23, 24, and 30, 2008

mapection # 3

FPage 2 ’
(o) Comply with all provigions of the Act, Board rules and regulations, the applicable approved
plan and any approved amendments to the plan.

VIOLATION:

The licensed timber operator failed (o construct the road sife C4 crossing as described in the
Timber Harvest Plan within the Worle Order for Road Repair/Construction.

MITIGATION:

This violation can not be mitigated using this timber harvest plan, The timber harvest plan
expired on September 27, 2007.

COMMIENT:

On timber harvest plan page 56.15, Site C4 states that the licensed timber operator shail install
three 36 inch culverts under the railroad tracks to replace the single 24 inch culvert. The Heensed
timber operator did not replace the culvert with thres 36 inch culverts at Site C4. (As seen in
picture #1A and #2A) The viclation was discussed in the field with the Registered Professional
Forester of record, Mr. Ben Hawk on January 24, 2008. It was noted that the single 24 inch
culvert had recently become blocked and cleared. The railroad tracks and road showed signs of
water diversion: Water has overtopped the railroad tracks and road. Minor damage to the road
surface occumred before the water left the road surface and entered the timber stand to the
southwest of the site. (As seen in plcture #3A)

FIOLATION OF 14 CCR 923.2(h)

RULE: 923.2(1) Road Construction

Logging roads shall be constructed or reconstructed i1 accordance with the following requirements or as
proposed by the RPF, justified in the THP, and found by the Director to be in conformance with the
requirements of this Article.

(h) Drainage structures and fagilities shall be of sufficient size, number and location to carry runoff water
off of roadbeds, landings and fi1} slopes. Drainage structures or facilities shall be installed so as to
minimize erosian, © ensure proper functicning, and to ymaintain or restore the natural drainage pattern,
Permanent walercourse cressings and associated {ills and approaches shall be constructed where feasible
to prevent diversion of stream overflow down the road and to minimize fill erosion should the draimage
structure become plugged.

VIOLATION:

The licensed timber operator failed to construct & properly finctioning or sufficiently sized road
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Inspection Date: fanuary 23, 24, and 30, 2008
mspection # 3

Poge 3

crossing at site C5 as described in the timber harvest plan within the Work Order for Road
Repair/Construction C

MITIGATION;
This violation can not be mitigated using this tmber harvest plan.  The timber harvest plan has
expired.

Site C5 is described on thmber harvest plan page 56.15 as a 36 inch diameter culvert that needs to
have culvert maintenance performed prior to the timber harvest deadline. The predetermined
maintenance included removing a grate from the inlet, remove debris from the pipe, reinstall two
posts (approximately 18 inches apart) four feet from the inlet, and armor the head/inlet of the pipe.
The grate was removed and no debris was found during the spection, The head/inlel has béen
armored and two posts approximately 18 iches apart have been installed.  The posts are
approximately one foot in front of the inlet, (as seen in picture #2B) which is a 30 inch half round or
arch culvert with a cement bottom. The cement in the bottom of the inlet fills approximately 3/8 to
1/2 of the pipe. (As seen in picture #1B) According to Dave Carter, PALCO roads Engineer, a half
round or arch culvert was placed at the mlet to extend the inlet so as to enable the head/inlet to be
armored and the cement was placed at the imlet to prevent erosion of the channel bottom. By reducing
the inlet capacity the culvert no longer functions properly, On January 30, 2008 I visited the site with
Dave Carter and took a photograph of the site. {As seen in Picture #3B) which shows where the
culvert is in relation to the posts and armored inlet. The infel was under approximately four {eet of
water. The violation was discussed in the field with the Registered Professional Forester of record,
Mr. Ben Hawk, on 1/24/2008. Tt is noted that water has recenstly backed up behind the inlet of the
pipe depositing fresh mud on the channel banks.

FURTHER LEGAL ACTION MAY BE PENDING.

If you have any question about this matler, please contact Len Nielson at (707) 726-1258

7L

by: Len M., Nielson RPF# 2792
CAL FIRE Forest Practice [nspector

Atschinent: CDF nspection Map, Road work order, end piretures

S Northern Region Headguarters
MEU RP File
CDF inspector-—Len Mielson
LTO/TLO The Baeific Lumnber Company
RET Ben Hawk
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Inspection: Date: Janeary 23, 24, and 30, 2008
inspection # 3

FPage d

Picture 1A. Site C4 Along road A 55,0167, Picture is of the outlet of Site C4 looking
North,

g
Cubvert in background is 5’
4% inches in diameter, : ‘ iﬂ-

¥ i ARy dat
Qutlet of site C4, one
thirty-six inch culvert.
Work order states that
three 36 inch culverts
wera supposed to be
placed at this location.

SR

Pcr | the inlet looking South.

Inlet side of site CA.
Showing signs of
diversion to the right
of picture.
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Inspection Date: January 23, 24, and 30, 2008
mspection # 3

Poge 3

Picture 3A, Site C4, along the 55.0167. Picture is from road grade looking East.

‘,,t"- i

| Road West of site C4.
Diversion bas gone
over the railroad fracks

and crossed road.

Inlet side of site C5. g j
Cement filled infet and BN
posis placed foo close
to inlet.
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1-04-123HUM

Inspection Date! Jamuary 23, 24, and 30, 200%
mspection # 3

Puge 6

Picture 2B, Site C5, along the A 55.01. Picture is of the inlet of Sit looking South.

Picture 3B, Site C3, along the A 55.01. Picture is of the inlet of site looking South after
moderate rain storm on 1/30/2008

Top of fence posts at site €5,
almost completely under water.
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UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT CF TEXAS
CORPUS CHRISTI DIVISION

IN RE: SCOTIAR PACIFIC, *
* CASE NO. 07-20027
DEBTOR *

DAILY COPY

MAY 1, 2008

On the lst day of May, 2008, the above entitied and
nunbered cause came on to be heard before said Honorable
Court, RICHARD &. SCHMIDT, United States Bankruptcy
Judge, held in Corpus Christi, Nueces
County, Texas.

Proceedings were reported by machine shorthand.

].._J
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million board feet in 2007 and in fact it harvested
somathing around 74 million board feet in 2007, correct?

4. Yes, sir.

0. Now, in paragraph 5 of vour new declaration,
yveu state that the overwhelming majority of Scopac’s
timberliands is readily accessible by road for harvest
operations, correct?

P Yeg, sir.

. and vou may have heard Mr. Doren ask the
question vesterday of Mr, Yerges where he said the
property is well roaded, correct?

A, Yes, I heard that response, sir.

Q. And -- but there is in fact a $15% million
backlog of regulred roadwork to comply with the HCP: is
that right?

A I think my best estimate is actually about %14
million, but yes, there is a backlog.

0. And you‘re regquired to do that recadwork under
the HCD?

A, Either under the HCP or cleanup and abatement
orders with water guality or as timber harvesting plan
requirements. So that's a collective backlog, not just

0. And in fact, the clock is sort of running on

vour time to do that malintenance, that backlog:; is that

95

AK/RET REPORTING, RECORDS & VIDED, INC.
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1 rignt? And I believe vou testified to this earlier.
2 A, Yes, the clock ig different for the three
3 different programs, HCP, THP énd water gquality. But all
4 of bthem have timelliness reguirements.
16:53 5 0. And you've sought an extension on at least
& some of thosze reguirements, correct?
7 A Yes, sir.
g 0. And you're now in the extension period, if vou
G wlll, for some of them?
15:5%3 10 A For some of them, ves, sir.
1 o, End in paragraph 6, vou state that foresters
12 have been planting cloned trees of species other than
13 redwood for decades; is that right?
14 A Yes, sir.
16:53 1§ o Put how long has cloned redwoods been planted?
16 AL I don't claim to know the field thoroughly. I
17 am aware of plantings that date back te at least the
18 early "90s.
1a . How about at Scopac, how aboul the cultivars
1054 20 or the cloned redwoods they're using at Scopac?
270 A, Beginning in about 1996 or so, the company
27 that really led the way in cultivars, which is at the
23 time Simpson Timber Company, would cccasionally sell
24 lots of excess cultivars and we were aggressive in
10:5%4 25 purchasing thoese. So the first plantings of cultivars

AK/RET REPORTING, RECORDS & VIDEO, INC.
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A. Two questions there. The first is: No, this
isn't completely operative because the Court approved a
different way of dealing with log sales as part of the
Scopac log deck motion. As to whether or not this
language would govern in the proposal for what's --
we've been calling free logs, I'm sorry, sir, I don't
know if it's operative or not.

MR. BRILLTANT: I have no further
questions, Your Honor.
THE COURT: All right. California.
MR. PASCUZZI: Thank you, Your Honor.
Paul Pascuzzi for the California State Agencies.
CROSS-EXAMINATION

BY MR. PASCUZZI:

0. Good afternoon, Dr. Barrett.
A. Good afternoon.
Q. I believe Mr. Krumholz asked you if Scopac is

in compliance with all governmental regulations and

compliance with the HCP. Do you recall that?

A. Yes, sir.
Q. And your answer was yes; 1s that correct?
A. He specifically -- yes, but I mentioned that

we do have THP violations and things like that, but that
there are no, to the best of my knowledge, any

accusations that are operations that are significantly

179
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harming the environment, something close to that, sir.
Q. Okay. And Mr. Neier asked you about road

maintenance and the backlog of road maintenance; 1is that

correct?
A. Yes, sir.
Q. Do you remember that? And you talked about

the certain period of time to clear out that road
maintenance. Otherwise, I think either he or you said
they'd be subject to citations and unpleasant actions?
A. That was my testimony; yes, sir.
MR. PASCUZZI: Okay. Your Honor, if I
may approach?
THE COURT: Sure.
Q. (By Mr. Pascuzzi) Dr. Barrett, do you
recognize what I've just handed you?
A. Yes, sir.
0. And is it a letter dated May 1, 2008 from the

Department of Forestry and Fire Protection?

A. Yes, sir.

Q. Addressed to you?

A. Yes, sir.

0. And it 1s a notice of violation of forest

practice laws; is that correct?
A. Yes, sir.

Q. And it alleges a violation of a THP involving

180
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South Scotia flats; is that correct?

A. Yes, sir.

Q. And the main violation, I guess, or a
violation in there is failing to install culverts under
railroad tracks; is that correct?

A. I don't know if it was a railroad track. It
looked more like a dirt road to me; but if that's what
it says, I'll go with that, sir.

Q. Okay. And it's on page 2 in the comments
section. It also alleges the failure to install the
culverts has caused water to overtop the railroad tracks

and the road in the comments section on page 2; 1is that

correct?
A. I see that; yes, sir.
Q. It alleges the failure to perform maintenance

on the culverts as well?

A. Yes, sir.

Q. And this could be something that there could
be fines for these violations, is that correct?

A. Yes, sir.

0. And Palco 1s also on the hook for these
violations in addition to Scopac; is that correct?

A. All correspondence comes to Scopac, but I
would assume that at least historically we've been a

wholly-owned subsidiary that the liability would accrue

181
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to Palco as well, sir.

Q. Well, isn't it direct that Palco and Scopac
are both parties to the HCP and that violations of the
THPs cause violations of the HCP; is that correct?

A. No. Actually -- first of all, they are both
parties to the HCP. But it is certainly possible to
have a violation on a THP that is not a violation of the
HCP. Sometimes a violation will accrue to both the THP
and HCP and sometimes not, sir.

Q. And the work that's required for this
particular violation, it cannot be done without amending
THP or otherwise getting approval in a new THP; is that
correct?

A. Yes, sir. Under California law, any kind of
substantial roadwork has to go through what's called
California Environmental Quality Act, CEQA or CEQA
equivalent environmental review. In practice, no one
does EIS's and -- excuse me, EIR's and EA's, so they use
the THP, which is deemed a CEQA equivalent document to
do that compliance, sir.

0. Dr. Barrett, are you also aware of some
alleged violations of cleanup and abatement orders by
the California State Water Resources Control Board?

A. Yes, sir.

0. And are you in discussions with those folks

182
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about resolving those violations?
A. Yes, sir.
0. And there will likely be fines for those
violations?
A. Yes, sir.
0. And do you know how much?
A. There's a proposal that would total
approximately $500,000.
0. You were asked some questions about the timber

harvesting, I believe, for the balance of the year for

Scopac by Palco's counsel. Do you recall that?
A. Yes, sir.
Q. Isn't it fair to say that most of Scopac's

remaining harvest for the balance of this year relates
to Tier II THPs?

A. No, sir.

0. Are they —-- does it relate to THPs that have
already been approved?

A. Yes, sir.

Q. Okay. Then -- just a couple more questions.
Do I under your testimony correctly that Scopac can
survive the rest of this year, 2008, with the DIP and
the free log program, as we're calling it?

A. Yes, sir. That is my testimony.

Q. I mean, you're not testifying and you're not

AK-RET REPORTING, RECORDS AND VIDEO, INC.
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1 the auction rate securities.
2 0. Okay. You used a judgment rate down here,
3 didn’'t you? It was 2.35 percent?
4 AL Yes.
5 0. You think that the cost of capital to
A Marathon, to MRC, to any of the creditors is 2.35
7 percent?
2 A, No .
g Q. o you think it’s significantly higher than
10 that?
11 A I do think it's higher.
12 0 Do you have any idea what 1t might be?
13 AL I den't know the cost to capital of thosze
14 organizaticns, no.
15 o Ckay.
16 MR. HAIL: Your Henor, I°'d like to take a
17 look at Mr. Ramensky's proffer to see what that says
18 about the Lehman DIP., But with that, I have no more
15 questions for the witness.
20 THE COURT: ALl right. Anycone else?
21 California.
22 CROSS-EXAMINATION
23 BY MR. PASCUZZI:
24 0. Faul Pascuzzi for the California State
25 Agencies. Mr. Younyg, Mr. Hail asked vou abocout the
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testimony vesterday by Dr. Barrett, I think, when I was

asking him guestions about cleanup and abatement

viclations. Do you recall that?
M Yas.
. And I think what he testified te is that the

$500,000 potential or resolution number 1s not in this
budget for your six-month periocd, correct?

A. ITt's not specifically provided feor, no.

. Okay. And vyou don't know when that $500,000
or if they resolve it in a different amount is golng to
he payable, do you?

AL I just learned of this yvesterday.

0. Okay. S0 you don't know when it will be
pavabkle; is that correct?

B, 1 cdo not.

. Ckay. Are there any other amounts in your
budgets for conlbingencies in case there are other
violations of environmental laws?

A, Cn the Palce budget vyvou have the 3 or &4
million or £2 or $3 million of cash bthat's available
that can bhe used. ©On the Scopac budget, vou know, as I
suggested before, we [eel those operalbing expense
numbers are conservative and don’t expect to spend up
those levels. We would expect to spend less to cover

some of the items that vou're describing, I believe.
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Q. But that’s not a cushion you specifically put

in there for environmental compliance; is that correct?

A There is ~- you're correct.
0. wind vou heard Dr. Barrett testify when 1 was
asking guestions about a violation -- a notice ¢f a

violation of a THP in the South Scotia flats yesterday
as well, right?

A That's correct.

O. So there’s nothing specifically in this budget

for potential fines that might result from that either,

right?
A, That's correct.
. And sco if there isn't money in the budgets,

those will be further administrative claims that would
be building up; 18 that correct?
i, They -- they potentially could be, ves.
MR. PASCUZZT: I'11 pass the witness,
Your Heonor. Thank vyou.
THE COURT: Anvone else? Okay.
CROSS-EXAMINATION
BY MR. LITVAX:
Q. Good afterncon, Mr. Young. Max Litvak for the
creditors committee.
MR, HKRUMHCLZ: Your Honor, I know

Mr. Litwvak is usually brief and ¢o the point. But we've
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