UNITED STATES BANKRUPTCY COURT
SOUTHERN DISTRICT OF TEXAS
CORPUS CHRISTI DIVISION

Inre: o
o}
SCOTIA DEVELOPMENT LLC, etal. g CasNo. 07-20027#C-11
o Jointly Administered
Debtors. a (Chapter 11)

DECLARATION OF GARY CLARK IN SUPPORT OF
DEBTORSORESPONSES AND OBJECTIONSTO MOTIONS TO TRANSFER VENUE

I, Gary Clark, declare and state as follows:

|. FOUNDATION

1. | am the Vice Presdent of Finance and Administration and Chief Finandal
Officer of Scotia Pacific Company LLC ((BcopacQ), Pacific Lumber Company (QPalcoQ, Britt
Lumber Co., Inc. (BrittQ and Scotia Inn, Inc. ((Bcotia InnQ. | have hdd these postionssince
1993,1993 1993and 2005, respectively.

2. | am aso the Vice President and Chief Finanda Officer of Scotia Development
LLC (Cscotia DevelopmentQ) and the President and Chief Executive Officer of Salmon Creek
LLC (GBalmon Creek(. | have hdd these postionssince 2006and 2005, respectively.

3. In my capecity as an officer and executive of Scopac, Palco, Britt, Scotia Inn,
Scotia Development and Salmon Creek (collectively, the DebtorsOand Scotia Development,
Palco, Britt, Scotia Inn and Salmon Creek collectively, the QPalco Debtors), | am required to
and have become generally familiar with the manne in which the DebtorsObooksand records
are prepared and maintained.

4. | submit this Declaration in suppot of Scopac@ Respong and Objection to
Motions to Transfer Venue and the Palco DebtorsOOmnibus Respons in Oppostion to the

Motions to Trander Venue Filed by the California State Agendes, the Official Creditors
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Committee, the United States Trugee, Humboldt County, California, City of Rio Dell, and
LaSale Bank (collectively, the (DebtorsOResponses to Motions to Transer Venue). | am
authorized to submit this Declaration on behdf of the Debtors.

5. Except as otherwise indicated, all statements in this Declaration are based on my
persond knowledge my review of relevant doauments or my opinion based uponmy experience
and knowledgeof the DebtorsCbusness operationsand finandal condition.

1. OVERVIEW OF DEBTORS

6. Palco has owned and managed private commercial timberlands in Humboldt
County, California for more than 130 years. Palco aso owns the rea estate, housing, and all
improvements of thetown of Scotia, California

7. Housng, construction and remodding are the prindpd markets for the lumber
produds of Palco and Britt (which ownsand opaates a sawmill in nearby Arcata, California).

8. In addition to its timber opeationsin California, Palco has, in the past, owned
timber rights in New Mexico, owned seventy percent (70%) of a lumbe company in New
Mexico, had subsdiaries with manufacturing opeaations in other states (induding Texas),
maintained a lumber sales office in Hougon, Texas, and invested (throughits subsdiary Salmon
Creek) in two office buildingsin Houston, Texas, adrug store in Houston, Texas and two motels
intheHougon area

9. Palco aso sells energy generated from its cogeneration plant, utilizing wood
byproduds from its milling opeations Such sales typically conditute less than 10% of Palco@
revenue

10.  Scope is a specia pumpose Delaware limited liability company organized by

Palco in May 1998 to facilitate the sale of certain collateralized notes (the Ofimber NotesQ).
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Scopac owns approximately 200000 acres of private timberland (the (5copac Timberland<) and
has the exclusive right to harvest timber on about 10500 additiond acres of private timberland
owned by Palco and another oneof its subddiaries (the (5copac Timber RightsQ). Collectively,
the Scopac Timberlandsand the Scopac Timber Rights congitute the Scopac Timber Propaty.

11.  Part of Scopac® busness is the sale of logs harvested from the Scopac Timber
Propaty, which logshave historically been sold exclusvely to Palco pursuant to a New Master
Purchase Agreement. Throughits suboontractors, Palco harvests the timbe and trangorts the
logsto sawmills owned by Palco and Britt, where thelogsare conveated into marketable lumber.
Scopac primarily pays the obligaionsowing unde the Timber Notes with proceeds of these log
sales.

I1l. THE DEBTORSGSECURED OBLIGATIONS

A. The Palco Debtors

12.  Palco and Britt are co-bomrowers, and Scotia Development, Salmon Creek and
Scotia Inn are guaantors, unde (i) a Revolving Credit Agreement (as amended) dated July 18,
2006 with LaSale Bank Nationd Assodation (Q.aSalle) and Marathon Structured Finance
(Marathon@ as lendea's (collectively, the Q.endesQ), which provides for borrowingsup to $60
million, and (ii) a Term Loan Agreement, daed as of July 18, 2006 with Marathon as lende,
which provides for borrowings up to $85 million (collectively, the GCredit AgreementsQ.
(Exhibits11and 12 PbPalco Credit Agreements)

13.  As of the Petition Date, an aggregate of approximately $125 million (indudng
$14 million in letters of credit) was outstanding unde the Revolving Credit Agreement, the

Term Loan Agreement, and theletters of credit.
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B. Scopac

14.  Unde the Indenture' dated July 20, 1998,by and between Scopac and The Bank
of New York, as successor trugee (the OrrusteeQ), Scopa issued an aggregae prindpd amount
of $8672 millionin Timber Notes, which were issued in three classes: 6.55% Seriesb Class A-1
Timber Collateralized Notes due 2028 (the CClass A-1 NotesQ), 7.11% Series B Class A-2
Timber Collateralized Notes due 2028 (the CClass A-2 NotesQ) and 7.71% Series B Class A-3
Timber Collateralized Notes due2028(the GClass A-3 NotesQ). Thehdders of the Timber Notes
are collectively referred to as the NoteholdersQ  As of the Petition Date, Scopac owed
approximately $714milliononthe Timber Notes. (Exhibits 15,16,and 17D Scopac | ndenture
and Supplements)

15.  Scopec also has a secured revolving credit facility with Bank of America, which
is available to pay up to oneyear@ interest on the Timber Notes (the (Bcopac Line of CreditQ).
As of the Petition dae, Scopac owed approximately $36 million of additiond secured revolving
credit debt unde the Scopac Line of Credit to Bank of America. The Scopac Timber Propaty is
collateral for the Timber Notes and the Scopac Line of Credit. (Exhibits 18,19, 20, 21,22 and
23 - Scopac Credit Agreement, Amendments and Deed of Trust)

16. Asaresult of inaeasing regulatory restrictionsand limitationson the harvesting
of its timbe since this debt was issued in 1998, Scopa@ revenues have been significantly
reduced and its operating coss have increased. Scopac@ average harvest level from 199802004
was 153MMBF, butin 2005and 2006the harvest levels had declined to approximately 145 and

99 MMBF, respectively.

! The Indenture between Scotia Pacific Company LLC and State Street Bank and Trust Company, dated as of July
20, 1998 (and all amendments thereto) is referred to herein as the OndentureQ
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17.  Scopa@® annud interest payments on the Timber Notes alone are approximately
$54 million. Accordingly, even thoughScopac has reduced the amount outstanding unde the
Timber Notes from $867millionin 1998to $714million, its current cash flow from opeationsis
not sufficient to service its semi-annud interest payments on the Timber Notes.

18. The Debtors have aso been negaively impacted by: (i) litigaion relating to the
harvesting practices on the Scopac Timber Propaty and the approva of Scopac@ timber harvest
plans (OTHPsQ), which mus be approved before Scopac Timber can be harvested; and (ii)
regulatory and legidative burdens and limitations imposd by the California North Coast
Regiond Water Qudity Control Board and State Water Board tha are different from and in
addition to the requirements unde the habitat congservation plan ((HCPQ approved as part of the
Headwaters Agreement.

V. THE RELATIONSHIPSBETWEEN THE DEBTORS

19.  Although Scopac and the Palco Debtors are members of the same corporate
family, pursuant to its Agreement of Limited Liability Company dated July 1, 1998 (the CScopec
LLC AgreementQ and the Indenture govening the Timber Notes, Scopac carefully maintainsits
separateness from Palco and other affiliates.

20. In addition, in 2005 the Scopa Boad formed a specia committee of two
Indgrendent Managers (as tha term is defined in the Scopac LLC Agreement and the Indenture)
with full authority and power, among other things to take al actionsand exercise all powers of
the Board with respect to transactions or actionsof Scopeac that involved a conflict of interest,

whether actud or appaent, between Palco and Scopa (the CSpecial Committee).?2 As of the

2 Asof the Petition Date, the board was reduced to three members, two of whom are outside Independent Managers,
who make any conflict decisions.
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Petition Date, the boad was reduced to three members, two of whom are the Indgpendent
Managers, who make any conflict decisons

21. Scopa maintains extensve busness relationips with Palco. These busness
relationships have been formalized throughseveral written agreements pursuant to which Scopac
sells logsto Palco, Palco rendas a variety of services to Scopac, and Scopac rende's certain
services to Palco. The various written agreements that govean the busness relationdhips and
dealingsbeween Scopac and Palco indude but are not limited to: (i) the New Master Purchase
Agreement between Scopac and Palco (govening the sale to Palco by Scopac of logs harvested
from the Scopac Timber; the QPurchase AgreementQ); (ii) the New Services Agreement (the
Ceervices AgreementQ) and the New Additiond Services Agreement (the QAdditiond Services
AgreementQ) between Palco and Scopa (pursuant to which Palco provides a variety of
opeaationd, management and related services to Scopac with respect to the Scopac Timber
Propaty, and Scopac provides certain services to Palco); (iii) the New Environmental
Indemnification Agreement beween Palco and Scopac (providing for the indemnification of
Scopac by Palco for certain environmental liabilities incurred in connection with the Scopac
Timber Propety); and (iv) the New Reciprocal Rights Agreement among Palco, Scopac and
Salmon Creek (providing reciprocal rights of ingress and egress through,and a number of other
rights in respect of, the partiesOrespective propaties). (Exhibits 103,104, 105,106 and 107D
Scopad/Palco Agreements)

22.  Beginning in or around June 2005 through September 2005, Scopac expended
consdeable effort in an unsuccessful attempt to restructure the Timber Notes through
negotiations with a group of Noteholders and its professionds. Scopa has aso engaged in

continuous but unsuccessful, effortsto obtain relief and accommodéion from variousregulatory
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actionsthat have subgantially reduced its timber harvest and increased its cods. Both Palco and
Scopac have engaged in a systematic process of redudng expenditures by laying off employees
and scaling back and/or shutting down opeaations However, Scopet is limited in its ability to
further reduce its opeaating cods absent restructuring of the Timber Notes or significant
regulatory relief that would result in an immediate and subgantial increase in harvest levels.

23.  In early 2006, Palco initiated its asset sale program to sell the town of Scotia,
California and certain other assets (the QPalco Asset Sale ProgramQ). The Palco Asset Sae
Program was implemented to reduce Palco® overal debt level. Paco aso enlisted Shawvn
Hurwitz , James Shanks and Eric Heacock, real estate experts employed by MCOP to assist in
the Palco Asset Sale Program.

24.  In 2006,Shawvn Hurwitz, James Shanks and Eric Heacock assisted the Debtorsin
the Palco Asset Sale Program or the Scopac Land Sale Program. All of these individuds office
in the Southern District of Texas.

25.  InJune2006,Scotia Development was formed to, anong other things capture the
bugness activities of the MCOP real estate experts working on the Scopac Land Sale Program
and the Palco Asset Sale Program.

26. Palco dependsonthereal estate expertise provided by Scotia Development to sell
assetsindudel in thePalco Asset Sale Program.

27. Scopa dependson the real estate expertise provided by Scotia Development to
sall assetsindudeal in the Scopac Land Sale Program.

28.  Proceedsfromthe Scopac Land Sale Program assisted Scopac in making the July

2006interest payment, but did not produee sufficient fundsto pemit Scopac to make the next
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interest payment unde the Timbe Notes, due on Januay 20, 2007. The Scopac Land Sale
Program generated proceeds of approximately $131 millionin 2006.

29. ThePalco Asset Sale Program and the Scopac Land Sale Program are expected to
continue during the DebtorsO bankruptcy cases and the proceeds will be used to fund the
DebtorsOplan(s) of reorganization.

V. VENUE

30. The Debtors had at least three venue choices: the Digtrict of Delaware, the
Southern Didtrict of Texas and the Northern District of California.  After congderation of the
variousvenuealternatives, the Debtors elected to file in the Southern District of Texas.

31. Scopax@ largest creditor condituency is the Noteholders. Further, the
Noteholders represent the single largest creditor condituency in these cases, making up
approximately 70% of the overall debt of the Debtors.

32. TheNoteholders are located al over the United States, and the Northern District
of Californiashould be no more convenient to them than the Southern District of Texas.

33.  Asof thefiling of this Respons, Scopac has been able to identify approximately

113 individud Noteholders. The Noteholders are located throughoutthe United States as

detailed bdow:
Arizona 1 Idaho 1 Ohio 4
Bermuda 1 Illinois 3 Oklahoma 1
California 8° Indiara 2 Oregon 1
Carada 1 Massachusetts 1 Pemsylvania 2
Connecticut 7 Marylard 1 Rhode Islard 1
Delaware 1 Michigan 2 Temessee 1
Englard 2 Minnesota 6 Texas 6
Florida 1 North Carolina 1 Utah 1
Georgia 1 New Jersey 1 Waghington 1
Grand Caymanls. 2 New Y ork 32 Wisconsin 1
lowa 3 Unknown 16
Total 113

3 Of the California Noteholders identified, only 1 is located in the Northern District of California
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34. Asindicated above, the Noteholders are predominantly located in New Y ork, and
travel from New York to the Southen District of Texas is significantly shorter than to the
Northern Digtrict of California.  The central, geographic location of the Southern District of
Texas should, therefore, be significantly more convenient to the Noteholders than the Northern
District of California.  (Exhibits 38, 39 and 40 B Summary Chart of Noteholders, List of
Noteholdersfrom D.F. King, 2019Statement from Ad Hoc Committee of Noteholders)

35.  The Indenture Trugee for the Timber Notes is the Bank of New York and its
representative responsble for oversight of the Timber Notes is Chris Mathews. Mr. Mathewsis
located in the Bank of New York& office in Houdon, Texas. The Indenture Trugee is
represented by Thompson & Knight, LLP throughthat firm@ officesin Texas and New Y ork.

36. In addition, an Ad Hoc Committee of Noteholders representing approximately
90% of the outstanding Timber Notes has appeared in this case and is represented by (i)
Binghan McCutchen, LLP in Hartford, Connecticut and (ii) Gardere Wynne Sewell, LLP in
Houdon, Texas. Of the twenty-seven (27) individud members of the Ad Hoc Committee,
seventeen (17) are located in New York. One of the membersis located in Texas and oneis
located in California

37. ThePaco DebtorsOlargest secured creditor, Marathon, is a hedgefundand part of
Marathon Asset Management LL C, which is headquartered in New Y ork City

38.  ThePalco DebtorsCother secured creditor, LaSalle, is headquatered in Chicago.

39. Coung for LaSale and Marathonresidein Chicago and New Y ork, respectively.
Thus the Palco DebtorsOlargest creditors are jug as conveniently located to the Southern

District of Texas, asthey areto theNorthern District of California
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40. Coung for Scopa is Gibson, Dunn & Crutcher, L.L.P. and Porter & Hedges,
L.L.P. The attorneys in charge of Scopac@ bankruptcy case are Kathryn Coleman, who is
located in Gibson Dunn@New Y ork office, and JohnHiggins whois located in Houdon, Texas.

41.  Moreover, the DebtorsOchapter 11 cases will entail finandal restructurings The
Debtors did notfile for Chapter 11 in the Southern District of Texas in order to gan leverage or
tactical advantages with ther trade creditors regarding amount owed by the Debtors.

42.  Furthe, the Credit Agreements with Marathon and LaSalle contain forums
election clauses designating New York courts as having jurisdiction and venue ove disputes
conaerning such agreements. With respect to Scopac, only the Deed of Trus* is govened by
California law, while the Creditor Agreement® and Indenture are both govened by New York
law.

43.  To the best of my knowledge the only prepetition unsecured claims hdd by the
State of Californiaandits agendes amountto lessthan $1,000.

44.  Asof thePetition Date, Scopac has approximately $455000in unsecured claims.
Scopa has since pad approximately $198000 to certain critical vendors unde the Court®
Order Granting Scotia Pacific Company, LLC@ Emergency Motion for Authority to Pay
Prepdtition Claims of Critical Vendors. (Exhibit 47). Scopa estimates tha it currently has

approximately $257,000in prepetition claims outstanding.

* Exhibit 23 is the Deed of Trust, Security Agreement, Financing Statement, Fixture Filing and Assignment of
Proceeds from Scotia Pacific Company LLC to Fidelity National Title Insurance Company for the Benefit of State
Street Bank and Trust Company, dated June 20, 1998 (the (eed of TrustQ.

® Exhibits 18, 19, 20, 21 and 22 constitute the Credit Agreement among Scotia Pacific Company, LLC, Bank of
America National Trust and Saving Association, as Agent, and The Other Financial Institutions Party Hereto, dated
asof July 20, 1998 and all amendments thereto (the OCredit AgreementQ).
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45.  Seventeen of Scopa@ twenty largest creditors are trade/general creditors, and
mog of these creditors are owed less than $10000.00. (Exhibit 43). Ten (10) of the creditors
arelocated in or aroundHumboldt County, California. (Exhibit 43).

46. As of the Petition Date, Palco had approximately $70000000 in unsecured
clams. (Exhibit 44). Of thisamount thelargest claim of approximately $21000,000relates to
Palco® pendon plan, which is administered by Fiddity Investments in Westlake, Texas. Since
the Petition Date, Palco has pad approximately $2,200000to certain critical vendors unde the
Court@ Order Approving Palco and Certain Subsdiaries Motion for Authority to Pay Prepeition
Claims of Critical Vendors and Second Interim Order Approving Palco and Certain Subsdiaries
Motion for Authority to Pay Prepetition Claims of Critical Vendors. (Docket Nos 80 and 281).
The Palco Debtors estimate tha they currently have approximately $67800000 in prepetition
claims outstanding.

47.  As of the Petition Date, Britt has approximately $362000 in unsecured claims.
Britt has since pad approximately $230000to certain critical vendors unde the Court@ Order
Approving Palco and Certain Subsdiaries Motion for Authority to Pay Prepeition Clams of
Critical Vendors and SecondInterim Order Approving Palco and Certain Subgdiaries Motion for
Authornity to Pay Prepdition Claims of Critical Vendors. (Dodket Nos 80 and 281) Britt
estimates tha it currently has approximately $132000in prepetition claims outstanding.

48. It is approximately a five (5) hour drive from Humboldt County, California to
Oakland, California, where the movants seek to have this case tranferred. If the DebtorsOtrade
creditors located in or around Humboldt County, California desire to paticipate in the hearings
in this casg, it is likely tha such creditors would not actudly attend the hearings choosng to

ingead appear telephoncally.

Affidavit of Gary Clark in Support of Debtors  Responses to Motions to Transfer Venue.doc 11



49.  Theother creditors on the Palco DebtorsQtwenty largest lists are scattered all over
the county, induding Leawood, Kansas, British Columbia, Canada Quebec, Canada Palatine,
Illinois; Portland, Oregon; and Research Triangle Park, North Caroling Philaddphia,
Penng/lvania; Westlake, Texas; Dalas, Texas, Albany, New York; Reno, Nevada Mercer
Isand, Washington; and Chicago Illinois. The Southern District of Texas is equdly convenient
or more convenient for these creditors.

50.  Prior to filing ther bankruptcy peitions the Debtors enjoyed a goodrelationship
with ther trade creditors and had few disputes as to the amount owed to thetrade creditors. The
DebtorsOchapter 11 cases are finandal restructurings The Debtors did not file their chapter 11
cases in the Southern Digtrict of Texasin order to gan leverage or tactical advantages over thar
trade creditors.

51. Certain of the DebtorsOOfficers are located in the Southern District of Texas,
induding: James Shanks (President of Scotia Development), Bernie Birkel (Secretary for all the
Debtors), Emily Madison (Assistant Secretary for all the Debtors), Valenaa McNeil (Assistant
Secretary for al the Debtors) and Norma Romo Robetson (Assistant Secretary for all the
Debtors). (Exhibit 25- DebtorsOList of Officersand DirectorsManage's)

52. Moreover, al three members of Scopa@ Board of Managers are located in the
Southern Didtrict of Texas. (Exhibit 24 b DirectorsManage's of Debtors). | report to the
Scopac Board of Managers and regularly attend board meetings either in person, by telephoneor
by teleconference, which take place in the 20" Floor Board Room of the offices of MAXXAM,
Inc. located at 1330Pog Oak Blvd., Hougon, Texas. (Exhibit 116). Each year, in my capacity

as the Vice Presdent of Finance and Administration and Chief Finandal Officer of Scopec, |
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assist in prepaing an annud Busness PlanOfor Scopac, which is presented for approva to

Scopac® Board of Managers in Hougon, Texas. (Exhibit 116at Bates No. 1610).

53. The Boad of Scopac and the Palco Debtors have convened and conducted

approximately 58 regular and specia meetings in 2005 through the Petition Date to consder

and/or approvethefollowing:

¥

¥

status of the DebtorsOrespective busness opeationsand finances;
California environmental regulatory approvas soughtby the Debtors;
status of Palco@® credit facility;

evaudion of the DebtorsOrespective liquidity situaions and formulation
of plansfor dealing with shortfals,

potential bankruptcy filingsby some or al of the Debtors;

refinandng of the Palco credit facilities,

issues concerning the California Water Board,

status of THP@ and Scopa@ continuing harvest issues;

status of watershed anayses, watershed-wide waste discharge
requirements and thar current status

retention of investment bankers,

CDF timbe harvest limitationsand optionsfor inareasing harvest levels;
public filing requirements with the SEC, such as Form 8-K@&, 10-K® and
10-QG;

restructuring of the Timber Notes;

filing of lawsuits agang the State of California asserting violationsof the

Headwaters Agreement;
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¥ status of litigation affecting the Debtors;

¥ evaluaion of timbe harvest forecasts,

¥ disputes anongthe Debtors and the California Regiond Water Boards
¥ evauaion of DIP finanang proposls,

¥ Palco workers compensation issues,

¥ Palco early paymentsto Scopac for timber purchases,

¥ annud timbe harvesting plans

¥ stormproofing of roadsunde the HCP,

¥ results of opeations and

¥ sales of assets, induding Scopac ranch landsand timber.

54.  Two of thethree managers for Scotia Development, Salmon Creek, and Scotialnn
are located in the Hougon, Texas. James Shanks, President of Scotia Development, islocated in
Hougon, Texas. (Exhibit 24 BDirectorsManagers of Debtors)

55. The Scopac Boad and the Boards of Directors of the Paco Debtors are the
personsthat will make the important management decisionsregarding the finandal restructuring
of the Debtors in these bankruptcy cases and the Southern District of Texas is much more
convenient for thar participaion than the Northen District of California Many of the meetings
to discuss the DebtorsOplan of reorganization will occur in the Southern District of Texas.

56. Scopa has, among other assets: (i) approximately 200000 acres of timberland
and 10500 acres of timber rights located in Humboldt County, California and (ii) the cash and
cash equivalents hdd in the SAR Account As of the Petition Date, there was approximately

$424 Million in cash and cash equivalents hdd in the SAR Account There was aso an
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additiond $24 Million of Class A-1 Notes hdd in the SAR Account The SAR Account is
maintained at the Bank of New Y ork Trug Company in Dallas, Texas.

57.  In addition, of Scopa@ seven bank accounts, only two are located in California
These California accounts are only alotted $40000000 per month to be used for paying
Scopa@ daly opeating expenses and payroll. Scopa@ other five accounts are maintained with
the Bank of New York in Dallas, Texas. All of Scopa@ significant debt obligations to the
Noteholders and Bank of America are pad through these accountsin Dallas, Texas.

58. The Debtors aso maintain numerous books and records (e.g., public filings
insurance, tax, boad minutes), as well as the Debtors loan and security agreements, in the
Southern District of Texas.

| hereby declare unde pendty of pejury tha theforegoingistrueand correct.

Dated: March 5, 2007, CorpusChristi, Texas.

/s
Gary Clark
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