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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE SOUTHERN DISTRICT OF TEXAS
CORPUSCHRISTI DIVISION

IN RE: JOINTLY ADMINISTERED

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

o oo o oo

Debtors. Chapter 11

CALIFORNIA STATE AGENCIESOL IMITED OBJECTION TO
JOINT DISCLOSURE STATEMENT

The California ResourcesAgency, the California Department of Forestry and Fire
Protection,the California Departnent of Fish and Game, the California Wildlife Conservation
Board,the California RegionalWater Quality Control Board,North CoastRegion,andthe State
Water ResourcesControl Board (collectively, the OCaliforia StateAgenciesOherebyfile this
limited objection to the Joint DisclosureStatemen{Docket No. 2353 (Disclosure StatementQ

based on the following:

A. The Disclosur e Statement for the Indenture Trustee Plan is | nadequate with
Respect to Prior Approvals of Any Transfers of Land and Other
Contemplated Activities That Must be Obtaired.

1. All of the proposedplans contenplate certain transfersand other activities to
occurto implement the proposedplans. The Disdosure Statement for the DebtorsOJoint Plan
and the Mendocino Redwood Company and Marahon Joint Plan (OMRC/MarathorPlanO)
acknowledge that their respective proposed plans will be implemented by obtaining all non-
bankruptcylaw approvalsand permits for the transactions contemplated by the Plan. However,
the Disclosure Statement with respect to the Indenture TrusteePlandoesnot! At pages86-87,
the Disclosure Statement states that all Environmental Obligations associated with the
Timberlands must be GassumedO by the acquirer and that the transfers of certain of the

Oauthorizations@ill require approval by the appropriateregulabry agency. At best, these

! Counsdl for the California State Agencies has spokento Counselfor the IndentureTrustee
regarding the issues raised herein. We are hopefulthatthe problems with the disclosures in the
Indenture Trustee@ Plan will be resolved by the time of the hearing.
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statements reflect a fundamental misunderstanding of the transfer process for the Timberlands

andMMCA lands. At worst, the IndentureTrusiee® Plan creates a problem for confirmation of

its plan to the extent the plan proposes to disregardnon-bankruptcytaw pemits and approvals
regardingtransfersof the land. Either way, the California State Agenciesand other partiesin

interest are entitled to this information in the Disclosure Statement.?

2. As indicatedin other parts of the Disdosure Statement, transfers of land are
subject to prior approva of the federal and state wildlife agenciesunder the Incidental Take
Pernits (OITPsO)jncluding the Habitat Consrvation Plan (OH®O) and Implementation
Agreenent for the Habitat Conseration Plan (OIAQ)and subjectto prior approvalof signatory
stateagenciesunderthe Agreenent Relatingto Enforcenent of AB 1986, which is recordedas
covenantsconditions,andrestrictionsrunningwith the land (CC&Rs). Assignment or transfer
of the ITPs is subject to written consent of the California Department of Fish & Game and
federal wildlife agencies. With respect to obligationsunder Waste DischargeRequirenents
(OWDRO)and Watershed Wide Waste Discharg Requrements (OWWDRO)there is no
Otransfer@rovision for geneal WDR and WWDR enrollments of approved timber harvest
plans. Any transfereavould needto reapplyfor anyrequiredWDRsandWWDRs. In addition,
any transfereemay be responsiblefor cleanupand abatenent requirenents. The Disclosure
Statement for the Indenture Trustee Plan is silent on these issues. The IndentureTrusteemust
disclosewhetherthe IndentureTrustee Plan attempts to circumvent these prior approvals, and if
so, on what legal basis.

3. Moreover, the Disclosure Statement for the Indenture Trustee Plan does not

disclosethe effect on the CCRsand the Environrmental Obligations of the plan provision that

2 The chart at page 7 indicates that the I ndenture Trustee Plan does not purport to alter any of the
regulatoryrights of the California State Agencies. However,Section7 of the Joint Disclosure
Statement contradicts the chart by stating only that the Environmental Obligations will be
assumed by any transferee. Moreover, the Environnmental Obligations are not executory
contracts so discussinghemunderthe headingfor executorycontractsandunexpiredieasess
misleading. While it appears that the Indenture Trusteewill be filing an amendedplan, the
currently filed plan does not clear apyof thedisclosuranadequacies.
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allows the Indenture Trustee to credit bid at any sae of its collateral. Whetherthis provisionof
the Indenture Trustee Plan eliminates the CCRs or the Indenture TruseeOdiability for the
Environmental Obligations and the legal basistherefor,mustbedisclosed.

4. Since the Disclosure Statement with respect to the IndentureTrusteePlan,andthe
Indenture Trustee Plan itself, does not acknowledge that the plan will be implemented by
obtainingall non-bankruptcylaw approvals and permits for the transactiongandany proposed
changes in uses of the property) contemplated by the Plan as if no bankruptcy case was filed and
doesnot disclosewhat happensto the CCRs, the disclosurerequirenents for the Indenture
Trustee® proposed plan are inadequate. Any plan that does not provide that the plan will be
implementedby obtaining all non-bankruptcylaw approvalsand permits for the transactions
contemplated by the Plan as if no bankruptcy case was filed cannot be confirmed. See11U.S.C.
a 1123(a)(5)requiringa planto provideadequateneansfor its implementation);Pacific Gas &
Elec. Co. v. California, 350F.3d932 (9™ Cir. 2003)(Congresslid notintendsection1123(a)(5)
to permit the debtor to make transfers of assets in violation of statelaws); seealso,11 U.S.C.a

1129(a)(3) (plan mst be proposed in good faiéimdnot by any meansforbiddenby law).

B. The Disclosure Statementimprop erly Usesthe Phrase OSate of CaliforniaO
and Other Mi scellaneous | ssues.

5. At Sectionl.2(h)(page21) the DisclosureStatenent containsa discussiorof the
position of the California State Agencies and the federal regulators on certain regulatory matters.
The title and the first sentence should delete GBtate of CaliforniaCandrepaceit with OCalifornia
StateAgencies,@sthe Stateof Californiais not a unitary executive and the position statement is
from the California StateAgenciesonly. Similarly, at Section 5 (page 42) just prior to the bullet
points, the OState of CaliforniaO reference dhadhangedo OCalifornisStateAgencies.O

6. Section8.20(g) containsthe exculpationprovisionsfor the Debtors@oint Plans.
Page132 of the Disclosure Statementcontainsan inconsistentprovision with respectto the
Exculpated Parties. Before noting that the excul pation provisions of each of the DebtorsOplans

will not apply to Environmental Obligations, the language says, (Each Plan protects the
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ExculpatedPartiesfrom liability for anyconductin violation of any EnvironmentalObligations.O
The plans actually Qlo not protectOthe Exculpated Partiesfrom violations of Environmental
Obligations, thus requiring a fix to the typogrgphical error at page 132 of the Disclosure
Statement.

7. At Section 1.2(g)(1) (pages 17-18), the Disclosure Statement states that
regulations on timber harvesting are Gadopted byO CDF. To be accurate,the Disclosure
Statenent should state that CDF Oenforces@gulationsadoptedby the California Board of
ForestryandFire Protection.

WHEREFORE the California StateAgenciesrespectfullyrequestthe Court to approve
the Joint Disclosure Statement only if it addresses the issues raised herein and contains the

additionallanguagadentified herein, and for such other relief as the Court de@mst.

Dated: February 26, 280 Respectfullysubnitted,

__/s/ Michael W. Neville _/s/ Paul J. Pascuzzi

Michagl W. Neville Steven H. Feldetsin

Tiffany Yee Paul J. Pascuzzi

Deputies Attorney General Felderstein Fitzgerald

Offi ce of the Attorney Generd Willoughby & PascuzzLLP

455 Golden Gate Avenue, Suite 11000 400 Capitol Mall, Suite 1450

San Francisco, CA 94102-7004 Sacramento, CA 95814-4434
Telephone: 415.703.5523 Telephone: 916.329.7400
Facsinle: 415.703.5480 Facsinile: 916.329.7435
Email: Michael.Neville@doj.ca.gov Email: sfelderstein@ffwplaw.com
Tiffany.Yee@doj.ca.qov ppascuzzi@ffwplaw.com

Attorneys for the California Resources
Agency, California Departemt of Fish and
Game, the California Departemt of Forestry
and Fire Protection, the California Regional
Water Quality Control Board, North Coast
Region, the California State Water Resources
Control Board, and the California Wildlife
Conservation Board
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CERTIFICATE OF SERVICE

|, KarenL. Widder,declare:

| am a resident of the State of California and over the age of eighteen years, and not a
party to the within action. | am an employee of Felderstein FitzgeraldWilloughby & Pascuzzi
LLP and ny business address is 400 Capitall, Suite 1450, Sacraemto, CA 95814-4434.

On February26, 2008, | servedthe foregoing California State Agencies@bjectionto
Joint DisclosureStatementy placing the docunent(s) listed abovein a sealedenvelopewith
postage thereon fully prepaid, in the United States mail at Sacramento, California addresseas
setforth ontheattachedist.

Dated: February 26, 2008
/s/ Karen L. Widder
Karen L. Widder
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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@diamondmeccarthy.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
wereendyke@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.gov
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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

ifiero@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
bmetcalfl@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

Mendocino Redwood Company, LLC
Allan S. Brilliant

Craig P. Druehl

Goodwin Procter LLP

599 Lexington Avenue

New York, NY 10022
abrilliant@goodwinprocter.com
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United States Department of Justice
Alan.Tenenbaum(@usdoij.gov




