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This report was prepared by AlixPartners, LLP (“AlixPartners”), Phil Tedder, Inc. (“Phil Tedder”), and Rick LaMont
exclusively for the benefit and internal use of Marathon Asset Management (“Company”) in order to indicate, on a 
preliminary basis, the feasibility of different restructuring alternatives.

Any person who is not an addressee of this report or who has not signed and returned to AlixPartners a non-reliance letter is 
not authorized to have access to this report.

This report may be based, in whole or in part, on projections or forecasts of future events.  A forecast, by its nature, is 
speculative and includes estimates and assumptions which may prove to be wrong.  Actual results may, and frequently do, 
differ from those projected or forecast.  Those differences may be material.  Items which could impact actual results include, 
but are not limited to, unforeseen micro or macro economic developments, business or industry events, personnel changes, 
casualty losses, or the inability of the client to implement plans or programs. 

This report may contain certain statements which are or could be considered to be forward-looking statements.  Such 
statements are not guarantees of future performance and involve risks and uncertainties which are not possible to predict.  
Actual results and trends may differ materially from those described in such statements.  

This report is incomplete without reference to, and should be viewed solely in conjunction with, the oral briefing provided by 
AlixPartners and Phil Tedder.

The information in this report reflects conditions and our views as of November 14, 2007, all of which may be subject to 
change.  We undertake no obligation to update or provide any revisions to the report to reflect events, circumstances or 
changes that occur after the date the report was prepared.  In preparing this report, AlixPartners and Phil Tedder have relied 
upon and assumed, without independent verification, the accuracy and completeness of all information available from public 
sources, from the Company or which was otherwise provided to us. Neither AlixPartners, Phil Tedder, or Rick LaMont has 
audited or verified the data provided by the Company or any other data reviewed in connection with the preparation of this 
report.

Neither AlixPartners, Phil Tedder, or Rick LaMont make any representation or warranty regarding any actions the Company 
may take in reliance on or in reference to matters presented in this report.  

Neither this report nor any of its contents may be copied, reproduced, disseminated, quoted or referred to in any 
presentation, agreement or document with attribution to AlixPartners, Phil Tedder, or Rick LaMont at any time or in any 
manner other than for the internal use of the Company, without the express, prior written consent of AlixPartners.
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The basic business proposition
● Re-integrate Scopac and Palco into a single entity
● Sell town, power plant and other non-core assets
● Operate the enterprise to deal with two fundamental 

constraints
– Realistic projections of log harvests by species and 

diameter
– Company buys or sells logs as needed to maintain stable 

& capable single shift production at sawmill
› Two shift operation has proven non-viable due to weak 

market prices combined with insufficient volume of logs at 
economically attractive prices

● Recapitalize the business taking into account inevitable 
cyclicality of future cash flows around variations in 
lumber pricing to take advantage of operating efficiencies
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Summary benefits of changes

● Optimized, stable overall production system that is 
well-matched to the realities of probable harvest 
volumes, species, diameters and changing market 
demands & pricing

● Simpler, leaner organization and mill operated in line 
with industry standards

● Predictable, sustainable operation of an important 
center of economic activity in the region

● Stabilized source of supply to RW lumber market 
benefits customers

● Expected to take 9-12 months to achieve these run-
rate results
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Summary EBITDA of combined entity

(mm) 2008 2009 2010 2011 2012

Revenue* $120.0 $119.8 $120.2 $118.4 $117.2

EBITDAR 57.4 57.6 56.9 58.9 60.4

Pre-tax 
Free Cash 
Flow

56.9 57.3 56.8 56.6 58.6

Source:  Palco Integrated Model – 12.xls
*Note:  Includes revenues from Power Plant; net EBITDA impact is $0
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Estimated run-rate income statement (no ramp up)
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Estimated run-rate cash flow (no ramp up)
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EBITDA rough estimate bridge – 2006A to 2008 run-rate
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Key assumptions driving the financial model

● Harvest assumptions – volumes, species, diameters
● Single shift operation – buying or selling logs as 

needed to balance lumber output to harvest
● Right-size administrative and production staffing
● Key capital needed to improve overall productivity 
● Doug fir lumber prices revert to historic mean over 2 

years 
● Note:  we haven’t had time to build a ramp up to full 

benefit, so 2008 results should be viewed as run-rate 
results
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Capital spending plan – next 12 months
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Impact of a 5% change in key assumptions

A 5% change in:
● Harvest levels
● Harvest costs
● % of large diameter RW logs
● Lumber pricing
● Lumber production
● Staffing levels

Annual EBITDA impact of about:
confidential

$0.2 mm
$0.6 mm
$5.2 mm
$4.1 mm
$0.4 mm

Not surprisingly, the biggest sensitivities are to 
lumber pricing, production and log harvest levels

Source:  AlixPartners estimates
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Changes from current situation - operations
● Integrate long-term harvest and sawmill planning to maximize 

synergistic benefits
● Outsource non-core functions and sell idled equipment
● Issue multi-tract harvest contracts to reduce costs and change 

compensation scheme to ensure optimal log preparation
● Levelize harvesting activities and inventory logs in the bush to 

be transported to mill during approved transport periods; change
THP preparation process to support field inventorying of logs

● Install targeted capital improvements (three dimensional, two 
direction head rig; improved re-saw operations; tray sorter; etc.)

● Produce single species at one time rather than historical two-
species operations

● Reduce staffing at sawmill, consistent with industry standards 
and mill capabilities

● Air-dry all RW lumber that is to be kiln-dried for a period of 3-4 
months to reduce kiln drying costs
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Changes from current situation – operations (cont.)

● Establish production metrics based on total economic 
value created, in addition to throughput and recovery

● Substantially reduce Doug fir lumber production
● Substantially reduce open-market log purchases
● Flex working capital tied up in inventory to optimize 

trade-off between carry costs and lumber pricing
● Selective paving of air-dry yards to improve quality 

and price recovery
● Selective paving of log yard to reduce heavy 

equipment maintenance
● Outsource maintenance of heavy equipment
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Changes from current situation – administration

● Review management needs under new configuration of 
the business

● Establish normal governance process – regulate requests 
from outside parties in company operation through the 
Board

● Install modern, simple IT platform and financial 
management system to produce timely and accurate 
reports, product line profitability – including a “dashboard”
of most important metrics to allow rapid response to 
business conditions

● Simplify organizational structure to leaner overall staffing
● Reduce timberland staffing to fit forward harvest model
● Outsource remaining prescription development
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Changes from current situation – admin. (cont.)

● Eliminate G&A staffing redundancies
● Dramatically scale back employee vehicle program
● Eliminate legal and advisory costs not specifically 

related to the turnaround program or operation of the 
base business

● Develop & implement capital evaluation and 
budgeting process 

● Produce and publicize environmental stewardship 
reports to diminish influence of NGOs

● Close museum or modify to emphasize 
environmental responsibility
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Changes from current situation - market

● Reduce range of product line to standard mix of 
products and re-gear production planning around 
replenishment of these standard products

● Establish firm pricing policies and require CEO 
approvals for deviations from these policies

● Motivate sales department to sell lumber into the 
highest and best uses - turn away large volume 
business that don’t meet pricing objectives

● Properly price custom orders that might interrupt an 
otherwise stable production process so that Palco 
fully recovers the costs of production, plus a premium 
for the disruption
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Primary risks to be managed in this plan

● RW and DF lumber pricing
● Ability to satisfy state & federal requirements on 

harvests with reduced staffing
● Ability to achieve productivity benefits from 

implementation of efficiency initiatives
● Continued, or additional, interference by NGO’s

into timber harvest activities
● Extended downturn in building market
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Next steps

● Continue to develop model to reflect input of 
constituents 

● Mediation 11/26-28
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General Comments
● The model does not at this point take into consideration the capital structure, financing 

expenditures, income taxes, or restructuring expenses
● This model makes the following general assumptions:

– For combined entity, ScoPac and Palco are considered merged as of January 1, 2008
– No constraints on working capital for either company
– The headcount of the merged ScoPac and Palco is based on estimates from Mr. Phil 

Tedder and Mr. Rick LaMont – sawmilling and forest industry experts, respectively, 
retained by Marathon

– The merged company will end all existing agreements between ScoPac and Palco
● This model includes some estimates and projections provided by Phil Tedder and based on his 

prior experience and industry norms. Information provided by Phil Tedder includes the following on 
an annual basis from 2008 through 2012:

– ScoPac projected timber harvest volume by species and size
– ScoPac projected number of acres harvested requiring reforestation
– ScoPac log sale prices per mbf
– ScoPac estimated cost of operations

Approach to building financial model
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General Comments (continued)
● Information provided by Phil Tedder includes the following on an annual basis 

from 2008 through 2012 (continued):
– Palco estimated cost of one shift operations
– Palco estimated COGS and other capitalized costs
– Palco capital expenditures
– Palco overrun / recovery rates by species and log size
– Palco lumber produced by species and from log size
– Palco lumber sale prices by species and value from log size
– Palco residual sales

● Estimates for the revenue and cost of the Palco power plant and town were 
assumed from the Project Sequoia Restructuring Model September 30, 2007

Approach to building financial model (cont.)
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Harvest Comments
● Timber Harvest Plans

– Phil Tedder and Rick La Mont provided the projected timberland harvest.  Their 
projections were calculated by their "Woodstock Linear Programming Model" and "RPI 
WinCrz, cruise compiler." These proprietary mechanisms to calculate timber harvest 
have not been reviewed by AlixPartners.  The data sources for the mechanisms are:

› PALCO stand list XLS (online), one record per stand, acres, species volume, strata call
› PALCO GIS data, stand list by availability (harvest)
› PALCO Stand Tables, by strata tree list for all cruised stands take (Data calculated by 

Hamen, Jensen and Wallen (HWJ), a forest consultant for PALCO which conducted a 
cruise of the property in 2001-2002 (the last period of measure by strata). The stand 
tables are the compiled tree list (cruise) from the field data collection. PALCO does not 
keep track of their data on a stand basis, but instead tracks on a strata basis (grouping of 
tree data by like-kind attributes). Palco maintains their GIS info on each stand but since 
they performed the cruise by strata and not by stand, they do not have accurate cruise by 
stand data.  

› Volume is calculated from the HJW cruise which Palco has been updating with growth 
"estimates" since the cruise. Phil Tedder and Rick La Mont consider Palco’s methodology 
to be outdated and not up to current industry standard. Current industry standard is to 
GIS map each stand and then cruise each stand so that there is a unique estimate for 
every stand.

Approach to building financial model (cont.)
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Harvest Comments (continued)
● Harvest Estimate Process:

– Area inputs were derived from the GIS layers by overlaying the stand boundaries 
with the harvest prescriptions (from PALCO).  This created a list of stands based 
on if they were available for harvest; no-harvest, no-restriction, limited by basal 
area, or limited by other.

– Volume inputs were developed from the stand list which specified the volume per 
acre by species group on each stand.  Each individual stand is forecasted 
separately within the Woodstock model. (A stand is a group of trees occupying a 
given area and sufficiently uniform in species composition, age, structure, site 
quality, and condition so as to be distinguishable from the forest on adjoining 
areas.)

– Yield data (forecasted growth and yield) was developed from empirical data, 
Washington DNR equations, and stand level adjustments.  Yield curves were 
developed from Redwood, Douglas fir and Hardwood forest types.

– Model instructions were based on discussions with PALCO staff and on the 
professional opinions of Phil Tedder and Rick La Mont.  These assumptions 
include the minimum harvest ages, as well as stocking and yield instructions for 
the regenerated stands.

Approach to building financial model (cont.)
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Harvest Comments (continued)
● Harvest Estimate Process (continued):

– The harvest model objective is maximum net present value based on SBE log 
values at a 7% discount rate.

– The scenario in the financial model provides maximum even flow of total volume 
harvest from the property.  Harvesting occurs only on “no restriction” areas.

● Post Processing:
– Based on the harvest forecast results, a list of stand harvest by year is 

generated.  To develop the DIB (diameter inside bark) level data, the stand list is 
combined with the stand table data by strata.  The stand list is converted into a 
list of acres harvested by strata and then a weighted tree list is generated for 
each time period.  The tree list data is entered into the cruise compiler and a log 
stock table (logs by DIB class) is generated from each tree list.  The volume is 
generated for 16 foot logs Scribner scale.  The log stock table was summarized 
into three DIB classes for Redwood and Douglas fir.

Approach to building financial model (cont.)
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Harvest Comments (continued)
● Harvest Driven Expenses

– Regeneration / Silviculture expenses are related to renewing tree cover, and 
controlling the establishment, growth, composition, health, and quality of forests.  
Regeneration / Silviculture expense is estimated at $450 per acre harvested

– Acres harvested are provided by the Timber Harvest Plan calculation
– Logging/Handling expenses are estimated at $10 per mbf harvested
– In the event Palco ceases to exist, the model provides for a scenario where 

additional hauling costs for lumber sold are currently estimated to be $75 per mbf
and may be adjusted.

Approach to building financial model (cont.)
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Lumber Comments
● Revenue

– Model assumes that merged company will sell a static volume of lumber by species 
based on an estimated optimal lumber output of 120 mmbf for a one shift operation; 
static volume is managed by purchasing Redwood logs from 3rd parties and selling 
Douglas fir logs.  Lumber output assumption of 120 mmbf per year is based on 3rd 
party information and professional experience by Phil Tedder.  120 mmbf output 
places Palco in approximately the upper middle ranking of similar sawmills according 
to The Beck Group study

– Palco Douglas fir lumber sale prices are based on actual average 2007 random 
lengths prices and may be adjusted

– Redwood prices are estimated by Palco VP of Sales Kevin Paldino and agreed to Phil 
Tedder as to their accuracy.  Prices and may be adjusted

– Revenue is calculated by multiplying the estimated prices in each DIB class with 
lumber output by DIB class (lumber output is calculated by multiplying the log volume 
input by DIB class with the overrun factors provided by Phil Tedder)

– Palco residual sales are estimated to be $20 per mbf produced and may be adjusted. 
Residuals are byproducts such as bark and sawdust

Approach to building financial model (cont.)
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Lumber Comments (continued)
● Revenue (continued)

– The revenue only reflects lumber produced from logs harvested or purchased during 
the period and does not account for existing inventory or associated costs.

– Douglas fir lumber prices are assumed to increase by 4% above existing assumptions 
(1% cost + 3% inflation) starting in 2009 and thereafter and may change

– Redwood log and lumber prices do not currently assume and increases above existing 
prices but may be adjusted.

– The merged scenario assumes power plant and town revenue from Project Sequoia 
Restructuring Model September 30, 2007

● Purchased Log Input
– Purchased log volume represents a quantity of logs purchased from 3rd parties from 

the open market at SBE price and may be adjusted.  Purchase of redwood logs is 
based on the total lumber output to equal 120 mmbf

● Lumber Output
– Lumber produced is capped at 120 mmbf per year based on one shift operation.
– Log volume consumed is calculated based on an estimated percentages for small 

large, medium and small redwood lumber output and the overrun rate to produce 120 
mmbf per year

– Overrun rates incrementally increase by a factor of 1% each year from 2008 to 2012 
based on assumed improvements due to capital expenditures, increased quality 
control, better operational processes, etc.

Approach to building financial model (cont.)
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Combined Company Comments (continued)
● Headcount Driven Expenses

– Estimated headcount driver in the financial model is based on one shift operation and 
assumptions are based on a combination of the Western Wood Products Association, 
2001 Statistical Yearbook Data and The Beck Group study for 2005 that compares 
PALCO against 10 other companies. In addition, Phil Tedder's industry and operational 
experience contributed to the final estimated headcount needs and pay rates. 
Transition from pre-optimized headcount to optimized operation is estimated to occur
over [TBD]. Currently the model assumes a transition period of 1 quarter

– Payroll Taxes are calculated at 7.5% of Salaries and Wages
– Group Insurance is estimated at $500 per employee per month
– Worker's Compensation is estimated at $3,000 per employee per year
– Unemployment tax is estimated at $500 per employee per month

● Expenses Estimated at a Fixed Rate
● Industrial Insurance is estimated at $90,000 per year and may be adjusted
● Supplies is estimated at $84,000 per year and may be adjusted
● Travel is estimated at $120,000 per year and may be adjusted
● Professional services other is estimated at $900,000 per year and may be adjusted
● Printing and Binding is estimated at $30,000 per year and may be adjusted
● Road Maintenance/Engineering is estimated at $2,400,000 per year and may be adjusted

Approach to building financial model (cont.)
Case 07-20027     Document 1812-32     Filed in TXSB on 11/27/2007     Page 66 of 70




36
Preliminary Draft-Subject to Further Review 
Confidential-Prepared for Mediation

Combined Company Comments (continued)
● Other Expenses Not Driven by Volume or Other Factors

– Transition from pre-optimized operations to optimized operations is estimated to 
occur over a transition period of 1 quarter.

● COGS Only
– Workers Compensation Insurance is estimated at $300,000 per year
– Repairs & Maintenance is estimated at $1,800,000 per year
– Utilities Electric, water, garbage is estimated at $90,000 per year without regard 

to the power plant (co-generation plant)
– Outside Contractors - Scaling, Inspection, Security is estimated at $300,000 per 

year
– Lease Expenses is estimated at $500,000 per year
– Merged company assumed a ratable reduction in logging and wood handling 

costs for all logs from $250 per mbf in 2008 to $200 per mbf in 2012 due to better 
management of total process

– Assumes power plant and town expense from Project Sequoia Restructuring 
Model September 30, 2007

● SG&A Only
– Industrial Insurance is estimated at $300,000 per year
– Professional Services Other is estimated at $420,000 per year
– Printing and Binding is estimated at $4,000 per year
– Insurance - Prop/Cas,life,other is estimated at $95,000 per year

Approach to building financial model (cont.)
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Combined Company Comments (continued)
● COGS and SG&A

– Computer, Phone, Network at $30,000 for COGS and $14,000 for SG&A per 
year

– Supplies is estimated at $2,400,000 for COGS and $60,000 for SG&A per year
– Travel is estimated at $60,000 for COGS and $48,000 for SG&A per year

● Capital Expenditure
– Annual estimated capital expenditure is based on information provided by Palco.  

With the data provided by Palco and industry experience, Phil Tedder has 
assumed annual CAPEX spend for years in the model.

Approach to building financial model (cont.)
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Snapshots from model – summary results
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AlixPartners is a global 

restructuring, consulting, and 

financial advisory firm where 

senior people and a “results, 

not reports” ethic help our 

clients succeed.
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