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May 5
th

, 2011 

To All Noteholders 

Re: May 5
th

, 2011:  Status Update 

Introduction. 

As I previously informed all Noteholders, Wells Fargo Capital Finance, LLC 

(“Wells Fargo”) agreed to extend the Forbearance Agreement through April 30, 2011.  This letter 

is intended to inform you about developments since my February 8, 2011 update with respect to 

the efforts of Mackinac Partners to deal with specific assets and to obtain recapitalization 

financing.  I will not repeat in this letter the description of the operations set forth in that letter.   

Specific Asset Level Dispositions. 

There have been very few dispositions over the past two months.  R.E. Loans, 

LLC (“R.E. Loans”) has sold two Lakeview units which are in escrow, and one Acanto lot.  

R.E. Loans is negotiating purchase agreements for two more Lakeview lots.  The borrower on 

the Kei Ike loan paid off the $1.7 million balance due. 

The proposed buyer of the remaining property at All American Bottled Water for 

an aggregate purchase price of $13 million described in my February 8, 2011 letter withdrew 

from the purchase.  Mackinac Partners has resumed efforts to sell this property.   

The settlement agreement in The Siena Hotel bankruptcy cases is moving 

forward, though there was a slight delay with the Official Committee of Unsecured Creditors and 

the professionals employed in connection with the three bankruptcy cases for the entities that 

owned The Siena Hotel.  The agreement has now been finalized and submitted to the United 

States Bankruptcy Court for the District of Nevada, Reno Division, for final approval.  Under the 

Settlement Agreement, the direct costs of sale of the property and senior liens on the property, 

such as property taxes and sewer charges, will be paid from the $3.9 million in proceeds.  This 

will leave net proceeds of a little less than $3.0 million.  If the settlement is approved by the 

Nevada Bankruptcy Court, 90% of the net proceeds will be delivered to R.E. Reno, LLC 

(“R.E. Reno”).  Those proceeds will be used to pay R.E. Reno’s expenses in connection with the 

chapter 11 cases and R.E. Reno’s efforts to foreclose on the property.  A reserve will be 

established to fund any ongoing administrative expenses or litigation costs of R.E. Reno, and the 

balance will be distributed to the members of R.E. Reno in approximately 60 days.  

Approximately 42% of the net balance distributable to the members of R.E. Reno will be 

distributed to R.E. Loans, in addition to the reimbursement to R.E. Loans of the expenses that it 

advanced.  All sums received by R.E. Loans will be turned over to Wells Fargo to be applied 

against the Wells Fargo debt.   

During 2007, Walter Ng and Barney Ng each executed a letter stating that they 

agreed to pay the balance due to R.E. Reno if the owner of the Siena Hotel failed to do so.  

Walter and Barney each signed a consent to the settlement.  While they did not concede that they 

are liable on the guarantees, they agreed to waive “any right that they would otherwise have to 
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contend that the Agreement or performance under the Agreement constitutes a defense to claims 

under the guarantee or an exoneration of obligations under the Guarantee.”  Once the settlement 

is implemented (assuming it is approved by the Bankruptcy Court) R.E. Reno will receive the 

cash described above and  must determine how to proceed with respect to the guarantees and 

how much of the cash received, if any, should be reserved to fund any efforts to collect on 

account of the guarantees. 

Additional Foreclosures by R.E. Loans to Acquire Ownership of Real Property. 

On April 15, 2011, R.E. Loans completed its foreclosure sale of the real property 

commonly referred to as “Adams Canyon,” which secured a loan with an unpaid principal 

balance of approximately $45 million.  R.E. Loans credit bid at the foreclosure sale.  Title to this 

property is now vested in R.E. Future, LLC. 

Canyon Club Redemption. 

In my February 8, 2011 letter, I described the efforts of Mackinac Partners to raise 

approximately $8.2 million needed to redeem one of the parcels that make up the collateral for 

the Canyon Club loan.  Wells Fargo Bank (“WFB”), which held a senior deed of trust to secure 

an infrastructure construction bond, foreclosed on that parcel during November of 2010.  As 

I mentioned in that letter, WFB may contend that the redemption period expired on March 18, 

2011, though R.E. Loans contends that the redemption period does not expire until one year after 

the foreclosure sale.  R.E. Loans sought and obtained an injunction barring the issuance of a deed 

to WFB after its foreclosure sale, based on R.E. Loans’ legal arguments that the redemption 

period will not terminate until November, 2011.  Unfortunately, the court conditioned the 

effectiveness of that injunction on R.E. Loans posting a bond in the amount of $425,000 to 

protect WFB against accruing interest in the event that WFB ultimately prevails in the litigation.  

R.E. Loans was unable to obtain such bond and, therefore, the injunction is not currently 

effective.  The fact that there is no current injunction does not prevent R.E. Loans from 

continuing to maintain that the redemption period is a full year from the November, 2010 

foreclosure date.  Mackinac Partners will, therefore, continue to seek to raise the $8.2 million 

needed to redeem the parcel upon which WFB foreclosed.  Mackinac Partners is optimistic that if 

it is able to raise those funds, WFB may be willing to accept a tender of the redemption payment 

without further litigation. 

WFB’s deed of trust only covered one of the parcels securing R.E. Loans’ loan to 

the borrower.  Even if R.E. Loans is unable to redeem the parcel on which WFB foreclosed 

R.E. Loans will still have the other collateral to secure its loan to the borrower.  That loan has an 

unpaid principal balance of approximately $61.1 million. 

Other Litigation. 

There are a number of other lawsuits currently pending, including (1) a lawsuit by 

Euby Black arising from a loan by R.E. Loans to 2718 Santa Rosa, LLC, (2) litigation relating to 

relative priority of liens on the Vantage Lofts property, and (3) litigation over the relative priority 

of liens on the Jack’s Ranch portion of the collateral securing the Weyrich loans. 



All Noteholders 

May 5, 2011 

Page 3  

 

 

 
550510v2 

In connection with the Euby Black litigation, a mediation took place during April, 

2011.  That mediation was unsuccessful, and the trial date has been set in June 2011.  R.E. Loans 

has an outstanding loan to 2718 Santa Rosa, LLC with an unpaid principal balance of 

approximately $46.9 million.  2718 Santa Rosa, LLC is owned by Barney Ng.  R.E. Loans has 

not foreclosed on 2718 Santa Rosa, LLC, even though the loan is currently in default.  There are 

certain environmental issues with respect to the property.  Until those issues are completely 

vetted, R.E. Loans cannot decide whether or not to foreclose and take ownership of the property. 

Material progress has been made with respect to the Vantage Lofts litigation 

relating to the relative priority of the two deeds of trust on the property.  As you may recall from 

prior letters, R.E. Loans obtained a subordination agreement from Scripps, which held a 

preexisting deed of trust on the Vantage Lofts property.  Scripps contends that that subordination 

agreement has been vitiated by the alleged failure of R.E. Loans to advance all monies 

committed to the Vantage Lofts borrower.  R.E. Loans disagrees and does not believe that any 

alleged failure to advance funds to the borrower would, even if true, void the impact of the 

subordination agreement.  In addition to the litigation between Scripps and R.E. Loans, there are 

mechanics liens asserted against some of the Vantage Lofts parcels. 

Scripps and Mackinac have negotiated a settlement of the dispute over priority, 

under which Scripps will be deemed to have first priority on the smaller vacant parcel and 

R.E. Loans will be deemed to have priority on the 9.5-acre vacant parcel.  Documentation of this 

settlement has not yet been finalized. In recent negotiations with Scripps, Scripps decided to 

redeem the taxes on three of the four tax parcels comprising this 9.5 acres.  R.E. Loans agreed 

not to contest the tax sale on the smaller vacant parcel.  As consideration for this decision, 

Scripps and R.E. Loans are in active negotiations for a settlement of all claims.  The net result 

would be that R.E. Loans would have a first deed of trust on the 9.5 acres without the Scripps 

claim and with all the taxes paid currently by R.E. Loans. 

The remaining parcels on which 110 condominium units have been partially 

completed (collectively, the “Construction Parcel”) were scheduled for a tax sale by Clark 

County, Nevada, but the owner filed a chapter 11 case on April 26, 2011, which stayed that sale.  

The unpaid real property taxes against the Construction Parcel total more than $800,000.  Based 

on analysis of the cost to complete and the current market value of these units in the depressed 

market in Las Vegas, Nevada, it was not clear how much net realizable value, if any, may exist 

above and beyond the real property taxes and the cost to complete.  The ability to realize value 

from the Construction Parcel is further complicated by multiple mechanics’ lien claims asserted 

by unpaid contractors.  R.E. Loans was unable to obtain the cash needed to pay the property 

taxes, and Wells Fargo declined to advance the money to pay these taxes.  The owner filed 

chapter 11 (for the second time) to prevent the tax sale.  Because the owner’s chapter 11 case 

was just filed it is not clear what impact it will have on the agreement between Scripps and 

R.E. Loans, R.E. Loans’ ability to obtain title to the 9.5 acres, or the tax sale of the Construction 

Parcel. 

R.E. Loans has also been engaged in litigation over the priority of R.E. Loans 

deed of trust on the Jack’s Ranch portion of the collateral securing the Weyrich Loan.  On April 

27, 2007 R.E. Loans had agreed to subordinate that deed of trust to a new first trust deed to 
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secure not more than $4 million.  The borrower and third party lender then purported to 

encumber Jack’s Ranch with more than $20 million of senior secured debt.  The third party 

lender foreclosed and contended that its foreclosure sale terminated R.E. Loans deed of trust.  

R.E. Loans contended that the foreclosure did not terminate its deed of trust because the 

subordination was limited and the third party lender had not complied with the applicable 

limitations.  Therefore, R.E. Loans asserts that R.E. Loans’ deed of trust remained a first lien on 

Jack’s Ranch.  The trial court granted R.E. Loans a summary judgment on April 29, 2011, ruling 

that its deed of trust was not subordinated and, therefore, was not impacted by the foreclosure 

sale.  The time for the third party lender to appeal that ruling has not yet run. 

Analysis of Portfolio and Effort to Develop a Business Plan. 

I set forth in detail in my letter of February 8, 2011 background information 

showing the make-up of the collateral and the underlying facts that will drive any rational 

business plan designed to maximize value.  As I mentioned in that letter, approximately 76% of 

the overall portfolio consists of raw or partially-developed land.  These categories are two of the 

most illiquid and depressed classes of real estate in the current market. 

The current unpaid principal balance of the remaining R.E. Loans portfolio is 

approximately $663 million, down from an original unpaid principal balance of approximately 

$691 million.  The reduction in principal is due to the disposition of assets.  As a result of 

additional foreclosure sales, including the Adams Canyon foreclosure sale, R.E. Loans currently 

owns, either directly or through its affiliates, approximately 48.4% of the real property that 

originally secured notes payable to R.E. Loans (up from approximately 35% in February, 2011).  

This percentage is based on unpaid principal balance, not based on any assessment of fair market 

value of the various properties.  The remaining 51.6% of the portfolio (down from approximately 

65% in February) is still owned by R.E. Loans’ borrowers. 

Wells Fargo was owed approximately $67.0 million as of April 30, 2011.  

Noteholders have aggregate claims on the principal amount of approximately $666.9 million.  

The bulk of the Wells Fargo debt accrues interest at the default of LIBOR + 8% per annum.  

Based on the Forbearance Agreements with Wells Fargo, all advances by Wells Fargo from and 

after December 1, 2010 accrue interest at LIBOR + 12% per annum.  The current balance of the 

Wells Fargo debt is $67.0 million of which approximately $9.0 million bears interest at the 

higher rate and approximately $58.0 million bears interest at the lower rate.  Pursuant to the 

Forbearance Agreements, the net proceeds from each disposition are applied first to pay the 

principal accruing at the lower rate, and once that is completely paid off, then to pay off the 

principal balance accruing at the higher rate.  Wells Fargo has agreed to extend the April 30, 

2011 termination date of the Forbearance Agreement to June 30, 2011. 

Wells Fargo has been in discussion with potential buyers who may be interested 

in acquiring Wells Fargo’s senior secured claims against R.E. Loans (the “Wells Fargo Debt”).  

Mackinac Partners has provided information requested by Wells Fargo and the potential buyers 

and has had discussions directly with two potential buyers about possible long-term restructuring 

of the Wells Fargo debt.  Although I have not seen the actual letter, Mackinac has been informed 

that Wells Fargo has entered into a letter of intent with a large hedge fund (the “Potential 
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Buyer”) that is currently performing due diligence on a possible acquisition of the Wells Fargo 

Debt.  Based on the best information available to Mackinac it appears that the due diligence 

period may be 60 to 90 days and the closing, if the transaction proceeds, could be approximately 

the end of July or August of 2011. 

One of the difficulties in working through a restructuring transaction with 

Wells Fargo to date has been the fact that R.E. Loans needs additional advances to fund current 

carrying costs and expenses, including overhead, taxes and insurance.  If Wells Fargo were to 

transfer the Wells Fargo Debt, R.E. Loans would seek to enter into discussions with any buyer of 

the Wells Fargo Debt regarding its willingness to provide such additional financing.  Mackinac 

has had preliminary discussions with the Potential Buyer about the required funding.  There is no 

guarantee that the sale to the Potential Buyer will be consummated or that R.E. Loans will obtain 

the additional financing it seeks from the Potential Buyer.  That said, the letter of intent is a 

positive step forward. 

Mackinac Partners is also in discussions with Wells Fargo regarding the 

possibility that no sale transaction will be affected by Wells Fargo and that Wells Fargo will 

need to commit to provide such additional ongoing financing.  Wells Fargo has indicated a 

reluctance to provide additional financing because of the risk that it will not be able to sell its 

debt at 100% of face value.  As a result, new amounts advanced may not be fully recovered. 

That said, Wells Fargo and Mackinac Partners have engaged in discussions 

regarding a possible chapter 11 filing and stand alone plan of reorganization that would be 

funded by Wells Fargo’s commitment to continue providing funding post-petition and post-

confirmation.  At the present time, it appears likely that a chapter 11 filing will be necessary in 

order to facilitate new financing from either Wells Fargo or a new capital investor.  It is also 

possible that a chapter 11 filing could become necessary as a defensive measure, if Wells Fargo 

refuses to make additional advances necessary to pay current preservation expenses with respect 

to the portfolio or seeks to enforce its secured claim, thereby forcing a fire sale of the portfolio. 

FBI Investigation. 

As many of you may know, the FBI has interviewed a number of individual 

investors and other parties in interest in connection with the business operations of R.E. Loans.  

Based on a request from the FBI, I voluntarily participated in an informal interview on March 24, 

2011.  I cannot predict what, if anything, will come from the FBI’s investigation.  The existence 

of that investigation will not distract Mackinac Partners or R.E. Loans from the goal of 

maximizing the return from the portfolio. 
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Conclusion. 

Mackinac Partners continues to believe that the best way to maximize value 

available for distribution to the Noteholders is to engage in the following steps:  (1) liquidate 

assets with a reasonable value in the current market as soon as it is possible to do so without 

sacrificing that value; (2) liquidate assets that have relatively high carrying costs and relatively 

low upside, because the cost of retaining those assets exceeds the enhancement in value that 

might be obtained by holding them; (3) selectively invest capital to improve assets, where the 

investment of that capital might accelerate the disposition of the asset or create additional value 

substantially in excess of the marginal capital required; and (4) hold those assets (including the 

assets in which such capital investments are selectively made) that have relatively higher upsides 

and lower carrying costs.  Based on our current analysis Mackinac Partners believes that it will 

take three to five years to liquidate the portfolio in an orderly manner, and that accelerating the 

liquidation process could substantially reduce the residual value available to Noteholders.  Of 

course, the balance owing to Wells Fargo might be satisfied in less than three years.  

As I have previously stated, the unfortunate reality is that there has already been a 

significant impairment in the aggregate recoveries that will be available to the Noteholders.  The 

extent of that impairment cannot be determined at this time because it will depend upon business 

decisions regarding the best way to maximize the value of the portfolio, future market conditions 

and litigation outcomes.  Mackinac Partners believes that the worst case scenario would be an 

immediate liquidation of the portfolio into the current market.  The nature of the assets and the 

control issues and competing litigation claims described above could result in very little, if any, 

return to Noteholders if the assets were sold “as is” on an expedited basis into the current 

depressed market. 

Mackinac Partners continues to believe that the best way to maximize the return 

to investors is to adopt the "bucket strategy" described in my previous communications.  This 

strategy will not eliminate the impairment and will likely delay any distribution to Noteholders 

for three to five years.  Wells Fargo has indicated that it objects to any distributions to 

Noteholders before its balance is paid in full.  Absent a recapitalization transaction (which may 

provide additional options), it is likely to be several years before any distribution can be made to 

Noteholders.   

The bottom line with respect to the foregoing analysis is that the impairment is 

likely to be significant under any scenario, but a hold strategy for the properties in Bucket Three 

will yield a much higher aggregate return than an expedited liquidation of such assets into the 

current depressed market. 

Very truly yours, 

James A. Weissenborn 


