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JOINTLY ADMINISTERED 
 
Case No. 07-20027-C-11 
 
Chapter 11  
 

 
DECLARATION OF JAMES SHANKS 

 
I, James Shanks, declare and state as follows:    

Education Background: 

1. I received my Bachelor of Science in Civil Engineering from New Mexico State 

University in 1975, and a Masters of Science in Civil Engineering from Texas Tech University in 

1978.    

Employment Exper ience: 

2. I am an engineer by education and a real estate developer through experience over 

the past 26 years.  

3. I am a registered Professional Engineer in Texas, Arizona and Nevada, and a 

Licensed Real Estate Broker in Texas.      

4. After earning my graduate degree I worked with Brown and Root, Inc. (in water 

plant design), and Exxon (in coal mining and real estate). 

5. In 1981, I joined the community development project in connection with ExxonÕs 

Colony Shale Oil Project in Colorado, to develop the infrastructure of a community known as 

Battlement Mesa.    
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6. The community was built from raw land into approximately 2000 single-family 

home sites, apartments, schools, golf course,  and shopping facilities to support the new 10,000 

employees to be based around the projects.    

7. After this project I was transferred back to Houston, Texas and stayed with Exxon 

real estate development projects until 1996.    

8. In 1996 I joined an engineering consulting company initially in Phoenix, Arizona, 

and ultimately in Houston, Texas. 

9. In August of 1998 I joined MAXXAM as part of its real estate group, dealing 

mainly through MAXXAM Property Company (ÒMPCÓ), although I am paid through an entity 

called MCO Properties, Inc. 

Employment Wi th the MAXXAM ÒReal Estate GroupÓ, 
MAXXAM Property Co. (MPC) 

 
10. I have been employed in the MAXXAM real estate group since August 1998, and 

I am now a Senior Vice President.  

11. I have executive responsibility over development projects assigned to me from 

time to time.  In that regard, it is standard practice during my employment that each new venture 

or project would be placed in a separate entity (usually a corporation or LLC) and I would be 

named as an officer of each new project over which I had development responsibility.   

12. I am President of Scotia Development LLC, a real estate development company, 

set up to assist Palco and ScoPac in their real estate matters, and to initiate a new market in South 

Texas. 

13. In the same manner, I am also associated with a number of similar MPC entities 

formed to develop new areas or to assist other affiliates in their development of owned 

properties, including the following: 
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(i)   Sr. Vice President of MAXXAM Property Company,  

(ii)   Vice President-Development of Beltway Assets Holdings, LLC;  

(iii)  Vice President-Development of Bluewater Funding, Inc.;   

(iv)  Vice President-Development of Courts at Palmas, Inc.;   

(v)  Vice President-Development of Lakepointe Assets Holdings, LLC;  

(vi)  Vice President-Development of MCO Mirada LLC;   

(vii)   Vice President-Development of Mirada Property Company;   

(viii)   Vice President-Development of Motel Assets Holdings, LLC;   

(ix)   Vice President-Development of Palmas Country Club, Inc.;   

(x)  Vice President-Development of Palmas Del Mar Properties, Inc.;   

(xi)  Vice President-Development of PCCI Resources, Inc.;   

(xii)  Vice President-Development of Pharmacy Assets Holdings, LLC;   

(xiii)  Vice President-Development of PMO Condominium, Inc.;   

(xiv)  Vice President-Development of RM Villas LLC;  

(xv)  Vice President-Development of Surfside Development Corporation;   

(xvi) President of the Palmas Del Mar Utility Corporation;  

(xvii) President of Palmas Del Mar Architectural Review Board, Inc.,  

as well as several other entities associated with the above.  

 14. Just as with Scotia Development, my time is allocated according to which of these 

projects I am working, accounted and billed to the particular project. 

 15. Most of these entities are dedicated to a single real estate project or part of a 

project, however, in the case of MCO Properties, its geographic locations of its two projects are 

Arizona and Southern California.  
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16. During my employment with MPC, my main office has been located in Houston, 

Texas, however, I regularly travel to the regional offices in Puerto Rico, Rancho Mirage, 

California, Scotia, CA, and Corpus Christi, Texas, each associated with the development projects 

I am actively assigned.   

17. I estimate that I spend 40% of my overall time in Houston, with the remainder 

60% being spent in the local offices of the projects I supervise.   

18. Throughout my career and currently, if my company instructs me to go to an area 

and report, I will explore finding compatible property that fits the companyÕs development 

expertise and experience.    

19. My expertise is not the selection of new market areas and I have not done that 

aspect of the real estate business for MPC or any of the development companies. 

20. I am generally assigned to new projects after management has determined to enter 

a new area and has instructed me to implement the plan, which is what occurred regarding Scotia 

Development.  

21. Once a new market is identified, I will be given the assignment to investigate the 

opportunity and follow up with development if the property is economically viable.    

22. The process for this to occur involves going into an identified market, such as 

MPC or MCO did recently in Austin, Texas in 2006, tying up a prospect property that appears 

appropriate for development (usually by option or letter of intent) then investigating the 

economics of the development during the option period.    

23. Regarding the property MPC or MCO recently worked on in the Austin, Texas 

market, the company determined not to go forward with development because the costs were to 

high and the returns to low, and the option was allowed to expire.  
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24. MPC is also currently evaluating another property in Austin, as well as other 

locations. We also have previously evaluated properties in Houston, but elected not to purchase 

them. 

25. Similarly, I am aware that MPC or MCO had previously investigated several 

properties in and around South Padre Island, Texas, but I was not involved in that prospect 

because no decision to option or develop had been made.   

26. In 2005 I was, for the first time, involved in  PalcoÕs real estate, however as early 

as 2005 I was aware that there was an ÒAsset Sale ProgramÓ involving Palco (the city of Scotia, 

California), and that individuals employed by MPC were working on how to assist, staff, and 

proceed with this project.   

27. I had traveled in 2005 to Scotia, California inasmuch as Palco had made the 

decision to subdivide the company town of Scotia and sell off the assets.   

28. My purpose was to initially deal with how this could evolve, however, just after I 

arrived I got a call from Shawn Hurwitz who said that the President of MCO Properties was 

leaving the company and that I was taking over the operations of the company, and was to meet 

him the following day in Fountain Hills, Arizona. 

 29. I thus had known since 2005 of the programs to divest Palco (and later in 2006, 

ScoPac) of California real estate. However, I did not work on the Scotia, California project at 

that time because I was asked to become involved in the Fountain Hills Arizona project (valued 

over $100 million) which was followed by another assignment from MPC to re-start a large 

project to develop a Mandarin Oriental Hotel in Puerto Rico (also valued well over $100 

million).    
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30. Thus, because of these two interim assignments, I had not had any dealings with 

the sale projects of Palco and ScoPac until mid-2006.  

Decision to Develop New Markets: 

31. In the later part of 2005, the sale of real estate began a substantial decline in 

Arizona. In 2006 the sales volume had dropped by 2/3rds. 

32. It appeared property prices were softening, and this might make buying new 

replacement properties attractive. 

33. MPCÕs subsidiary was also reaching the point of selling out of its Rancho Mirage, 

CA property, Mirada.   

34. As a result, it was common knowledge that MPC management was looking to 

evaluate property development in other areas in the Western United States, including MPCÕs 

home state of Texas and in southern California, the Phoenix area, Utah, as well as Austin and 

south Texas.  

35. As to the Texas market, MAXXAM has had a substantial presence in Texas and 

south Texas for a number of years, including real estate holdings in Harlingen, Laredo, and 

Houston,  Texas. 

Formation of Scotia Development 

36. I was not involved in the decision to form Scotia Development LLC.  

37. However, I was not surprised that a new market was being considered. 

38. I was not involved in any of the business decisions concerning the business 

purposes of Scotia Development but it was my understanding that the success of the work of 

Scotia Development would directly benefit Palco and help Palco to reduce its debt by the sale of 

real estate securing that debt. 
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39. I was not involved in or informed about any decision as to the ownership of 

Scotia DevelopmentÕs stock and did not know the status of ownership until after the Chapter 11 

of Scotia Development was filed.  

40. In late June of 2006, I became the President of Scotia Development, and given 

two primary responsibilities, listed in the priority of my expected work:    

(i)  initially, commence the planning and implementation of the sale of PalcoÕs 

excess real estate holdings, and the sale of ScoPacÕs excess timberland through Lakefield 

Development, a consulting company; and   

(ii) explore and implement a plan for the potential development through 

Scotia Development, LLC of real estate on North Padre Island and/or in and around the 

city of Corpus Christi. 

41. To implement the project I was instructed to talk with Company legal counsel, 

Kenny Friedman, about the opening of the Corpus Christi office and other goals of Scotia 

Development, and I did so. 

42. I was authorized to open a small office in the Corpus Christi area to establish a 

presence in this market, and I was furnished a small office in Scotia, California in order to 

perform our work in both locations.   

43. I was also to begin the development process of identifying properties and, as 

determined, tying up development property by options to purchase or a letter of intent, in the 

Corpus Christi area.    

44. As a result of the conference with Mr. Friedman, I was introduced by the 

MAXXAM legal department to two lawyers, Pete Holzer and Harlin Womble with the law firm 
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of Jordan, Hyden, Womble, Culbreth & Holzer, to assist in introductions to Corpus Christi, and 

introduction to two known developers in the Corpus Christi area. 

The ÒDevelopment AgreementsÓ with Palco and ScoPac: 

 45. I understood that as part of its responsibilities regarding PalcoÕs real estate or 

ScoPacÕs, Scotia Development would be operating under written agreements providing for Scotia 

DevelopmentÕs consulting on the sale of PalcoÕs real estate (primarily consisting of the town of 

Scotia, California) and on the sale of timberlands of ScoPac (through outside consultants 

initially) (the ÒDevelopment AgreementsÓ). 

 46. I understood that Scotia DevelopmentÕs efforts and my responsibilities on its 

behalf, were directed to the benefit of Palco or ScoPac, as the case may be, and that the business 

purpose of Scotia Development was to dedicate efforts that would exclusively benefit Palco 

and/or ScoPac.    

47. I was not involved in the details of the Development Agreements between Scotia 

Development and Palco, on the one hand, and ScoPac on the other, except to assure that the 

agreements provide for Scotia DevelopmentÕs consulting for both companies (the success of 

which I understood directly benefits Palco or its lenders, or ScoPac or its creditors) and for the 

development of real estate in South Texas (the success of which I understood would also benefit 

Palco or its lenders or creditors).   

48. My primary concern and input was to assure that Scotia Development was 

authorized: 

(i) to find and develop its own properties in the new market area;  and 

(ii) to act in a consulting role for PalcoÕs and ScoPacÕs real estate sales.  
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49. I do not know the details of why, but it took the companies several months to 

finalize the Development Agreements.   

50. My recollection is that the ScoPac Development Agreement took even longer to 

finalize than the Palco Development Agreement. Exhibit 68, 69 and 70 are copies of the 

Development Agreements (including the First Amendment). 

The Beginning of Scotia DevelopmentÕs Work: 

Corpus Chr isti Work: 

51. After receiving the initial directions to establish operations in Corpus Christi, I 

began working, believing that this was a great opportunity to expand the companyÕs business in a 

new market.  

52. As previously stated, MPC had evaluated a number of other properties and had 

not been able to find one that worked out economically.  

53. So I approached the Corpus Christi market with hopes that this could be a new 

market with long term potential for the MPC real estate company and Scotia Development. 

54. Through MAXXAMÕs legal counsel, I was introduced to Pete Holzer and I 

traveled to Corpus Christi in late June 2006 where Pete Holzer showed me all around the city 

and North Padre Island.   

55. I was introduced by Mr. Holzer at that time to a local developer, Leon Loeb, who 

had office space to rent and who had been introduced to me as a commercial real estate 

developer that could assist me in my investigation of the area. 

56. At a later date Harlin Womble introduced me to a company known as North Shore 

Properties, a substantial developer in the North Padre Island area and surrounding Corpus 

Christi.  
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57. To my knowledge, neither Mr. Holzer nor Mr. Womble ever assisted in any 

negotiations or deal terms of any transactions and the documentation for the lease, or the options 

attempted and options ultimately executed and the documentation of the lease and options were 

either handled by individuals in the MAXXAM legal department or the owners of the property. 

58. On the initial trip, Leon Loeb discussed several of his properties, 2 or 3 of which I 

thought would meet the criteria for development property.   

59. During the tour around the Corpus Christi area, I determined one particular 1.5 

acre property in the Six Points area at 1647 S. Alameda St. would likely have commercial 

development potential.  

60. In June 2006, Scotia Development entered into a month-to-month office lease.   

Exhibit 71 is a copy of the Lease and Exhibit 72 is a copy of the Application for the Lease.     

61. Scotia Development also opened a bank at American Bank in Corpus Christi in 

late June, 2006.  Exhibits 93, 94 and 98 are copies of the related bank account information, 

including bank statements and cancelled checks.   

62. The office space is small, having a conference room, office desk space, office 

furniture, telephone, fax and copy equipment, but its use has been limited to only my 4 or 5 visits 

because of the re-direction of my efforts almost exclusively for the last 5 months of 2006 to 

Scotia, California. 

63. Several days after my visit with Mr. Loeb Scotia Development presented an 

option agreement drafted by MPC legal counsel on the 1.5-acre parcel owned by Mr. Loeb.   

Exhibit 76 is a copy of the original option on the 1.5-acre parcel.   
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64. It was rejected by Mr. Loeb and Mr. Loeb made a counter-offer that increased the 

option price and the land price.   Exhibit 76 contains Mr. LoebÕs handwritten modifications to the 

option sent to Mr. Loeb.   

65. Because the counter-offer was more than I was comfortable recommending 

without additional due diligence, Scotia Development decided not to exercise the option counter-

offer. 

66. Although I began due diligence (looking at tax records, etc.), had Scotia 

Development agreed to the initial option counter-offer, I would have by now initiated the 

investigative work, economic study, and other analysis regarding development.  

67. Since June 2006, I traveled to Corpus Christi, Texas approximately 4 times to 

visit the office and get a better sense of the area.  Exhibits 84, 85, 86, 87, and 88 are matters I 

obtained in the process of due diligence. 

68. I estimate that I spent no more than a total of 20 hours of my time for these visits. 

69. The original and additional work on due diligence and the Corpus Christi market 

have taken less than approximately 10% of my total work time in 2006.   

70. I have treated my work for Scotia Development exactly as I have treated my other 

assignments on behalf of the MAXXAM real estate group.   

71. After being directed to investigate and establish a presence in Corpus Christi 

Scotia Development opened an inexpensive office, met with real estate owners and developers, 

evaluated several properties, negotiated what ultimately resulted in two options for real estate 

which I believe would, upon further analysis, be viable development projects.   

Scotia, California  Work 
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72. Shortly after my initial efforts in Corpus Christi, I became directly and deeply 

involved, on behalf of Scotia Development, in Scotia, California, primarily working and advising 

on how to complete the annexation of the PalcoÕs company town of Scotia into the neighboring 

town of Rio Dell, because neither Palco or ScoPac had real estate development or sales expertise 

in-house and Scotia Development had the knowledge and the expertise that would be required to 

arrange the sale of a small town.   

73. After opening the Corpus Christi office I then took on the more specific 

functions of consulting with Palco in Scotia, California concerning the ÒAsset Sale ProgramÓ and 

the annexation of Scotia into the town of Rio Dell, adjacent to Scotia, California.   

74. It was well known at Palco, and by me, that cash flow was poor, and the need to 

sell the town of Scotia, California (through the annexation project) had become a top priority. 

75. It was also well known at Palco, and by me, that PalcoÕs debt and debt service 

could be substantially reduced if the town were sold. 

 76. The Local Agency Formation Commission (ÒLAFCOÓ) preferred that Scotia be 

annexed into the town of Rio Dell in order to create a final subdivision map of Scotia and 

thereby allow sales of the individual real estate parcels.   

77. Both Rio Dell and Palco had engineers evaluating the infrastructure of Scotia 

for annexation, and I have been heavily involved in that evaluation.  

78. I have been directly involved in the annexation effort, to the end that if 

annexation occurred, there would a recorded subdivision map to the town of Rio Dell, and 

subsequently Scotia real estate would be available for sale.   

79. Had all the events taken place, the annexation could have had a value to Palco 

of more than $50 million.  
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80. Although I worked for almost 5 months on annexation, however, in January 

2007, it became apparent that the annexation to Rio Dell would not be successful. Scotia 

Development advised Palco to shift the efforts to the creation of a Community Services District 

(ÒCSDÓ) for Scotia.   

81. I have spent significant time the first two months of 2007 on the creation of the 

CSD for Scotia, California. 

82. Assuming these efforts are successful, a final subdivision map will be recorded in 

Humboldt County, CA, and the real estate within the town of Scotia can be sold which will 

greatly benefit Palco and itÕs lenders. 

Return To Corpus Chr isti 

83. Subsequently, in January 2007, after I understood the Palco and ScoPac 

Development Agreements were finalized, I returned to the Corpus Christi area to again attempt 

to option the Loeb property and to examine additional property.  

84. One of the motivations of getting back to the Corpus Christi land development 

was the statement by Mr. Kenny Friedman in late December, 2006 or early January, 2007 that if 

Scotia Development were going to acquire options it should do so soon, inasmuch as Palco and 

ScoPac might be forced to file a bankruptcy case in late January. 

85. I recognized that if I desired an option agreement on real estate, it may not be 

practical to negotiate an option agreement after a bankruptcy was filed, so I planned to travel to 

the Corpus Christi, Texas office in early January, 2007. 

86. I had to change my initial travel plans because of a PDMU Board meeting in 

Puerto Rico, and a medical problem my wife was experiencing, so, on January 18, 2007, I 

traveled to Corpus Christi, and it was on this trip that I was introduced to Mr. Damon Perrin with 
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North Shore Properties, and was successful in placing the 25-acre parcel (in the North Shore 

Country Club community with over 1100 feet of frontage on US 181, served by all utilities, and 

zoned for commercial/retail use) under option.  Exhibit 78 is the option agreement with the 

particular North Shore Properties entity.   

87. I also contacted Mr. Loeb again, and as a result of this effort, I was successful in 

placing Mr. LoebÕs 1.5-acre parcel under option.  Exhibit 77 is the option agreement accepted by 

Mr. Loeb. 

88. The cost of these two options was $10,000.00, and I feel strongly that these 

parcels have very good potential for development. 

89. The negotiations with Landlord Resources and North Shore Properties were at 

arms length and were not participated in by the Corpus Christi lawyers on any deal points.  

90. The Corpus Christi lawyers only indirectly assisted Scotia Development in 

initiating the document preparation.  

91. I made my own professional decisions regarding these options and the value that 

these properties would have to Scotia Development as potential development properties.   

 

 

The Scotia Development Chapter  11 Case Filing: 

92. I did not have any input or participation on the decision to file, or the timing of 

the filing of the Chapter 11 by Scotia Development, which was the decision of the Scotia 

DevelopmentÕs Board of Managers. 
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93. I was not aware, until late in the day of January 18, 2007, that a Chapter 11 filing 

might actually occur and it was not until around 4:30 PM that I signed a voluntary petition as  a 

precautionary measure Òin caseÓ the filing became necessary. 

94. I had concluded the option agreements by noon or early afternoon, before I had 

any knowledge that there might be a Chapter 11 filing that day. 

95. I was not involved in or even made aware of the decision to move the stock 

ownership of Scotia Development from MGI to Palco.  

96. I now understand that the transfer was done on January 18, 2007, but I knew 

nothing about it until several weeks later. 

97. I was not involved in the decision to have Scotia Development execute a guaranty 

assumption of Marathon or LaSalle debt. This was a decision by the Scotia Development Board 

of Managers, and I was requested to execute the assumption agreements by the MAXXAM legal 

department.   Exhibit 82 and 83 are copies of the Assumption Agreements executed by me as 

President of Scotia Development.   

98. As I now understand the decisions made by the Board of Managers of Scotia 

Development, all of the benefits of Scotia Development in  (i)  selling the town of Scotia, 

California, and (ii)  all the profits from the successful development of Corpus Christi real estate, 

will go to the reduction of the Marathon/LaSalle secured debt owed now by Scotia Development.  

  

Scotia Development Operations as a Debtor in Possession: 

99. After the filing of the Scotia Development Chapter 11 case I have remained active 

on its behalf advising and facilitating the Palco CSD by continued consultation with Palco, 

assisting engineers in preparation of the CSD application documents, and advising on the public 
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community meeting for the purpose of explaining the community services district to the Scotia 

residents. 

100. I continue to travel to Scotia to work on the CSD and related matters. 

101. I will continue to explore the development of the optioned properties in Corpus 

Christi and Portland, Texas, both of which I believe could be commercially viable projects with 

sufficient profit potential to justify the development. 

102. It is my professional opinion that the 1.5 acre parcel in Corpus Christi could be 

developed as a medical services or supplier office complex, and the 25 acre parcel in Portland 

would be a good location for a retail center and a campus office complex. 

103. I hereby declare under penalty of perjury that the foregoing is true and correct. 
 

Dated: March 5, 2007, Corpus Christi, Texas 

 

      ______/s/_________________________________ 
      James Shanks 


