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1           BE IT REMEMBERED, that on Wednesday, the 6th day

2      of June, 2007, at 9:40 a.m., at the offices of The

3      Rigby Law Firm, 600 Stewart Street, Suite 1908,

4      Seattle, Washington, before Cheryl A. Smith, a

5      Certified Court Reporter and Notary Public in and for

6      the State of Washington, appeared ALEN JANISCH, the

7      witness herein;

8           WHEREUPON, the following proceedings were had

9      and done, to wit:

10                               (Exhibit Nos. 1 through 6
                              were marked for

11                               identification prior to
                              commencement of

12                               proceedings.)
.

13

14                            * * * * *

15

16           ALEN JANISCH, having been first duly sworn by

17      the Notary, testified as follows:

18

19                      E X A M I N A T I O N

20 BY MR. RIGBY:

21 Q    State your name, please, for the record.

22 A    My name is Alen Janisch.

23 Q    Please spell your last name.

24 A    J-A-N-I-S-C-H.

25 Q    And what's your residence address?
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1 A    I do not.

2 Q    What kind of business was Court Reporting Services

3      engaged in?

4 A    It was an educational company.  We provided

5      educational training to become court reporters,

6      computer training and network administrators and

7      others.

8 Q    So it was a school?

9 A    It was a school, yes.

10 Q    Who is -- and I'll probably mispronounce this -- Kai

11      is the first name, K-A-I, last name is

12      M-O-L-D-S-K-R-E-D?

13 A    Yes.  He's a business colleague of mine.

14 Q    Did he ever work for Court Reporting?

15 A    Yes, he did.

16 Q    What time frame?

17 A    Oh, by gosh.  Probably ten years ago.

18 Q    So when did he start and when did he terminate?

19 A    I would have to look at the records, but it was -- as

20      I say, it was approximately ten years ago.  And he

21      worked for the company probably about four years.

22 Q    What did he do for the company?

23 A    He was a bookkeeper/accountant for the company.

24 Q    Is he a CPA?

25 A    He is not a CPA.
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1 Q    Has he had any involvement with the company in the

2      last four years?

3 A    He has not, no.

4 Q    Has the company paid him any money in the last four

5      years?

6 A    Yes, it has.

7 Q    Did he provide services for that money?

8 A    No, he did not.

9 Q    Why was he paid money if he didn't provide any

10      services?

11 A    It was a loan that he had made to me -- to the

12      company.

13 Q    I don't want to put words in your mouth, but you

14      started to say it was a loan he made to you and then

15      you changed it that he made it to the company.  Did

16      he make a payment directly into the company?

17 A    He made the payment to me and I, as an individual,

18      put the money in the company.

19 Q    And so when it came time for the company to repay

20      you, that check was made directly to him?

21 A    Yes, correct.

22 Q    And again, I'll mispronounce this name, but is the

23      bookkeeper for the company Ann, second name K-I-N-H

24      last name N-I?

25 A    Correct, yes.
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1 Q    And is it just "Ni"?  Is that how you say her last

2      name?

3 A    Ann Ni -- she goes -- her official name is Kinh Ni.

4      Her American name is Ann Ni.

5 Q    On the statement of financial affairs you indicated

6      that Ann Ni was the bookkeeper for the company.  That

7      was correct, I assume?

8 A    That is correct.

9 Q    How long did she work for the company?

10 A    It was over ten years.  And she was employed by Court

11      Reporting Institute as a bookkeeper for the company.

12 Q    Did she have anybody that worked with her?

13 A    Yes, she did.

14 Q    Did she supervise their work?

15 A    Yes, she did.

16 Q    Would she be totally familiar with all the

17      bookkeeping and records of Court Reporting?

18 A    Yes, she would.

19 Q    Did she maintain a copy of the records off-site?

20 A    Yes, she does.

21 Q    Does she have a copy of the old computer system then?

22 A    I believe she does, yes.

23 Q    Do you know what medium that copy would be?  For

24      instance, is it a backup tape or did she keep a

25      duplicate copy on her computer at home?
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1 A    I do not know.  I believe it's a copy on her computer

2      at home.

3 Q    Do you know what her address is?

4 A    I do not.  It is in Ballard -- Seattle, Washington,

5      but I do not know the exact address.

6 Q    Is she listed as a creditor in the case; do you know?

7 A    I do not know.

8 Q    Did Mr. Ginus pick up the records you had at your

9      home?

10 A    Yes, he did.

11 Q    Thank you for making those available.

12 A    You're welcome.

13 Q    Was that 20, 25 boxes?  I haven't been able to talk

14      to him.  Was that 20, 25 boxes of records?

15 A    It was in that order.  Yes, it was.

16 Q    Would there be records in there that would have

17      Ms. Ni's home address in association with her

18      employment records?

19 A    I believe there would be, yes.

20 Q    When is the last time you talked with her?

21 A    Approximately two weeks ago.

22 Q    Does she have a new job now?

23 A    She does, yes.

24 Q    Where is she working now?

25 A    I do not know specifically.
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1 Q    A statement of financial affairs also indicated a

2      Todd Resch, R-E-S-C-H, was a CPA for the last ten

3      years; is that correct?

4 A    That is correct.

5 Q    And he was, in fact, the CPA for the last ten years?

6 A    Correct, yes.

7 Q    Were there any other accountants that did work for

8      the company during that time frame?

9 A    To my knowledge, no.

10 Q    What kind of work did he do for the company?

11 A    He did our annual financial audit and our annual

12      financial aid audit.

13 Q    Did he complete those audits for the year '06?

14      Probably not because they filed in '06.

15 A    For '06, let me think.  This is '07.  '06 -- he is

16      still working on the '06 audit.

17 Q    Did he complete the '05 audit?

18 A    Yes, he did.

19 Q    So are there two separate audit reports then?

20 A    Correct.  Yes, there are.

21 Q    Are those audit reports in the records that Mr. Ginus

22      picked up from you?

23 A    Correct.  Yes, they are.

24 Q    What is the purpose of the annual financial aid

25      audit?
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1 A    That is a requirement of the United States Department

2      of Education.  And its purpose is to insure we are in

3      compliance with the regulations of the Department of

4      Education.

5 Q    As far as you know, at the end of '05 was the debtor

6      in compliance with those regulations?

7 A    The debtor meaning CRI?

8 Q    Right.

9 A    Correct, it was.

10 Q    Who receives a copy of that report other than DOE?

11 A    I have a copy personally; the corporation, CRI, had a

12      copy; and the DOE received a copy, Department of

13      Education.

14 Q    Why did you prepare an annual audit?

15 A    It was a requirement of the U.S. Department of

16      Education.

17 Q    So that's a separate report from the financial aid

18      audit?

19 A    I'm sorry.  I don't understand the question.

20 Q    I understood your answer a few minutes ago to be that

21      Mr. Resch prepared one, an annual audit and two, an

22      annual financial aid audit.

23 A    Correct.

24 Q    So there's two separate audits?

25 A    Correct.
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1 Q    And they cover two separate areas of the company's

2      finances?

3 A    Well, one is the financial audit, a CPA audit, and

4      one is on the financial aid aspects of the student

5      financial aid area.

6 Q    How does the financial aid work?  How did it work for

7      CRI?

8 A    Help me with the question on that, please.

9 Q    I don't know how a school works.  I don't know the

10      financial structure of how it operates.  You

11      indicated that you had to do an audit for the

12      Department of Education in order to get financial

13      aid.

14 A    Yes.

15 Q    What is the process for your company, CRI, to get

16      financial aid from the Department of Education?

17 A    First of all, that's a very complex question.  But we

18      had a separate division of people working to process

19      financial aid for the company.  There were several

20      different government programs available that we were

21      eligible for such as Pell, P-E-L-L, Grants and

22      federal loan programs.  And we had to abide by

23      volumes of regulations that we did.  And this audit

24      was to insure that we complied with those regulations

25      as the Department of Education imposed.



26a7ae80-cc7e-4b34-bbb9-3243cd53defc

2004 Examination of Alen Janisch, 6/6/07

Excel Court Reporting (253) 536-5824

Page 13

1 Q    From CRI's perspective, how did it obtain a Pell

2      Grant or obtain the money from a Pell Grant?

3 A    It depended on the student's need and the student's

4      eligibility.  And then the payments to the school

5      were processed in accordance with those regulations.

6      The specific regulations, I cannot quote here.

7 Q    For instance, if a student qualifies for a Pell

8      Grant, does the money go directly to CRI rather than

9      directly to the student?

10 A    Yes, it did.

11 Q    Is that true with federal loans also?  The money

12      would go directly to CRI rather than to the student?

13 A    In most cases the money was transferred to the school

14      account.  In some cases the federal aid came to the

15      student and then to the school, but the majority of

16      cases it went to the school account to be reconciled

17      with the school account.

18 Q    Did the Pell Grants, by way of example, cover only

19      school tuition or would some of those cover things

20      such as living expenses?

21 A    Yes.  It covered living expenses also in some cases.

22 Q    So if a student qualified for a Pell Grant, which

23      qualified for living expenses, and then the money was

24      paid into the school, how did the student get the

25      money?
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1 A    Well, there's seven or eight different types of

2      student loans and grants.  Students qualified for

3      different amounts.  So that money went in total into

4      a hat, and if that money was above what was required

5      for tuition, then that was a cost of living that

6      could go to the student.

7 Q    At what point in time would they receive that money?

8 A    Normally within 30 days after receipt of the money

9      into the school.

10 Q    When did the school typically receive money from the

11      Pell Grant in relation to the school year?  Would it

12      be at the beginning of the -- were you on quarters or

13      semesters or what kind of term did the school have?

14 A    The school was on basically a quarter system.  And

15      the Pell money specifically came in in 900-hour

16      increments, which was about nine months.  The first

17      half normally came to the school about 30 days after

18      a student started and the second disbursement came

19      about halfway, which was about 450 hours into the

20      900-hour block.

21 Q    So if some student signed up for three quarters, the

22      September through June timeframe, and received a Pell

23      Grant, would the money come in -- half of it would

24      come in at the beginning of the first quarter?

25 A    About 30 days after the start of the first quarter,
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1      correct.

2 Q    And since the student was going to be there for the

3      full year, would there be any money out of that first

4      payment that would be due to the student for living

5      expenses or not?

6 A    It depended on the student's budget, it depends on

7      the amount of the Pell Grant, it would depend on the

8      amount of tuition.  Some students would receive some,

9      yes; some students would not.

10 Q    What week would your fall quarter typically start?

11 A    Fall quarters normally started around the first week

12      of October -- maybe the last week of September, first

13      week of October.

14 Q    That's approximately the same as the state schools?

15 A    Correct, yes.

16 Q    If somebody signs up for the fall quarter and they

17      pay the tuition in advance if there's no student aid

18      involved and, say, at the end of the first week if

19      they quit, do they get their tuition back?

20 A    At the end of the first week, there's a -- yes.  By

21      state contract there's a five-day escape clause the

22      students have and they're entitled to their money

23      back in that time, yes.

24 Q    What's your refund policy or what was CRI's refund

25      policy after the first week?



26a7ae80-cc7e-4b34-bbb9-3243cd53defc

2004 Examination of Alen Janisch, 6/6/07

Excel Court Reporting (253) 536-5824

Page 16

1 A    We followed the state refund policy.  And truthfully,

2      I would have to look at the enrollment agreement.

3      But it was about -- it was approximately 25 percent

4      was due in the first 25 percent; 50 percent was due

5      in the first 50 percent; and then after 50 percent of

6      the training, the whole 900 hours was due.  And it

7      was spelled out in our enrollment agreement.  And I

8      would truthfully have to look at that.

9 Q    Is there an enrollment agreement in the documents

10      that went to Mr. Ginus?

11 A    Yes, there are.

12 Q    Are there any other records in existence for the

13      company other than those which were picked up by

14      Mr. Ginus?

15 A    I do not believe so.  Well, other than what Kinh Ni

16      has as far as our computer records.

17 Q    The statement of financial affairs indicated the

18      company was doing between $3 and $4 million worth of

19      business from 2003 to 2005.  It seems to me there

20      would have been a lot more records than 25 boxes just

21      in student contracts and so forth.  Were those

22      records purged on a regular basis?

23 A    They were.  Records that were -- I believe it was

24      either five or seven years old were legally purged.

25      All student contracts -- copies of student contracts
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1      were provided to the Department of Education and

2      copies of transcripts were provided to the

3      appropriate state agencies.  And the other records

4      that were provided to Mr. Ginus, those are what was

5      -- those are what were available to CRI.

6 Q    What was the date that CRI quit doing business?

7 A    It was about the end of August of 2006.

8 Q    Was that the end of the summer term or after the end

9      of the summer term?

10 A    No.  It was about mid-term in our summer quarter.

11 Q    So the students that were in the summer quarter

12      didn't complete that summer quarter?

13 A    In some cases that is true, yes.

14 Q    And at that point in the summer quarter, had CRI

15      collected the Pell Grants and student loan money from

16      the government for that quarter?

17 A    It would depend on each individual student.  Some

18      students, yes; some students, no.

19 Q    For the students that were paying their own tuition,

20      would they have already paid the full tuition for the

21      quarter by that time?

22 A    Not necessarily.  Some might have paid; some may not

23      have paid, for example, if they were on a monthly

24      payment calendar.

25 Q    So some students may have paid for the full quarter
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1      and not received the quarter's worth of education?

2 A    Correct.

3 Q    In the statement of financial affairs in paragraph 10

4      -- I'll give you a copy of that -- second page,

5      paragraph 2 it talks about income from other than

6      employment or operation of business.  And you've got

7      an entry there, it's at the top of paragraph 2, of

8      $15,000.  It says, "Equipment and furniture

9      liquidation sale August 20 to September" -- it says

10      "nine twenty."  I assume that's September 20, '06.

11      Do you see that?

12 A    Yes, I do.

13 Q    What is that referring to?

14 A    That's when we were liquidating our premises.  Some

15      of the equipment and the furniture was sold.  And

16      that's about how much we had received from that

17      liquidation.

18 Q    How did you go about selling the furniture and the

19      equipment?

20 A    I had separate directors at each campus.  We had a

21      campus in Boise, Idaho; San Diego, California;

22      Tacoma, Washington and Seattle.  And with my

23      approval, my directors went about liquidating the

24      assets of the corporation, the furniture and

25      equipment.
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1 Q    Did they advertise for the sale or did they just sell

2      to friends?  Or how did they go about the sale?

3 A    All of the above.

4 Q    Was there any case where the directors or employees

5      of the school purchased equipment?

6 A    Yes, there was.

7 Q    And who purchased the most equipment?

8 A    I couldn't tell you who purchased most, but many of

9      the faculty and staff and friends purchased some of

10      the furniture and equipment.

11 Q    Who established the sale price?

12 A    By the director of each campus.

13 Q    You just left it up to their discretion?

14 A    That's correct.

15 Q    Paragraph 9 in the statement of financial affairs,

16      which I believe is the third or fourth page in, it

17      starts at paragraph 9 at the top of the page and then

18      it goes down to paragraph 10.  It says "other

19      transfers."  And then your name goes across to August

20      '06 and it says release of deed of trust on your

21      house and a pledge of two rings.  And then it says

22      that the deed of trust and the pledge was for the

23      purpose of complying with the Department of

24      Education's requirements.  What requirements were

25      those?
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1 A    I'm sorry, for the Department of Education?

2 Q    Right.

3 A    There was a series of three rather lengthy

4      calculations that were weighted.  And I cannot quote

5      them right now.  But they were basically based on the

6      company's capital assets and net income.  And then

7      this ratio basically determined whether a school was

8      eligible or not to participate in the federal aid for

9      the students.

10 Q    Was the purpose of those regulations to insure that

11      the school had a certain net worth before the federal

12      government provided it with money?

13 A    Not so much as a certain net worth.  Net worth was

14      part of it.  But was net worth -- ability to

15      financially stay in business and the financial

16      stability of the company.  So it was a composite of

17      these three ratios -- these three numbers that made

18      the ratio for the Department of Education.

19 Q    And why was the deed of trust against your house

20      released in August of '06?

21 A    Because in '05 -- in the end of '05 I had transferred

22      a substantial amount of personal money to the company

23      to pay that off.

24 Q    I'm not sure what you mean.  Can you explain that?

25 A    Well, I would have to see my records.  But in '05 I
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1      transferred two to three hundred thousand dollars to

2      CRI from me personally that would have in essence

3      been sufficient to pay off this security interest.

4 Q    And I don't want to put words in your mouth, but are

5      you saying you infused the cash into the company and

6      therefore it qualified under the DOE regulation and

7      so CRI no longer needed the deed of trust to qualify

8      under the regulations?

9 A    That is my understanding, correct.

10 Q    Why did the school go out of business?

11 A    Well, we had some very negative publicity, we had a

12      number of students drop out in the final three or

13      four months of our business and cash flow and

14      financial losses were such that we couldn't sustain

15      the business.

16 Q    Was it the same across all of the campuses or was

17      there a variance?

18 A    Primarily the student unrest happened at our Seattle

19      campus.  We had a very negative article in The

20      Seattle Times published about the end of March in

21      2006.  And that was distributed to -- via e-mail via

22      the Internet to all of our campuses.  And we had a

23      very, very large student dropout in April, May and

24      June of 2006.

25 Q    Turn to the next page.  Paragraph 11 in the statement
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1      of financial affairs talks about closed financial

2      institutions and it lists Washington Mutual.  You had

3      accounts with Wells Fargo also, right?

4 A    Correct, yes.

5 Q    Were those closed or open at the time of the

6      bankruptcy filing?

7 A    Wells Fargo, those, I'm sure, were closed at the time

8      of the bankruptcy.  They were a previous bank that we

9      had had.

10 Q    And why did you close the accounts with Wells Fargo?

11 A    We had more favorable terms at Washington Mutual.

12      There was no interest, no fees for business checking.

13 Q    Within the 12 months prior to filing bankruptcy, did

14      CRI have any bank accounts with any banks other than

15      Washington Mutual or Wells Fargo?

16 A    We had two accounts at U.S. Bank.

17 Q    And those were in the documents that you provided to

18      Mr. Ginus, weren't they?

19 A    Yes, they were.

20 Q    Were there any other accounts?

21 A    To my knowledge, no.

22 Q    Turn to the second to the last page of the statement

23      of financial affairs.  Paragraph 23 says that your

24      average monthly compensation was $15,000 a month.  Do

25      you see that entry?
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1 A    Yes, correct.

2 Q    Is that accurate, you received about $15,000 a month

3      while CRI was operating?

4 A    For me personally, yes.

5 Q    Was that your salary?

6 A    No, it wasn't a salary.  It was a -- gosh sakes.  It

7      was a draw against the company earnings.

8 Q    Is it an S corporation?

9 A    It is an S corporation, yes.

10 Q    So is this draw, would it be categorized as a wage or

11      a loan repayment or a capital payment?

12 A    I do not know that technically.  It was just a draw

13      against my capital account.

14 Q    Do you know how you treated that on your income tax

15      return -- your personal income tax return for '06?

16      Do you know how much income you declared as wage or

17      salary income from CRI for the year '06?

18 A    For '06 on my personal taxes I did not have any

19      income from CRI -- salary income.

20 Q    Did you have any capital gains?

21 A    I do not remember.

22 Q    How much did you pay in taxes for '06?

23 A    I'm trying to get my years straight.  In '06, I have

24      not filed my personal income taxes yet.  Those are

25      still being reviewed because of the bankruptcy.
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1 Q    This entry in paragraph 23 of the statement of

2      financial affairs says that you drew out $15,000 a

3      month average for compensation.  "Compensation" I

4      would take to mean a salary or wages and not a

5      capital distribution and not a loan repayment.  Is

6      this entry correct as you sit here today or is it an

7      error?

8 A    Truthfully, I don't know how to answer that -- is

9      that I had $15,000 about, but it was not a salary.

10      It was a withdrawal of my capital account.

11 Q    And you're talking about '06 at this point in time?

12 A    That is correct, yes.  '06.

13 Q    Would the same be true for '05?

14 A    Approximately the same for '05, yes.

15 Q    And was '04 the same or not?

16 A    Probably approximately the same, but I don't remember

17      that far ago.

18 Q    And restricting your conversation to '05 and '06, you

19      didn't so much take a salary out of the company as

20      received a return or a payment down or a drawdown on

21      your capital account?

22 A    That is my understanding, yes.

23 Q    I'm going to hand you what has been marked as

24      Exhibit 1.  Here is a set of the exhibits.  Can you

25      identify that document?
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1 A    It's a check to me signed by me from CRI.

2 Q    And it looks like the date is September 7, '06; is

3      that correct?

4 A    That is correct, yes.

5 Q    Are you in the habit of dating the checks on or about

6      the time they were signed and delivered?

7 A    Yes, correct.

8 Q    And do you know what this check is for?

9 A    This check was the cash surrender value of my life

10      insurance with the company.

11 Q    Who was the beneficiary of the life insurance policy?

12 A    I do not remember.  It was -- I believe it was

13      several beneficiaries at that time.

14 Q    And who were those beneficiaries?

15 A    They were people that the company owed money to, our

16      landlord included.  And I would have to look at the

17      original policy.

18 Q    But the beneficiaries were creditors of CRI?

19 A    Correct, yes.

20 Q    Who made the payments on the life insurance policy?

21 A    The payments were made by CRI.

22 Q    And not withstanding the fact that CRI made the

23      payments, do you know whether or not those payments

24      were reported to the IRS as income to you by CRI?

25 A    I do not know.
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1 Q    Was the policy terminated at that point?

2 A    At this point in time, yes.

3 Q    Why did you think that the cash surrender value of

4      the life insurance policy should be paid to you at

5      this point in time?

6 A    It was my understanding it was my life insurance,

7      that I was entitled to the surrender value.

8 Q    And how did you arrive at that understanding?  Did

9      you talk to your attorney or did you talk to an

10      accountant to arrive at that understanding or was

11      that simply what you understood as the shareholder of

12      the company?

13 A    I did talk to my agent that represented my life

14      insurance.

15 Q    And you, in addition to owning all of the stock in

16      the company, were the president of the company?

17 A    Yes, that's correct.

18 Q    Was there a board of directors of the company?

19 A    No.  I was it.

20 Q    You were the sole director?

21 A    Correct.

22 Q    Was there a secretary of the company?

23 A    I was it.

24 Q    And you ran the company on a day-to-day basis?

25 A    Yes, I did.
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1 Q    So you would be familiar with all the management

2      aspects of the company?

3 A    Yes.

4 Q    Are the documents related to this life insurance

5      included in the boxes of records that you turned over

6      to Richard Ginus?

7 A    I do not know for a fact.  I believe they are.

8 Q    Handing you what has been marked as Exhibit No. 2,

9      can you identify that document, please.

10 A    This appears to be a copy of our computerized

11      accounting system for CRI.

12 Q    And about a third of the way down the first page it

13      has an account entry "Janisch - Bank 1."  Do you see

14      that?  It's right above the handwritten letters

15      there, additional capital paid.

16 A    Oh, yes.  Uh-huh.

17 Q    Do you know what that account refers to?

18 A    I would need help from our bookkeeper.  But this

19      appears to be, at least in part, my capital account.

20 Q    Do you have a personal understanding of this

21      accounting?

22 A    It would be limited.

23 Q    Tell me what you understand Exhibit 2 represents or

24      states.

25 A    Well, it would appear this would be the amounts that
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1      I paid into the company or I withdrew from the

2      company from my capital account.

3 Q    Who would have created this record?

4 A    This was created by Kinh Ni.

5 Q    Was this the kind of record that was created on a

6      current basis?

7 A    Oh, yes.  I'm sure that is truthful.

8 Q    And she would have made the entries at approximately

9      the time the transactions took place?

10 A    Yes.  I'm sure that is truthful.

11 Q    Do you know whether or not this kind of record was

12      current at the time the company closed?

13 A    I believe it was current at the time the company

14      closed, yes.

15 Q    Historically, were these kinds of records kept by the

16      company accurate?

17 A    I believe they were, yes.

18 Q    And as you sit here today, do you have any

19      information that would lead you to believe that this

20      accounting record is inaccurate?

21 A    I do not.

22 Q    And I'll hand you what's been marked as Exhibit

23      No. 3.  Can you identify that document, please.

24 A    This appears to be a statement in one of our audited

25      financial statements.
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1 Q    Who would this have been prepared by?

2 A    This would have been prepared by our CPA, Todd Resch.

3 Q    And turning to the second page of the document, do

4      you recognize that document?

5 A    Yes.  And the same answer applies.  This would have

6      been part of our financial audit as prepared by our

7      CPA, Todd Resch.

8 Q    On the second page of the document under current

9      liabilities there is an entry of prepaid tuition,

10      $661,000.  Do you see that?

11 A    I do see that.

12 Q    I probably misunderstood, but with respect to the

13      student aid, you said that money generally came in

14      one month after the beginning of the term.

15 A    For new students, that is correct.

16 Q    And what would be the circumstances that there would

17      be prepaid tuition collected by the company?

18 A    Well, most of our tuition was paid by federal aid.

19      Federal aid was paid to the school in blocks of 450

20      hours which is approximately four and a half months

21      in advance.  So when a new student's financial aid

22      came in 30 days after they started, there was still a

23      prepayment of about three and a half months.  Then at

24      the four-and-a-half-month payment period, tuition

25      normally was received for the upcoming four and a
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1      half months.  So that would have accounted for most

2      of the prepaid tuition.

3 Q    Handing you what has been marked as Exhibit No. 4,

4      can you identify that document, please.

5 A    This looks like the tax return for CRI as an S

6      corporation.

7 Q    This one is not signed by you.  Do you know if you

8      signed it and filed it with the IRS?

9 A    I believe I did, yes.

10 Q    If you turn to the second page of that there's a

11      blackout at the bottom, which I think is a sticky

12      note that was inadvertently left on the document when

13      a copy was made.  And it's got handwriting on it,

14      "distribution," pointing to the $226,000 figure

15      there.  Do you see what I'm talking about at the

16      bottom?

17 A    Yes, correct.

18 Q    And at the top, this is a K-1 schedule for you for

19      '05.  Do you know what this $226,000 figure was for

20      '05?

21 A    I do not know for a fact.  It must have been my

22      withdrawals from the company as previously discussed.

23 Q    And at the center top column or Box No. 1, ordinary

24      business income, $360,000.  Was that the income

25      gained by the company during '05?
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1 A    Yes.  That appears to be a correct number.

2 Q    It looks to me like you took out $226,000 as the

3      capital gain and the remainder $96,000 as an income?

4 A    Okay.

5 Q    Is your understanding the same or do you have an

6      understanding of the document?

7 A    I think I agree with your understanding.

8 Q    So your '05 tax return should have a statement or

9      entry on it for salary wage income in the amount of

10      $96,000 and a return on investment of $226,000; is

11      that correct?

12 A    I do not remember.

13 Q    If you turn down about three pages, one page past

14      that, the document says, 1120S U.S. Income Tax Return

15      for an S Corporation, 2004.  Is that also the CRI tax

16      return for '04?

17 A    It appears it is, yes.

18 Q    And again, this is not signed by you.  Do you know if

19      you signed this document and filed it with the IRS?

20 A    I'm sure I would have signed it and filed with the

21      IRS, yes.

22 Q    Handing you what's been marked as Exhibit No. 5, it's

23      a series of checks.  The first page is a CRI Check

24      No. 21204.  Do you see that page?

25 A    Yes.
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1 Q    And that check is made payable to you.  Do you see

2      that?

3 A    Yes.

4 Q    And it's dated January 2, 2006.

5 A    Yes.

6 Q    And it's in the amount of $10,000.

7 A    Yes.

8 Q    Who signed this check?

9 A    I signed that check.

10 Q    And do you know what this check is in payment for?

11 A    Probably it was just my regular monthly draw.

12 Q    And as far as you know, this check was deposited by

13      you into your bank account -- your personal bank

14      account?

15 A    Probably, yes.

16 Q    And the reverse of the check appears on the second

17      half of that page, right, where you endorsed it for

18      deposit?

19 A    Yes, correct.

20 Q    And do you have a bank account at SeaTac or am I

21      misreading the document?

22 A    No, I do not have a bank account at SeaTac.  But I

23      did have an account at Washington Mutual which is

24      also indicated on the check stub.

25 Q    And then turning to page 2, it's Check No. 21205 on
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1      the CRI Washington Mutual account made payable to you

2      for $48,000 dated also January 2, 2006, do you know

3      what that check is for?

4 A    I would have to look back at my records.  But there

5      was probably a repayment for a personal loan that I

6      received.  I borrowed money personally, put it into

7      the company, and then took that money out to repay

8      those personal loans.  And I'm sure this was -- I'm

9      sure this was one of those.

10 Q    Were those loans documented?

11 A    Some were and some were not.

12 Q    Do you know whether or not this loan was documented?

13 A    I do not.  I do not believe it was.

14 Q    Do you know when the money was put into the company?

15 A    The money was put into the company probably in

16      November or December of '05.

17 Q    Is there a purpose for it?

18 A    It was to improve the capital position of the

19      company.

20 Q    And is that because you would have an audit done at

21      the end of '05 and you would need to show in your

22      audit a certain capital account?

23 A    That's correct.

24 Q    And that's for purposes of complying with the

25      Department of Education requirements in order to
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1      qualify for student aid?

2 A    In part that is correct, yes.

3 Q    Now, we've looked at the financial statements or some

4      of the financial statements from the company, for

5      instance, Exhibit 3.  Would you look back at

6      Exhibit 3, please, on page 2.  You should have it

7      right there in front of you.  I think it's this

8      document here, page 2.

9 A    (Witness complies.)

10 Q    Would this loan of this $48,000 referred to on

11      Exhibit No. 5, page 2 appear for December 31, '05, on

12      this document?

13 A    I don't believe it would because this was a personal

14      loan to me personally and then in turn, I advanced

15      that money to the company.

16 Q    So you borrowed the money?

17 A    I borrowed the money personally, yes.

18 Q    Where did you borrow the money from?

19 A    From business colleagues of mine.

20 Q    And then you made the loan into the company, CRI; is

21      that correct?

22 A    That is correct.

23 Q    And the financial statement for CRI would not reflect

24      that you had made that loan to the company, right?

25 A    It would not in that I put the money in as my own



26a7ae80-cc7e-4b34-bbb9-3243cd53defc

2004 Examination of Alen Janisch, 6/6/07

Excel Court Reporting (253) 536-5824

Page 35

1      capital, which was truthful.

2 Q    Legally there's a difference between a loan and a

3      capital contribution.  And I appreciate you're not a

4      lawyer nor an accountant, but it is an important

5      distinction.

6           So again, referring to Exhibit No. 5, page 2,

7      the check for $48,000, does that constitute, if you

8      know, a repayment of a loan that you made to the

9      company or is it a payment out of your capital

10      account?

11 A    My understanding was it was a payment out of my

12      capital account.

13 Q    Because that's different than what you said the first

14      time I asked you the question.  The first time I

15      asked you the question, you said you made a loan to

16      the company and this was the repayment of the loan.

17 A    Then I'm confused.  Because then if I'm paying a loan

18      back, isn't that the same as out of my capital

19      account?

20 Q    Not necessarily.

21 A    Okay.

22 Q    So you're not sure which it is then at this point?

23 A    I'd have to say I'm not sure then.

24 Q    I don't want to put words in your mouth.  I'm trying

25      to find out what you know and what happened.  I'm not
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1      trying to put words into your mouth.

2           So in any event, after the financial statement

3      was prepared on December 31, '05, you drew down

4      $48,000 as demonstrated by page 2 of Exhibit 5,

5      correct?

6 A    Correct, yes.

7 Q    Let's go on to page 3.  Again, a check on CRI's

8      account for $50,000 to you on January 2, '06.

9 A    Yes.

10 Q    Do you know what that check represents?

11 A    It would have been the same situation as we just

12      discussed on the previous check.  It would be a

13      repayment of a personal loan.

14 Q    And go on to the next page, page 4, Check No. 21207

15      for $50,000.  Is that the same circumstances?

16 A    Same circumstance.  Yes, it is.

17 Q    We go on to the next page, page 5 of Exhibit 5, Check

18      21208, a check to you for $100,000, do you see that?

19 A    Yes.

20 Q    And what's the circumstance of that payment?

21 A    Same circumstance.

22 Q    Turning to page 6 of Exhibit 5, Check No. 21209, a

23      check to you for $100,000 on the same date.

24 A    Yes.

25 Q    Do you see that?
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1 A    Yes.

2 Q    What was the circumstance of the payment of that

3      check?

4 A    Same circumstance.

5 Q    The next page, page 7 of Exhibit 5, Check No. 21199

6      made payable to you on January 1, '06, for $10,000,

7      what was the circumstance of that payment?

8 A    Does your copy show that that's a payment to Kai

9      Moldskred?

10 Q    It does.  Excuse me.

11 A    Then that is a payment of a loan that Mr. Moldskred

12      gave to me personally that I put into the company.

13      And I was repaying that loan to him.

14 Q    That's a payment, really, on your behalf -- by the

15      company on your behalf to him?

16 A    Correct, yes.

17 Q    And the next page, page 8, Exhibit 5, Check

18      No. 21202.  This one's payable to you January 2, '06,

19      for $2,700.  Do you know what that one's for?

20 A    I do not remember that.  It's probably the same as we

21      discussed on the other checks dated that same date.

22 Q    On the next page, page 9, Exhibit 5, Check No. 21203

23      made payable to you January 2, '06, for $8,000, do

24      you know what the circumstance was for that check?

25 A    I do not recall, but probably the same as the others
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1      we've been discussing.

2 Q    Next page, page 10, Exhibit 5, Check No. 21279 made

3      payable to you, $15,000 dated January 12, '06, do you

4      know what the circumstance for the payment of that

5      check was?

6 A    Now, that probably was my normal monthly draw.

7 Q    And then turning the page to page 11 of Exhibit 5,

8      Check No. 21328 made payable to you, $15,000 on

9      January 23, '06, do you know the purpose for that

10      check?

11 A    Probably a normal monthly draw.

12 Q    You had received a draw on the 12th for $15,000 and

13      then you received another draw in the same month for

14      the same amount?

15 A    Correct.

16 Q    So were your monthly draws $30,000 or $15,000?

17 A    No.  They were $15,000 but I must have -- I must have

18      needed some money to catch up on my bills.

19 Q    And then turning to page 12 of Exhibit 5, Check

20      No. 21412 made payable to you dated January 26, '06,

21      for $15,000, do you know what the purpose of this

22      check was for?

23 A    Well, it must have been a monthly draw.  But I

24      certainly can see it was more than my monthly draw so

25      I must have needed some money to catch up on bills.
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1 Q    How would you make a determination whether or not you

2      can take money out of your company for yourself to

3      pay your monthly bills?

4 A    I took it as I needed it.

5 Q    I've gone back through pages 1 to 12 of Exhibit 5 and

6      added the amounts in my head.  And the amount is

7      whatever it is, but it looks like to me it's about

8      $400,000.  Do you remember whether or not you

9      received about $400,000 from the company in January

10      of '06?

11 A    That is probably a correct amount.  But that went

12      mostly to pay back money that I borrowed.

13 Q    That explains what you did with the money.  But why

14      did the company pay you that money?  Was it a return

15      on your capital account?

16 A    That is my understanding.  Yes, it's a return of my

17      capital account.

18 Q    So this money was not loaned to the company?

19 A    I don't believe it was.  It was -- it was my capital

20      account and I was -- I put money into my capital

21      account and I withdrew money from my capital account.

22 Q    How did you make a determination of whether or not

23      money was available for you to withdraw from your

24      capital account?

25 A    I'm not sure how to answer that other than I knew
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1      what money was available to the company or in the

2      company accounts.

3 Q    Did you work with your accountant in making the

4      determination whether or not there was adequate money

5      in your capital account to withdraw it?

6 A    Yes, I did.

7 Q    Was there any correspondence between you and your

8      accountant -- or the company's accountant, rather, on

9      that topic?

10 A    No.

11 Q    At any time during 2006, did he tell you that it

12      would be improper to draw down your capital account?

13 A    No.

14 Q    At any time during 2006, did he tell you that it

15      would be proper for you to draw down your capital

16      account?

17 A    There was no verbal or written correspondence in that

18      effect, no.

19 Q    Did you communicate with your accountant during 2006?

20      By your accountant, I mean the company's accountant

21      in the person of Todd Resch.  Did you discuss with

22      him during 2006 drawing down the capital account?

23 A    Sorry.  I misunderstood.  With Todd Resch, I did not

24      have conversations.  It was our internal bookkeeper

25      accountant that I would keep track of what was in our
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1      company's account.

2 Q    So basically, if there was cash in the checking

3      account, then you thought that was available for you

4      to draw down?

5 A    Yes, correct.

6 Q    Turning back to Exhibit No. 5, page 13, there is

7      another check to Kai in the amount of $10,000.

8 A    Yes.

9 Q    Was that a payment on the loan that you owed to Kai?

10 A    That is correct, yes.

11 Q    Turning to the next page, page 14, a check for

12      February 2, '06, made payable to you for $15,000,

13      what was the purpose of that check?

14 A    Again, probably a monthly draw.

15 Q    Turning to page 15 there is a check to you dated

16      February 2 for $50,000, Check No. 21465.  Do you see

17      that check?

18 A    Correct, yes.

19 Q    And do you know what the purpose of that payment was?

20 A    That was for a loan repayment to Kai from me

21      personally.

22 Q    At any point did Kai make a loan payment directly to

23      the company?

24 A    No.  The money came to me personally years ago and in

25      turn, I put the money in the company.
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1 Q    The next page, page 16, Check No. 21530, a check made

2      payable to you dated February 9, '06, for $15,000, do

3      you know what the purpose of this payment was?

4 A    Again, it must have been a monthly draw, but I do not

5      have a recollection why I had doubled my draw that

6      month.

7 Q    Turning to the next page, page 17, Exhibit 5, Check

8      No. 21532, a check to you dated February 10, '06, of

9      $5,000, do you know what the purpose of that payment

10      is?

11 A    Same answer.  A monthly draw.

12 Q    Let's turn to the next page, page 18, Check 21601.

13      What's the purpose of that payment?

14 A    Same answer.

15 Q    Turning to page 19, Check No. 21697.  What's the

16      purpose of that check?

17 A    $4,500.  I do not remember in that that's an odd

18      amount.  I do not remember.

19 Q    Turning back to January -- figuratively January '06,

20      what was the financial condition of the company?

21 A    Actually, it was quite good.  In the winter quarter

22      of '06, we were having a very positive enrollment,

23      positive retention and positive financial statements.

24 Q    Now, the money in the accounts that you were drawing

25      down, was that in a checking account?
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1 A    Yes.  They were checking accounts.

2 Q    When the money came in from student aid, did you put

3      that in just a general checking account for the

4      company?

5 A    Somewhat.  There were two separate accounts.  Pell

6      money, which was government grant money, was

7      transferred to a separate account that only Pell

8      money went into.  In turn, then we transferred that

9      to our operating account.  Most of the federal aid,

10      the loan money, came into our general operating

11      account.  So kind of yes to both parts of your

12      question.

13 Q    So on January 1, '06, there would have been a

14      substantial amount of cash in the accounts that was

15      prepaid tuition, right?

16 A    Correct, yes.

17 Q    In fact, your financial statement, Exhibit No. 3,

18      indicates that there's an obligation -- I don't know

19      whether it means cash -- but an obligation for

20      prepaid tuition in the amount of $661,000.  Do you

21      know what the bank account balance was on January 1?

22 A    I do not know.

23 Q    Do you know whether or not any of the money that was

24      used to fund the checks that we've discussed here was

25      prepaid tuition?
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1 A    I couldn't identify it because it was one account --

2      that all our expenses, all our payments went into one

3      account.  So I do not have any understanding of how

4      that would be broken down.

5 Q    It's possible that some of the money that you were

6      paid was from the prepaid tuition?

7 A    Possible, yes.

8 Q    And turning to page 19, Exhibit 5, Check 21697 to

9      you, do you know what the purpose for that payment

10      was?

11 A    I do not know because of the odd amount.  I would

12      have to look at my records.

13 Q    Turning to the next page, a check, again, to Kai for

14      $10,000, what's the purpose of that check?

15 A    That would have been a monthly payment to him of the

16      money he had loaned the company -- or loaned me and I

17      had put in the company.

18 Q    Do you know what his address is?

19 A    It is 401 Northeast 153rd Street in Seattle.  And I

20      think the zip is 98155.

21 Q    Turning to page 21 of Exhibit 5, a check to you dated

22      March 2, '06, for $5,000, do you know what the

23      purpose of that payment was?

24 A    It must have been a monthly draw.

25 Q    Turning to page 22 of Exhibit 5, Check No. 21927,
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1      again to Kai for $10,000, what's the purpose of that

2      check?

3 A    Loan payment to Kai.

4 Q    And again, that's a loan that you owed to him, not a

5      loan that CRI owed to him?

6 A    That's correct, yes.

7 Q    And next page, page 23, Check No. 21940 payable to

8      you for $5,000, do you know what the purpose of that

9      payment was?

10 A    That must have been a monthly draw by me.

11 Q    Next page, page 24, Check No. 22176 payable to Kai

12      for $10,000, do you know what the purpose of that

13      payment was?

14 A    It must have been a loan payment to Kai from me

15      personally.

16 Q    For your benefit?

17 A    Yes, correct.

18 Q    Turning to the next page, Check 22400 on page 25,

19      Exhibit 5, a check to Kai for $3,000, do you know

20      what the purpose for that payment was?

21 A    I don't recognize the odd amount, but it must have

22      been a loan payment as we've discussed before.

23 Q    Because during 2006, CRI had no obligation to Kai

24      directly, correct?

25 A    Correct.
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1 Q    And during 2006, Kai did not make any payments or

2      transfer any property to CRI; isn't that correct?

3 A    In 2006, that is correct.

4 Q    When would be the last time he made a payment or a

5      transfer of property to CRI had taken place?

6 A    Well, to me and then into CRI, probably at least

7      eight to ten years ago.

8 Q    So this is a very old loan --

9 A    Correct.

10 Q    -- that you owed to him?

11 A    That's correct.

12 Q    Then the next page, page 26, Check No. 22594, again

13      to Kai for $10,000, what's the purpose of that

14      payment?

15 A    Again, I'm sure it's a regular loan payment that was

16      paid to him.

17 Q    Loan payment for your benefit, not for the benefit of

18      CRI?

19 A    Correct.

20 Q    Turning to the next page, page 27, Check No. 22705

21      made payable to you for $5,000, do you know what the

22      purpose of that check is?

23 A    Must have been my monthly draw.

24 Q    And turning to the next page, page 28, Exhibit 5,

25      Check No. 22775 payable to you for $5,000, do you
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1      know what the purpose of that check is?

2 A    Again, must have been my monthly draw.

3 Q    And Check No. 22806 on page 29 of Exhibit 5 payable

4      to Kai for $10,000, was that an obligation that you

5      had to Kai and the payment was made to him by CRI for

6      your benefit?

7 A    Yes, correct.

8 Q    Of the money that you received out of the checks

9      which are Exhibit 5, how much of that went to Kai?

10 A    I don't understand the question.  I'm sorry.

11 Q    I'll back up and break it up into a number of

12      questions.  Exhibit 5 is a series of 29 different

13      checks.  As far as you know, were all of those checks

14      deposited to either your account or Kai's account and

15      the checks were paid by CRI?

16 A    Yes, that's correct.

17 Q    So this is an accurate representation of payments by

18      CRI to you and/or Kai?

19 A    I believe that is truthful, yes.

20 Q    In January of '06 you received about $400,000, most

21      of which you said was a repayment of your capital

22      account.

23 A    Correct, yes.

24 Q    What did you do with that $400,000?

25 A    That was paid to loans that I had personally that I
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1      needed to repay.

2 Q    To Kai?

3 A    Some of it, yes.

4 Q    Who else did you repay the money to?

5 A    Some was to my Seattle landlord.  And his name is

6      Steve Fleischman.

7 Q    How do you spell his last name?

8 A    F-L-E-I-S-C-H-M-A-N.

9 Q    Let's go back to Kai.  How much went to Kai?  How

10      much did you pay Kai in 2006?

11 A    The majority of this money went to Kai.  An exact

12      breakdown, I do not know.

13 Q    Would it be over 80 percent?

14 A    Probably 70 percent.

15 Q    Were all of those payments to Kai on behalf of a loan

16      that he had made to you?

17 A    That is correct.

18 Q    And that loan was made when?

19 A    The majority of the money was made many years ago,

20      eight to ten years ago.

21 Q    Is there documentation for that loan?

22 A    I do not have documentation.

23 Q    Does Kai have documentation?

24 A    I would assume that he has, yes.

25 Q    Were the loans documented at that point in time?
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1 A    Yes, they were.

2 Q    Were they a series of loans?

3 A    Yes, they were.

4 Q    How many?

5 A    Probably about five or six over the period of about

6      two years.

7 Q    How much money did you borrow?

8 A    Originally, approximately $200,000.

9 Q    What was the purpose of the loan?

10 A    To fund the company.

11 Q    Do you personally have any documents regarding those

12      transactions?

13 A    I do not.

14 Q    Do you have any bank statements or banking records

15      regarding those transactions?

16 A    Just what we're showing here today.

17 Q    I mean of the original loan?

18 A    I do not.

19 Q    Do you have any business dealings with Kai other than

20      a repayment of this loan?

21 A    I do not.

22 Q    Does he have any security in any property that you

23      own?

24 A    He does currently, yes, on my personal home.

25 Q    Is that a deed of trust?
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1 A    I don't know.  I believe it is.

2 Q    What's the purpose of the deed of trust?

3 A    It's for security for the money that he has advanced

4      me.

5 Q    Are you talking about this loan of $200,000?

6 A    Correct.

7 Q    When was that deed of trust executed?

8 A    The deed of trust was executed about August of 2006.

9 Q    What kind of business is Kai in?

10 A    He's semi-retired.  He invests in real estate and he

11      invests in companies.

12 Q    Was he a shareholder of the company originally?

13 A    He was never a shareholder in the company.

14 Q    And again, he was an employee for about four years?

15 A    Correct, yes.

16 Q    And what kind of work did he do for the company?

17 A    He was our bookkeeper -- our internal bookkeeper.

18           MR. RIGBY:  What I'd like to do is take a break

19      for about five or ten minutes.

20                               (Recess taken.)

21 BY MR. RIGBY:  (Continuing)

22 Q    Handing you what's been marked as Exhibit No. 6, can

23      you identify page 1 of that exhibit?

24 A    And this appears to be minutes of our board of

25      directors meeting which was me and my attorney.
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1 Q    And you signed those minutes?

2 A    I did sign them, yes.

3 Q    And I assume the minutes mean what they say in the

4      fourth paragraph where you needed to improve the

5      capital account of the company by $295,000.

6 A    That's correct, yes.

7 Q    And again, that was for the Department of Education

8      requirements in order for you to receive financial

9      aid?

10 A    Correct, yes.

11 Q    And turning to page 3 of that document, is that the

12      promissory note that is referred to in the minutes?

13 A    Yes, that is correct.

14 Q    And on page 4, is that promissory note signed by you?

15 A    It is signed by me, yes.

16 Q    What are the circumstances under which that note

17      would become payable to CRI?

18 A    My understanding, it was not payable but it was a

19      pledge of security only.

20 Q    And the third paragraph on page 3 starting with the

21      second paragraph, it says, "The undersigned does

22      hereby promise and agree this Note shall be payable

23      as follows."  The next paragraph says, "The principal

24      balance of this Note together with accrued and unpaid

25      interest thereon shall be due and payable upon the
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1      dissolution or bankruptcy of Holder, but not later

2      than May 31, 2010."  Do you see those words?

3 A    I'm sorry.  I do not.

4 Q    Beginning right here, "The undersigned..." and then

5      the following paragraph I just read.

6 A    Yes.  I see those words.

7 Q    And to me that would indicate that since CRI filed

8      bankruptcy that the note would be due and payable.

9      What's your understanding?

10 A    That was not my understanding, but I see the words in

11      front of me.

12 Q    What was your understanding?

13 A    My understanding was that it was a security pledge

14      only, that it was not due and payable to the company

15      but it was for security purposes only.

16 Q    So you thought there was no circumstance under which

17      the note would become due and payable to the company?

18 A    That was my understanding, yes.

19 Q    Turning to page 5 of this Exhibit 6, it looks to me

20      like that's a deed of trust by you against your home

21      in favor of CRI to secure the note that we just

22      looked at.

23 A    Yes, correct.

24 Q    Does your signature appear on page 8?

25 A    Yes, it does.
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1 Q    And do you know if the document was recorded?  It

2      indicates that much on page 5.

3 A    I believe it was recorded, yes.

4 Q    And who is John Dahl?

5 A    John Dahl has been the company's -- CRI's attorney.

6 Q    Has he ever represented you personally?

7 A    I believe he has, yes.

8 Q    In this transaction, this deed of trust, did he

9      represent CRI or did he represent you?

10 A    I do not know how to answer that.

11 Q    Who paid his bill?

12 A    I paid his bill.

13 Q    Personally or did CRI pay his bill?

14 A    I do not remember.  I'm sorry.

15 Q    So as you sit here now, do you consider him your

16      attorney for this transaction or did you consider him

17      CRI's attorney for the transaction?

18 A    Good question.  I've been under the understanding

19      that he's been CRI's attorney.  However, many years

20      ago he did help me with personal real estate

21      transactions.  But my understanding here is he is

22      CRI's attorney.

23 Q    During that year 2006, did John Dahl represent you in

24      any personal legal matters?

25 A    To my belief, no.
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1 Q    During 2005, did John Dahl represent you regarding

2      any personal legal matters?

3 A    To my understanding, no.

4 Q    Turning to page 10 of this exhibit, it's a financing

5      statement, is that document one of the documents

6      prepared pursuant to the minutes of providing CRI

7      with the security in certain of your assets?

8 A    It appears to be.  Yes, correct.

9 Q    And turning to the next page, page 11, does your

10      signature appear on that document?

11 A    That is my signature, yes.

12 Q    And that provides CRI with the security interest in

13      all of the documents listed -- rather all of the

14      property listed on Paragraph 12?

15 A    That is my understanding, yes.

16 Q    One is a 14-karat yellow gold diamond ring, correct?

17 A    Correct.

18 Q    Where is that ring presently?

19 A    I've given that ring away.

20 Q    Who did you give it to?

21 A    I gave it to the family of Kai Moldskred.

22 Q    Who specifically?

23 A    I handed it personally to Kai.

24 Q    Is there a reason why?

25 A    It was some family heirlooms to me and I figured I
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1      wanted to have somebody I knew that would keep them

2      if I was going to lose them.

3 Q    Who would you lose them to?

4 A    I did not know.

5 Q    Did you receive any money in exchange for the ring?

6 A    I did not.

7 Q    Did Kai give you a credit on any loan you had to him

8      in exchange for the ring?

9 A    He did not.

10 Q    So there was no consideration paid to you in exchange

11      for the ring?

12 A    There was not.

13 Q    Do you have an opinion of the fair market value of

14      the ring on the date of the transfer?

15 A    There was an appraisal on the ring.  I do not

16      remember what that was worth.  It seems to me it was

17      about $10,000.

18 Q    It's a 14-karat diamond, right?

19 A    Correct.

20 Q    How much was it insured for?

21 A    I do not know that I had insurance on it.

22 Q    Does that mean you're sure you did not have insurance

23      on it or you do not know?

24 A    I do not know.  It may have been insured partially by

25      my homeowners, but I do not know.
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1 Q    On your homeowner's insurance, do you have any

2      specific property scheduled as insured?

3 A    To my knowledge, no.

4 Q    Have you ever had specific personal property insured

5      on your homeowner's policy?

6 A    To my knowledge, no.

7 Q    You know what I mean, don't you?

8 A    I think I do.

9 Q    For instance, if you wanted to have a valuable ring

10      included on your homeowner's policy beyond some

11      minimal limit of $1,000 or $5,000, you would have to

12      specifically schedule it and declare an amount and

13      pay an additional premium.

14 A    I have not done that then.

15 Q    Paragraph 2 on page 12 refers to an 18-karat yellow

16      gold diamond ring.  Where is that ring presently?

17 A    Same thing.  I gave that away to Kai Moldskred.

18 Q    Was there any consideration returned to you for that

19      ring?

20 A    There was not, no.

21 Q    Do you know what the fair market value of that was?

22 A    I do not remember.  But there was an appraisal done

23      and it seems to me it was -- it may have been upwards

24      to $40,000.

25 Q    Do you have a copy of the appraisal?
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1 A    I do not have one with me.

2 Q    Obviously.

3 A    And I do not know that I have one at my home records.

4      I do not know.

5 Q    When was the appraisal obtained?

6 A    The appraisal probably was obtained year-end 2005,

7      perhaps year beginning 2006.

8 Q    And was the purpose of that appraisal to value it for

9      the Department of Education?

10 A    For the pledge of security, yes, it was.

11 Q    And did CRI obtain a copy of the appraisal?

12 A    I believe it did, yes.

13 Q    Would that be in the records that you provided to

14      Richard Ginus?

15 A    I do not know.  But if CRI had one, it would be in

16      those boxes.

17 Q    Does Kai have a copy of the appraisal?

18 A    I don't believe he does.

19 Q    And does the same hold true for the appraisal of the

20      14-karat?

21 A    Yes.

22 Q    That it was obtained at the end of '05 or the

23      beginning of '06 and you don't have a copy and if CRI

24      still has a copy, it's in the records?

25                               (Cell phone interruption.)
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1 A    Correct.

2           Is there a copy here by any chance?

3 Q    I don't remember seeing one.  We'll go through these

4      and find out.

5           Did John Dahl by chance obtain a copy of the

6      appraisal?

7 A    I believe he did, yes.

8 Q    And then turning to page 13, a document entitled

9      "Partial Assignment of Stock," what does this

10      document, as far as you know, accomplish?

11 A    Well, this was, again, a security pledge needed at

12      the time of 2005 from me to the company.

13 Q    And you had stock in NetVest at that point in time?

14 A    Yes, I did.

15 Q    And at that point in time, the stock was worth about

16      $86,000?

17 A    Correct.

18 Q    Who holds the stock presently?

19 A    There is no stock.  I have sold that and I had put

20      that in the company.  There is -- there is no stock

21      account left.  There is a stock account left, but

22      there's only maybe $30 to $50 in it.

23 Q    Who is the account with?

24 A    It's still with NetVest.

25 Q    Is that the broker?



26a7ae80-cc7e-4b34-bbb9-3243cd53defc

2004 Examination of Alen Janisch, 6/6/07

Excel Court Reporting (253) 536-5824

Page 59

1 A    Well, that's the -- yeah, that's the company.  That's

2      the broker.

3           MR. FREESE:  May I beg your indulgence and take

4      a brief recess?

5                               (Recess taken.)

6 BY MR. RIGBY:  (Continuing)

7 Q    About what date was the NetVest account liquidated

8      and paid into CRI's accounts?

9 A    I would have to look.  But it was back in two

10      thousand -- mid-year 2005.

11 Q    This document is dated June 29, 2005?

12 A    Right, right.

13 Q    So did it happen after that?

14 A    Probably after that.  Probably summer, maybe early

15      fall.

16 Q    You said the appraisal for the rings was obtained at

17      the end of '05 or the beginning of '06.

18 A    I believe that's correct.

19 Q    Where did John Dahl get the description for the rings

20      that appears on page 12?

21 A    I am sure those were copied from the appraisal.

22 Q    But the descriptions are attached to a document which

23      is dated June 29, '05 --

24 A    Yes.

25 Q    -- which is six months before you said the appraisal
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1      was prepared.

2 A    I believe there were two separate appraisals.  I

3      believe I had pledged the rings on two separate years

4      and there probably were two separate appraisals, one

5      for year ended -- one for year ended 2005 and one for

6      year ended 2006.

7 Q    Year-end 2006 after the bankruptcy was filed?

8 A    No, no, no.  Back that up a year.  Then for year-end

9      2004 and year-end 2005.

10 Q    So then sometime shortly after June 29, '05, this

11      account was liquidated and paid into CRI accounts?

12 A    Correct, yes.

13 Q    Do you remember the amount of the check that was

14      deposited?

15 A    I do not.

16 Q    Would it have been one check or multiple checks?

17 A    It would have been multiple checks.

18 Q    And would those have come from you or from NetVest?

19 A    I believe they were written from NetVest to me and

20      deposited in the company.

21 Q    And going on to page 14 still on Exhibit 6, can you

22      identify that document?

23 A    Let's see.  Page 14, this looks like the minutes of

24      our meeting -- corporate meeting for 2005, I think.

25      Yes.
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1 Q    It looks like it's dated June 26, 2006, isn't it?

2 A    Oh, yes.  Yes, it is.

3 Q    And then the first "resolved" paragraph appears to

4      reduce the promissory note amount from $295,000 to

5      $137,000?

6 A    Correct, yes.

7 Q    Can you explain that to me, please.

8 A    It was that the company had good earnings for the

9      year and I did not need to make as big of a security

10      pledge this year than the year prior.  So my pledge

11      could go down from $295,000 to $137,000.

12 Q    So for the Department of Education regulations, and

13      these would be looking to the net worth of the

14      company, at the year-end '05, the company had made a

15      substantial profit and so its net worth was up.  And

16      so the amount of pledge that you needed to make to

17      the company in order for it to meet the minimum

18      requirements under the DOE regulations went down?

19 A    That is my understanding, yes.

20 Q    And it looks like it would have gone down, what,

21      $160,000 or something like that because of additional

22      profit in the company at the end of '05?

23 A    That's my understanding.  Yes, correct.

24 Q    Now, what would the impact of you having taken

25      $400,000 in cash out of the company in December '06
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1      have on this equation?

2 A    I'm not sure I understand that question.

3 Q    These minutes beginning on page 14 of Exhibit 6, you

4      reduce the amount of your note to the company because

5      the company's capital position had improved.  But

6      this is looking back to December 31 -- it says

7      December 31, '04, or does it mean December 31, '05;

8      do you know?

9 A    I do not know.

10 Q    Do you understand my basic point is that you're

11      looking at a financial statement on a December 31

12      date, but that news is old news at the time that

13      these minutes were done because you had drawn down

14      the capital by at least $400,000 even just in the

15      month of January?

16 A    Uh-huh.

17 Q    Do you understand what I'm saying?

18 A    Uh-huh.

19 Q    So the capital of the company is way below the

20      January 1 amount on this June 26, '06, date.  Do you

21      understand that?

22 A    I understand, but it's beyond my expertise how to

23      answer that.

24 Q    I mean, it looks like basically you're pumping up the

25      financial statement on December 31, the date of the
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1      audits, and drawing the company down as far as

2      possible in between.  Was that what your intention

3      was?

4 A    The intention was to improve the financials at

5      year-end.  Yes, that's correct.

6 Q    And then you drew out whatever was available in the

7      meantime?

8 A    That's correct.

9 Q    Turning to page 16 of Exhibit 6, this looks like it's

10      a modification of the promissory note based on the

11      June 26 minutes from the prior two pages; is that

12      correct?

13 A    That appears correct, yes.

14 Q    And does your signature appear on this page 16?

15 A    That is my signature, yes.

16 Q    Does this look like a true and accurate copy of the

17      original document?

18 A    It appears to be a true and accurate copy.

19 Q    Turning to page 17, and again, do your signatures

20      appear on that document?

21 A    Those are my signatures, yes.

22 Q    And is that a true and accurate copy of that

23      document?

24 A    It appears to be a true and accurate copy, yes.

25 Q    And going back to the DOE regulations, do they only
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1      require a capital account as of a given date for the

2      audit or do they require that the capital account or

3      worth of the company remain high throughout the

4      calendar year?

5 A    My understanding that it was a point in time.  It was

6      a December 31 year-end snapshot of the company.

7 Q    What would have happened if the company had not

8      qualified on its audit on December 31, '05?

9 A    Well, two different things could happen.  There was a

10      sliding scale on the ratios for the Department of

11      Education.  If we had slipped into what they call

12      "the zone," we would have had more requirements to

13      fullfil.  And if we slipped below the zone, we would

14      not qualify our students for federal aid.  So again,

15      it was a sliding scale.

16           And the last year we were what they called

17      "above the zone," which meant we were, to the

18      Department of Ed., financially secure and needed no

19      other supervision by them.

20 Q    So if you'd been below that, then there would have

21      been additional requirements to fulfill?

22 A    Correct.

23 Q    And would that have included them coming in and

24      taking a closer look at your books and records?

25 A    Not so much that.  The Department of Ed. regularly



26a7ae80-cc7e-4b34-bbb9-3243cd53defc

2004 Examination of Alen Janisch, 6/6/07

Excel Court Reporting (253) 536-5824

Page 65

1      comes out and reviews schools, but we would have more

2      reports to file during the year and more record

3      keeping.  And it could have included them coming out,

4      yes.  But that was not necessarily a requirement.

5 Q    Why was the report for year-end '05 made to the

6      Department of Education?

7 A    For our year-end 2005, the reports need to be

8      submitted within 180 calendar days.  So it would have

9      been -- we would have filed somewhere in June of '06.

10 Q    And when would the consequences of that report begin

11      to occur?

12 A    Well, technically, immediately.  But the Department

13      seemed to have about a six-month period of follow

14      through.  So it may not have been implemented until

15      six months after that date.

16 Q    And when did you say the reporting date was?

17 A    Well, they're due by June 30th of the following year.

18 Q    So if you had fallen below the zone you were in as of

19      December 31, '05, that really wouldn't have had a

20      consequence in the spring or summer of '06 as far as

21      student aid was concerned?

22 A    That is my understanding, correct.

23 Q    If we roll it back to the December 31, '04, reports,

24      if you'd fallen below the zone at that point, then

25      the consequences would have began to be felt in the
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1      fall of '05 or at least by the first of '06?

2 A    Possibly.  However, on some occasions, the Department

3      of Ed., because of the time frame, if you were close

4      enough to the following year-end and you were able to

5      show that you meet the requirements, you were allowed

6      to continue even though it had been a year that had

7      elapsed.  I cannot speak for them, though, if that's

8      still the same.

9 Q    They may or may not have taken any action -- strike

10      that.  If you had fallen below the minimum

11      requirements -- strike that.  It you'd not made the

12      pledge to the company effective December 31, '04,

13      what would have happened?

14 A    Possibly nothing.  But worst-case scenario, within

15      the following year our funding could have been

16      discontinued.

17 Q    So if the report for December 31, '04, was filed by

18      the end of June '05, then by the end of December '05

19      you would have had your funding cut off potentially,

20      worst case?

21 A    Worst case, possibly, yes.

22 Q    Which would mean that in the calendar year '06, CRI

23      would not have qualified for federal student aid or

24      Pell Grants or loans or so forth, correct?

25 A    Worst case, yes.
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1 Q    And again, the purpose of the pledge that you made

2      effective December 31, '04, was so that CRI would

3      qualify above the threshold you're talking about and

4      not be required to provide further reporting to the

5      Department of Education?

6 A    Correct.

7 Q    Please turn to page 19 of Exhibit 6.  Can you

8      identify that document, please.

9 A    And again, it appears to be copies of our meetings

10      for calendar year 2005, but we -- it looks like we

11      met on August of 2006.

12 Q    Now, the company was out of business at this point,

13      right?

14 A    No.  The company did not go out of business until

15      month end of August 2006.

16 Q    And did you know that you were going to go out of

17      business at the end of the month on August 21, '06?

18 A    Yes, I did.

19 Q    And what was the action authorized by this board of

20      directors meeting?

21 A    This was to put in writing that I had indeed paid in

22      more money than was due by the pledge of security.

23      And I had paid the money in around November or

24      December of 2005.

25 Q    Is this the money we talked about before?
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1 A    Correct, yes.

2 Q    And this money did not appear on the books and

3      records of CRI as a loan, correct?

4 A    Correct.

5 Q    It appeared on the books and records of CRI as a

6      capital contribution?

7 A    That is my understanding, yes.

8 Q    Now, wouldn't that capital contribution have been

9      added to your pledge that is discussed on page 19 in

10      order to determine the minimum equity of CRI for the

11      Department of Education regulations?

12 A    I don't know that I understand the question.

13 Q    Sure.  It looks like to me like you're counting

14      twice.  It looks like you're saying that you paid in

15      a capital contribution in November of '05 in order to

16      raise the equity in the company and at the same time,

17      the company had this pledge from you that would have

18      been counted as equity, and together those two

19      amounts would have qualified CRI for the Department

20      of Education regulation purposes.

21 A    I don't know that I have that same understanding, but

22      I'd have to ask our CPA.

23 Q    What is your understanding?

24 A    My understanding is that it was -- my money was paid

25      into the company to pay off this note and that
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1      therefore this note was -- what's the word --

2      dissolved.

3 Q    Do you have a copy of the report to the Department of

4      Education for December 31, '05?

5 A    Those would be in the records that I gave Mr. Ginus.

6 Q    Do you know how far above the minimum threshold of

7      equity CRI qualified?

8 A    I do not remember.

9 Q    Was it very much above it?

10 A    No, it wasn't a lot above it.  But it was above the

11      thresholds we needed.

12 Q    Would it be more than $50,000 above the threshold?

13 A    I do not believe it was that high.

14 Q    Would it be more than $25,000 above the threshold?

15 A    I don't -- I don't remember.

16 Q    So using $50,000 as an example, if you were $50,000

17      above the threshold necessary and in this page 19

18      minutes you reduced the capital by $137,000, then at

19      that point, you would be below the threshold

20      necessary for the DOE regulations, wouldn't CRI have

21      been?

22 A    I don't believe that would be correct.

23 Q    Why not?

24 A    Because I paid in money equal to the amount of the

25      note.  And again, I'd have to -- I'd have to look to
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1      my CPA for counsel on that.  But it seems to me that

2      I put in enough money to pay off the note and the

3      capital account should be the same.

4 Q    Maybe I misunderstood to begin with.  In paragraph 3,

5      now what I'm reading is that you paid $165,000 into

6      the corporation in 2006 to pay off the note.

7 A    Uh-huh.

8 Q    Is that a correct statement?

9 A    Well, and I may misremember.  I thought it was

10      November and December of '05, but it may have very

11      well been in January and February of '06.  Again, I'd

12      have to refer to the accountant and to the records of

13      CRI.

14 Q    If you take a look at Exhibit No. 2, it has your

15      capital account history.  Can you point in there for

16      me the payment of $165,000?

17 A    I do not have a good enough understanding of this

18      internal document.  And I don't believe I can do that

19      for you.  I'd need some help from my CPA.

20 Q    Then let's turn to the next page, page 20.  Does your

21      signature appear on this request for a full

22      reconveyance?

23 A    That is my signature, yes.

24 Q    And turning to the next page, page 21, does your

25      signature appear on that document?
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1 A    That is my signature, yes.

2 Q    And it's releasing the security interest you

3      previously granted?

4 A    Correct.

5 Q    And the same on page 22, a release of security

6      interest signed by you?

7 A    That is my signature, yes.

8 Q    Turning to page 28, is that your signature as the

9      president of Court Reporting Institute?

10 A    Page 28, that is my signature, yes.

11 Q    And page 29, this is a modification of a promissory

12      note marked "paid."  Whose handwriting is that that

13      marks it paid in full?

14 A    It's my signature, but I believe that's John Dahl who

15      wrote "paid in full."

16 Q    And John's involvement in this transaction, again, is

17      attorney for CRI, not as attorney for you personally;

18      is that correct?

19 A    Well, that is my understanding, yes.

20 Q    And turning to page 30, is that the promissory note

21      we've been discussing?

22 A    Yes, it is.

23 Q    It's marked "paid in full."

24 A    And that is my signature.

25 Q    And page 30 and 31?
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1 A    And that is my signature on 31.

2 Q    And on page 32, is that again a copy of the deed of

3      trust?

4 A    It appears to be, yes.

5 Q    Again, on 41, is that your signature?

6 A    On page 41, yes, that's my signature.

7 Q    Going back to the Pell Grants and other government

8      payments, were those made by direct deposit or by

9      check?

10 A    Some of both.  In the later years most were direct

11      deposit to our accounts, but occasionally, a small

12      amount of loans would come by checks.

13 Q    Would the checks be made payable to the student?

14 A    The federal loans came payable to the school.  There

15      was one state-need program that came payable to the

16      student and the school.

17 Q    And if it was payable to the student, how did you

18      obtain the student's signature on the check?

19 A    Well, if the student requested the check, we'd give

20      them the check.  If the student wanted to pay that

21      check toward the school, they could.  And then the

22      student and the school would endorse the check.

23 Q    Were the checks made jointly to the school and the

24      student?

25 A    Only on the state-need programs, yes, that's correct.
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1 Q    Were some of the checks made payable only to the

2      student?

3 A    I don't believe that was the case, no.

4 Q    And again, you didn't have separate accounts to

5      deposit these monies except for the Pell Grants?

6 A    That's correct.

7 Q    Did some students obtain private loans for tuition?

8 A    That's correct, yes.

9 Q    And were those checks handled the same -- the checks

10      from lending institutions handled the same as the

11      government checks?

12 A    Pretty much.  They were made -- they were made for

13      the most part to the school.

14 Q    In any event, each student did not have a separate

15      trust account for their checks and accounts with the

16      company?

17 A    There was not a separate account for each student,

18      no.  A checking account -- there was one checking

19      account for the school.

20 Q    Did any government money come in after the school was

21      closed?

22 A    I do not know.  To my knowledge, no.  We -- in August

23      we had contacted all of the appropriate state and

24      government agencies so they knew it was our intent to

25      close at the end of August 2006.
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1 Q    Who was or is Leanne Hobbs?

2 A    She was kind of my second in command, worked for the

3      company.  And she, as her last title, was the

4      director of our Tacoma, Washington campus.

5 Q    Do you know what her address is?

6 A    I do not know.  It's -- they live down in Brown's

7      Point in Tacoma, but I do not know past that.

8 Q    Are there payroll records with her address on it?

9 A    I'm sure there are.

10 Q    Was her paycheck prepared out of the Seattle office?

11 A    Correct, it was.

12 Q    When was the last Department of Education audit?

13 A    Well, we were actually undergoing one for the last

14      year and a half.  And it was not concluded or at

15      least I had not received any official documentation.

16 Q    At the time the company closed?

17 A    Correct.

18 Q    Do you know who the auditor was?

19 A    It was -- yes.  It was DeNise Hill.  The first name

20      is D-E, capital N, I-S-E.  Last name Hill.  And she

21      worked in the Downtown Seattle office.

22 Q    Of what?

23 A    Of the Department of Education.

24 Q    And we talked earlier about the liquidation of the

25      property.  And the statement of financial affairs
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1      indicated you received $15,000 on that.  I think the

2      records indicate you received $11,000 for San Diego.

3      Was there only $4,000 received for Seattle, Boise and

4      Tacoma?

5 A    Probably.  San Diego was our biggest company and

6      that's where we received most of the money.

7      Everything in San Diego was liquidated.

8 Q    Did somebody start a new school in San Diego doing

9      about the same thing?

10 A    That's my understanding, yes.

11 Q    Who was that?

12 A    It was -- I don't know the exact name, but there was

13      a school in Riverside, California that was a court

14      reporting school that came down to San Diego to

15      start, in essence, a branch campus of their Riverside

16      school.  I was not there at the time, but that is my

17      understanding.

18 Q    A 2005 financial statement indicates that there was a

19      bond or CD for $62,000 held in trust by the DOE.  Do

20      you know what that refers to?

21 A    Yes.  That's, again, a security pledge to the

22      Department of Education.  We had been late in federal

23      refunds for the year prior and that was a requirement

24      that we posted that bond to the Department of

25      Education.  I do not know if this has happened, but
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1      my understanding is that bond would now be collected

2      by the Department of Education.

3 Q    Why is that?

4 A    Well, we're out of business.

5 Q    Did the debtor owe the Department of Education any

6      money?

7 A    I'm sorry?

8 Q    Does CRI owe the Department of Education any money?

9 A    I don't know that for a fact.  But we had to put up

10      this requirement to retain our eligibility and our

11      federal aid because we were late on some of our

12      student refunds from prior years.

13 Q    Why were you late?

14 A    We didn't have the money to pay it.

15 Q    For what years are we referring to?

16 A    Oh, this is going back to 2004 and 2005.

17 Q    What parts of 2005?

18 A    The -- probably the early part.

19           In making a long answer short, a school is

20      allowed to make a mistake and be late in five percent

21      of your refunds.  And we were not under that

22      threshold.  It seems to me that we were about eight

23      percent late.  So because of that, we had to post

24      that security pledge.

25 Q    And the lateness was due to a lack of cash flow?
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1 A    Well, on one instance, yes.  And on a couple

2      instances, my staff, we just made a mistake.  We

3      didn't track it properly.

4 Q    Where is the documentation regarding the posting of

5      this bond?

6 A    Well, I hope it's in all the boxes of records that I

7      gave to Richard Ginus.  It would have to be there.

8           Now, also I'm confident the Department of

9      Education would have records in that regard.

10 Q    And that's the Downtown Seattle office?

11 A    That's correct.

12 Q    Who is Tom Fielding?

13 A    He was an employee of the company for many, many

14      years.  And he was primarily in charge of student

15      enrollment and pretty much ran the Seattle campus for

16      a number of years for me.

17 Q    When did he leave?

18 A    He left about a year prior to our school closing.  So

19      he left somewhere summer of 2005.

20 Q    Why did he leave?

21 A    He had another job and he wanted to do something

22      different.

23 Q    Who is Mike Stiles?

24 A    He is our -- or was our admissions representative.

25      He is -- was the director of the Seattle campus.  And
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1      he and Tom also are brothers.

2 Q    Who is Angelina Girus, G-I-R-U-S?

3 A    She is -- she was our main financial aid person at

4      the Seattle campus.  And she is also -- she worked

5      for the company many years.  And she is also the

6      sister-in-law of Tom and Mike who you just asked

7      about.

8 Q    When did she leave her job?

9 A    I don't recall, but it was probably a year and a half

10      before the company closed.

11 Q    Who is Ted Girgus?

12 A    There's two Teds.  There's a junior and a senior.

13      The junior was the head of our sales and marketing

14      class and he also conducted admissions for me for the

15      last year of the company.

16 Q    You said there's a junior also?

17 A    That is junior.

18 Q    Did Senior work for the company?

19 A    Ted Sr. worked for the company many, many years ago.

20      He originally was my partner in the company.

21 Q    When did he cease to be your partner in the company?

22 A    It was about the fall of 1994, maybe 1995.

23 Q    Is there any connection between his leaving the

24      company and the loan you obtained from Kai?

25 A    No, there's no connection.
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1 Q    Did you obtain the loan from Kai after Ted quit the

2      company?

3 A    I don't recall if it was just before that or just

4      after that.  I believe it was just before Ted left.

5 Q    Did you pay Ted for his shares in the company?

6 A    I did.

7 Q    How much?

8 A    I don't have an exact amount for you.  I paid him

9      $10,000 per month for several years and then the

10      company just did not have the wherewithal and it was

11      just discontinued.  So my guess would be I probably

12      paid him two to three hundred thousand dollars.  I'd

13      have to go back to the old company records to find

14      that out.

15 Q    Where are those records at?

16 A    Well, they would be with what we gave to Richard.

17      Every -- all the company records are there that I

18      have.

19 Q    But you say you borrowed about $200,000, if I

20      remember right, from Kai?

21 A    Correct.

22 Q    At about the same point in time as you made the

23      payment to Ted for his stock?

24 A    It was around the same time.  Probably borrowed from

25      Kai a little bit before Ted's departure.
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1 Q    And was that the money you used to pay Ted off with?

2 A    I'm sorry?

3 Q    Was the money borrowed from Kai the money you used to

4      pay Ted?

5 A    No.  The money I got from Kai went in to run the

6      company.  And then the payments to Ted came from

7      monthly operations of the company.

8 Q    So the company bought Ted's stock?

9 A    Well, no, I don't think that's truthful.  I bought

10      his stock but I had to use money from the company as

11      my draw to buy his stock.

12 Q    Would you be taxed on the money that was used to buy

13      Ted's stock?

14 A    I don't remember.  I'd have to check with my CPA that

15      handled all the tax records.

16 Q    And who was the CPA who handled that at that point in

17      time?

18 A    Well, Todd Resch was still our company CPA, but my

19      personal tax representative was a guy by the name of

20      Will Russel out in SeaTac.

21 Q    Is he still there?

22 A    I believe he's still there.

23 Q    Do you have your tax returns from this period?

24 A    I do.

25 Q    Are they at your home?
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1 A    They are.

2 Q    And do you have plans to retain them for the future?

3 A    Yes.

4 Q    Some of the creditors on the schedules have a

5      notation "CC" after their name.  For instance,

6      there's a Brandy Baker.  It says $8,120 tuition with

7      a "CC" after it.  Do you know what the CC indication

8      means?

9 A    I do not know that.

10 Q    Is it possible it stands for "credit card"?

11 A    Possibly.

12 Q    Was same tuition paid by credit card?

13 A    Yes, that could have happened.

14 Q    Were there some disputes with the credit card

15      payments?

16 A    Not to my knowledge.

17 Q    When did you open the Tacoma campus?

18 A    We opened that about the beginning of the year of

19      2005.

20 Q    And what were the finances of the company in the

21      beginning of the year 2005?

22 A    Actually, they were good.  Our finances -- we had to

23      be approved financially by our national accrediting

24      body to be approved to open the campus.  And we were

25      allowed to open it.
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1 Q    You said earlier that some of the money that you

2      received during 2006 from CRI was paid to your

3      landlord?

4 A    Yes.

5 Q    What was the name of the landlord again?

6 A    It's Steve Fleischman, F-L-E-I-S-C-H-M-A-N.

7 Q    Is he the landlord for CRI?

8 A    Correct.  He's the landlord for CRI in Seattle.

9 Q    Why did you personally make payments to him?

10 A    Because he was kind enough to advance me money to

11      support the company.

12 Q    When did he make that loan to you?

13 A    He made that loan to me in December of 2005.

14 Q    Was that loan made to you or to the company?

15 A    It was made to me.

16 Q    How much was it?

17 A    It was $100,000.

18 Q    And what did you do with the money?

19 A    I put that -- I invested that in the company, in CRI.

20 Q    And if you look at Exhibit No. 2, there's entries

21      about the fourth or fifth one from the bottom dated

22      December 31, '05.  And there's a capital account

23      credit of $101,300.

24 A    Yes.  I see that.

25 Q    Is that the loan money from Fleischman?
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1 A    I cannot tell exactly, but it looks like that could

2      be, yes.

3 Q    And two entries below that there's a $160,000 entry.

4      Do you know what that's for?

5 A    Yes.  I had put in money from my own account into the

6      company as well as money from Kai Moldskred.

7 Q    And then that money was, to a great extent, drawn out

8      during the following month?

9 A    That's correct.

10 Q    Do you know offhand what amount of equity the company

11      needed to demonstrate to the Department of Education

12      in order to qualify?

13 A    I do not remember that number.

14 Q    Who would know that number?

15 A    Todd Resch, our CPA.

16 Q    Is your bookkeeper familiar with that number?

17 A    Our internal bookkeeper, probably not.

18 Q    In terms of orders of magnitude, would it have been

19      half of a million dollars required or more than that?

20 A    No.  I believe it was of the order of what I pledged.

21      My understanding was that I pledged the amount needed

22      which was about $137,000.

23 Q    So you think that's the amount of capital

24      approximately required?

25 A    I believe that is the case.
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1 Q    You say the business was terminated the end of August

2      '06.  When did you vacate the premises?

3 A    It was, oh, within the next two, possibly three

4      weeks.

5 Q    You were out by the end of September '06?

6 A    Yes, correct.

7 Q    Was there a lease on the property?

8 A    Yes, there was.

9 Q    What was the end of the lease term?

10 A    I don't remember, but it was -- we had another year,

11      possibly two on our Seattle building.

12 Q    When was rent paid through?

13 A    Rent was paid on all of our campuses through August

14      of '06.

15 Q    And did you pay Fleischman the rent for September

16      '06?

17 A    No.

18 Q    Do you have a personal guarantee on that lease?

19 A    I do not believe so, no.

20 Q    Do you have a personal guarantee on any of the debt

21      of CRI?

22 A    Yes, I do.  Not on our premises' leases.

23 Q    What debt did you personally guarantee?

24 A    I had two computer and equipment leases and two lines

25      of credits, one with Washington Mutual Bank and one
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1      with U.S. Bank.

2 Q    How much is owed to U.S. Bank?

3 A    I'm sorry?

4 Q    How much is owed to U.S. Bank that you personally

5      guaranteed?

6 A    About $50,000 to U.S. Bank.

7 Q    Have you paid that?

8 A    I have not.

9 Q    Have you processed a payment?

10 A    I am making payments, yes.

11 Q    Going back to U.S. Bank, did you have an agreement

12      with the bank to make payments at a certain rate?

13 A    Yes.

14 Q    And are you current on that agreement?

15 A    I am not.

16 Q    How far behind are you?

17 A    About 60 days.

18 Q    How much are you behind?

19 A    About, oh, a couple thousand dollars in payments.

20 Q    Do you expect to bring that current?

21 A    I don't know that I can.  My intent is to do so, but

22      I don't know that I'm going to physically be able to

23      do that.

24 Q    Are you presently working?

25 A    I am not.
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1 Q    And your Washington Mutual debt that you personally

2      guaranteed is how much?

3 A    That's about $50,000.

4 Q    Are you making payments to Washington Mutual?

5 A    I have not been able to, no.

6 Q    Do you have an agreement with them?

7 A    No, I do not.

8 Q    Have they sued you?

9 A    They have not.

10 Q    Have they contacted you?

11 A    They have.

12 Q    And you've told them what?

13 A    That I just have not been able to make payments.

14 Q    Who is the first computer company?

15 A    It's a company called Great American leasing.  And

16      actually, two computer leases are with them.

17 Q    So two lines with Great Computer Leasing?

18 A    Yes, correct.

19 Q    Is there another company you've personally guaranteed

20      or not?

21 A    To my knowledge, no.

22 Q    How much is the first lease?

23 A    About $7,000.

24 Q    How much is the second one?

25 A    It's about $22,000.
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1 Q    What's the status of the payments on those?

2 A    Behind.

3 Q    Have they contacted you?

4 A    Yes.

5 Q    Have they started to sue you?

6 A    No.

7 Q    Did you return the equipment to them?

8 A    Yes.

9 Q    Are these amounts after they sold the equipment and

10      credited back whatever amount they got for it?

11 A    That's my understanding, yes.

12 Q    What's the fair market value of your house?

13 A    I don't know.  A neighboring  house just sold for

14      $380,000 and mine's comparable.

15 Q    And you've got a loan against it or a mortgage?

16 A    Yes.

17 Q    What's the balance on that?

18 A    First and second amounts to about $270,000.

19 Q    Can you break them out separately?

20 A    First mortgage is about $200,000, the second mortgage

21      is about $70,000.

22 Q    Who is the first to?

23 A    I should know that.  I don't remember this minute.

24      It's a bank, a lending institution.

25 Q    Who's the second one to?
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1 A    It's to Kai Moldskred.

2 Q    Are you making payments to Kai?

3 A    I am not.

4 Q    Are you current on the first?

5 A    I am current on the first.

6           I write that check every month and I can't

7      remember what it is.  Sorry.

8 Q    Who is Janet Carter?

9 A    Janet worked for the company many years.  At last,

10      she was the director of my San Diego campus.

11 Q    When did you tell her that you were closing the San

12      Diego campus?

13 A    We were in discussions in late July of '06,

14      definitely early August '06.

15 Q    Was Sage College the college you mentioned that

16      opened a campus?

17 A    Yes, that is correct.

18 Q    And did it buy some of the equipment?

19 A    Yes.  It bought -- it bought a lot of it, yes.

20 Q    And she determined the price at which it was sold?

21 A    Correct.

22 Q    As far as you know, did she get a fair price for the

23      equipment?

24 A    I believe she did.

25           MR. RIGBY:  And you're here representing the
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1      company today, I assume?

2           MR. FREESE:  Yes.

3 BY MR. RIGBY:  (Continuing)

4 Q    You said that the company was the topic of an article

5      in The Seattle Times in the spring of '06.

6 A    Correct.

7 Q    Is that March of '06?

8 A    Yes, it was.  It was toward the end of March of 2006.

9 Q    When did the company first begin to feel the

10      financial consequences arising out of that article?

11 A    Oh, it was about 60 days after that.  The company

12      actually was doing quite well in January, February,

13      March of '06.  But when the article came out, it was

14      distributed to all of our campuses.  We had a pretty

15      healthy decline in student enrollment.

16           And it was very, very difficult to enroll new

17      students because of that article.  So we really

18      started feeling the financial decline in June of '06.

19      And then we could really tell in July.  Most of our

20      classes started every three months.  So July would

21      have been a class start.  And we just were not

22      successful in getting our enrollment back up.

23 Q    How far off did the enrollment fall?

24 A    Oh, we lost -- over a three-month period of time we

25      had been about 400 students strong and it went down
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1      close to 300 students.  So our revenue per month --

2      our revenue per month declined about $100,000 per

3      month which we just couldn't sustain.

4 Q    And what were your enrollment projections for the

5      beginning of the fall quarter when you closed?

6 A    Didn't get that far.  We did not look that far ahead.

7      Normally, a fall quarter we would have started all

8      campuses about 80 students.

9 Q    Total?

10 A    Total.

11 Q    How many did you have enrolled in the school when it

12      closed?

13 A    We did not have any.

14 Q    There were no student enrolled in the school in

15      August?

16 A    Oh, I'm sorry.  For the fall quarter we had no

17      students for the upcoming fall class.  But we were

18      getting down to about 300, 320 students come the end

19      of August.

20           MR. RIGBY:  I don't have any other questions.

21 BY MR. RIGBY:  (Continuing)

22 Q    Going back on the record.

23           You indicated that you paid, what, about -- at

24      least $300,000 to Kai Moldskred, if I understood your

25      testimony, and you transferred two rings to him?
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1 A    That's correct.

2 Q    Was there any additional transfers of property to him

3      during '06?

4 A    No.

5 Q    And is he holding any other property for you other

6      than the two rings and the cash we've discussed?

7 A    No.

8 Q    Do you have any business relationships with him

9      presently?

10 A    No.

11 Q    How much do you owe him presently?

12 A    It's about -- about $70,000.

13 Q    Do you have any relationship to him?  In other words,

14      are you related to him by family in any way?

15 A    No.  No family.

16 Q    And there's no other business transactions between

17      the two of you?

18 A    No.

19           MR. RIGBY:  All right.  I don't have any other

20      questions.  Thank you.

21                               (Whereupon, at 12:15 p.m.,
                              the deposition concluded.)

22

23

24

25
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1                    C E R T I F I C A T E
2

3 STATE OF WASHINGTON )
                    )   ss.

4 County of Pierce    )
5

6      I, Cheryl A. Smith, a Certified Court Reporter and an
officer of the Court, under my commission as a Notary

7 Public in and for the State of Washington, do hereby
certify:

8

     That the foregoing deposition transcript of the
9 witness named herein was taken before me and transcribed

under my direction; that the transcript is a full, true
10 and complete transcript of the proceedings, including all

questions, objections, motions and exceptions of counsel,
11 made and taken at the time of the foregoing proceedings,

to the best of my abilities;
12

     That I am not a relative, employee, attorney or
13 counsel of any party to this action or relative or

employee of any such attorney or counsel, and that I am
14 not financially interested in the said action or the

outcome thereof;
15

     That the witness, before examination, was by me duly
16 sworn.
17      IN WITNESS WHEREOF, I have hereunto set my hand on

this 20th day of June, 2007, at Auburn, Washington.
18

19

                              ____________________________
20                               NOTARY PUBLIC in and for the

                              State of Washington,
21                               residing at Auburn.
22                               (CCR License #3017)
23

24

25
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