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Judge Karen A. Overstreet
Hearing Date – August 22, 2008

Response Date – August 15, 2008
Chapter 7

United States Bankruptcy Court
Western District of Washington at Seattle

In re:
Court Reporting Institute, Inc.

Debtor.
______________________________________

Bankruptcy Estate of Court
Reporting Institute, Inc., by and through
Michael B. McCarty, Trustee

Plaintiff,
Vs

Janish, Moldskred, et al

Defendants.

NO. 06-14202

Adversary No. 07-01167

DECLARATION OF WILLIAM A. HANLIN,
JR. , CPA in Support of Response To
Motion For Summary Judgment -
August 2008

I hereby certify under penalty of perjury under the laws of the State of Washington

that the following is true and correct.

1. My name is William A. Hanlin, Jr. I am a certified public accountant. I have been

retained as an expert witness to testify in this case. Attached as Exhibit 1 is a listing

of my professional qualifications.
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2. I was retained by defendant Moldskred to expand my prior work in this case in order

to present a more complete picture of the relationship and events surrounding the

Moldskred loan of $150,000, and the subsequent repayment. This type of forensic

service is something which I have performed regularly in my professional practice.

3. Moldskred has made certain statements and representations in his deposition that

make it appear as if he had first-hand knowledge of actions and events pertaining to

CRI respecting its financial condition. Moldskred’s “beliefs” do not equal facts.

Unfortunately, these beliefs now form the foundation of Plaintiff’s impression that

Moldskred had “knowledge” (or should have had “knowledge”) that would have made

it obvious to Moldskred that the repayment of the $150,000 was going to be a

voidable transaction.

4. My review of the evidence in this case reveals that Moldskred may have believed

certain actions took place or that Janish behaved in certain ways, but these were only

his beliefs, not knowledge based upon facts.

5. In my declaration submitted to this court on November 21, 2007, I noted that:

“…the records of CRI support Molskred’s argument that he loaned funds ($150,000)
that were deposited by CRI in late December 2005, and that such funds were repaid
to Molskred four days later on January 2, 2006.”

6. Subsequently, I have learned that the funds from Moldskred did not go directly into

CRI’s accounts. Instead, Moldskred loaned the money to Janish, who in turn

deposited a similar amount into the CRI accounts.

7. I have also learned, since my declaration of November 21, 2007, that Moldskred was

repaid, but not by CRI. Moldskred was repaid by Janish, seemingly from funds

withdrawn by Janish from CRI.
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8. At issue in this present instance is whether or not Moldskred had, or should have had,

sufficient knowledge to be aware that CRI might be insolvent at the time he was

repaid the $150,000 by Janish, and that such payment might be voidable.

9. For this assignment I have revisited the documents previously reviewed. In addition, I

have received and read the audited financial statements for 2005 and 2004. I have

also interviewed the auditor, Mr. Todd W. Resch, CPA.

These are my findings:

10. CRI’s audited financial statements show that, as of December 31, 2005, CRI had a

net equity of $273,954 (see Exhibit 2 – page 5). This is an increase from December

31, 2004, which shows a net equity of $197,707. These undisputed facts show that

CRI was not insolvent at December 31, 2005 (despite the court’s prior ruling on this

point). Indeed, after considering the repayments of funds adding up to the $150,000

to Moldskred (which Trustee presumes were from funds provided by CRI to Janish),

CRI would still have had a positive net equity of $123,954.

11. The court’s ruling on this point has placed the burden upon Moldskred to show that he

did not have, and could not have had the knowledge of the ultimate insolvency of CRI.

12. CRI’s audited financial statements include a Statement of Stockholders Equity (see

Exhibit 2 – page 6). This statement, which is required by generally accepted

accounting principles, shows the changes from year to year for all of the components

of a corporation’s equity. Despite Moldskred’s belief on this point, there is nothing

included in this statement that shows that an infusion of capital was made in either

2005 or 2004.

13. The Statement of Cash Flows (Exhibit 2 – page 7) for both 2005 and 2004 do not

show that CRI experienced any borrowing activities to or from Moldskred.
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14. The audited financial statements of CRI were issued by Mr. Resch on June 14, 2006.

This date represents a significant length of time between December 31, 2005 and the

date of the audit report. Generally accepted auditing standards require the auditor to

perform a review of events after the balance sheet date (December 31, 2005) to the

date of the audit report (June 14, 2006) in order to determine whether or not there has

been a significant change in the Company’s financial situation that could materially

affect the readers understanding of the financial position at the balance sheet date. In

other words, if the auditor were to discover that an entity had lost a major customer,

or that the terms of doing business had become unfavorable, or might otherwise

cause a going concern problem (like imminent or likely insolvency) during the interim

period, these events would then be a required disclosure in both the audit report and

the financial statements under generally accepted accounting principles and generally

accepted auditing standards.

15. During the interview with Mr. Resch, I asked several questions pertinent to this case

and this motion. He was asked about a capital infusion as of December 31, 2005. He

was asked about subsequent events and the going concern of CRI. He was asked

about the requirements of the Department of Education.

16. Mr. Resch, who has been a CPA since 1975, was able to tell me that CRI had no

direct financial dealings with Moldskred. He was able to confirm that CRI had a

positive net worth as of December 31, 2005, as represented on the balance sheet.

17. Mr. Resch confirmed that CRI had made more than $300,000 in profit in 2005, and

that the audit procedures he applied as of December 31, 2005 did not indicate that

CRI had a going concern problem as of that date.

18. Mr. Resch confirmed that he had performed the required subsequent review of CRI

prior to issuance of the audited financial statements, and that nothing came to his
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attention that would have indicated that CRI had experienced any event or events that

would have cause concern for CRI’s ability to remain in business as of June 14, 2006.

19. Plaintiff in this case has asserted that Moldskred assisted in or aided Janish to

perform a fraud upon the Department of Education by providing Janish annually with

funds to put into CRI at the end of the year.

20. Government requirements for a certain level of capital to be held by a business have

never required that such businesses have that level of capital each and every day of

the year. This is true for agencies such as the Department of Education (DOE),

Department of Housing and Urban Development (HUD), Department of Agriculture

and Department of Transportation. Rather, these agencies want to see what the level

of capital is at the balance sheet date, usually the end of an entities fiscal year.

21. The evidence in this case clearly shows that Moldskred loaned money to Janish near

the end of each year beginning in 1998 and continuing through 2005. The audited

financial statements of CRI for 2005 and 2004 show that DOE conducted its field

audit of CRI’s affairs for 2001-2002 and 2002-2003 for the financial aid program, and

found that CRI was in compliance.

22. The evidence shows most clearly that CRI’s demise was not caused by the

repayment of the $150,000 which Janish borrowed from Moldskred. That event took

place in January 2006. As of June 14, 2006, CRI was still considered, by its auditor,

to be a viable going concern.

23. Plaintiff asserts that Janish should have been aware of CRI’s problems because of his

former bookkeeper relationship and because of his long-term and on-going

relationship with Janish, and that Moldskred had a duty to discover that CRI was

having financial problems and would not be able to aid Janish to repay the funds to

Moldskred.
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24. Assuming that plaintiff is correct, and that Moldskred had a duty to perform more due

diligence during the very short loan period, what would Moldskred have discovered?

He could have obtained the internal financial statements from CRI as of December

31, 2005. Had he done so, he would have seen that CRI was showing a profit of

more than $300,000 for the year and had a positive net worth as of December 31,

2005. This is a normal type of action that a lender might perform. He would not have

discovered that CRI was insolvent, or was likely to become insolvent.

25. Further, Moldskred could have asked for the audited financial statements to verify

CRI’s representation of its 2005 profits. Here again, there would have been nothing

to inform him that CRI might not survive financially. Moldskred’s daily involvement

with CRI financial activities ended years before CRI’s financial difficulty. And he was

no longer involved in the day-to-day operations or affairs. If anything, his past

experience with CRI would most likely have given him a sense of confidence in the

ability of CRI to continue to be a viable and business. Had Moldskred asked for the

audited financial statements, he would have a right to rely on the representations

made therein.

26. A reasonable person would have wanted to know how they would be repaid. A

reasonable person could have obtained the financial statements from CRI. Moldskred

believes he was given the CRI financial statements. Those internal financial

statements are substantively the same as those published under audit on June 14,

2006. Moldskred’s “knowledge”, either known or knowable in December 2005 or

January 2006 would not have alerted him to any circumstances that the repayment

would become voidable.

27. CRI’s audited financial statements show that the Company possessed more than

$424,000 as of December 31, 2005 (Exhibit 2 – page 4). Therefore, there would be
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no reason for a reasonable person to believe that a distribution by CRI to Janish

would have been improper; the Company had the money with which to pay the

distribution.

28. I have therefore concluded, based upon all the evidence, that Kai Moldskred did not

and would not, even after further inquiry, have had knowledge of any possibility of

voidability of the repayment to him by Alan Janish of the $150,000 in early January

2006.

Date: August 14, 2008 William A. Hanlin, Jr., CPA
Place: Seattle, Washington
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Exhibits Attached

Exhibit 1 Credentials of William A. Hanlin, Jr., CPA, CFE, CVA, CFD

Exhibit 2 Court Reporting Institute, Inc. – Audited Financial Statements - 2005 and 2004


































