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PRELIMINARY STATEMENT :

|
1. During 2002, Martin E. Kenney, the Chief Executive;iOfﬁcer of WRC Media
Inc., orchestrated the fraudulent re%lmition of $1.2 million if revenl’lihe'ﬁ'o'm'a'burponed'salee
of educational software to the Monroe City, Louisiana School Distnth. Kenney did so
bc;:ause WRC needed to generzlte millions of dollars in fourth quarti:}:r revenue to avoid
defaulting on debt covenants and to meet revenue expectations. To[rfacilitate the fraud,
Keuney précured an unauthorized sales contract from the superintmiLdent of thec Monroe City

it
School District that was contingent upon approval by the entire sch!Eol board. The

superintendent lacked contracting authority, and the contract failed(‘ to reflect the school board
contingency. Kenney concealed the contingency from WRC’s inte]knal accountants and

_ ] o g
independent auditors to ensure that they would not reject fourth qulrter revenue recognition.

As atesult, WRC filed financial reports with the Commission, cerlified by Kenney, that
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materially misstated its fourth quarter results.

2. Kenney was involved extensively in the Monroe negotiations. In October
2002, he traveled to Louisiana, along with the sales representatives from WRC’s subsidiary
CompassLearning, Inc., to meet with the superintendent and help close the sale. The
superintendent, however, would only agree to sign a contract that was explicitly conditioned
upon school board approval. Thus, the superintendent signed a standard-form Compass
contract with “pending board approval” inserted into the agreement.

3. Thereafter, Kenney learned that revenue could not be recorded under
generally accepted accounting principles (GAAP) until the contingency was met. Because
the Monroe sale was the largest potential deal in the company’s pipeline and because WRC
was at great risk of defaulting on its debt covenants, obtaining board approval by December
31, 2002 became a priority for Kenney.

4. In December 2002, Kenney learned that the school board would not vote on
the potential transaction until 2003, making revenue recognition in 2002 inappropriate under
GAAP. Despite knowing that Compass could not legitimately record the Monroe revenue in
2002, Kenney traveled back to Louisiana to have the superintendent sign a contract that
fraudulently omitted the contingency. The non-standard replacement contract further omitted
Compass’ customary authority provision requiring the superintendent to represent that he
was “authorized to sign on behalf” of the school board and that “all requirements necessary
to authorize the execution” of the agreement had been satisfied. Nevertheless, the
superintendent verbally reiterated to Kenney and the Compass salespersons that the proposed
transaction was still contingent upon the approval of the entire school board. After obtaining

the superintendent’s signature, Kenney had the replacement contract forwarded to Compass’



internal accountants to have the revenue recorded in the fourth quarter of 2002. Kenney
never told WRC’s internal accountants or independent auditors about the contingency.

5. Consequently, Kenney directly or indirectly, singly or iﬁ/concert, has engaged;
and may be continuing to engage, in acts, practices and courses of business that constitute
violations of Section 10(b) of the Securities Exchange Act of 1934 (“Exchange Act™) [15
U.S.C. § 78j(b)] and Rule 10b-5 promulgated thereunder [17 C.F.R. 240.10b-5].

6. By this action, the Commission seeks (i) permanent injunctive relief, (ii) civil
penalties, (iii) an officer and director bar, and (iv) such further relief as the Court may deem

appropriate.

JURISDICTION

7. This Court has jurisdiction over this action pursuant to Sections 21(d) and 27
of the Exchange Act [15 U.S.C. §§ 78u(d) and 78aa}.

8. Defendant Kenney, directly or indirectly, has made use of the means and
instrumentalities of interstate commerce, or of the mails, or of the facilities of a national
securities exchange in connection with the acts, practices, and courses of business alleged
herein.

9. Venue is proper in this District pursuant to Section 27 of the Exchange Act.
Kenney engaged in certain transactions, acts, practices and courses of business alleged
herein, including filing and furnishing periodic reports with the Commission, within this

District.



DEFENDANT

10. Martin E. Kenney, Jr., age 57, resides in Paoli, Pennsylvania, and was Chief
Executive Officer and a director of WRC Media, Inc. Kenney was also the Chief Executive
Officer of CompassLeaming, Inc., a wholly owned subsidiary of WRC. During all relevant
times, Kenney was a principal spokesperson for WRC responsible for communicating the
company’s financial results to investors. He s‘igned WRC’s periodic reports on Forms 10-K
and 10-Q and certified, among other things, that (i) the reports did not contain any untrue
statement of a material fact or any material omissions, (ii) the financial statefnents and
related information fairly presented WRC’s financial condition and results of operations, and

(iii) he was responsible for establishing and maintaining disclosure controls and procedures.

RELEVANT ENTITY

11. WRC Media, Inc., was at all relevant times a Delaware corporation with its
principal place of business in New York, New York. WRC had $152 million of debt
securities registered with the Commission pursuant to the Securities Act of 1933 that trade on
the Over the Counter Market. In its Form S-4 registration statement, WRC agreed to provide |
the note holders, so long as any notes were outstanding, quarterly and annual reports on
Forms 10-Q and 10-K, as well as all current reports on Form 8-K, in compliance with
Commission rules and regulations. During all relevant times, WRC filed consolidated
financial statements and reported the subsidiaries’ individual financial performance in its

Form 10-Qs and 10-Ks.



FACTS

12.  During 2002, WRC was in poor financial condition because many school
districts lacked the funds to purchase educational software and related supplemental
materials.

13. WRC reported a net loss of just over $4 million during the first half of 2002,
on revenue that was down about $7.5 million or 14.5% from mid-year 2001. Due to the
unfavorable business climate, it appeared unlikely that WRC’s performance would improve
in the second half of 2002. By the beginning of the fourth quarter, Compass’ revenue was
down $16 million from 2001.

14.  In the fourth quarter, WRC needed to generate nearly $20 million in sales to
meet revenue forecasts. Without this revenue, WRC was in danger of violating two liquidity
ratios (calculated for compliance quarterly) relating to its public debt agreements. If the
ratios were not met, a default could have been triggered that would require the acceleration of
principal payments and the denial of further financing under WRC’s credit revolver.

15.  Both liquidity ratios compared a modified EBITDA (earnings before interest,
depreciation, taxes and amortization) amount to the company’s total of long and short-term
debt, which made the amount of revenue recognized by WRC material to the calculations. In
July 2002, WRC revised downward its 2002 EBITDA projections and renegotiated its credit
agreement to reduce the amount of liquidity required. Despite the reduction, in the fourth
quarter of 2002, WRC was still in danger of violating the debt covenants due to weak sales.

16.  Kenney regularly monitored WRC’s “key accounts” summary report, which

listed large potential sales that could close during the quarter. During the fourth quarter of

































JURY TRIAL DEMAND

The Commission hereby demands a jury trial.

Dated: September 13, 2005

Respectfully submitted,

Paul W. Kisslinger (PK 0764)
Antonia Chion

Robert W. Pommer III
Howard A. Scheck
Thomas C. Swiers

Attorneys for Plaintiff

Securities and Exchange Commission
100 F Street, N.E.

Washington, D.C. 20549-4010-A
(202) 551-4427 (Kisslinger)

(202) 551-4479 (Pommer)

(202) 772-9245 (Fax)
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